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Hello 

September 7, 1937. 
U:28 a .m. 

Dr . Burgess is busy on a long distance call . I ' m 
waiting for him. 

Thank you. 

Bello 

Dr , Burgess. 

Thank you. 

Go ahead. 

Hello 

Yes Randolph. 

ll:33 a.m. 

Yes sir, well it's a little slow. 

So I gather but personally I consider when the 
stock market is off five points I think that our 
little show is going very well . 

I think you're doing very well on the whole. 

I think I - I - I mean I think our show is going 
very well . 

Yes. Now I've got an order in - we're going to 
buy some of these rights if they get down so we 
can get them at 5. 

At 5. 

I thought we'd just have a little block 1n there 
if anything happens. 
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"h-ha - as a gamble. 

Yes . Vlell because I think they' re cheap at that 
price and I think we ought to - they oughtn't to 
go much belOif that point; I think it may look bad. · 

The rights go down to five. 

Yes. 

Have you bought any yet? 

No. 

Bow many are you willing to buy? 

Oh - ah - we can buy quite a little - we can - ah -
we can use t hem against Treasury bill maturi ties -
that 1- 1/4 note, of course, is - is goi ng quite well. 

What do you call quite a little? 

Oh I don •t know - I haven ' t t alked with my associates 
but we could start in and buy at that price, ! think. 

Well what do you do, walk around the desk and then 
talk to yourself? 

(Hearty laughter) No, I•d have to call up Ronald 
before I went over. 

Oh I see . llell if you - if you begin to buy let 
me know, will you? 

All right, yes - yes. 

If you - if you get any let me know. 

Yes, all right. 

Thank you. 

Very good. 
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Hello 

Dr . Burgess, 

Well Bello sir . 

Bello Randolph. 

September 7, 1937. 
2 : 04 p .m. 

\'/ell it looks as though they were closing just a 
touch above the lows . 

Just a what? 

Just a touch above the lows - a 32d or two better 
than the lows • ••••••• 

Yes • 

• • • ••• • but i t 1s not a very cheerful market . 

No I don ' t- I - well personally I think it' s 
r emarkable that the government bonds have done 
as well as they have. 

I think it' s giving pret ty good account or itself 
in the r ace of this general market. 

The last I saw, the stock market was off over 
six points. 

That ' s right , 1t 1 s been lousy; 1t steadied off 1n 
the m1ddle of the day and then it took another 
nosedive •....... • 

231 

H. t.Jr: Yes. 

B: 

H. II .J r: 

B: 

H.M.J r: 

B: 

••• ••• so that 1t 1 s been very lousy. 

Well what I tm doing is Itm having a little meeting 
1n my room at 4:30 washington t1me •••••••• 

Yes , 

•• ••• at wh1ch t1me we' ll have the report ••••• • 

Yes. 
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• •••.• and then I'd like to talk to you then. 

All right, 1111 be here. 

Pardon me? 

1 111 be here. 

Ird like you to stay there. 

Yes. 
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And then we can decide 1!' we want to close tomorrow 
night or let it go over till Thursday night . 

Yes . I don 1 t think you' re going to have many 
turn-ins to-day. 

You donrt. 

No, very f ew. 

Ah-ha. 

Most of them will wait. The argument for waiting 
is that we ' ve been accused sometimes of unfairness 
to the investor in not giving him a chance. A 
fellow who is up in !lew Hampshire or some place is 
Just coming down and he has to get his stuff out of 
his safe deposit box nnd make his arrangements and 
a lot of them get shut off • • •••••• 

I see. 

•• • •• if you close it too fast. 

Well the boys looked up and, as far as I can find 
out, we've never closed it less than three days. 

I think that ' s true • ••• • ••• 

And, •.. • . . 

•••• • but I think we can do it Thursday night 
all right. 

Ah-ha. Well ••• •• 
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That ' s !air enough and I don't think you 1 re 
going to get it any worse than this anyway, 

(Laughs) I donr t think so either. 

(Laughs) 

I don't - I . . .. . . 

If you have a couple of days we're more apt 
to get a better day before we get through. 

I donrt see bow it can be any worse , 

No . 

Ah- you didn ' t have to buy anything? 

Ah - I just told - well I couldn' t get 
you a few minutes ago that we bought a million 
and a half on an exchange - ah - at par 5. 

Ah - what did you swap? 

We swapped some June ' 39' s, 

Oh, 

There' s somebody wanted some •••••••• 

Well -

••• ••. and 1n that way they could give us some at 
five but those are the only ones that have been 
available at that price. 

Well that has nb significance has it? 

No not the slightest really. 

And you s ay it did close a little bi t up from 
the bottom? 

Well just a touch; the bonds were a 32d or two 
higher than the • •• • • • 
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~ell they'l1 continue trading for a while, won't 
they? 

Yes they will . 

What? 

I'm sorry to say they will . 

Well supposing you call me at about five minutes 
to four your time, will you? 

Al.l right • . 

Five minutes to four your time. 

All right. 

Thank you. 

Very good. 

Thank you . 
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Hello 

Henry, how are you? 

September 7, 1937. 
2 :18 p.m. 

Well they certainly celebrate your return and 
mine, don ' t they? 

They certainly do. 

Yes, 

They111 have to st art a ner1 war somewhere, won ' t they? 

Well (laughs) you mean the one - what do you call 
a war? 

(Laughs} 

Please write me a memorandum on wha t i s a war . 

Well that's what I wanted to t alk to you about. 

Yes, 

Ah - I mean it seriously, Henry . 

Yes . 

Ah - I sat- t here' s an all-morning conference over 
here bearing on that subject and I t hought - felt -
t he Secretary suggested we ought to know whether 
you had anything on the fire that might be involved 
and vice-versa. 

I - I don' t know what you mean "if I had anything 
on the fire• . 

Well (laughs) anything that would be affected by 
action - neutrality statute . 

Vlell I have a - I have a memorandum here which says 
just what we would have to do in case t he President 
invoked i t . 
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SaT that again now, Henry. 

We have a memorandum - I •ve had a memorandum 
prepared what would fall on the Treasury in case 
the President invoked the. Neutrali tT Act •• •• •• 

Yes. 

• •••• and - ah - would you care to have a COJlll of 
that? 

Yes. 

What? 

VerT much. 

Very much. Well I ' 11 tell Oliphant to send it over 
to you. 

All right . 

How' s that? 

All right. 
can r eport 
over here. 

Now you - ah - I mean if you want I 
to you where the matters s eem to stand 

I wish you would . 

Well whenever you say. 

Oh you mean you' re readT to report to-day? 

I •d rather not do it over the telephone although 
it's not verT much. 

Well- ah •• •••• 

Woul d your - would your arrangement. with one of 
those governments be - ah - involved at all? 

Tell you what - wby don ' t you come - ah - i f I 
gave 30 minutes, would that be enough? 

Too - well you can do i t in 15, Henry. 
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We~ I•~ be f r ee at 4 o ' cl ock. 

I think probably it might avoid something 
unant icipated if I did . 

Supposing you come at 4 o•clock, 

I • l l be there at four . 

And I 111 have Oliphant here because he •s been 
handling i t for me. 

All right . 

Please. 

Right , 

Thank you. 

Goodbye . 

2J7 
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Hello 

Dr. Burgess. 

Hello sir . 

September 7, 1937. 
2:58 P. ll. 

Hello - Burgess? 

Well the 
doornail. 

market was as deed as a 

Uead bs a doornail . 

" 0 change in the (iUOtations trom the close that 
we could find. 

•VeU is th >. t a gooa or bad sign? 

Why I tnink that ' s a good sign. 

Good sign. 

I think so. 

Ah-hs. 

Now - ah - we have only the 27 million of sub­
scriptions so f ar. 

"b-ha . 

Didn't expect to have any 

Ab-ba . 

And that is 17 for the short and ten for the long -
ten and a half for the long . 

17 for the short. 

Yes . 

And how much for the long? 

Ten and one half. 

t1h-ba. 

2J8 
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So if they just keep up that ratio we' re all r ight . 
(Laughs) 

I see. 

(Laughs) :!.ney got a good start . 

~h-ha . Nell - ah - any explanations i n t he Street 
for the fall of the market? 

No, they think it's the European news - they think 
i t ' s war news . 

"'h- ha . 

I W6 S Just in seeing t he press to- day. I thought 
I'd pester them about this t hing . 

llbo? 

The press - the boys of the press . 

Yes . 

And they think it ' s a ll war stuff . 

Ah- ha . 

2J9 

or course, the Amsterdam market di d the same thing •••• 

Ah-bn • 

• •• •• and London did a little of the same thing • • • ••• 

J.h-bn . 

••••• not qui t e as severe ••.•. . . . 

Ah- ha • 

•••••• but it •s clearly war scare. 

All right. 

Although there is t alk that - ah - of - of 
industrial r eaction . 

Ah-bn. 

'J.nat is t ney - t h 9re is some expectation t bli t 
business won't be so good . 

I see . 
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I baven1 t been able to t~Dd any real basis to tbat 
but tnere1 s some t alk about it . 

Nell -

Tnere•s- an- some e s timates around t he street 
t bat New York will g et 75 tor tne snort Emd 25 f or 
the long and outside they might get 50-50. 

I see. 

Uther tllan that we 'll be perfec tly s a tisfied, 
won ' t we? 

Perfectly. 

I don't think 1t dll do Quite that well 1t busi ness 
keeps up this way but tomorrow is another day . 

Yes . 

Nos I think tne gener al agreement is t hat we ' d like 
to s ee it open for t hree days. 

You do. 

And close it Thursday night . 

Well you don't mina wetting till 5:3v your time . 

Nell I very s eldom go nome before t hen so I guess 
I can't complain, can I . 

lYell t o- dey Nould be a bad day t o go ho:ne early. 

'i es (Laughs) 

Kight think you wer e running away . 

That ' s right . (Laughs) 

I ' ll call you up sharp 5: JO . 

Very good . 

A~l right . 

Regraded Unclassified



( 

J 

241 . 
c:.Oblt:G v ii RIGHT TO EXCI:HIGE 

1;· S-~ • ..!bt.R 15 FI:ll.!iC!!lG 
Serteober 7, 1937 
4=30 p . ::l . 

r. . . Jr : 

• . Jr : 

G' st:m: 

n • .. • Jr : 

Guston : 

·' · . Jr: 

ric. rris : 

:Jr . Ta~ lor 
.<r r . Bell 
:J r . Coston 
!.lr . Locnhe&d 
.Jr . Haas 
Dr . Viner 
Mr . Burris 
l.lr . Kilby 

uno ' s ~ot t ne report~ - B4oll t.nd .mat• s-ilis-name, 
t ne y oun;; fello r. ,.ho t.l.tc.ys hos the reports? 

6:llb~ . 

n;..ve y:>u nac any in-. uit•i~:~s about 6bat ' s going to 
ntppen? 

til ve I naa? 

:i es . 

The bo)·s wan tea to hnow il' we could give them any 
clue to tne umount of r E-funaing today or any ~nnounce­
m~nt as to closing . l told tnem I didn ' t have any 
inform~tion yet . Sevurul of th~ boys asked . 

(On ,Jhor.e) .Jr . Burgess in lle.v York . 

Any more o~ra:et? 

J ust tal Ked to tne::~ . Still five, seven. Seemed to 
be a better t one, ;..l thottgh ~uotes haven ' t sho~ed any 
improvement . Tney s ay t nere are severe;! bi ds around, 
that one Chicago bank is bidain~ for the rights a t 
five and tha t one - the First Boston reported that, 
but tna t is not - usked not to be quoted on it . 

On what? 

That tne Chicago bunk wus bidaing on the rights at 
five . 

(Paone conversution wi th Burgess follows : ) 
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Hello 

Dr. Burgess. Go ahead. 

Bello sir . 

September 7, 1937. 
41 35 p.m. 

Ah - how does it look now? 

It looks about the same as at the close; the 
prices were just about the same and there was 
very little trading after the market had closed. 

Ab-ba. 

Tbere•s one other interesting thing - there was 
a bid around for some of the rights at par 6 which 
is just a little better than the dealers bad been 
quoting . 

I see . 

It had been par 5 . 

Where did that come from? 

Somebody said Chicago but I don't lmow exactly. 

Ah-ha. ·Did they buy any or are they just bidding? 

No, they're just bidding but I imagine they bought 
some though. (Laughs) 

(Laughs) I see . 

Ah- but that ' s no- there 's no great change here 
so far . Now we didn't get any more subscriptions 
1n so that the 17 million total I gave you - 27 
million i s the whole total. 

Yes . Well how do you feel about closing? 

I would announce closing for Thursday night. 

You would . 

Yes . 

?42 -
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Ah- ha. 

I don •t th~nk you can leave them less time than 
that and I don•t th~nk you need to leave them 
more. 

Ah-ba . 

Now there ' s only one of t hem that I use for a 
longer closing -that ' s Levy. 

Yes. 

He says t hat you oueht to give him more time; 
that cond~tions might improve and you'd get more 
conversions ~to the note - ~to the long note. 
On the other hand, if you delay I t~ it looks 

a little bit weak as t hough you hadn ' t gott\ en 
conversions and you ' ve got to do something to force 
them in • •• • . .• .• 

llh-ha • 

••••• • and if you make an announcement tonight that 
you're clos~g the books Thursday night that &i ves 
them two days and yet you start it moving. 

J<h-ha . Now - ah - did anyone tell you about ~ 
idea - ltd like - I thought of sen~ out telegrams 
to all the Members of the Federal Deposit Insurance 
tell i ng them when the closing would be. 

Ah - just so you ' d be sure that t hey get the notice, 
you mean? 

Yes. 

I don ' t th~ you need too. That is, we ' ve had 
t his before and you see they all get notices trom 
the Reserve Banks. You see we send out notices to • ••• • 

Yes but do they go to non-members? 

Oh yes . 

They do . 
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You see, the non-members are in the different 
branches of the government . 

Ah-ha. You don ' t think it's necessary? 

No I really don•t. Each Federal sends out stuff, 
you see? 

Do you think it might be interpreted that I was 
scared? 

Yes I think anything unusual now might - might 
attract attention. 

Ah-ba. Well I don•t want to do t hat . 

Yes . I 1m sure it reaches them because you know 
on these exchanges we've bad 90 days - I understand 
they are 96% conversions which shows that i t reaches 
everybody. 

I see. Now Kilby came in - just a minute -
let me see what he ' s got . (Conversation aside 
with Kilby) I had to ask him three times - I 

· couldn' t believe it. 

(Laughs) 

23 on the short and 25 on the lo.ng . 

Well now that 1 s the rate you ought to continue . 

Yes . 

Just keep up the way you' re going and you 1 re 
all right. 

I asked him three times. 

(Laughs) 

Bell' s stuttering . 

(Laughs) Well I'm afraid it doesn't mean much. 
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Well (Laughs) I could give you a lot worse 
figures . 

(Laughs) 

And those would worry you. When theytre good 
they don ' t mean anything. 

That ' s right . (Laughs) 

Ob you fellows up there, you' re bard to please. 
Well I think - now just hold on a minute 11'111 
you please? 

Yes. 

( Conversation aside with someone) 

Ah - itrs unanimous here that we announce tonight 
we ' ll close Thursday night. 

Well thatrs swell. 

Yes. We all feel that the news coul dn't be 
any worse. 

I think t hat ' s right, yes . The- ah- sharpers 
t ell me that the stock market has not reached the 
selling climax to-day. 

It has not. 

No they s ay we have never reached the climax in 
one day. 

Ah-ha. 

Sounds like a lot of baloney to me. 

Ah-ba. Well - ah • •••• •• 

They also tell me this i s the biggest decline -
ah - since things went off the gold standard . 

As a - as a market forecaster, I tm a bond expert . 
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(Hearty laughter) 

Howt s that? 

Same here. 

What? 

Same here. 

We 1ll all subscri be to that, eh? 

Yes. 

Yfel1 - ah • ••••• 

24o 

Well I tm going to reserve my formal congratulations 
until tomorrow. 

Oh you better wait till Thursday. 

(Hearty l aughter) 

All r ight , we ' ll get out the notice from here, 

Very good, 

Good night, 

Good night to you, Henry. 
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That ' s all right. Herbert, do your duty . I 
simply would say that for the first day - would 
you say "under the circumstances•? 

I would Just say thut 11 the Secr et ary announced 
tnat the books on the exchange offering would 
close ~hursday night a t the close of business" 
and let it go a t that. 

O.K. 

rlight . 

.kll right. 

You don't mmt to say t nu t e&rly subscriptions 
indicatea an even s plll bet ween the t.vo? 

"itnout qualiflcallons . 

Less detsils the first day . 

23 and 25, and he ('l'&ylor) wants it about even. 

Anybody got anything else? 

I don ' t thinK we ' ll send this r adio to t he Press 
Radio Bureau, would you? 

llo . 

'lhe wire ' s dead . 

Yes , no wire to the ba nks . 
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9 : 30 a . m. 

~ r e:H.m t : 

~!. J . Jr : 

Bell: 

tt . ... . Jr: 

Bel.l : 

il . ~ . Jr : 

:Jr . Magill 
:Jr. Taylor 
:.!r . Lochhead 
·.tr . Oliphant 
Mr. 3ell 
Dr. Viner 
I.Ir . Haas 
J r . Gas t on 
'.lr • .lcReynol ds 
'Ar . Upham 

.. ell, tne first reports on our financing look 
a s t nougn it will go pr ett:.• n"ell . I Just t a lKed 
to Lr . Burgess on the telepnone . \';a r ne.1s nfisn • t 
nelped ' it ony, but Me trted to make it bombproof . 
Toe rights r.r e still selling u;> :.her e tney were . 
Looks as thougil t nc pr&mium on tne f' i ve-ye~:r t~;o 
might be a llt~le mor e than on the 15-months . 

Bell, I wish tnat you and Toylor would let me know 
t his af ternoon - check ,·;i th Ne·,, York - if .ve 1 re going 
to close tomorrow nie;ht , I might want to t onight send 
right from the Tr easury a telegram to every member 
of tne Feder a l Deposit Insur~ nce banks , notifying 
of t his closing, beca use it i s such short time tha t 
tnese li tt1e s t ate b11nlts, out of the :vay , thtly 1 1 1 
never get it . It doesn ' t cost so much ~hen you 
consider •th(. t 1 s invol vcd . I 1 d like Caston t o help 
make it a very courteous t .. legra:n - wish to let 
tne:n .<no.1 tha t tney c&n G vise tneir custo::1ers t11e 
right t o exch(.nge will close miJnight t he 8th; send 
one out - a telegr om to everyone on the Federal 
Deposit list . 

vf course, you kno.v, ne don•t h2ve to close because 
of the shortness of time; it ls news that is liable 
t o .. . .. 

Sure, Hha t 1 s t ne sense of fooling around for more 
tha n t wo days? 

Tha t ' s what I ' m ufruld of, that a lot of them will 
wait until the tnird day, and the tnird day will be 
bad ne.~ s . 

Oil , I'm going t o close tomorro ~t night . I don't 'NOnt 
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some stat e bank to say, "You closed end we never 
were notified. n No·w, so - until the Federal 
rteserve machinery gets 1n motion - why not send 

I 
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it? If I send it, I don ' t Nant t o use the Army 
and Navy telegraph system; I want t o use Nestern 
Union and Postal . :.hey can get the list ready . It 
costs $7, 000 to send the telegram to 15, 000 banks -
50 cents apiece, ab(lut. I aon ' t ·,·.ant some bank to 
Hrite 1n - "Well, I wosn • t notified . • Huh? 

All right . 

And Yac can s ee tnnt the telegraph roo~ gets r eady . 
Supposing they ~ita tne list &nd we don't use it­
and address it . If they coula adaress it &nd put in 
tne nace of the President of the be~~ ••• • - get t he 
list from Crowley . And if tnLt could be done - I 
don't want t o use the Covcr~ent telegraph system; 
I 11ant to give nalf to Sestern end half to Postal, -
it jus t saves so~e small ins titution from sny!ng, 
''VIell, ,·:e didn ' t kno·:t . " What? Mac? 

I 1ll have it . I cun find out about the list of the 
Mmes of the presidents of the banks, ho•.•t ava1l!lble 
that is, whether we can get t hat out promptly . You 
folks will Mve to d!e up the :~ording of the telegram 
and we1 ll see that it gets out. 

Don' t you tnink, Cy, some small bank in Iowa- they 're 
n~t going - there isn 't a ne~sphper that carries that 
in ti!!!e . 

I know it will nelp the banks, because they do cla!m 
they can't act ,>romptly because they have to get 
1 t from the ne11spapers. 

And the state memb~r banks - do they notify them? 
I ' d ask t he Radio News to carry it tonight . 

Oh, you have asked them? 

No, I oaven' t . I want you to . 

Oh yes, I will. 

ltll right . Now, wno w~tnts - Nho 1 s got aeyth1ng? 
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I 1 ve got some personnel problems, some very interest­
ing ones, !'or you. 

Is that Sha!'roth and Ryan? 

Yes . And another one . 

And anothe r one . 

,•;nen ao you :~ant t o bring oe up- t o - date, Ros? 

Any t i:ne . 

I oea.n •men IY!ll you be r eadr to t al.;{? 

I 1 1:1 r eady now, at your plea sure • 

O. t< . 

Do you (Taylor) 11ant t o call up Ransom and tell 
h im tha t I ' d ruth~r nave hiru !'or lunch tomorrow 
instead of today . And d oes he want to bring a nybody 
witn !lim? Huh? I 111 put it dovm for tomorrow, one 
o 1 cloc~ . 

All right . 

o.ell, S U;>posing you (~~gill) Come in at lJ: 30 . 

All r ight . 

George? 

I 've just go t a !'e.v tnlngs . Here ' s t his memora ndum 
on the ..... 

Oh, g r and . Now, wno e lse gets tna t? 

Anybody you wish . , 

Vlell, who wants it? 

•<hat is it? 

It's a memorandum on how the small man can or can not 
finance himself . 
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1 should tlliru< it .. -ould nave some rela tion to Ros . 

I ' d like t o see lt. 

Take notes on who wants it, George . 

I 1 ve only got two now, L!r . Taylor and r.!r. Magill. 

I ' d l ike to see it . 

I 1a like to see it as a matter of i nterest; I'd 
!Lee to r e.:.d 1 t . You (Lochheao) get it and I'll 
read it . 
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- --Lochh&ud : Let me have a copy &nd I• ll l et Dan read it . Only 

Vint~r : 
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Haas : 

..lugill : 

Hac s : 

one •iill ao . 

Pass it on . 

Cy 71anted one . Give one to Ri efler ; he ' ll be here 
t omorro·.t . 

And I ' ll give one to Herbert . 

Incidentally , I' d like to compliment your organization 
on tm:t financing memora ndum. I think i t wa s excellent. 

Tna,~ you; I ' ll tell tnem about i t . 

There ' s one - there ' s two other things . One is 
t~t tnere is going to be a budget sum2ation. The 
estimates - I gave t nec to D11rmy unofficially, but 
t ney haven ' t officia lly cleared toe Treasury . You 
na ven• t r eviewed them. Last t ime you osked Ros to 
do it . 

\'/hat ' s tne business forecast? 

Oh no, it ' s the - each time a new budget summa tion 
is put out, we r eview al l the estimates again. We 
nave done tha t . Vlhicn took us four weeks . 

{ina t have you done with toe Commissioner? 

I didn' t get tnat . 
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I said, to nna t extent have you cleared witn the 
Commissioner of Internal Revenue? 

Last time he di dn ' t agree with our estimates . 

I haven't contacted him at a ll. I di dn ' t want to 
do that . I thought 1 t would be better to run 
through you . 

If you like, I 1 CI be glaa to look them over. Would 
you? 

I would . I tniM •e ought to &void being shy . 

I thin.~ Helveri ng ought to be in at the meeting 
that ' s callea . 
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•lell , if it 's agreeable to !.!agill r •a like him to 
handle it for me . I don ' t see enything particularly 
in it for me . I tnink ~aylor ought t o sit in on it. 

,'lha t' s your aeadllne? 

I 've got to clear t his whole budget summati on in 
three days - when the Pr esident is here , c.nd I 
under stand that will be the 16th, 17th, and 18th. 
I• m going to spend all tomorrow morning with the 
Secret ary on it . 

'Ihursday. 

On, Thursday, t hl<t 1 s right . 

f!c and I are ~ork1ng together on it 'i:hursday 
morning . 

So the aeadline is certainly Saturday of this week 
for a ny furtner revision. 

<lhy uon • t ... tt·y to s ee the Commissi oner 1 say, this 
af ternoon? Is that all right with you lTaylor)? 

(Nods yes) 

hll right. hnd then if there is a~th1ng - well , 
I•m going to leave it this way, if you don't mind . 
I think - because I remember the last time I pinned 
tne responsibility on you, and tnen ,;nen it left 
your nands - you and Taylor ;vent to .Sell, and I 
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worked .71th i3ell direct . 

I don't kn0\1 about tht. t last pa r .t, but t hat' s 
about t he ••• •• 
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I t h i nk tha t ' s about right . After all , Bell 
.vas seeing it as !Jirector of the Budget and not 
as a member of t he Treasury, so when it l ellVI..S the 
Tr easury it ought t o nave your (Uagill) O.K., and 
toen i t goes to t he Director of t he Budget . Ri ght? 
Nill you assu:ne that r esponsibility? 

I Rill . 

Jna t else , George? 

Some time :;nen you nave a mi nute you might want to 
look over tnose business caarts and da i l y charts , 
.. nicn ;,;ou naven 1 t seen for :. 11hile . I can g 1 ve you 
a business utemor andum today too, i f you wa n t it . 

t. ll right . ~on • L - llold on t o t ha t business memor­
andum . I want you t o g ive it to me per sona lly . 
I ' ll t ry to t ix up e time . Is that clea r t o you? 

That ' s clettr to «•e • 

No.7 , no'l' near r e~:dy ~:re you to giving :Aagill this 
tex stuff? 

He hss it . I have u copy for you; ! 111 have it 
trucked in. 

But he he.s it? 

He has it all bound up in ribbons . 

11nen a i d he get it? 

Oh, I could have go t it t o him an hour or t.vo 
earlier, but he told me he d1dn 1 t want it until 
today . 

I gave him until today . George would have had it 
o n Sept ember l , ns s t a ted . 

Bu t you (Haas) c~sme through • 
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Geor ge OU&ht to give him L deadline now on reading 
it. 

All right. '.'/ell tnen, you ' ve got it, huh? \'/ell 
then, George has made gooa on two things , hasn't he? 
That ' s somet hing . 

I read one of them; I thought it wa s s well. 

'l'bere ' s certllin tllings in his financing memorandum 
t hat nave to do •lth this gola 4uestion . I think 
you (Viner) might like to r eaa it . 

I •ll give you a copy. 

I mean there's ~ first p~rt of it- tnere 1 s cert6in 
t hings ~here about excess r eserves and t hat sort of 
tning which I t hink woula be nelpful . uas to me . 

All r i ght, George . Now, tne only otner thing which 
I under stand is still undone is that memorandum which 
I gave to Mr. Taylor a nd which was given me by 
Stewart Mc!Jonal,d ; it has to do with his complaint 
aga ins t Home Owners Loan. When do you think that 
will be don e? 

Maybe the way t o get tnat thing out is to say when 
you want it . Ne •ll get it . 

No, I ' m not -
a date ; I aslt 
comfortably . 

under the ne~ system I 
you when you think you 
Coofortably . 

Coula I look over my situation? 

Tell me tomorrow. 

O.K. 

con' t give you 
can do it 

Tell me tomorrow when you can do it comfortably, 
without using S>'~e&t shop me t nods . 

And wi thout hiring t oo many new ones . 

Be quiet, !.lac. 

Is that the same tning as t ne President's l etter 
dea~t wit h? 
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It •s all the same t hing . 

I don' t know a bout the President's letter . 

Don't you? 

llo, what ' s that? 

IJr. Daiger .\Tote a letter - a memorandum for ldr . 
Eccles, and the President took t he memorandum and 
wrote to us and l4r . Eccles . 

I/ ell t hen, if he wrote it - he ' s '"or king for 
Stewart Mcuonald , so it must be the same angle. 
uell, Just before I left Ste .. &rt l.!cDonr.ld handed 
me a meoor andum which I handed to Ta:;lor, and 
Tayl:>r hsr.aed it to Geor ge Baas . 1/ow, at the 
staff ~eeting tomorrow morning George will tell 
us Nhen he will give us so~ething on it . 

Now, Jake, if you could t his morning - you Know Ylhat 
I want, J ake - and supfose you could sort of - no 
r eason why you shouldn t t alk l', i th anybody i n the 
Goldenweiser group, ond su9po~e you be reedy to talk 
t o me by tnree . I me~on Re could sit down and chin 
obout it. .vnat? 

Sure. 

No :: , would you r ather put the thing d01m in writing, 
your o.rn impressions , first? I s thLt cro .• ainn you 
too mucn, to have s prellminary talk at three? 

You mean give you a littl~ memor and um at three 
end then t alk to you about it? 

Yes, and t t. lk to me about it . Vlha t? 

hll r16ht, I 1 l l co tha t . 

This ls &11 terribly c onfidential, but for those of 
you who weren ' t here, we h6ve moved pretty fast the 
l,;st couple days, and we ' re tlliMing very s&riously 
of discontinuing st~rilization of gold for the time 
being . If we do 1 t .1•e A'ant to announce 1 t next 
Monday . And t hen right t.fte r tha t - t here ' s no 
p&rticular hurry on the questi on of 9- months bills; 
that will come afterw&rds, but we ••.• • 
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Let me get this straight . t:o further sterilize tion 
for tne timE being, or is it des t er ilizetion? 

No , I hadn ' t thought of that . I ' d Just thought of 
stopping the sterilizoti on - of just stopping the 
sterilization, - in my own mental r eser vationsf until 
the f i rst of January, but i n t he announcement wouldn ' 
give it any time limit . Just stop the steril izati on . 
You ' ll find tnr.t their figures show that between now 
and Christml's excess reserves will go do1m to lll tween 
t.1o and three hundred million, with three or four of 
t he bi g ba~s in New York minus . See? 

And the thing that broke so nicely was th£t Ransom 
ap~ro~ched me on behalf of himself end Eccles . 
!hey approcched me, >nd they wanted - they felt that 
the thing to do was 6n open mc.rket opera tion, but 
Ranso:n feels th~t 1t woulan• t be effective . But we 
feel that - n..re r fe el from what I 1 ve got th~ t if 
tha t ~ms done it might call the turn of t hings -
might f orce crops, might f orce a change on corn, 
and everyt ning else - I mean t he whole business . 
l'ne thing is jus t too tight; it 1 s getting tighter 
all the time . 

And tney admit the. t it will go do.vn to two or 
three hundrea million dolh rs . i!ow, if we can 
?Ut 2 50 to 400 million doll6rs more gold to work 
bet;:een now ana the first of J anuar y 1 it wi ll 
just e&se tnat sit~ction . I told Ransom, " I ' m 
not going to ·Nait once ;e make up our minds that 
.. e 1 re rigut, s ee?• But t ney 1 ve got <: very tight 
situation end it' s getting t i ghter ~ 11 the time. 

Very s potty di stribut i on of the excess too . 

Oh yes , erxl it hits the big Nea York banks the 
hardest; tha t ' s where it ' s going to ·bi t them . 

Bave they given uny thought nt all to t heir 
lower ing their reser ve r eqUir ements? 

No . 

They think tha t ' s out of the questi on. That seems 
to me the most logical move . 
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They ' re talking about open market operations . 

'! hey 1 d buy governments first . 

#hy no t the other? 

I don 1 t know; tha t ' s the way they • re thinking , 

/,ell , I d on't wont t o - wha t I' d like -I don ' t 
wt.nt t o argue ; I 1d much r sther hsve you put your 
own thougnts down in .. riting . 

I just ;oant t o IU!ON Ghat ' s in the air . 

\/ell , I haven ' t - ! t hink the Boar d is meeting 
this ;norning . But <os f e r as - if Golden.>e i ser 
is free there 1 s no r et. son wn.y you shouldr. 1 t go 
ove r and t alA to him, see? But I ' m not going 
to have - it ' s either - it 's one of t hose t nings 
th~ t have to be done , and I'm not g oing to have 
one of tnese l ong r ows . 

Not under the new r egime . 

't hey t ell me Golden.Jeiser is away . 

t1e was last .veeK . A110y on VbCation . He may be 
back - Lab~r Day . 

All I l7er.t - I want it tJ bsolutely confined to t he 
Federsl Resbrve Board here . I don't want t o t alk 
to aQybody in the Feaeral Reserve of Nel'l YorK . That 
includes .';!ll1Lms; I don't •lant to talk to .'r illiLms. 
Federal Re serve Bo&ru , Treasurr, noboay el se . 

Cy? 

( .Mods notning) 

I f we do this, then I mey want you to make one of 
your swings around the country a fter the announce­
ment, talk t o the banks, explain i t to t hem, get 
their reaction . Set;? If we do it . I mean I ' d v.ant 
you to maybe leave nere next Sunday to make two or 
three weelts ' swing thr?ugll t oe country, going out 
and e.xplE.in1ng whs t we re doing, getting their 
reaction . 
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And the interesting thing - tney all say we 
want to s ell a one-ye1r certificate . Then you 
say , "All right, wnen should we sell it?" And 
ther e isn 1 t anybody can tell me v.hen the banks 
want them . They oll say the country banks want 
them , but do they want them weekly, monthly, 
quarterly? Nobody knows . Here ' s a man like 
Ransom admits he doesn ' t IUlow . Now, if he 
doesn' t ~now , wru.t cnance is there for me to 
.<:n011? See v:ha t I mean? 

2SB 

:;he t I don 1 t .vant to uo, Cy , is to sell something 
tlu.t t hey tell me in Ne.•· Yor.<: that the country 
ban.ts want , ~hen maybe it's the last thing in the 
world the COWl try banks want . In other , ords , 
if v:e 're going to cha~e our bills to 90-days , 
uiscontinue 9-months, NO~ t do tae country banks 
.vant? I want to get 1t fresh, firsthand? I don • t 
want to have the New York crowd tell me that ' s 
what they went a nd find it is just nhat tney don ' t 
want . See? I melln they seem to tnink they ' re just 
staying awake nights waiting for a one- year certifi­
cate . Maybe it ' s the l~st thing in t he world that 
they 1:ant; and tne only way t o find out is to go 
out and esk them. 

rtave you had any vaca tion? 

Oh ye s . 

Is your mother a l l right? 

Yes, she seems better . 

There ' s nothing new since 1 saw you before. 

What ' s the general news? Is Bonnet going to lick 
the job? 

Hhat ' s that again? 

Is Bonnet going to lick his job? 

There see~s to be very general doubt as to wha t 
real progress they 've made . The main point is, 
thouga, that tney nave managed to gain slightly 
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in their golo r eserve sin ce he went in. But 
the decree per iod i s over now and t hey 're watching 
to see whet ne 1 l l be ab l e t o do . 

But he ' s done well considering the circumstances . 

Considering tne circumst ances , I think he has 
done very well . 

'.!hey have en excellent tourist traae. 

Beve tney? 

259 

Urs . Klotz says they have a wonderfUl tourist trade . 

Geor ge, you go ~t alon& on this thing - your 
crowd - this question of whether we shoUld stop 
steriliz~tion or not . 

I have already started • • 

I 11ant you t o move right along . 

!Jan? 

I told you shortly a fter you l eft we got a letter 
from ~. Aldricn on tn~ SinAing Fund, and we 
acknowledged it, said tha t you were away and we ' d 
take 1t up with you as soon us you got back . I 
nave a r ougn draf t or a r eply ·•hich I Will clear 
Nita Berbert and also with Hercan before we send 
it to you; but I nope tog et it out this week . It 
is quite a 1engtby aocument, a nd ne r aised a good 
many questions . 

You thought it was coming from Ogden Uills . 

I t hink i t has a l l the earmarks of Ogden ~ills ' 
l anguage, a nd he 1s on the Boar d of Directors , 
so I ' m sure it 1 s Ogden Mills ' letter . Knd the 
interes ting part of it, it was mailed from Darkharbor, 
Mai ne, while Aldrich was on vacation, and I <bn1 t -
I know very .1ell he didn ' t d ictate it. 

You're sure? Tha t ' s the Cnese National Bank? 
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Yes . 

Oon •t you think that ' s B. Y. Anderson? 

No, I think it ' s Ogdc•l .uiUs , b~:cause in his (Alarich) 
conversation wiih me he soi d that the Board of Directors 
of the Ch~ose Na tional Bank was IYOrried about our 
policy in respect to Sinking Fund . 

I 1a like to have a loo~ ut it . 

He 's on taut Boar d . 

The otner thing i s the mutter of information I ' ve 
dug up - the situa tion Nita r espect to loans made 
by the Resettlement Adminis tr~tion . They have made 
ubout 151 million dollLrs in loans up to July Jl; 
52 mill i on, 5JO thousand of t hose loans have ma tured, 
a nd t hey nave r eceiveo 43 million, 5:JJ thousand on 
cCCOunt . 

About 50 percent . 

Yes . !here ' s 29 mlllion dollars of loans mttured 
but not paid, and there ' s 9d million dol l ars unma­
tureo . It' s about - a little less than 50 percent 
collections . 

oina1: ao we do, sene 1.1 bill to lll:lerican Molasses 
Company? 

I doubt if that will be pbi d . It's better t han I 
t hought it IU • S . 

Yes, I•m surpriseo at the figures . 

Recovered into the Treasury, 23 million dollars; 
it ' s pretty good . 

1/ell, t ha t ' s all right . Wha t else? 

That ' s all . 

All right . 

Dan, waen I sit do~n with you Thursday , one of the 
things - if you c ould do, or have someone do it, have 
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it prepared - I ' d like 1f we could to t ake a look 
at the first sixty days on 11 cash basis; I mea.n 
just to check it, I mean how much cash has gone 
out, end eliminate the revolving funds; then compere 
the first sixty days with the same sixty days last 
year . Do I make myself clear? 

Uh-huh . 

What? Put 1t on a strictly - I mean Just l et 1 s 
eliminate •• .• 

Just money actually spent out of appropria tions . 

Let 's just eliminate the revolving fund ; tnen 
break it do;rn into r egular and emergency . That 
oughtn' t t o be very difficult . 

No, it ' s all on tile daily . 

Yes . 

Yac? 

I haven't got anything . Really, I'd like a chance -
will you have a cbance some day this week? 

Yes . 

Nothing particularly urgent, but a fe~ things that 
have happened that I 1d like to t ell you about. 
Most of t hem are done. 

Good . 

hod a few things that I'm holdi ng for you to see. 

I suppose that ~innesota Collector is all cleaned 
up . Magill took that, I suppose. 

Congressman c~tlled in Saturday on that. 

Is he s till there? 

Yes , he's still there . I t hink Guy gave him a 
deadline until Wednesday of this w&ek t he t he ' d 
have to come in. 
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I got hold of Steve Gibbons - Jim Farley ' s been 
calling him a bout it - I g>t hold of Steve and 
said, "If you let t he boss come back a nd see that 
fe llow is still in, somebody 1 s going to burn." 
And J im finally cot around t o the poi nt wher e 
he ' s washed his hands of it; he said he can' t 
ge t his resigna tion. But Guy called him in the 
other day and I understand tha t he gave him a 
deadline . 

I think i t was Wednesday. 
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And he ' s reedy to see him go - that is, Jim Farley . 

.'o'hen is the deaaline? 

l think i t 1 s Wednesday; not ubsolutely certain. 

That ' s another deadline . But apparently we 've got 
Jim Farley in the frame of mind wher e he is willing 
to r ecommend to the President that he fire this fellow . 
So that ' s the sit uation . 

It's just where I left it . 

y:ell, for ell practicul purposes . 

(Hearty l aughter)· 

Except J im Fgr l ey •s frame of mind . 

nell , the last ti~:~e Jim - just before I left, Jim 
nad his secret ary call me up and he 11anted me to 
know that he couldn' t ao anytoing because this Judge 
who was non the boss of Minnesota .vas in t he hospital -
how could I expect him to m&Ae up his mind? 

And my Collector at Cleveland? 

Oh, you have a ~ollec tor a t Cleveland . 

Same one? 

No, he 's out, and you 1 ve got a new one . Everybody 
agreed on him - was a good man, s elected, endorsed 
by both Sena t ors . 
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How rrha t will we do with the other t wo fello1vs -
Customs and Secret Service men? 

I think we ' ll just clamp do·11n on them . I ·.~asn • t 
will i ng t o oct . 

Put t hem on the list; I'll get around to them . 

There ' s one more thing that I thought I'd tell you 
before you - you•ve probably f ound out otherwise, 
saw 1t in tne paper; 11e have a new Register of the 
Treasury . 

So I understand . 

I reported on tha t. 

~id you tell him that you signed the papers while 
you ~ere kicking Lnd squealing? That ' s what he's 
t ol d me • 

.Vell, t he l ast one wus President of the American 
Magicians Society . 

This one is 8 dentis t . !Ierman insists that we set 
up 8 clinic for him . 

\'le 1 re going to announce this closing for tomorrow 
morning ' s papers? 

I want to get all the 
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Cell, I•ll t alk t o Burgess . 
machinery set . ,;e can g ive 
r ow morning ' s papers . 

it out tonight for tomor-

You don 1 t 11ant &ny press conference today? 

Oh no . . 
All right . I ' d l i ke Herbert to s tay •a minute. 
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Chronology o! Jpport!l!t Events 

in China 

Fr<:a July 1 1 1937 to September 71 1937. 

(A detailed chronology 18 being maintained 
and is available . ) 
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July 1 - July 8, 193]: The .lmur Incident (Ruuia.-.Japan) 

Sorlet ahip ollllk in tha J.au.r Rinr by Japaneoe ao a reoult of 
dioputed o""erahlp claiao to ielando in tha .umr Rinr- -tha bound&rr 
bet,..en llanchllkuo and Ruoela. Both aideo -•• aea, land and a ir 
force s but incident ia oettled when both acr•• t o ~1tbdraw. Owner­
ahip of the iolanda r~aino unsettled. 

July 8, 193]: The Lukouehiao Incident (North Chiu..-Japan) 

Unexplained Japan~ee troops 10 milea weat of Peiping c1aeh a t 
Marco Polo Bridge ~i th Chineae t r oopa. Slight caaualtiea on both 
aides. Both oidao claim to be •protecting t he ir rigbte•. 

July 9 - July 19, 1931: Period of Negotia tion 

Japan aeet1ng with unexpected reaiat ance froa Ranking ~~ernaant. 
Shifto the belie of her demanda f r oa •en apology f rom Nanking" to a 
demAnd !or a purely local eettlement, Japaneee "demands• stiffen 
duriog period of neaotiation (aee p, 3 and p. 12- Peip1ng diopat cheo). 
On the 19th, General Sung Cha~Yuan, eo,..ander of the 29t h J.l'll,y , 11181coo 
independent agreement with Japan to wi t hdraw his troopo. At Nankinc 
Japan atka for dem i1itarisation of North China. 

Intermittent fichtlng of 1ncr ea s1ng 1ntenoity in the Peip1ng area 
duri og this period, Japan ruahea rei n!oreaaent e to araa i nereaoiog 
her straogth !roa 7 ,000 on July 8th t o 16 ,000 on July 16th. Senra 
elaohea on the lllth and 15th. lton-nt of 100,000 llanehllkuoan troopa 
toward 'tiantain: one co~lete dirlaion (20,000) diapat ched !roa Tokio 
on July 15th. · 

July 20 - July 2§ , 1931: lncr.,aoiy tenaion 

Nanking rejecto the i ndependent eet tlement of Gener al Sung. 
•rne 37th di'Yidon or tbe 29th A.ray rebel a !ro10 General Sung' o ordara 
and engagea in new c1aaheo with J apane .. troopo. Japan pre aan to au 
ll&jor Cbinee&-Japaneoe "1oouea• to Jlanlciog (oee p. 21) and Japaneoe 
llili tary extruiato ad~ocate 9 r eaaono tor wa r ( aee p. 211). 

July 21 - July 29 · 1931: Bot h aidea declare tor •war• 

lieaotiationa b reM down. Actin war prepar a tion• on both oideo. 
Nanking pledgee 1 upport t o liorth China and otarta llO~iog troopa. 
larortant pledcea of aid t o Nanking !roa war lordo of Shantung and 
from General Mao Toe-Tung, Obie! of the Ohine ee Coamuni at A.rmieo. 
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Snen t18;:1tlng a t PeipiDC, Jengtai, 'l'un«ebow and !.an«fang. 
SyateOI&tic deat ruction of 'l'lm«cbo• b;r planned Japanese att&elc uaing 
airpla.oea, bcoba, e rtUlery &nd aachine cuna. Pint maJor ·~ 
Mtllt or t he undeclared • ar. Surprlae attac:lt b:r Chineoe on Japeneae 
at Tientain, Japan be£ine e:ret em&t i c airplane deetruction o! citiae 
eurrounding Peiping. 2 American marinea killed in Peiping, 

July 30 - .t.uguat 5, 19}7: War in Nort h China 

Chineee troope 111&11 at llac:ltow Pau; Japaneee troope outeide of 
Kal«an. Japan calh up &1"111)" reaerTlate on .t.uauet 5t h ( r eport ed ;reare 
called b&elc to 1927). llanking recehee pled£ed aupport fro" war 
lordt of all iltpor tant China pro•inc .. , includi ng the Chineae So•iete. 
No accurate eatlm&te of &1"111)" etren«th on either aide. Sklralehee 
tbron«bout Peiping-'1'1entein area . 

AUI!IIet 6 - AUGUSt 9 . 1937: ll'ar fea r epreada t o Central China 

Japan announces intention of controlling ltorth China as far eouth 
ae Tello• .Ri.,.r. Chi&n8 Kai-Shek announce• Chill& will ;rield no 110re 
territory to Japan. :roreigx~ diplomate (on ad•itea from Japan) adrl11 
their nationals to lea•• central China. Chineae refugees flee f r om 
hnk\ng to Shsn£hd. 

Auguet 10, 19}7: The Hung!ao Incident - at Shenghst 

1 Japaneee naval officer and 1 eeaman killed b:r Chine•~ ~OP~ 
they atteeyt to enter HUD&lao military airdro11e outsHe of Shen£bai, 
1 Chineee £end&rme -oUDded. Contlicttnc Chineoe and J epeneoe storiee 
of the incident. 

4uguet 11 - .t.uguet 12, 19}7: 'l'eneion at Sh• n«hAI 

ln•eeti~tion of incident &Dd necotiations aided b:r !oreigxlere. 
ka;,-or WU of Sh• ngb•' ID8ets Japaneee demandt but on .t.uguat 12th 
27 Japanoee warahipa, 12 deotr o7ert, 1 light cruiaer and 2 aircraft 
COiniert maued at Shanghai harbor. 500 - 1 ,000 Japeneae sailore landed. 
Chineae re£Uler troopa marched into Sban«ba1. 

Auguot 13 - .t.uguat 1~ . 19}7: J"iehtin< in northern Shanghai 

Japaneu na•al torcea on patrol fon«bt witb Chinese in c1v111&!l 
garb. Japanese forcea eat i mated at 8 ,000: land, aea, air rein!orc.­
.,enta heine ruebed in. 
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AUQl!t 15 to date: Out.rt:sr11PR mnta in §h•peh•1 

August 15- 863 ldlled, 1 11.40 wounded by Chineae bombs which fell 
on the Cathey and Palace Hotels. 

- 3 Americans ldlled. 

- Foreign concessions north of Soochow creek bombed. 

August 21- U.S. S. Augusta hit by airbomb of undetermined orig:ln . 
1 ld.lled; 18 injured. 
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August 22- One-thi.rd of International Settlement ablaze. (Yangtsepoo 
district) . Chinese Cbapei 1 Japanese Ho"81<ew destroyed. 

Ausuat 24- 400 dead, 1 , 000 injured in air bot:bin& of busines .. 
district at Sincere and Wing On departzoent stores. 
Anthony Bill1ngh8111 of !lew York T:lltes severe:cy wounded. 

- Secretary Hull urges bell.1eerents to refrain from war. 
Reaffirms .American pollcy os expressed in Washington 
Pact (1922) and Kellogg-Briand Pact of Paris. 

Auguat 21>- Japan orders· blockade of Chinese coast a.s far south a.s 
Hong Kong. ForeiGn shipping exempted. 

August 2'7- British Ambassador aevorely wounded bY Japanese fllera. 

- Japan serves notice !'ore180 shipping cay be included in 
blockade. 

AUl,'USt 29- Japanese bomb liantao - Chinese district adjoining French 
concession. 

Auguat 3~ British note to Japan d••nds fol'!llal apology for sbootin& 
of British Ambassador 1 punislDent for those responsible 
and assurances of non-occurrence. 

- Russia-chinese non-aggression pact announced. 

August ~1- u.s.s. President Hoover bombed by Chinese planes. 
7 members of crew injured. 

- China appeal& to Leasue of Nations - blames Japan on 
4 counts (see pp. 65-66) 

September 2-Japan begins syatel:latic plane attacks along 2, 000 ad.le 
front tNc NaLkc:m in north to Canton in south. 
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September 4- American nationals urged to leave Chilla. Warships will 
be provided. 

September 6- Japan launches big oftenaive on whole Shan&hai front. 
Chinese lines firm. 

- Japan extends blockade to whole China coast; exeapte 
Ts~ and leased foreign territory. 

- President Roosevelt warns Americans to leave China or 
remain at their own risk. 

September ?- Tokio responds to British note but refuses to accept 
responaibili ty for the woundi.ne of the British Ambassador. 
Great Britain offended, Sumn:one cabinet. 

- China will invoke Lea&Ue Covenant; perhaps under Article SVII 
( 'II!U.ch provides for conflicts between Leao:ne mez::bere and 
non-cc::bers) 'II!U.ch because of ita severity cay cause 
•trouble• at Geneva. 

The situation in Shanghai today: 

Shanghai is a shambles . Business is par~ed, property destroyed 
and foreigners in increasing danger. Neither China nor Japan has gained 
a distinct advantaae . Chinese resistance has been unexpectedly stro~~g . 

The area of conflict has widened to include the tl~ha"8hai district 
with heavy concentrations 20 miles north of ShantJhai at Luil<o. Foreign 
observers on Sept«llber 2nd adnitted for first time China has a chance 
of success . The "bie push" l.almcbed by Japan at Shanghai on Sept. 6th 
has so far netted Japan no major success. 

Estil:lates of Japan's strength in Shanghai vary . Probably 100, 000 
reSUlar anay troops have been sent 1 of whom not 100re than 60 , GOO have 
been landed (estimate of September ?th). Landing troops has been one 
of JaDan1 s main difficulties because of the water hazards in the whole 
area imd detemined Chinese resistance. · 

Chinese strength in Shanghai estimated at approximateiy 200, 000 -
all re€Ular amy troopa. 

The situation 1n llorth Ch1 Pi' tod&Yl 

Chinese resisted Japanese at Nankw Pass from August ?th to 
September 1, 1937. News frot:l llorth China entirely controlled by 
Japanese. Pei pi.ng-Tientsin area controlled by Japanese with govern­
l:lent of Peiping DOlr in Japanese banda. 
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8etblatea on s.pw.ber 1, 1937 11'8l'e 120, 000 J~ .. reguhr troope 
in llorth China w1.th approxiaate~ 100, 000 IIUICbulcuom troops . The .. 
latter (according to report• dil!'icult to conti.nl) haft abpwn •troac 
sisn• of revolt agw.t J8pUl. 

Chinese troops eetiaated (b:Y J8pUl&ee eO\U'Cea) at 200,000 oo 
September let and 400,000 on September ?th. (There are no Chinese or 
foreisn estimates. ) 

Japanese admit unexpected reeiatance in llorth China. Chinese 
sources claim their armies control the area 20 miles south or Peipin& 
and south from Tientsin, beg:lnn1~ at l.!•chq. 

The next major battle in the north w1.ll probabl7 be near llaeban& 
-a- (south or Tientsin and Oil the aa1l1 route !rca Uanlc! ng to llorth China) , 

w!lere the Chine .. are entrenched and the Japanase concentrating. 
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TREASURY DEPARTMENT 270 . 

,..... 8eptabtr 7, liST • 

. .... • , Jacob Vi~~er 

SubjeGtl ~••• Reser-Yea. 

I believe that there h a atrq G&ae for taldJig aotiOD 
ailned at bringing about a aubat.Dti&l inoreua in the e:dlftin& lewl 
of ezeeu reaer-na. I have at no ti ... been oonvineed that it -.. 
daaireble to ..alee a draatio deoreaee in exoua reaer-na while bueineaa 
aotivi ty -s at ill at & depreaeiOD level, &Dd it 1a still my opinion 
that in r;ener&l brakes ahould not b&w been applied before it -• 
desired aotu&lly to oheok to~ ao-.-nt. In azq caae, the -..u­
feetationa of proepeotiw t1gbtneaa of I&CIDey, the virtual oeaaat10D 
ot Dft' aeGurity 1uuea, the deoliDe in bond &IW stoclc prlGea, &Dd 
the air;na that a aubstantial reduGtiCID in buaineaa activity ia impend­
ing 11\&lce th1a an appropriate ti.IJe to reatore abundant e:xoeas reserve• 
to t he b&Dka. The i esues in questian, therefore, are 

(a) the uount of inoreaee in e:xoeu reaervss llhich is deaireble, 
and 

(b) the choice which ahould be made aa betwen the eever&l avail­
able aethoda of inoreuinr; the e:xoeaa reserwe. 

Aa to the aaount, I believe thet it -..ld be a good wor lo:::l.ng 
rule that the ezoeu reser-na of the eyat• ahould not be penoitted to 
tall belo" $l,ooo, ooo, ooo ae lcrnt; •• inore.,ee in bueiDeea &ctivity at 
o. greater rate than the rate of inore&ae pervo.ili.ng - if ~ - -. 
daaired, and that the -7 •rlcet ahould sr-4ua1.q be taught that o. 
tall in the reaer-na aubat&ntially below tl, OOO, ooo, ooo _. to be re­
prded u a air;n&l that the control authoritiea thought contr&otiCID -. 
necee"lary, &nd would take whatever atepa -re neceaaar:y to br'_ng it 
about if 1 t did not ooour apontaneoualy. 

The uaable aethoda of inoreaainr; e:xoeu reeervee aftilable 
at preaent are• (1) reduotiane in rediaoount retea of the reaerve b&nkaJ 
(2) open-market purchaeee of r;overanenta by the reaarve b&nk&J (3) re­
duction i n the federal reeerve requir•eataJ &nd (•) oeaaatian of 
oterilisatian of gold intlowe an4 (6) desteriliaatian of the "iD&otiw" 
&ol d. Theae will be o-ted on in the crdor in 'llbioh they are lhted 
abovo. 
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(1) Reduetiona 1n Rediscount Rates , 

Tbia is a desirable move~ but as the rates of most 
of the banks are now dcnm to l 'fO, the pouibllities in 
this direction have already been exploit.d to their 
practical 111!1ita. This method, moreover, bas, and has 
ha in the past, very limited effectiveness , because the 
J118ober banks, since 1922, have shown a persistent and 
marked reluctance to become indebted to the federal re­
serve banks, except on a very temporary baais or when 
t hey were in r eal distress, and when for any reason they 
have become indebted, they have l ooked upon their indebted­
ness as a claim on their reserves, so that Whi le technicall7 
their reserves may have inc--ease ' as the result of such 
borrowing, P5Ychological y the effect on tbeir lending 
policies was null or nearq so. 

(2) Open-market Purchases. 

Open-market purchases would have a direct and im­
mediate effect on excess reserves, cor responding fai rly 
closely in amount to the amount of the purchases . They 
would result in a transfer of holdings of governments 
from the member banks to the federal reserve banks, thus 
increasing the earninga of the latter a!ld, by reducing 
the earring aneta of the remer, forcing thea to aeek 
other security and coar.ercial loan invest.cents . Open­
market purchases would also, or course, tend to raise 
the prices of govertllllertt securities. ln case of un­
desirably rapid credit CXT'Ia."!Sion, ~e procus could 
readily be reversod. The only important objection to 
open- mar!cet purchases under the present circumstances 
that I can see is that the bankers and the money-market 
public in general associate open-market purchases cl osely 
w1 th Treasury finance, and a1mcst invariably interpret 
t hem as directed by a Mrrow and short-run view of 
Treasury interests rather tban by long-run general market 
considerati ons. I would think it inadviuble, therefore, 
to inc ease substantial:cy the holdings of government$ by 
tbe reserve banlca until such progress has been llade to­
ward budget balancing and genuine reduction of the debt 
as convinces the 1110ney marl<et that there ia no l onger any 
real danger of innati on resulting fro10 Treasury defici ts. 

(3} Reduct ion in the Fede al Reserve Requirements. 

I would recol'IIIOnd this met od as the 1110st desirable 
one of t hose now available for increasing excess reserves. 
It would be th~ one least clcseq connected with Treasury 
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tinances and therefore least likely to be interpreted ae 
dictated by narrow Treasury considerntiona. It would demon­
strate to the public that the reserve requirements were a 
revereible end potentially flexible instr1111ent of credit 
control. It would have a relaxing affect on bank credit 
throughout the country, and not merely in the financial 
centere. It would be more favorably received ey the public, 
1 believe, t han would the use of any of the alternative 
methods. 

(4) Cessation of Sterilization of Gold Inflows. 

This would operate to increase excess reserves to the 
extent of the inflow of gold , Since it is impossible to 
forecast this inflow, there would be little basis for J>l'e­
diction of the extent or the tl.lli DB of the increase in excess 
reserves resulting there fro,, and banks would undoubtedly 
wait for actual results on thair reserves before expanding 
their loans or investments. It would represent a reversal 
of a practice of recent origin, and would therefore be in­
terpreted as the correction of a mi&take rathor than as the 
routine and sound application of a reversible control device. 
Since gold flows are unpredictable, and since sterilization 
1a a Treasury operation, while credit control is primarily 
the responsib111 ty of the federal reserve s;ystent, I think 
thero 1s a great deal to be said for continuin& sterilization 
operat ions as a routine p.ractice, leaving it to the federal 
reserve to provide the needed fleltibilit:r in credit control. 
othal"'lise, possib111ty or conflict of policy, and ouerationa 
at cross purposes ey Treasury and federal reserve, could 
arise too easily and with possibility of ,-eat d&J:l&ge. There 
1s no connection now between gold flows and the volume of 
credit needed ey the cOWl try for purposes of e1 tber internal 
prosperity or international equilibriWII. Sterilization 
breaks the othel"'lise autor.~&tie connection between t,"Old flows 
and nntional volUJ:le of credit, and is therefore under exist­
ing condit ions a logical procedure if practiced as a regular 
routine. It would be a m stake, I think ,to abandon this 
routine, as l ong as the gold situation continues to be ab­
nonnal - which will be a l~ng time - and as l ong as other 
means or o.,dit control are available. 

( 5) Desterilization of the Inactive Gold. 

AaiiWiing that the federal reserve authorities were willing 
to loooer the reserve req,uireDnts or to carry out open-toarlcet 
purchase, I would see no adequate reason for •Jesteri.llziDg the 
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l.naotlve gold. But 1t they are unwilling either to l<IT'W 
t he reeervo raquirccta or to conduct open-arat purobaeea • 
I would reoammeDd deeter illaation ot, eay, tsoo.ooo.ooo ot 
tho iD&oti Ye gold 'lllhile oontiDUinl) to eterili&e aubaequent 
intlowa ot gold. Thie would make eterilication the routine 
procedure. end deeta r1l1cation of proYioualy- eterilicod gold 
a epooial intervention with definite oredit- oontrol objootiYoa 
and of definitely proeori bed quantitative dUnenaione . Tbe 
doet eriU ... tion would thue continue to be the nomal praotioe, 
tiDd doeter1l1&at1on would beoCDe merely an uailable. flexible 
inatl"ll!lct ot orecU.t control. uaedJU far aa the public need 
kncnr, only when and beoauee it •-ed to tho orecU.t control 
authorities the molt suitable of tho variou.o inatr....,ente 
aftl.lable . 

S~~ ot Reconeendationa: 

(l) Acti on to be taken to i ncrease oxooaa reservoa 
to approximately $l . ooo, ooo. ooo. 

(2) Inatl'UIIlont to be ueed, i .n order of deeirabillty 

I. Lowerinr; of reserve requirement•, 
II . Open-market purohAaee 

I I I . Deater1lizat1on of inactive gold. 
IV. Pen-d ttiDG fUture inflow a of gold to 

ine~ee exoeae reaorvoa . 
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ill:. TREPSURY POSITION ON POSSIBLE 
ItiVOCATION OF NEUTRALITY ACT IN 
SINO-JAPANESE WAR 

September 7 , 1937 
4: v0 p .m. 

Present: 

U. :.!.Jr: 

Feis : 

H • .li .Jr: 

Oliphant : 

R.!J .Jr: 

!Jr . Taylor 
l.fr . Oliphant 
Dr. Viner 
Dr . Feis 

1/ell, we 're at your s ervice, llr . Feis . 

Well, it ' s just within t his room . The Secretary (Hull) 
is going to tal~ with the President first chance he 
gets about the possible application of the Neutrality 
Act . No decision has been reached, but events seem 
t o be moving in that direction, and there are &any 
reasons for believing t hat if it i s to be done it is 
best done r a ther promptly . And t he question toerefore 
a r ose as t o ~ether the Treasury nad any business on 
hand with either of the belligerents that might be 
affec t ed by such action. That ~as ~uestion One . 

l,tuestion Two , wnether , since i nvoking Section One 
of the Act would bring into operation a lso Section 
Three of the Act, the Loan Finance Section - whether 
t here was any preliminary planning that ought to be 
done t here . Those were tile two questions . 

Nell, Mr. Oliphant has prepared a memor andum. He 
had plenty of time to prepare i t , because he was 
resay last Friday because I c abled him, asked him -
gave nim a week 1 s notice to g et ready, feeling 1n 
my bones that this would come . So we 1 re ready . 

As a mat t er of fact, interpreting what Mr . Oliphant 
says, the Treasury can do two things . Inasmuch a s 
our transactions 'llitb China originated prior to any 
trouble, anything that you do with the Neutrality 
Act - I might s ay - I first make this sweeping state­
ment, tha t it can be so interpreted legally, l awfully , 
t hat anyt hing that you do under the Neutrality Act 
will not affect any position of the Treasury now. 
Right? 

That's true of the Neutrality Act, but not of 
international law. 

That is true of the Neutrali ty Act. 
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'Irue of Neutrality Act, but not of international law . 

No~r , it v;ould be a discretionary policy whether we 
Jeciae to continue to buy golo und silver from 
Jap'n &nd Chine - purel> a policy matter . 

Mer e purchase of gold &n~ silver - that ' s no t a 
loan transaction wnlch v.ould come under the Act, 
so it is in the very nuture of it a policy ques tion. 

Can ~ go - sort of go ov~r it? 

•. ould ;ou, yr;s . 

The lleutrulity Act fiGs no avplic11tion at all to the 
Tre~sury, the Treasury being part of the sovereign 
ana the sovcreiJn not h4ving been ~entioned ln the 
.I.e t . So "'" Ju::; t wipe out tne :leutrali ty Act . 

The second thing ~e have to consider is t he general 
pr inciples of international law . Wha t conduct on 
our port, under generul principles of i nternational 
l aw, would be unneutral acti on? No1'1 , from our stand­
point I J i vided those t his wuy . lie can continue buy­
ing r.nd selling foreign exchunge in the ordinary 
course, .;here the purpose is not t o advance a line 
of credit to one of the belligerents - assuming you 
have dt:ClLreJ a state of N&r t o exist; that is what 
brings this 1nternat1onul ltN into oper6tlon - but 
merely t o protect tne aoll& r . llo ,.: , second, .<e can't 
maAe loons , can ' t advance credit under the pri nciples 
of interne. tional l a:; ; ~>.nd tnt• t would be true , under 
the authorities , even though you had the prior agree­
ment t o make the loan - situation .mere you hove a 
tre11ty, ond so forth , you ' re bound to make the loan ­
if in making the loan the adva ncement of credit would 
be an unneutral act . 

But now, when you come to the final tning - Can you 
buy tneir monetary metvls?- there's just no precedent 
on that; that ' s ~de open, ~nd you could decide that -
it seems to me you cr.n make your internutionol law 
by tllking one position or the other, depending upon 
:mut os o matter of' policy you .• ant to do , so f s r as 
wna t the courts would finally decide to be o.n unneutral 
act is concerned, not tal~ing Et t he moment about 
.1hether or not J&pan would object. 
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Ther e seems to me to be intermedi at e ground there . 
The invocation of t he Act preventing "private individual s 
from doing certain things would necessarily h~ve to 
be taken into account in considering the decision 
of the Tr easury of doing similar t hings . 

No. 

It is tru. t that seems to us to have more beadng 
tl1a n t ill> t vague body of viola ted and contentious 
rules that goes by the name of 1nterna t1on&l l aw 
in this field . 

"'et me explai n Nhll t I mean . You ban l o&ns to the 
belligerents by priva te inaividuals . If, having 
done tnat, the Government extended loans , it cer­
t ainly would have to t t Ke inl.o account in the de­
cision tile f&ct thr..t it iu.d prevented in..t ividu&.ls 
from ..1oing 1t . 

\/e l l , as I r e~<d t tle international l aw authori t i es , 
it wouln be an unneutr al act for the Government t o 
make the l oan, so that would be out . 

I c ert1inly am not prepared to disput e what is or 
is not international law. I c an only give you my 
own observati on tn::t every discussion that I have 
sat in t. t wl th the la.eyers on .vhat w&s or was not 
international law in this field of neutr~:lity -
before you• re finished, t ne ln .,-yer s ' case goes com­
pletely to pieces . T:1ey usually refer to t he pro­
posr.ls made &t some confer ence lfhlch ?lere only accepted 
b, part of the conference, t.nd there ' s been - it ' s 
been jus t as frequently vtol&ted as observed . I 
doubt 11hether you ' d find nnytlling of llccepted doctrine 
on tnls mat t e r of l oans to belligerent gove r nments 
th•. t would entitle it to tlle term of law . 

I put the same matter this Nay - which comes down to 
being s omet hing of t he same tning - thet if you did 
~ake b lo&n - the Treasury - to either belli gerent 
government, under &ny but very special circums tances 
it would be apt to be reg~roed by the other gov&rnm£nt 
as an unneutral act, Jus t &S the financing of the 
r ebels ln Spain by Italy ~nd Germany is of course 
r egarded by the Spanish Government. 

Uay I interrupt you a minute, if you don ' t mind . 
I menn " t 4: JO I ' ve got t o decide 1rhat we.' re going to 
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do about our present f im.ncing and if you \'/ant 
to continue the d i scussi on of the furtner tectl­
oical1t1es, I .vant yo\! t o go no'll . But I'd liktJ to 
say so:ne t hifl6 .vnich is not technical, if I may. 
"'ee wha t I mean? I moan this t hing can go on for 
hours . 

Sure . 

.l.nd :.tr . Oliphant is a vailable, Mr . Tayl o r and !Ar . 
Vi ner e r e bva l lable . Am I right? 

!lo.?, I 1 d just li..ce to s ay something 1f you ;!on' t 
:nind, s ee? llhctho~:- you invoke the Neutrality Act 
or not - ~nat I ~m boif16 to s~y- I mean I d on 't 
tniM 1:: 11ill st.:~ ,> J~opan from oolng .mat she is 
uoir.g now . I wcr.n - let Olt: Give you my t holJlht . 
I mean sae ' s going to ~o r ight on jus t the same . 
Congress nas pluceu the res,>onsibi lity on the 
President or t ne United S t ates - I mean to do 
cert uin things under tne Xeutrali ty Act; a nd I 
suppose :Jr . Hull aavises wiletner ht: should. or 
shouldn 1 t, end you 1 r e coming over to find out how 
it would a ff ect us , and I uppr eciat e the court esy -
don't misunuerstund me . 

Tnat was tile cnief thing . 

.!.no these gentlemen ere at your service for as 
l oOG as you viU\t . 

Nos, t he seed tn& t I 1 d liKf> t.o plan• .n tn you is 
tnis, thr. t if tne PrtS1dent a no :.!.r . Hull ge t to the 
? lace tnat tney want to do sometnlng to stop this 
tning , then I ' ve got a plan wnich I think is per­
fectly l~gel, and tnat is - haven ' t had a cnance 
to ta l k about this , but L want t o drop the seed -
that if France a nd Gr ea t Britein and oursel ves should 
agree tha t we wo<.~lun' t buy a ny more foreign e xchange 
from Japan, o r gold, und give no reasons and no 
explanation of any kind, but jus t don ' t do it - just 
don 't do it; unJ if they ask JOe , "! don ' t knovt, I 
just don ' t Know; I hnven 1 t - I j ust don ' t understand 
it - en - t here must be some misunderstanding" -
overnight those people can' t buy their ra~ materials. 
I t is effective at once . At once ! bnd we can do i t ! 
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I • 
Ne ve got the power, .ve 've got the instruments, 
ove 've got the agreement, we can do it. And 
nothi~ in Kri ting, nobody can make you talk, 
nobody can do a nytlling . 11het tne nell is J apan 
going to do? 

2 18 

tloi/ 1 1f you people get to the point that you want 
to stop this goa- aamn thins, I believe - and if 
the President and ..tr . E!ull 11ant me to do it - that 
in one week I can nave it for them. And Mr . 
Oliphant can tell me whether I can get away with it . 

No 4uestion about the legality . 

You con do t hat at any time . 

I just don ' t explain . And this thing is effective 
a t once . It 1 s just like the study I made on oil 
for Italy for tne President . If tney had held that 
oil sanctions meeting in Geneva, they could have 
stopfed Italy . She didn't have the oil . The others 
didn t have the guts to do it . Here we stand 1vhile 
they cut off our noses, os if we 've got to do it . 
And :e suffer by it . 1'/ey not retaliate and simply 
freeze this thing and say to these people, "Gentlemen, 
we ' re very sorry, ·Ne hs ven ' t got tne foreign exchange 
to give you . " 

Japan on JanU&ry 11 of tnis yeur, ~lithout saying 
anything, put in a notice that tney wouldn ' t give 
anybody f oreign e xcnange, and no11 long aid it last? 
On J &nuary U tney .trote - we got the cables; they 
put it on J anuary 11 of this year, ana for I don't know 

~~~mm~~a ~ w ~o ~~~~ , ~o ~!~ i ~ \! s d~~ 1:~ ~ s 0~x.;z~ ~e 
Nobody could get it. · .. e sent cables over - "VIhen 
do you think you 1 r e going to pay our merchants?" 
"After a while . " It r&n tnrough till • pril . We 
didn 't say it ~as an act of war . Could our merchants 
get paid? ~ney could not! They put in exchange con­
trol and tney 1 re •so!:'ry , gentlemen, but - sss - we 
haven't got the exchange . • And I tnink it ra~ from 
J enucry 11 to somewhere in April . You couldn t ge t -
remember? - seven thousand was tne limit, wasn't it? 

I 've forgo tten. 
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lJid anybody say anything? !lot a •ord . 

No, nobody ~uggested that .·:c.s &n unfriendly act. 

Not. u .~ora . 

2/9 

! Jon' t Kno.~ Willen of t.vo idees you have in mind, 
.:me tm. t "ouJ.ol involve the rt:fusal to m&Ke available 
in r .,turn for a yen or gol11 - an - dollars, pounds, 
fruncs - is that the iaea, or is it the otncr one, 
tnc snuttlng off payment for tile 9urchase of Japanese 
goods , oihich i s , I t hink •.• 

No, e Just don ' t - nn.,n t.ney wkllt to buy aollars 
&ru.i pc.y us wi tn yen, tm.. dolluJ·s just aren • t &vail­
t.ble . 

.• ell, tnt. t - I wt.s try i:lt to firui out ,;a len of tnose 
t.vo 111e1' s •.•• 

••e just uon •t mc>te tne \lolbrs sveibble . Just the 
.v&y - ~•e just uo ~un t Lney dia - I think H HBS 

Januury 11 or - ei th&r J r. nuury 7 or JcnuE ry ll tne 
yen ~cren ' t av&ilable . 

~ouldn 1 t get yen &t. &ny price . 

Couldn' t get tnea at r.ny pri.:e . ,;e sioply s~:y , 
"Gentteoeo, tne doll~rs aren ' t available . " 

"'uring tnnt _9eriod tney .voJ•en• t loo:<ing for yen; 
t.1ey ,v ere looking f or dollars nnd pounds . 

It ' s the idee. of furnlsuing them with the wnero1vithal 
to buy suppli"s; th11t 1 s the idea . llo.v, whether you 
ao it the one way or the other, it 1 s the idea of g1 ving 
tne11 the nt!cess~.cry f orel~;n excnar.ge .vi th whicn to buy 
.:u. ter!l.l;; . You can ' t do it ~.lone , but under t he 
tripLrtttl! B6ree:::ent "" co..Ua do it, .:or.c the. t h1116 out 
ana h&v~ lt r~auy in & w~tK . 

"ell, tnat , as y.:>u Sh~ , goo:1 much f artner ttu.n •..• 

'liell , I >tnow, but I uon ' t wLnt tog et into r long 
lengtny discussion on this very fine !JOint , see j but 
as r suy , these gentlemen are a vailable for just as 
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long 1 s you want to uiscuss i t. But I do want 
to pltnt tnat seed wi t h you. 

•iould I be s«fe in reporting tha t as far us tbe 
Tretsury consi ders &t the present ~inute, the 
application of tne Neutrality Act ~ould not 
emb&rruss its arrangements Ni t a toe Chinese 
Government ? 

1'hut 1 s true; th~ t is because they nave this gold 
on earmark . I don 1 t think :te could f or mally advance 
credit under tnat arrcngement without r~ising tha t 
question of internationtl law. 

If tney wantea to borrow. 

nut if tney want to s tll U3 that gold or .~ant to 
export it .... 

.. .. Ye 1 ve got to do it . 

1hat 1 s tile first main ,,uestion. 

••e huve t o do it, bect use as I understand - and 
I've atudiea t nis tnlng - even if .te were t. t 11ur 
11ith China &nd oer gold .vos e~>rJJ~rKed htrt: , we ' d 
reco10nize 1t . 

,, E OU~>n t to r ecogni.:e it • 

.. e ought to . 

As bet~e~n government s . 

But the other questi on, r.s to whether we could go 
thebd und advance credit agLinst tnot gol d , is 
more de lie ~< te . 

It is not a m&tter of l tw, t hough; it is a matter 
of policy. 

It's purely t m~tter of Tre&sury ruling . I mean 
tne only t hing we nave t o decide is, against the 
5J or 6J million dollars they 1 ve got with us, would 
Ne want to lend them money against that? Now, if 
we s oy "No, " then all Lhey ' ve got to do is sell it. 
And incidenta lly, tney haven't used a dollar of it . 
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Tha t ' s tne only thing . 

As to the s econd ques ttoro , 'l'wo , if they .. anted t o 
move r a t her pr omptly - none of t ne obliga t ions tha t 
would fall on the Tr easury, ;1he ther a loon o r w1 t h 
oth <:r dep~J rtments - some thing to be worked out under 
Section Tnr ee - you wouldn' t need much time . Ttwt ' s 
tue control of credit b> private concerns . 

·,·;uo has ... . . 

.• ell, tn&t 1 s up to tne .. ttorney Gener~>L 

,,ell, tilEt 1 S SO:ll!.thtng •••• 

• :ho nt.s tna t miJChiner y? 

laere ,,;;s & socll COUl!llittee t t o\'O rlt just before I 
.;ent. ts.ay till. t no .. fll•s c prelimin~C.ry report . :.ayne , 
you .. e r e on th;.t . 

;,ell, wno runs th:.. t mcchincry? 

:;ell, everyone lln t nt committee - the committee ' s 
report bas not. been put in - ever yone on the committ ee 
.vc.s unanimous in t he i~oet th!Jt the m~>in par t of the 
t t sK would ua ve t o be ccrrit;d by tne /,ttorney Gener~ol. 
But it mi£bt be advisable - mi &ht or might not be 
advisable t o e s t ublisb some system of reportir.g, both 
for t~t purpose and Llso as £ very useful government 
recora &s to w h& t "'lls eo ins on. 

:.ell, if you put t hi s t hine into effect t onight , 
cs f c.r &s the United St c tes Tre&sury is concerned, 
i t doesn ' t embarr<.ss us the s light est; we ' re reiJdy , 
fna :;e ccn co::~ply tonight . 

I t ll1M I 1 d beer in mind there tna t v;e mignt want 
to use some o f t he excnt nge control mac.tinery to 
oper a te the neutra lity re3tri ctions . 

:lou mean thllt tne J.ttorney General might . 

Yes, might want t o use our macniner y . 

11 ell, I haven ' t studied it . I mean when v;e had 
excnange control, t ncy set it up. 
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lhe power is still there, you see, and the 
reporting requirement •• •• 

I should think you ' d want to do it through the 
Treasury; I don ' t know • 

From the conversations we had over there, the 
preliminary conversations, why, it didn 't seem to 
me that - and to most of the other people - that 
it would be pa rticularly useful to invoke that . 

• 
282 
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JIUAPHMSE or 'l'ELIOMK BIOilt&D 

nulla Aaer10&1l llabauJ, l'a1'1e 

!ll'l'J:I hp~-ber 7, • P••• 

110.1 l.a55 

JBOM COCJ!Bd • 

Ae a reeu1t of 1nternat1oaal pol1~1oal deTelo~en~• 

\he Jlar1e eJ-obange •r!tet 111 nenoue. Supporting \he 

trano at l38.t6 ~ $-i, oone14erable eterllllg •• J1elde4 

'bJ \he Frenoh oon~rol. It 1e .. 1d t.bat \he B1'1t1eh ooD­

t.rol eold t&,ooo,ooo \hie aol"ll.1ng and \hat Lasard wae an 

aportan~ bu.Jer. On \he ..rket belief \ha~ Yan Zeeland, 
qeoial. 

1n \he/parllaaen~ eeell1on open1Jig tod&J to hear hil 

oaee, w1U be &1Yen a Yote of oont1denoe 'bJ a good 

•Jo1'1tJ, \he belga wae fil'ller. !he .ar!te~ 1a oonY1noe4, 

honYer, tba~ Yan Zeeland'• preetige hal euttered and 

tba~ it 111 1neY1table tha~ he Will reeign before long. 

a.n~u wre lower t.od&J and \he fo~rd trano •• 

aore offered oYer the wKend. AD UJIA)ff1o1al u~t.ate 

hall been a&de tb&t e1.noe 1te oreat1on and untU ~4&1 

285 

t.he J'renoh tluld tor 11Uppol't1ng rente• hae 1JP41Dt 700,000,~ 

trance. 

!he uneaeineee ~dar oYer the rrenoh •one\arf &D4 

f1nano1al outlook 111 1DOreaee4 'bJ the tollowiDS 4oaee~1e 

tao~ore, 1n a441t1oa to \he 1.nternat1onal e1tuat.1oaa 

'l'he 
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The ge11eN1 1norea .. 1n the ooat of llYlne; &lid partlou.­

larl7 the r1ee 1n pr1oaa OYer the weekend ot allk &114 

bread, the proapeot of oollfllota botwee11 Soolallata &114 

Radloal 8oolal1ah aa tho tae tor looal e1eot1011e dft.we 

near, a al18bt UDeaplo7JaODt gaill, detlo1en07 1D the pro­

dUotloll ot French ooal &lid a prloo 1Dcreaee tor lAportod 

' &lid dOaeetlo ooal, tho throat that labor troublea wlll 

break out. ap1n, tho h16h ooll't ot the laat. !'l'e&Wr7 load; 

&lid the weaknou of tho !'reaaur7 pod t.lon u ehown b7 

borroWing troa tho Bank ot rranoo. 

I had a oall todaJ troa Pollll&ohlo of tho Balik of 

Ital7. Pellll&ohlo aaa Juet. returned troa a holldaJ ln 

Ital7. Bo told •• that. thoro wae eu.ch a hoaY7 torolgll 

tourlet trade there that. hotel aooo.aodatloDO were 

lnadoqu&t.o and that. there would be a r1n 1Ja prlou. 

Pellll&ohlo •1d he waa lllfor.od that. booauee of the 

French labor dt.uatlon, It.all&n aut.011ot.lYe II&JIUtaot.urera 

'IIIlo h&YO branch taotor1ea 1D hanoe are oo.Ddderlng 

oloal~~g thelr plant.a. 

ll:D 

2e6 
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PAJWIHRASJ: or TILJ:G!WI RIOJ:IHD 

FR>ll: Aaerioan llllba .. y, Parie 

DAB: Bepteaber 8, 5 p.m. 

lfO.: 1ase 

J'ROK OOOHIWI 

The French control is still yielding sterling at 

132.97 . Rentea down :turther and forward franc more 

offered due to Bitler's renewed deaand for ooloniee and 
1n 

to causes mentioned/yesterday's oablegru. On the Parie 

market as on other important markets, shares are declin­

ing. The pathetic impression caused by Van Zeeland's 

appearance before Parliament has weakened belga. Today'a 

press denied recurrent rumors that Bohaoht may retire from 

the ll1niatry of loonomioa and possibly from the Reioheb&nlt. 

Late t his afternoon 1 received a phone call from Beyen at 

Baael that General llanager Queenay bad drowned; the details 

are lacking. 

I received a o&ll thie morning from Doctor Oscar 

Busch bearing a personal letter of introduction froa Preei­

dent Bf.ohml,nn of the Brlae Bat1on&l Bank. Doctor aach 

orally preeented hie plan for an international gold pool 1n 

which the United States would be expected to lead. Be eaid 

he was going on to Brussels and showed me a similar letter 

of introduction to Van Zeeland. 

BULLI'!T 

U :DJlr 
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R. Jl . Jr: 

H~ey : 
B. !A.Jr : 

F: 

H.M.Jr: 

F: 

B. JJ .Jr: 

F: 

R. loi .Jr: 

F: 

H. M.Jr : 

F: 

B. J.! .Jr: 

F: 

Go ahead. 

Hello 

Hello 

Ho11 are you? 

September 7, 1937. 
8 t 40 a .m. 

Pretty well , I t hank you. How are you? 

Oh It m very well. 

Good. Bey, Henry, why don't you sign that damn 
list so we can get it out of the newspapers 
tomorrow morning . 

Well Itll tell you why - because I don ' t - I 
suppose you know it that - that the financial 
community is more jittery than they' ve been in 
years and to come out the morning before our 
financing that we're going to spend 23 million 
dollars I think i s just s illy . 

Why you 're crazy. 

\'Tell I think you are. 

Why? 

Well why should we come out with a big expenditure 
program the day before our - our financing . Give 
me a good reason to do it. 

Well my God - everybody - every district in the 
United States - it 1 s a Labor Day- it 1 s a good 
thing from Labor's point of view. 

rtell listen ••••• 

Twenty - Henry, twenty-six million dollars isn' t 
a drop in the bucket. 

2t'8 
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R.li.Jr: 

F: 

H. II. Jr: 

F: 

H. W. ,Jr: 

F: 

R.M.Jr: 

F: 

B,lo!,Jr: 

F: 

R. JA .Jr: 

F: 

H. !A.Jr: 
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If - listen, you try to do the financing , You 
t alk to the people there - they say they won ' t 
buy anything . Rave you talked to anybody down •••• •• 

Well that isn' t IllY business ; I never tall< with 
them. 

Well it' s my business and the President goes 
away and he says, "Henry, you do it•. He says , 
•I t ' s easy• and the people come down - they go 
down there and they say they won' t buy anything . 

Well, of course, I think it' s all silly not to 
do it; I don't give a damn personally but I think 
it' s silly not to do it right away. 

Well that's the only reason- I think to have a 
story like that breaking the day before our 
financing is - is - just - you - ah - Jim - ah -
if you ' ll - I think I 1m a fairly truthful person; 
I don•t ·exaggerate; I don •t kno~1 any time in years 
that the financial community is so shell-shocked 
as t hey are right now. 

l'lell why is that? 

What? 

Vihy is that? 

Ob you know, they're always either in the cellar 
or on top of thf roof and they' re simply scared 
too death and I ve got 817 m1111on dollars coming 
due and it seems to me, if you don't mind my saying , 
that this is a very unimportant thing and I think 
our financing is very important. 

Well when would you release this? 

What? 

When would you release this? 

Just as soon as our financing is passed, 
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H.U.Jr: 

F: 

H. ' .Jr: 

F: 

fl .M. Jr: 

F: 

R. IA .Jr : 

F: 

R .~ .Jr : 

F: 

H. t.I ,Jr: 
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lYell all right I don ' t give a damn then but I think -
I may be all wrong from Dzy' point of view; I don ' t 
think it need - I think from the communities they' ve 
been waiting for this; it ' s usually done right after 
the Congress adjourns ••••••• 

Well if they' d have done it the way we used to do it -
ab - when I was here we did i t the day after Congress 
adjourned . 

Well I know but we had to wait until the President 
signed t he bills ••• ••••• • 

We~l •..... . . 

••••• and then we 
you weren' t here 
there to do it. 
sponsibility . 

were r eady to do 
and there wasn't 
You were the one 

it - unfortunately 
anybody else over 
to take the re-

Well - ah - when I was here we all - we were ready; 
your people were ready; we did it the day after Con­
gress - always - the Monday after . 

Yes, well we wai ted; we were ready as soon as he had 
signed the Appropriation Bill. 

Right. 

The damn thing should have gone out last week, to 
be truthful about it. 

Well I agree with you but now because they di dn• t , 
I think to have it just the day before Dzy' financi.ng 1 
with everybody so terrificall y nervous, I think 
it' s an unnecessary risk. 

Well all right, I don't - l et i t go then I don•t 
care. 

Now that ' s - that ' s the facts and if - if - if -
once we should not put over our government financing 
ah - it would hurt everybody. They' r e terribly, 
t erribly frightened up there . 
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H.M.Jr: 

F: 

H,LI ,Jr : 
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Well let it go- I don•t care - it1 s all right 
with me. 

All right, Jim. 

O.K. 

Thank you. 
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"' tM Pre•l ... - A11lpd •• 1117. 

Regraded Unclassified



233 

I. Domestic Peroonal Bolding Co!!!J)anieo . 

The problem of domeati c peroonal holdi ng companies baa been met 
by t he new l aw, principally , by an increaoe i n the r ete of ourtax. 
Under the old l aw the ratea ranged f rom 8 to 48 percent on the undio­
tributed inco~~:e of t hese COIIJlaniea, while under t he new ln the ra he 
have been increaaed to 65 percent on the firet $2,000 of undiotributed 
i nco .. and 75 percent on the balance. The rAtea of surtax are new eo 
hi gh that t ogether w1 tb the norcal tax on eorporatione, tbey will equal 
the highest surtax rl\tes applicable to i ndiYidualo . !'hl.a being so , 
t he uti l ity of domeeti c peraonal holding companies ae i ncorporated 
poelcet-boolc:o 1a almoet completely done away with. The other aubete.n­
tial eh&Agee t hat have been made i n the trent mont of domest ic per1onal 
holdi ng compani n are (1) t he denial of t he former unlimited deduc­
tion for charitable contributions which i l now r eatrictod to 15 per­
ce~of net ~omo and (2) the denial of t ho deduction allowed under 
tho prior law of 20 percent of t he income of theoe compenie• aa a 
roeerve and (3) t he denial of t he deduct ion formerly all owed f or capi­
tal lossea. .Uao under t he old le.w i n defini Jil: personal holding 
company inveat=ent i neoae , rents were excluded, and t hP.t being eo, 
closely held companies t hl\t were r eally personal holding companioo 
might escape surtax by i nveot i ng a ouffieiont amount in rente. Onder 
t he new l aw r ente are i ncluded i n t he definition unless those ronto 
consti tute more t han 50 percent of t he grooo i ncome of the company. 
'l'hh exception waa put i n to :9revent t he t !I.XIltion of bona fide r eal 
estate operating companies as per sonal hol di ng compani es. 

II . Incoroorated Tnehts , Country Est~teo , Etc. 

In order t o pronnt pereonal holdi DC eoa.,.,..iea that own 
incorporated yeehte end country estatea from catting t he beneti t of 
operating louea which are really l>llroonal expenses, t he pr esent lAw 
providso t hP.t the expenoes o~ operation and J:l&inter.enee of web 
properti es , to the extent that t hey exceed t he rent r eceiTed froa 
ouch properties, shall be disallowed, unleee it i e shown to t he sntio­
fnct ion of the Commisoioner t hat t he proper ty was actually held in 
the course of a bueineoa cpxried on bona fide for profit. 

III. I neoroorated 'l'alenta. 

!o take cere or web caees aa t he LLW&hton ease, tbe new 1..., 
provides that if en individual owns di rectly or i ndirectly aore than 
25 percent of the atoek of e personal holding coroor ntion end the 
corpor .,.tion der hea a profit fro,. hiri ng out hia eervieea, then web 
a profit ehall be considered per aonal holding company inTeatment in­
come. 'l'he r esult of thh proviaion 11 t hat en i ndividual such ... 
Laughton •ould i n effect be taxed at leaat ne 1:111eh BDd in ll>Oit ce.aea 
conoiderably more by hl\vi ng hie salary or hie compensation pa.ld to 
hie !'Or aonnl holding company than it he hod hio salary paid to him­
self direct ly. 
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IV. Artlflclal Deduction! for Loaaoa from S&lea or lxehansea of 
Property. 

2S4 

Under the old law loaaea are denied lD ca.ea of aalee of property be­
tween •embers of a fully or between a abaJ•abolder arul a corporation 
which he control!. !ha new law, i n or der to prennt other artltlcial 
deductions tor loaa on aalea of property , alao deniee loaaea between two 
corpora tion• controlled b7 the aaae pereon; between a corporation and an 
indirtdual who toe;ether with hia partner owna 110re than 50 percent of tho 
corporat ion; between an indiTiduel and a truat which he created; between 
two truote crea ted by the aame indl Tidual and between a t ruot and a 
benefi ciary. 

V. Artificial Deductions tor Interest and !uainean !xoenee. 

Under the old law aose indl•iduala atteap ted to take al.!anta&e of 
the difference i n operation between the CMh receipts 11etbod of r eport­
i ne; income and the accrual l:l8tbod of reoortlnc income to obtain artifi­
cial deductions tor interest arul buolneaa expnae. 7or exaople, a 
debtor who ia on an accrual bash would get a deduction for accrued in­
terest which was not actually paid while the creditor who was on a 
cash basl e dld not, of course, report aa i ncome the accrued interoat 
which was owed t o him. The new law meota t he altuation by de117ing 
the deduction for accrued interest or buaineae expsnoe where eucb in­
terest or expanse ia owed to a person not dealing at arm' a lensth wlth 
the debtor, unleaa t he debtor pays this amount within two and one-half 
aontha after the and of t he taxable year. 

VI. Multiple !ruata. 

!he new law baa partially taken care of t he problea of 11ultiple 
truste b7 denying t he pr eTi oualy allowed $1,000 ox~tlon to all truata 
to accumulate income. 

VII . 7orelgn Peraona1 Roldlng Compaaiea. 

!he new law radically ehangee t he treatment of for eign personal 
holding companlea . !he acb•e of taxation la in general to treat the 
lncoce o! t he torelp pereonal boldine compaDT u the lncoae of ita 
atoclcboldera arul t o tu the atoeld>oldera upon their proportionate abaraa 
of aucb inco:~e whether or not eucb incooe la actually distributed. 
Prortaiona ha•e been incl u4ed ao that the general acbeae can be carried 
out eTen where there 1a a chain of f oreigll peraonal holding COOip&Diea. 
I n order adequately to enforce the new proY1ai on wlth respect to f oreisn 
personal co11pa11lea the new law prortdea for t he fil1nt of i n!o....atlon 
returne by officers, director s 8Jl4 etoeleholdera and also for return• b7 
pereons who baTe ad•ieed or counselled i n the f ormation of foreign per­

aonal holding coapan1••· 
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nn. ha-ret14P\ ,Uhy. 

1711Ur \q ol4 lur aoa-r .. i4ent alit11 1D4J.T1.4uale DOt baTI.AC aa 
otflct or pbct ot llu.eiMee ill tq 17111 ted I tat .. were tue4 a\ \he tla\ 
ra\e ot 10 ptro!11t wblch wu withheld at the eouree. Ill order to 
equalise taxatioa betft ... cloaettlc tu ~ere ud aoa-retideat ali,..• 
barla« larse i J>OOatt b tq 17111 ted Ita tee, \he aew law prondet \hat 
noo-reeldent allea 1D4J.TI.4u.l t banac aet lncoaet l n exc .. , ot t21,6oo 
troa eourc .. n\hb t be 17111ted ltatee ahall tlle a retura and~ ~ 
tax on euch lncoae that wcnld ba· ... been paid by cithent or retldente. 
fhe .21,6oo ttsure wu eelected becante lncoJDtt ot t21,6oo are at tq 
preeent tlae tued t o cltlseno or r e tldente at about 10 percent. 
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1tll RF.EASJI, IICIIIIliiiG 111\TSPAPi:as, 
~,~e•day. Septenber 8. 1937, 
9 7 37. 

1faahincton 

Pren Service 
lfo, 11-11 

Secretary or the 'l'roa8UZ7 llorsenthau announced last nif,)lt that 

tho aubscripticn booka tor the current o!!erins of 1-1/4 percent 

Treasury Notes or S0ries E-1938 and or 2 percont Treasury Notes of 

Series ll-1942 will cloao at the close of bueineae Thurs~, Septeabor 

9, 1937. This offering 1a open cnlj to tho hp111ora of TroasurJ llotoa 

or Series ~1937, D4turing Septeober 15, 1937, 

Subscriptiona placed in the oafl before 12 o'clock aidnight , 

Thursday, Septeober 9 , ~ill be ccns~dered aa having been enterod before 

the c lose of the subacription bocks, 

Anneuneeaent or the aoount of subaer1pt1cna and thei.r division 

&lOng the several .Federal Reaerve districts vill bo cads lator, 

-cOo-
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Ronald 
Ransom: 

H . li . Jr: 

R: 

li .M. Jr: 

R: 

B.!!.Jr: 

d : 

B. ll . Jr: 

R: 

B. l.!.Jr : 

R: 

H. i.t . J r: 

R: 

Yes Mr . Secretary. 

September 8, 1937 . 
9:09 a .m. 

Hello Ransom - how ar e you? 

1 1m fine , tnank you. 

Ransom, in or der that I can g et Ill)' self ready, 
how f ar are you people along? 

2~7 

I was going to call you this morning and tell 
you that we were having a meeting of the Boord 
y esterday but we couldn't have it until 5 o'clock 
because several of them were still out on their 
Labor Day week-end. 

I see. 

I also t alked to Marriner twice yesterday ••.••• 

Yes. 

•••••.• and again l ast evening after I got home. 

Yes . 

His present plan is to leave Ot ah by plane 
tomorrow and be here Thursday . 

Yes . 

Both he and I think tha t the situation Justifies 
a thorough explora tion of the whole problem by 
not only the Board but quite possibly by the 
federal open market committee if we have your 
approval of discussing the matter with them because 
they have a relation to it , as you know, tha t might 
have an important bearing on what we do. Now our 
plan was to have these conferences over this week 
and Warriner asked me lest night t o ask you 1t he 
and I c ould have an appointment with you on Friday 
morning, the idea being that the Executive Collldiittee 
of the Open Market Committee would meet on Friday 
afternoon and the whole committee would meet on 
Saturday and the Board would have an opportunity 
to s urvey the situation on Thursday. All of that 
is not wholly the result of your conversati on and 
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H. M.Jr: 

R: 

H.Jt.Jr: 

R: 

H. IJ .Jr: 

R: 

H. I>I. . Jr: 

R: 

H.:!.Jr: 

R: 

H.!J .Jr: 

R: 

ILl! . Jr: 

i\ : 

R. M.Jr: 

- 2 -

mine but the fact that both Marriner and I 
think that this stock market situation and its 
possible reactions on the bond market ought to 
be consid ered by the Board and .ve should try to 
decide on policies which have some relationship 
to the s ituati on as it bas Qeveloped over the 
last week or ten days ••• •• • 

Yes • 

• • • • and, that be1fl8 the case, all I can say is 
that- ah - we can' t give you anything on it 
today that - I ' d r ather be perfectly candid with 
you - his thoughts and mine are not altogether 
tm• thoughts of the Boar d at the present moment . 

Well I 1 ll tell you •.•••• 

i here isn't any conflict there isn't a crystalliza ­
tion of toought as yet . 

Well let me put it this way. 

Yes. 

You' re coming over for lunch, aren't you? 

fus and I think I ' m coming along b ecause I don't 
believe Ur. Broderick ' s going to be available 
as I hoped yesterday he would be . 

Well now will you be perf ectly frank - do you 
want to see me alone or do you • •• •• • 

I would prefer to. 

You would . 

Yes . 

All right, then I'll see you- then supposing 
we talk it all over •••••• 

1.11 right. 

••• • • because - ab- the plans that you have mapped 
out don't quite suit mine because I have an 
appointment with the President Saturday afternoon. 
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R: 

H.!.! . Jt': 

R: 

H.I4.Jr: 

R: 

a.ll.Jr: 

l\ • • 

a . loi . Jr: 

R: 

B.II.Jt': 

R: 

H.li.Jr: 

R: 

B.M.Jr: 

R: 
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Oh I see. iell tnen we could- ah- don't you 
think it might be wise then for Marriner and me 
to see you Thursday afternoon. 

Yes, very much so. 

All right. 

Yes . 

I - I think and he thinks too that it's a situ­
ation requiring action and then it becomes a 
question as to wha t action - which line ot acti on 
is the most advisable 1n t he public interest. 

All right, •ell s~~ing you and I have lunch 
alone t oday . 

Today and then we - I will t ell him that you 
and I - that be and I can s ee you Thursday 
afternoon. 

.Kight. 

The.n we could have a meet ing of the Executive 
Committee of the Open Market ~ommittee on 
Friday morning. I think I'll call that anyway 
because I think we 1 r e going to have a little 
problem with this bond market. 

Ab-ba . 

Marriner and 1 do not want this new issue to 
fall through t heir present prices •••••• 

No • 

• • • • and we - ah - it' s hard as bell, to b e 
frank w1 th you, to get quick. acti on in a situ­
ation of that sort. 

I see. 

That ' s when I almost lose the little religi•n 
I •Ye got because people seem to want to act after 
the event r a ther t han ahead of it and I always like 
to take these things in advance. 

289 
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H.M.Jr: 

R: 

B.III.Jr: 

H.M.Jr: 

R: 
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Well, perfectly frankly, I don't know whether I 
want to wait beyond Monday . 

300 

No I don't think so. Neither do Marriner nor I . 

Yes, and I - I mean - well I'll talk to you about 
it at lunch but I don't think I can sit a r ound 
here for a couple of weeks while • •• •• 

No I don't either, Yr. Secretary, and I 1ll say 
thi s - if we haven't got a better answer or an 
answer that you think i s a better answer you won ' t 
have a ny trouble selling Marriner the idea that 
action is necessar y because we both think it is . 

Well -

And we t hink !Jonday - Marriner and I both feel 
that Monday i s the deadline. 

· hank you very much - I ' ll see you a t l o ' clock. 
Au right. 

All right, · fine . 
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H.M.Jr: 

0: 

Burgess : 

H. !.I.Jr : 

B: 

H. w.Jr: 

B: 

H.!.I.Jr : 

B: 

R. M.Jr : 

B: 

H. U.Jr : 

B: 

H.U.Jr: 

B: 

H. ll .Jr : 

B: 

B: 

B. K.Jr: 

Hello 

Dr . Burgess . 

Good morning . 

Good morning. 

September a, 1937. 
9:21 a .m. 

Well there hasn't been any great change from 
last night ; the prices are about the same and 
the rates are quoted 57. 

Ab- ba. 

301 

Ah- market ' s steady; no great au:ount of offering. 

Ab-ba - well - no news is good news. 

That ' s right, yes. 

Yes . If you buy any or do anything will you 
let me know? 

All right. 

You' re going to keep your order in? 

Yes - yes, we ' re all ready to act. 

All right, I don't think - I think as f ar as the 
Press was - I - I don't - I think i t was all right. 

I think so, yes. 

Yes . 

And I think people will make up thei r minds to-day 
and we ' ll get a good ma j ority of turn-ins . 

Yes. All r i ght, we ' l l watch it. 

Very good. 

Thank you. 
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GROUP :.l.ll'IUIG Sept ember 8, 19)7 
9 : .30 c .m. 

Present : 

H . ~ . Jr : 

Jlng.tll : 

'cii : 

H •• Jr : 

JcR : 

~l · .. . Jr : 

Gast on: 

Guston : 

u . .. t. Jr: 

r.:ngill : 

llr . >lag 111 
Mr . Gas t on 
Llr . bell 
Mr . McReynolas 
Mr . Oliphant 
Dr . Viner 
:.lr . Riefler 
!Jr . Te.yl or 
!.lr . Lochhe~;.d 
:Jr . Upn&m 

;;eu, who ' s !;Ot anything thE. t t hey want to clear 
with me b ef or e I st~rt? 

.. ell, I llbve • lt:tter . •• . 

I forgot to tell y~~ your nssistant Secretary Roche 
left the day before you arrived beccuse the president 
of Obr concern out in Denver died . Sne asked me t o 
apologize for ner . 

Little l a te messLge, but I accept it . 

It ·;msn 1 t t1er f~> ul t . 

No , I vasn • t critici~ing her . 

"Ould you li.H: 
.• e release it'! 
corning . 

to s~e t ua t Post Office list before 
I w::.s pll.nning to l et it go ~· riday 

o . ~ . , I don ' t ~aut ~o ~ee it . 

Your sigru:. ture - you nave to sign toe origin&l. 

Let i t go for 1. ;mile . 

Her e ' s a l etter f r om Secret ar y Wallace to you, 
enclosing " l e tter which ne wants you t o sign 
11ith tlim, addr essea to t he President, suggesting 
tha t the Federal Tr ade Commi ssi on ought to make 
" study of t his price main tenance l egislation 
which i s tacked onto t he L1str1ct of Col umbia 
tcx bill . It doesn' t 4uite seem to be in my 
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Bell : 

Oliphant : 

H.J . Jr : 

:.lLgill : 

H. ,J . J r: 

:&ugill: 

ll . l . Jr : 

Bell: 

Viner : 

'"· . .... . J r : 

Olipi'u.nt : 

H•"'•J r : 

Guston: 

H.:J. Jr: 

-2-

bail iwick. I aon 1 t knoH whose it is . 

It• s Olipnant •s pet . 

Little late - s hould have been studied before the 
tax bill . 

That ' s Oliphant ' s , a pet of Oliphant ' s . Am I 
right? 

I 've got & m&n .working on it . 

t.ny t hillb else? 

Here's t ne mecor&nduo you wonted on tne tax bill. 
{Hands to Secretary) vught to have a covering 
letter on it , but •• ••. 

Tha t ' s all right . 

Does anybody else urouna here wish a memo of 
the principal provisi ons of the new t ax bill? 

In high school English . 

Yes , ! ' a li.ce to ru:ve o copy . 

>limeogrt<ph it . 

Tnat.' s all. 

Herman, I haven ' t forgotten you. 

Nothing except tna t. 

Herbert? 

Nothing . 

llel l , wno ht<S something'/ /Tho want s anything? 

303 

Now, ~~hat I t hought I ' d do was this - to bring you 
men up-to-date, I called up Ransom and talked a couple 
t i mes yesterday to LCcles, and Eccles is flying back -
get here tomorro.v morning. And he mmts t o have lunch 
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:. .• Jr : 

Vine r : 

I! • .J . Jr : 

Vinllr : 

H~>as : 
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with me alone, ~:nd he - oh, t hey're a l l up in t h e 
ai r . But this isn' t t he time to foo l a r ound and 
oe says t hat Eccles - .tell, I • 11 kno11 more after 
I 've nad lunch . "hnt I thought I 1d do - I t hought 
we could star t in t.t 10 : 30 uml t r y t o a t l eas t 
cleur O\lr o~m minas . So I 1 d like to have Riefl er 
and Taylor nod Vino~r and Lochh;,tid end Baas, 1'lhite, 
Cy , at lJ : JJ . 

Seltzer? Be ' s been ~or~ing on i t • 

.kll rignt, ciel tzer . " nd then - I don 1 t knoN whe ther 
yDu nave oad & ch&nce to have it clear in your mind 
r.t lv: JJ ae ct.n run taro~.<gh it. I have nothing 
else tois morning . r.nd &t least let ' s try - I got 
& ver y good :nemor a noum from Viner lost night - to 
see waere we ' re at . 

But I ' m no t going to- I ' m not going to s pend a lot 
of t i me arguing with the Federal Reserve Boar d . I 
mean it al>.ays get.J do,, n to m& king up thei r mind . 
I mean they ' re going to cell t he Open Ma r ket Commi ttee 
a nd t he Boar d and there ' s go i ng t o be all t hi s stuff, 
I t h i nk 1t ' s ver·y simple . 

Bell, you ' re invited if you want to . I just d i dn ' t 
;-;ant to tie you up . ..on 1 t get &nywhere tnis morning 
any-::ay . 

I'a li:.te to sit in, but I tninA I bett e r prepare for 
tnat conference t o.aorro& corning . 

nll right . ..ell, thB t 1 s all , I think if you - the 
-.u1cl<er yot..: get t ogetner - as far as the bill business 
goes, that Clln r.ll .a it, but t his thing - I t nink we 
ought t o clear our o·.m mind . 

Put it d o;m 1 , 2, J , 4 in ord er. 

But he t hinks something must be done . 

tihoui<i be a one . 

:.! r . Secretary, you asked me t his morning to set a 
oete on tnu~ study . 

·•hat stuay? 
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On t he Build.ing and C.oun. 

Yes . 
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1 Nent over it with tho boys end the staff , a nd 
No vember 1 i s a date we can have i t done, ond 
pr obably a little bef ore, i f it need be done earli e r. 
It is c;uite 11 sizable j ob and t he boys have been 
.;ort.:ing on it . Murphy Lnd C.indau are burnt out and 
I had to s ena them awt<y for ten days . I mean that I s 
one tnin& thllt delayeu me • 

.. hat 1 s Linda\< been worKing on? 

~e 1 s been NOrKlng on -~bj ' ae did ~uite £ little 
,;or.< during tne sum.':ler on t.11s cepital gr.ins 
taxation. 

Lind::.u? 

Un- hUh. lie :mrKea v. lth Shere on that . 

Well , .. hat do you think , Wayne? t:ovember 1 seerns 
a nell of a Hay off . 

I talKea to O.:orge blld the boys yesterday r.nd I 
don 1 t tnink tney c ~n e; Eit 1 t done much before t ilu t . 

1.11 rignt, November 1. 

It's .. .. 

. 1.11 right , November 1. 

By t ne way, did you t alk to Mac about Lucius 
:iumer d ing? 

Yes , he 1 s away . 

He ' s away , but he ' ll be a va ilabl e as soon as he gets 
back . 

The other thing of gonervl interest - yesterdey I 
transf erred Har o l d Graves from tne .vor k ne 1 s been 
uoing t o take charge of the administrative r eorgani­
zation of internal ~evenue . 
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bomeone taking over nis •.• • • ? 

Yes, Irey will - no one else . Very informal , 
very loose. And I rey will do what Harold Graves 
was doing as the coordiD8tor . . ot' the various units . 
It gives him- he ' s the best man available that 
we have to do the work . Mac says he thought about 
it bet'ore, so then I lrnew it VIBS good , So that 
made it unanimous . 

I have nothing else . See you all at lO:JO. 
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Informal memorandum brief l y outlininc the princi pal 
pr o'l'11iona of the Rnenue Act of 1937. 

W lOR 'iPF*k CIRC!JUTIQ)! 

r. Dcmeatic Pertonal Holdipg C9!1!J?!1!!1ea. 

~e problem of domeDtic peraonal holding companies has been 
met by the new law, princi pally, by an increaae i n t he rate of 
surtax. Under t he old l aw the rat eD raJ>ged from 8 to 48 per oent 
on the undiotributed income of t hoae companieo, while und~r tho 
new law th4 ratea have been i ncreased to 65 per cent on the firat 
$2,000 of undiatributed income and 76 per cent on t he balance, 
~e ra t ea of aurta.x are now so high that tocetber with the normal 
tax on corporationa, they will equal the higheat surtax ratea ap­
plicable to indi'l'iduala. ~ia beine co, the utility of domeatic 
per sonal boldine companiea aa incorporated pocket-books to almoat 
completely done away with. ~e other aubotant1al chRnt;ea that have 
been made in the trentment of domeatic p~nonal boldine componiee 
are (1) the deniol of the former unlU.ited deduction for charitable 
cont r ibut ion• which ia now reatricted to 15 per cent of net .income 
.nd (2) t he deniol of the deduction all owed under the pri or l aw of 
20 pe r cent of the income of these companieD ae a r eaerve and {3) 
the denial of the deduct ion f ormerly allowed for capital loaaea. 
Alao under the old law in defining peraonal boldine compaey invest­
ment income, rente were excl uded, and thAt beiiJg eo , closely held 
companies tbot were really personal 'boldine coopRniea might escape 
surtax by inveattnc a aufflcient N>OW>t in rente . Under the new 
law rente ar e included in the definition unleaa tbeae rente coD­
at itute more than 50 per cent of tbe crou income of the C'""P"'lJ. 
Thia exception Wt\1 put i n to pr event the t&Xl\tion of bona tide 
renl estate operotinc companies na peraonnl hol ding compnniea. 

II . Incorporated Y&chta , Country Eat& tea . Etc , 

In order to prevent pereonal holding companies thnt own 
incorporated yachta and count~ estatea from cettinc the benefit 
of opera\ine losaea which are really p@raon&l expenses, the preaen\ 
law providea tbat t he expenses of operation lllld Cl\intenonce of 
ouch propert1ea , to the extant thet the)' exceed the rent r ece1ved 
froc auch proper tiea , aball be diaallowed, unless i\ ia shown to 
the aatiafaet1on of the CO!!I!Iil81oner that the proper t)' waa octuoll7 
hel d i n the courae of a business carried on bon& fide for profit . 
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111. Incorporated Talents. 

To take care of auch caaea aa the LaU«bton case, the new 
law provides that it an ind1vi¢ual owna directly or indirectly 
more then 25 per cent of the etock of a personal holding corpo­
ration and the corporation derivea a profit from hiring out hio 
services, then such a profit shall be conaidered personal holdi.ng 
CCllllpllcy investment income. The r eault of this provision 1a thl:.t 
au 1nd1Yidual such as Laughton would in effect be taxed at lenot 
&a much and in moat caaea coneiderably more by having hie aal&'y 
or hi• compensation paid t o hie peraon&l holding c<x:~p&ey then it 
he hl\d hi a aalaey p!.id to himaelt directly . 

IV. Artificial Deduction• tor Loaaeo trom Sales or ExcbA!Ket of 
PropertY. 

Under the old law loeeea nre denied in casea of BAlea ot 
property between aeabera ot a taoily or between a shareholder and 
a corporction ~hich he eontrola . Tbe new law, in order to prevent 
other ftZtificial deductions tor l ooa on tales of property, alao 
den1ea losses betwee.n two corpor&t1ona controlled by the sflllle p&l"­

aon; between a corpora tion and an individUAl who together with hie 
partner owne more than 50 per cent of the corporAtion; be t ween an 
individual and a trust which he created; between two trusts creat ed 
by the aeme individual and between & trust Md a beneficiaey. 

V. Artificial Deduction. !or lntereat and Business Expenae. 

Under the old law eOCle indiYiduala attempted to take ndvan­
ta&e ot the difference in operation betwe"" the cash receipts 
met hod of report1Qg ineooe Md the accrual oethod of reporting 
incoce to obtain artificiAl deduc tiona tor interest and buaineao 
expenae. For exm:~ple, a debtor who 11 on an sccrual baa1s would 
cet a deduction tor accrued intereot which was not actually paid 
while the creditor who waa on a e&ab balll did not, o! courae, 
report ae incoae the accrued intereat wh ich -s owed to him. Tbe 
new lew aeeta the situation by deeying the deduction tor accrued 
interes t or business expense where auch interes t or expenee 1o 
owed to a person not dealinc at nrm'e length with the debtor, 
unleaa the debtor p~s th1a aoount within two nnd one-hnlt montho 
after the end of the taxnble year. 

VI. llul tiple Trus to. 

Tbe new lew bAa pe.rU&lly tN<en care o! the problem of 
multiple trusts by denyln& the prevlouoly allowed $1,000 ex~­
t1on to all trusts t o necucul~te income. 
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VII. Foreign ParaoMl Holding CooJ!(l!liet. 

The new law ra41cally cbangea the trent.llent of foreign 
personal boldine coo:rpaniea. The achece of tamtion ia in ~n-
eral to treat the incooe of the f orei"" peraone.l hol<lin6 cccpe.a;y 
aa the income of ita atoekholdera end to tax the atoekboldera 
upon their proportionate ab&rea of aueh incooe whether or not 
such incooe ia ac~ll;y distributed. Provisions have been in-
cluded ao that the generRl scheme can be enrried out even where 
ther e is a el~ain of fore1t,'11 personal holdins COI:Ipallies. In order 
adequately to enforce the new provision with respect to f oreign personal 
'heHi nc; compe.niea the new law provides for the filing of informa-
tion r eturna by officers, directors and atockholders end also for 
returns by peraons who have advised or counselled in the forcation 
of foreign peraoDAl holdin$ eoapanies. 

VIII. Non-reaident A1iens. 

Under the old law non-resident Alien individuals not having 
an office or place of business in the United States were t~ed a t 
the flat rate of 10 per cent which was withheld at the aouree. 
In order to equalize taxAtion between doaestic taxp~ers and non­
resident aliena havins lnrge incoces in the United Statee, the 
new law provides that non-resident alien individuals having net 
incomes in exceaa of $21,600 from saurcaa within the United States 
shall file a return and pe.y tbe tax on aueh incoae that would have 
been paid by citizens or residents . The $21,600 figure wee aeleetsd 
because incooea ot $21 ,600 P.re at the preaent time taxed to eititena 
or resident• at about !0 per cent. 

ooOoo 
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nl. TIGH'l j,(ONEY I.WU(LT September 8, 1937 
lO: JJ &.m. 

Pre~ent: 

li . • . Jr : 

Suus : 

H • .J . Jr : 

l!u t.s : 

. ~ • .o~ . Jr : 

" ... ua.c : 

a . ·.: . Jr : 

nicfl~;r : 

Ur . 'Iaylor 
Mr . Locnneuu 
:.lt· . l!a&s 
Mr . Ri efler 
'.!r . Upham 
Ur . Vi ner 
Mr . Seltzer 
:.!r • •Ylli t e 

(Hsas a&n~s mt~orandum to Secret br y) 

Tn~; message start~ on puge ) . Fi r s t tRo ~nd a 
••alf p&ges tner .. . . .. 

kl t ernative messuge? 

TMt ' s r i gn t . 

(Secretar y r ecds memor andum) 

I/ ell , l et me a sk this . I f my memory s erves 1ne 
right , t he Federt~l Re serve people, ,o;hen t hey wer e 
over ner e, sal u t hut by Chris t mas t hey tho1J8ht 
t ne excess r eserves 11ould be down t o around 200 
or ) JO mil l i on dol l ar s . I s t hat r i ght ? 

I t nin£ t h&t ••... 

.. ell, a'flY71ay - I' ve go t f. pr etty good me::~ory - I 
think thf. t i s whe t t hey st. i d . 

I t ni n.t t ne;• t :>lu you t ht. t in a memorancum . 

Of course , this aesire t o do this thing , as far 
as I ' m concerned - I want to ma~e i t perfectly 
~lain - has hau nothin& to do •Kith t he stock market , 
whenever ,;e t r l .ited ebout this thi ng . The dr op in 
the s tock market htd to t ake pl ace; it doesn' t 
influence me t. bit . I mean it ' s a th i n market ; if 
somet hing good huppens, it .vould just as well go 
bac~ i n a couple days . But t hat i s not one of the 
mo t i vating ta!ngs . 

It is di vorced from this . 
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Yes . But I tnink I oon ' t- I go t a memorLndum 
from Viner ; hove you htd time to think tbout this? 

I 've been trying to t hlnA ha r d the last t wo hours . 

•'/el l , why oon 1 t we do this? <lhy d on' t you stute the 
cuse as you s ee lt, J~ke? Do you *tnt t nis memorandum 
to read fr om? 

Ho, I aon • t s.eea it. 

i-.11 rignt . ..ny ..-on' t t m.t clear tne at;mosphere? 

~-irst , I t:t1,.,._.1 t .o-lo.~ t10 uesirE<ble - uon1 t tninA 
the n~cessity is t~trtmel} urgent - uesi~~ble to 
builo U,> toh eX\!t:SS :""SIOI'VOS to :: lE.rge!' EOOunt 
thl.r. tney no,, are, or ar~ roir.g to b<' prospectively 
in the toosencc ot sucn L ction . J.na in tne N~Y of 
li.,;ht u;>on ttlE: mFmn~,;r in .vnicn bE.M:s seem to be 
acting ~itn r es;>~ct t o thtir r eserve positi on, I 
am inclined to btll.. v._ tnc. t until tneir act i ons got 
lJ'-'cK to !' pn- 19:1.) bLsis , fnu as lon,; res ve !till 
thi nk tnere is still need for .:xpansi on, tn• t one 
billion oollllrs 1~ to Lo r~,;e· r de>.i as not exc&ss or 
excess resE: rv.;s - som~;tllini: in t hat ne i ghbor hood ; 
P'-rn<.ps ?ui) oil lion; t.n( figure cioesn ' t mr tt.er -
Lnd th't t ncy oubht tout. built up noN - aesirable 
to build tuem up noll ~o tnt:Y are so:ne.·.nere in tna t 
neighborhood . 

'Ihen, leaving tm t t.no t.ssuming for the ooment 
th<t ·'" ~re in tgrt.ement on tnat, the t;ucsti on is 
now ought they to be built up . i:o ... , after all , that 
is primarily tnc choice or aEthods and i s th~ Federal 
rteserve r esponsibility , und I would pr efer, in g ener<.l , 
r.ssuming t.1t.t tn~re nr.& n. .11de rc.nge of alte rnutive 
methods, a metilo<l .mich wouldn' t involve the Tret sury 
in the responsib ility or uc.Uy ~&tching som., thing new 
a nd maki ng up its mind rnd cominb daily to decisions . 
In other woras , i t is a Feder «l "\eserve oper ation, a nd 
I would prefer, o~hor ~hings be ing equal, tnat the 
instrument you ustld should be one tha t tney control , 
so t na t t ney should rnllnipulb t e it from d &y to day, 
weeK t o weeto: . 

From t hat I coA~ to th~ conclusi on thr.t Re oughtn't 
t o t oucn our sterili~&tion oper a tions, we ought t o 
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continue t nem jus t ss t ncy wer e befor e . V!nen 
we .-1ent into them, pl'rt of the logic was that 
we pr event by our sterilizing ooer a tions &n 
ar bitra ry interference o\ith the. volume of credit 
in t his country and t he t 1. e create a level 
platf or m for the ~'ederal Reserve to operate on , • · · 
and th~t the day-to-duy decisions or the periodic 
aecisions would be made by them as to the amount 
of credit in the country, and not by us; thut 
something >'~e l1appen to have control over WbS 

i nterfering Nitn the normtl course of tneir open­
tions and Ne .~ere neutr a lio:ing tMt interfer ence . 

So tnet .vould be my argument against ab~:ndoning the 
sterilization. I thinA it was a desirable move 
at tne tiae , tn~t it continues to be, unaer exi sting 
circ~~stances, f desirable move , that "'e oughtn ' t to 
reverse it, oughtn 't t o tb&ndon it, ought to go on 
just as .1e have been doing ~i th r espect to sterili­
z«ti on . 

Then tha t means tlu. t. it' the excess r eserves ar e t o 
b~ built u~ , som~ other method is to be used . I 
t hinK there woulu be. no argument here t hat you 
can' t ao &nytnine ~i tn r ediscount r ates . I mer.n 
oi'Dttt coula be done ht.!l been done , and the effect 
is merely nominal . Jo t hat leaves open market 
operations 2na reserve r e-.ulrements . llo.v, DIY 
f eeling ~os bet .. ean tnose two i s not very strong, 
but I have felt ~ll &long , perhaps mistaKenly , tha t 
the r eserve re~uirements should be r egarded as a 
flexible instrument, thst tnure shoula be a willing­
ness to lo;·:er tt1cm t.n.i raise thea on very snort notice 
and in small amounts , t.nu that the choice bet.~een 
tnem end open mbrK&t opcr&tions should be made in 
tne light of the circumstances at t he moment -
sooetlmes both, perhaps , might be usea s i multaneously -
end tnut t hey have edvan~eges - I mean the reserve 
r ate changes have a~vantages over open market opera­
tions; that t hey affec t o lmo~t immediately and 
directly the whole ban.ting system end not merely the 
money market ; ond tha t there are times when you want 
to affect the money mar ket, llhere th~t is where you 
wunt to contract or N£t nt to expand particularly, 
and at such times the open market operati ons have 
their first impuct and their mein impac t for some time 
in tne bi6 money m~rket~ . 
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!;ow, a t the present time 1t is true that rrew 
York sho.vs the signs of being tight , but I think 
the country banks which ha ve the excess reserves 
now a!'e jus t as tight in their mm reeling as the 
!lew Yor k banKs a r e , because t hey now l'lant excess 
reserves and they don ' t think t hey have more than 
t hey need . And I include by country banks sizable 
banAs in large cities . So t hat I would say thot the 
!lew York b1.nks s r e probobly now getting back to the 
pr e- 1929 psychology, Khen they don ' t need themselve s 
lbrge excess r eserves, ~here t neir r outine banking 
policy is to use up all their f unds nearly to t he 
limit; but I don ' t think tne countr y b&nks - incl uding 
by th~~. reoember , bi& bonKS in bi g to~s - nave gotten 
to crcyrrnere t hat psychology yet . So t hn t I em not 
sure at ell t hat tne picture of the distribution of 
excess r eserv&s is tn accurcte picture of t he state of 
banKing psycholobY • 

In other wor ds, I f eei, from just a littl e conversa ­
tion 11ith a few peopl e , t nut banks t ha t hove 1vha t 
a r e excess r eserves in the tot&l aon ' t f eel as if t hey 
have excess reserves ; the~ feel a s i f t ney ha ve no 
more casn than t hey need for safe opera tion . So 
that t hat 11ould be my urgument for an oper &ti on tha t 
spreads itself over tne country and is no t mer ely 
concentrat ed in bi g money markets . 

25J million be enough t nen ; tnat is, if you pr opose 
raising it to h billion . 

hs t o tne amount, tner e I ' d ouch prefer to have the 
judgment of tne Federbl Reserve people; they mus t 
nave been wa tching it . ! thi~ t hey rea lize now t ha t 
wnen they raised the excess resert·e requirements they 
ned not g iven sufficient attenti on, if any , t o the 
possibility thet banks might have a di ffer ent Lttitude 
toward reserves from <~ha t they had in ' 28 and 1 29 . 
But t oey must nave been giving thought to that, end 
th&t is a t ecnnicol, expert juJgment that well-informed 
people ought to m&ke, t> nd I don ' t pretend to have thut , 

Remember this , t oo, trn•t woen you say 200 million or 
250 million Nill be enough if - you see, the Secretory 
told me t hc t Feder a l Reserve had r eported to him that 
they expecteo the reserves to be down to 250 or JOO 
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millions by Christma s , ond therefore I am think­
ing in terms of a 5JJ or 7JJ million operation. 

That is, sea sonally they expect them to go down 
to 230 million. What woul d you do, r everse the 
procedure after that? 

I ' d r everse the procedure without hesitati on . I 
understand t ha t there are people •:ho think that 
the reserve r ate change ought not to be used that 
-..ay • 

I am one of them . 

314 

I , on tne contrary, thlnn it is a very ~sirablo and 
very logi cal instrument - ll~e to s ee even small 
cnanges made in i t, move it by one per cent or two 
percent . I• d like to see experimentations with i t. 
I think it ' s been clumsi ly used so f ar, and used with 
t oo abrupt cnanges as t o amount &nd too slow changes 
as to ti.me . In other wor ds, the amount was - ti.me was 
too long end tne amount t oo l ar ge of cnange . And I ' d 
like to see it develop into a fl exibl e instrument . 

You ~V!mt to t ake away all the fixed rules of blinking . 
The bankers like fixed rules . The banker likes to 
know the rules of the game he is playing . If you're 
going to say to him, "Your r eserves this week a r e so 
much; I don ' t knoll .mat t oey 1r e going to be next 
.1eek, " I don't thin.t t na t ' s very healthy . 

11ny not? 

The banker has a prett; hard ti.me now as i t is . 
Capital funds are way down i n proportion t o his 
deposits . He feels tn~t some of his assets are 
so s l ow that he hus to keep a lot of cash around, 
so ne keeps excess r eserves . Now, you tell him, "In 
addition .1e may ..touble or further r aise these r eserves . 

No, no, you c an ' t r aise them any further . 

,·/ell, you drop t hem and he ' d say, • That drop isn' t a 
real a rop because in a couple mont hs from now they 're 
going to raise t hem again. • 
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You're assuming ne ' s going to conduct his operations 
on the basis of not being able to vary his volume 
of outstanding business. 

I ' d like to see the b1mks reenter tne Federal 
Reserve on the rediscounts . 

•le have all agreed over the weekend that you can' t 
force taat - I meen it' s Just a - it ' s one of those 
tnings th~t nave to nappen . I mean nobody CDn make 
tnem go t o the Federal Reserve . 

lhere is no occasion for it yet . They ' re not going 
into tne rediscounts until tney have used up their 
excess reserves, and they haven't used tnem up yet, 
so t here Nould be no occasion . 

I oon1 t .mo .• whether you men kno;;, bu"t over the 
weekend for the first time tney sold some of their 
01m paper - the b&nlts did - to ease them over L&bor 
Day . 

The acceptances? 

Yes . 

Good . 

ror trte first time tnty did that . Tha t only cut 
tnem off a h&lf of one per~ent . !ihy should they go 
in to discount ~t one percent? I 1m no expert at 
banlting, oon ' t pretell(l to be; but Et le&st I know 
.men a fello .. C~>n borro~r money at a nelf of one 
percent, ne isn' t going to discount at one percent . 

And in general I'o incluae the sale of acceptances ; 
it ' s be~n, unfortunately, too minor a factor . I 1d 
like to see it ••.• 

Well , it just started now . 

In addition to •the acceptances, of course, they 've 
got a great amount of snort-term Government paper 
yielding less t han one percent, and they ' re going to 
use that before they discount . They don't have to 
sell - just let tneir bills run off . 

The r ate structure hosn1 t reached any such point yet 
as to give tneQ any rediscounts . 

31 
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J&ke, lot me put 1t this .vay. What ::e want to do 
noN i s to make & constructive move wnich will giv~ 
confidence . That ' s Rhot Ne 're trying to do, tsn ' t 
it, <luh? I just "uesllon wnetner changing the 
reserve re~uirements at tnis time - ~hether they 
Non ' t ~&y to themselves, "~Y god, don ' t these 
fellows Anow tneir ovn business down there?" I 
mer.on 1 Nonder it' it ~ould give confidence 1f we 
chango the reserve re.,uirements - I mean if that ' s 
tne Nay to give them tne most confidence . 

\tell, it depends. - if you look on reserve requirements 
a s a bosic part and an endur ing part of our credit 
structure, o.s a definite fixture , or you look on it 
as a thermostatic control. It ' s been months now -
no.Y long has it been? - since t~ey - it v;as FebrU<:ry ; 
it would be more than half a ye&r . And I'd like to 
see the:n r egt.rd a chr.onse, say, twice in 1. yet. r in the 
reserve re~uirements - not by 5J p~rcent change , you 
see, but a change of some proportions - as not by aey 
means an abnor mal phenomenon . 

~ut then, you ' re not - there is another point in that, 
Jake; there is another point on that . A bank doesn 't 
like to operate ><no.ving that its reserves are menipu­
lr.oted from Yeshington . If you buy open murkets the 
inJividu&l banK officer may r ead about it in the paper 
tnft the Feaeral Reserve is buying Governments r.ond that 
tne funds released are fin.iing their .1ay - they are 
coming into nis to~n as G result . But be says , 
"God dam.n it, the pr.oper says tnat tile Government 
is doing i t, but ~s far • s I can see my customers 
are building up th~ir bulcnccs, I 1 ve got money to 
lend . " It ' s a very different psychology than 1f he 
happens to have more money to lend tllrough a direct 
intervention that he can see right before him . The 
one thing gives him confidence that he i s ga ining 
at tne expense of his competitors, therefore can take 
6 ctu.nce, therefore c an go further . But tho other 
Just seems arbitrary - "llo" I hAve so much reserves; 
t omorrow it may be half as much" - it's arbitrary , 
i t makes aim cautious, he doesn 't like it. 

Supposing t hat you hed a bill ion dollar open market 
purchase spread - assuming tha t they could do it 
quickly , which they·cen' t, but supposing they could 
ond did it in New York - and here is a sizable bank, 
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let ' s say, in Spri~f icld , Illinois . .",h£ t would 
cause - .men .1oul J tne flo,/ of funds resulting from 
it come to thlo t bt.nk? 

Sizable bank i n S pringfield - b e amazing how quickly 
it would r each there • 

. /hat ' s toat~ 

Be amazing lO•'· 1u1ckly it ,;ould reach there . If 
it ' s a ba~~ ~ependent on some o ne crop or somethillS 
like tnat, no , it. .10uldn't, it would be very slow . 

oonat .vould be tne ;;o~oCJ:.:i:3 ? P..a jo:st asking . .ihose 
funds ..-ould coce into tha t barut? ):~o tt"- see, if you 1 re 
assu=dng that it ls investors t~t sell - say , tne 
t~ ;~e o f investor .mo sells &ou beys bec~use of the 
smal l cnange in r a te or ln price, a s tne large 
in~titutionul inv~Jtor - they ' re not in Springfield 
o r i ts ba nAS 1 und I don ' t see customers ' money coming 
in l'or c. long time, l•nd tnrough very indirect charu1els 1 

to tha t l>pringi'ield bt.. nk because ol' open murket 
oper a tions . 

But i t always nas . Tha t ' s the - it ' s amazing how 
4uickly t hat ba nk has excess reserves . 

You mean the process ht..s been traced back to open 
market operations? 

It ' s ac&zlng, taking the whole group of reporting 
baOAs - awful rapid . 

Yes, but tn&t ' s groupeu together; it's the First 
Hatione.l of Ne•'l York, tht First tla tional oi' Bos ton 
and o f Chic&go, th~ t ac tually ..••. 

No , tiut t .1ould hold good if you took them i nui vidually . 

/tell , I don' t lmow tile facts there . 

I think - I uon ' t know, but I ' d be very much sur­
prised - I •11 Jmow ofter luncn and tnat • s going t o 
clear it - but I ' m o~illing to bet three tc one that 
the one thing that the Federal Reserve will no t w&nt 
to .,.o i s to change t11eir reserve requirements . 

Four to one . 
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Ten to one . 

It is the mos t expensive t hing from the Treasury 
stanaJ)oint . 

I ' d s ay tnat •s an illegitimate consideration in 
t his • 

. 7ost I fl'ant to s~y is this . You tu.ven ' t heard 

3J.8 

me c&ke my speecn since I ' m back, but I ' ve go t a 
new attitude . If I m&ke up my mirui, 1>i tn the 
assistance of you peopl~, taat I Em right, I ' m 
going to !>O Lneau and I 1m not going to Near myself 
out pnysic&lly trying to convince t he Federal 
Reserve &bout som~thing taat I tnink the Treasury 
saoula do . See wh~ t I mean? It just - I mean it's 
one of tn~ things that maae me so tired before I 
left - tho t t llree-Neek dog figh t with tne Federal 
Reserve , first on tnis gold steriliz&.tion fnd tnen 
to go in Lnd do somet hing in the open market opera­
tion. So whet I am stying is tn i s : if everybody 
in tne r oom thoughL that the one t hing t hat we 
shoul d do WE s t o get th e•n to change their reserve 
1·eu.uirements , all rignt , I ' m ::illing t o go &. t them; 
but if that is the nighest hurale thatthey have to 
over come .~; nd th;;re is som~ better metnod that t r1e 
majori t y ,(ant, I 1 d r a tn~,;r consider that method . 

But I think the t you ' 11 find - you k:no;; , r.fter all 
E.ccles is flying bsc.- tonight tog et here tomorrow 
morning ; <Ye .<nov ho,, importsnt t ney consiaer fuce 
saving is . I mean .e •re - I just can' t imagine it, 
Cl.n you? 

No, because I t nink they ' 11 want t o. pr otect tne1r 
face . 

You like t o t each pur e economics, but, on the other 
hand, you • ve got to remember tt1a t we ere a ll orea t ures 
of biol ogy, a nd tha t you jus t can't •. . •• 

One t hing I •••••. 

You just can ' t. .vave &si de tile human element; t hut •s 
wna t I mean . I'm just wondering; l et's put it this 
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.vay, if you don' t mind : does &nybody her e f eel 
tne way Viner uoes, t ha t f r om the standpoint of 
what we ar e trying to accomplish, reestablish 
confidence, ec.se the stra in on the money market , 
tha t our fir st line trenches snould be u fight to 
get the Federal Reserve to cnenge t heir r eserve 
requirement s? 

I 1d like to make my positi on cleur er . You see , I 
oiOI.:ldn I t tninA in ~erms of h fignt . I think thlt t 
your only rignt at tnis moment, unless i t involves 
a dester1liz1ng operc.tion, i~ t o give t hem a~vice on 
re~uest . I don ' t tnink thbt you nave E right to 
t a.te a very decided vositi on c.s t o \.hat tool they 
shall use or & s t o ""6 t tney snell a o for credit 
control purposes, ~less it involves definitely 
some oper u ti.:>n tnu t is :four r esponsibility . 

I ais&gr ee fl&tly . 

I•d say absolutely there - ~ rter al l , tney can •t 
snare tn~< t r esponsibi lity with you in tha t way . 

Neither can the ::;ecrehry sh, r e t he r esponsibility 
wni cu he ha s for nis f1scul op~rations &nd otners 
which <o r e directly concerned . 

Let ' s put it tnis way , anotner way . I f by Lny 
cnance t he Federal Reservt di d pr opose eltering 
t ne r eserve r e.,uir'ements .•.. 

Say tru:.t ugain . 

If t ne Fedenl Reserve u1d pr opose cn&nging r eserve 
re~uirements at t n1s time, wnLt would the position 
of tne Treasury be? 

Be only one answer - "Amen. " 

It ' s their r esponsibility . 

I ' d s ay, "I only huve one r el(uest, gentlemen . Pleose 
announce it a t once . " That ' s all . 

o'/ell, I didn • t tninit we .. ere cons1aering that 
possibility . 
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That ' s the only r equest I •d make - "Please do it 
at once . " 

Wouldn ' t you rather use some of your instruments? 

tle .Lt now, he didn ' t ask me that . He asked me, !f 
th~:y wanted to do this, what would be t he at t itude 
of the Treasury? There could only be one answer -
"All right, gentlemen, fine . " 

I ninn ' t tninK ~nLt was toe question at issue . 

JZo 

No, but tb&t 1 s the ~ues tion Taylor asked ~e . He 
~anted to cle~r toe et~ospnere . You (Ta)lor) asked 
me t.nti I o;ave you t. str c.io;ot ans~;er . Ri&nt, ."ayne? 

iio, I ' d be inclined t o n r e;ue ,~i tb tnec on that . 

I v.ouldn ' t, if tnot •s '-'hilt they wanted to ao . Vlhat? 
I mean it is particularly ....• 

Let 1 s say, or n SK <, uestions as to w ny they had 
picked that one . 

I t's easy to 1 ns:1t:r ~:. 1uestion so, b.;cause I know 
tney eren' t going to do that. '1/ha t? 

Here ' s one ooint in tnis discussion ~bout whet 
instrument to use . In the Board ' s statement in 
announcement of tne increLse in reserve re~uire­
ments, they described tnis instrument in tne 
terminology or tno inference tn<t i t was < rigid 
tn.Lng; then they pointed out tha t you ~ve a 
flexible instrument, tne open mt.rket operation . 
So tney 'a be in ~ tlgnt box to come out of; lt 
"ould be such a sh11rp r eversal. 

I d on' t expect them to do it, you know . 

~ell, Lnere ure all KinJs of people who aisagree 
fundamentally ,;itn tho positi on Jake took . 

I to1nk the general preponderance or opinion is 
ugainst me . 

I happen to be one of them. I think tne .;orst 
thing you can Jo is mess around with the reserve 
require:nent s . 
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.:ell, 11no hE.s a copy or tne sta tement? 'l':ould 
you (Upham) get a copy of the st~te~ent wnich 
11e ge.ve out wnen we s ierilized gold . 

l>urely . 

Please . Be c areful nobody sees you get it . 

It is just because b~nKers hap~en to be funny 
people . 

I believe in euuc~ting them. 

~~t • s just put lh~t ~n tnc snelf for t he moment . 
I mean we naven ' t disposed of it- just on the 
snelf . 

I•a li><e to near ~ ulscussion as between what 
you gentlemen tuinl< is best, not from & 'lreasury 
stanapoint, but from tne fin~ncial com.'Dunity -
.vnole community - whetner l'le snould add a definite 
amount of gold fro~l our sterilization fund or we 
snould just stop st~.x·111zing until further notice . 
I •d like to neur argument s on t hat . 

I •d li><e to sup;Jort t llat latter position . 

All rignt , go E.heod . 

I tr1ir.<c tna t - 10nd .. e &re in agreement on that in 
tne ::.!vision - thot it wol.ld be :~ore effective i.n 
restoring confidence in tne exp~ctL tion that money 
•:;ould not be t1gnt in thE future :tf the bankers 

321 

kne11 that incoming rold was no longer going to be 
sterilized . If tney felt furtner tha t we had reuched 
t he conclusion thtt the situution warranted some 
cnange in policy, I feel thet tne Treasury ougnt not 
to be separbted from t he public community in identifying 
the interest served . I think the Treasury point of 
vie~l is the public point of view snd I ilel tha t what 
is best for the Treasury is best for the public. And 
I feel that the Treasury was called upon or volunteered 
to cooperete &nd r educe the excess reserves at a time 
when 1t .. as felt tne;,r were much too high, even though 
it .vas an expense to tne 'l'reasury, which is to the 
public; that at tne moment the neea for that ceases, 
the Treesury ougnt to be tne first one out, tha t the 
Treasury, *b!ch is tne public , ougnt to be the first 
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t o be r eli eved of t ne burden wnich they under t ook 
when it wes necessar y . And f or the r eason of the 
burden, for t he r etson thtt i t woulu be mor e effec­
t ive in r est oring confidence, I t hink t he t we ought 
to not sterilize f urther i mporta tions of gol d f or 
the "ime being • 

.. ell, let mo urgue 1·.ith you a minute on the other 
side . Get ting biJCK to t nis ..,uestion of confi dence , 
wnich gives .nore confi dence? J!S I tt l k t o Vi ner , 
you have scales ht r e t aat a r e out of b&lance, und 
you ' ve got to ~odu so cucn to one si de of tnese scales 
to bring it in bal&nce; tilL t is, you ' ve got to t.dd 
gold to cake it .1ortt: . :ro~, if we deci ae tiu;t X 
hun.:u-ed cilli.)ns or dollPrs of gold be added, then 
bring the scales in balance, &nd let t ne publ ic know 
G fter c ar eful s tua~ on the per t of Feder al Reserve 
tney feel the t X nundr ed millions of oolt&rs wi ll do 
t ne t r i ck until af t er t he firs t of t he year - or we 
announce we neve stopped sterili zing gol d, und t hen 
t hey s ay , "Well , how long t , nd wna t is your pl~> n aft er 
the situation has cor rected itself End gol d continues 
t o come i n?" /.nd I say , nr have no plan. " 

'Nell , I t hink t hl't Jake ' s stot ement that we don ' t 
want t o wa t ch this from duy to day - I think I would 
agr ee v: i th nim - but I .. ould al so agr ee t h&t "e don 1 t 
have t o watch i t from dt.y t o day . The situati on we 
nave been wutcnine in t he ma i n - ::e luive a r r ived a t 
tne conclusion t hat the t i oe hts cooe to eltLr the 
policy, .ohich .e fores!IR .w..en ·::e inithtecl it, ond 
for t he time being gold will •...•. 

{Upham cootls in ,, i th stEte.nent on 
stH 111-" tion) 

Lilt ' s all be, if you ~on ' t minu, as intellectu..lly 
non&st a$ possible, ~nd if you don' t mi nd my s(ying , 
you' r e m1xing tHO things . 

Namely? 

You ' r e m1xing the 4uesti on of the cost of sterilizing 
&ol d t o t ne 'l'r e.,sury IJnd to the public - tiu: t 1s t he 
one tning , tnL temporary embarr~ss~ent in ~~ving t o 
borrow - tnat ' s ?roble: One . Toe ot her probl em i s 
ta&t He ere faClflb 1 tight money market . I ~~ink 
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tney are two d i stinct problems . 

I ao too . 

And if you don't mintl , I tnink tha t you're mixing 
tnt! two problems , t nu I think that they t:re two 
d istinct problems . Ono is t he tight - :~ht. t is tho 
best t ning t o do to r elieve t he money m&r ket? 'l'he 
~uestion of gol a sterilization, t he mechanism, the 
cost to us and the public - th&t is sometning t l so . 

'Ihst is a sep~:.n te problem. 'ell, on t n(; basis of 
tne first , I t .liM it will r es t ore more confidence 
tn&n open !:lEJr><e t opert tions, bec&us~ •••.. : _ -

,in£.t Kill r estore ooro confidence? 

The cess&t!on of sterili~ing ioported gold - Ln 
announcement to th(; effect tnat ·•e ceEse to s terilize 
imported gold ; th• t it will be mor e spoctaculP r 
because it .vill bttract mo r e attenti on than would 
the only o tht r policy t ha t I t nink would be invoked, 
n<mely , t he open morkijt oper& tion, because I don ' t 
t ninK the Federal Reserve Boar d is going to do the 
other a t all. 

.ihEt abou t t his otnu t ninl of adding X millions 
of dollo.rs? 

Tnat I would hc v£. o different objecti~n t o , the 
objecti on oeing tu~t the implic~tion ··oula be thLt 
t ne Trees~y isn' t certain of its policy; t ht t i f t oo 
ml,lch gol a .. &s comi~ i n f rom their point of viE:w , 11hy 

uidn' t t ney stop s terilL.ing it t wo montns ago, tnree 
months ago, w~ Lre t ney aoi ng it no~? The ~ituation 
nE- sn ' t changed materifo.lly from t hree months ~go • 

Oh yes . 

,/ell, hOI'/ would you answer the quest i on thn t if 
you are now putting back JJ~ million, why d idn' t we 
do it two months ogo? 

Becbuse the Feder al Reserve and ourselves didn ' t 
reali~e tn~o t :1" wer e going to f t ce this tight 
situ&tion c r ound Christccs time three conths tgo . 
It's got nothing to do with s t erilization; purely 
t he ~uestion of suppl y e nd demand of money ; nothing 
t o do .dth s ter111zution . 
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It would appeH t o me t ht. t .. e a r e sort of going 
bac.< a step if .1e are udding to the r eserves; 
though I should prefer , if it Nere politically 
possible, to take mor e gold and not add any more, 
I thi~ it woulu g ive tne impression t nat Treasury 
policy is more curef\.llly being drawn and followed , 
tna t ther e is no nbsitatlon, no ~certainty, if 
instead of retracing our steps we merely ch~once 
our future policy . 

3.:::4 

o~e are not cnunging 01.r policy on sterilization 
<.tall. 1/e 1 r e going right ahead and steriliZing . 
But in oraer to n~lp out tne Federal Reserve end 
tne banAs of the country, 11e 1re going 1;o give tnem 
J, 4, 5 nunarec million cloli:;rs 11ortn of gold . 
'l.ne s terili~~ t1on ,>olic;, isn' t goint: to be co&r.ged . 

Becaus~ tae policy, & s you t nnounced it - it r.~; s e 
flexible one in tne public stLtement. 

I ' ve shifted my positi on since Sunday due to J11ke . 

In oth.;r worus, you ' re going to be r e4uested, vnd 
as a r esult of the re,,uest you .v1ll t ake thllt action . 
That has more meri t . 

It is "in consultation .v1 th," just the way the 
original Lnnouncement read . 

In fact, I'd sty 1• would be inexcus<.ble unless 
made tba t .;ay . 

l.Und you, tnis v.nole thins stcrted .itn a re..,uest . 
See , Harry? 

Let's just- let me go over tnis ground once mor e . 
I mean I• ve changed my stt.nd . l.'het I ·::ant to oo 
is - I mean thiS would be ~: lovely time for me to 
stop sterilizing gola ond tneo wnen Congress met 
agai n put the burden, force the iSsue . V/ell, I 
don ' t think tbut that ' s very good l ong di stance 
d i plomacy. I don ' t uant - .tiiO•~ what the answer 
is· in the meuntime all this chitter- chatitr of 
" '.'ihat tney going t.o do?" - now, as f t. r a~ Ne ' re 
concerned, our ster ,lization policy hasn t changed . 
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I'm not worriea about it . I tnou;:ht it was the 
rignt t ning t o do; I still think it is the right 
tuing to do . But Mr . Federal Reserve - due to 
action on t heir port , increasing these 1•eserves, 
tney find themselves in a ver y tight s ituati on, 
and they want us to put J , 4, 5 hundr ed mill i on 
dollars wor th of our golll to work, and we accede 
to that re~uest. 

325 

No.v , toe way I look at it - tne 1-:-~oy I look at it -
1 1m not laying down ~ny law, we ' ve got lot s of time -
tne way I ' m looking at it, I tnink there ' s just two 
"ays to do tnis tnin.; 11i th the Federal Reserve . One 
is tnat they do open mcrk&t operation, or, two, 
till t they &sk '-'S to put in " certain amount of gold , 
End I t hill«' it is a decisi on tile t they ' ve got to 
ma~e . But I ' ve gone - 1 1 ve leaned far away from this 
thing of stopping the sterilizing , because I think 
that would add uncer talnty and thE t would l ook as 
though we didn't know what .:e :rere doing . It says 
here : "Too much d efls tion i s being cnarged by some 
cr itical officia.ls , but these ar e not identi!'ied. 
wi t h the group characterized a bove . Money-tightening 
moves by the Fedcrtl Reserve are the main target of 
criticisms aimed at tho secona group. " And banks ' 
reserve re4uirements is >\nat they mean . And I think 
Eccles is rushing back - be knows be ' s in n spot 
an ne wants to ma~e sure thet his interests are 
protected when the thing is announced , ana I don 1 t 
blame him. I aon •t blLme him . If I ~as in his 
snoes, I• d be on the pnone every day, just the way 
I was in liarch . 

Ur . Secretary, I•d like to bear somebooy discuss 
the open rnbrKet operations . We have said something 
about the others . 

All right, l e t somebody take that . 

Possibly I can discuss it just from wa tching the 
oper ation. 'lhey nu~horized the purchase of 250 
million dollt r s some time ago, you remember, when 
it was a questi on of wnether or not ne should put 
gold in or v.heth&r we should do open market opera­
tions. The order was put into the murket , and from 
the Nay i t was executed tne mG rket immedi ntely 
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realized tha t there was no heart in it at all , 
and t he marke t Just s i mply threw up their hands , 
a idn't pay t ny attention to it, beca use there 
was no f orceful me thod us ed; and as far as it goes -
250 million authorized - they haven ' t bought o 
hundred million out of the 250 . I understand they 
authorized another 200 million . 

Does t he public l!:no;l when they aut horize? 

No . 

'! hey aon ' t .o~ow? 

Yes, t ae market .o~o~s . Taey are aavised . 

It is published, but the public isn•t aware . 

The money mh r ket public ~oesn • t know. 

Yes, t hey K!low . 

Well, nobody knows tna t t ney t ook this action. 

Before, with the 250 milli on •••. 

There ' s no formal announcement . 

• • • they &nnounced t hey wer e going t o go int o the 
open mar ket . Toe public iJ:lmeciiately v:a tched f or 
tne open marKet opera tions, and after a dey they 
simply s~id , "They have no intenti on of goi ng into 
the open market . • 

Le t me ask this ~;ucstion . Supposi ng that the b(lnkS 
felt - the Reserve Banks - tnLt th&y were being 
pressed into t he open m~rket opera tions by the 
Treasury and had no hea rt in it; supposing , now, the 
initiative come from the Board itself, would they 
act differently? 

No, the r equest ClliDB from the l:loard before . 

The Board nas less influence with t hem t han He have . 
Is taa t right? 

I would think thut was true . 
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//hen I say tne boa rd , I say cert£in elements there -
tney nave less influence t han we have. 

I ' d say thut Nas correct . 

I mean they ' d do i t quicker for me t han for t hem . 

Isn' t there a fundt.mental conflict of interes t when 
you ask the Reserve Bunks t o engage in open market 
oper ht i ons? As you wt-tched their oper~<tions the 
l~<st time, w&sn ' t t il& t eviden t , from t he day-to- day 
oper ... tions? 

I didn ' t :mo ... . 

Only be interprete<i one w&y, reg£r dless or what 
s cenery was given it at tnis time, Jake, &nd that 
·would be tua t the Federbl Reserve Bank rwd come to 
the r escue of lne Government bond market . 

'1nat 1 s t ne thing tha t I was - 1 hadn ' t tnought of 
this a t all , but t.ht•t was t he t hing that I ' m jus t 
.vonder ing about - whether open market oper ations 
weren' t th E< ty pe of oper a tions wnich hre associll t ed 
in the public mlnu .·1i t h coming to the r elief of the 
Treasury . 

Particular ly at this time it would only be inter preted 
one way • 

.. hereas tne Secret&ry 1 s sut;gesti on, which I &m more 
i n accord d tn, would o.ave us coming to t heir a i d 
with a hL'IIP sum . 

You c an do it in teros of your figure of reser ves 
tha t you're t a!Klnc about- ts the proper Emount 
of reserves f or the b&~s t t t his pErticulLr period . 
Let ' s say it ' s a bi lli on dollars , i f tr~t • s what you 
tnink . All right , you•ve got your 750; "you kno:t 
they ' r e goi ng t o go down uur1ng the f all but that 
immediately after tho first of the year they ' r e going 
to come back. So you ct.n t ake the amount which after 
t.he first of tile yE>~>r Nil l give you your billion 
and be a little on the s afe side and explain it in 
tha t way 

1 
and I t hink you ' 11 get a gooa r et.c t i on froiD 

it . 
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\'/on ' t t he Feder al Reserve lloard pr ef er the lump 
sum to tne other? 

Oh yes , obviously, the lump sum is preferable to 
them. 

Because t hai meuns tb~ control r emains in their 
hands . 

A «eek ago, wny , simply desterilizing - I mean not 
sterilizing ~ more for u period might have been 
enougn, out I don ' t thi~ it ' s enough rt the present 
time . I thi~ you have to pick your lunp sum, and 
you can a r rive at your lu:up SUlll b:t the aLthemt tics 
given . 

Well , t uey•ve got to give us toe m;,.thematics, go t 
to write the formula . 

hbsolutely, and it ' s probably ro ing to be somewhere 
bet ween 250 or JOO . 

I 1 d r ecollllDena more, to be on the safe side . 

In t erms of this billion r eserves after the first 
of t he year . 

Pernaps it ought to be 300 or 1~00 ; I don' t pret end 
to be .... 

I mean wnatever figure they did, I ' d just tell them 
au t omatically to add a hundred oillion, just to be 
ssfe . 

(On phone) Bello , BurgEss . {Bas conversation with 
Burgess, time 11 : 14) 

God, that man N&S blue tbis morning . 

Big selling f r om hngland, is t hat it? 

They al l knew General Motors was around - the 
biggest block next to Federal - .'/hat 1vould tncy do 
.vith it, Nho ,•,as going to ~bsorb it, could t hey 
take it? It ' s the uomnedes t underground thing; 
just as soon as they ao something, they all call 
eacn other up . It' s a great game . 
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1oe tele?hone ' s a ~ondcrful instrument . 

\'/ha t? 

The telephone ' s a wonderful instrument, i s n' t it? 

Sure is . 

(Miss rieynolds brings i n charts 
and cllppinesJ 

Right after 11 o ' clock the mLrket turned down 
rather suddenly, so tuey "ere looking for neavy 
declines at the end of the second hour . -

'rhe 2-7/ds are up 4-J.ds from the lo~ End the 
:t- l/2s are up ~-J~us from the lo,: . 

uher& were we? 

.'le were spee~ing vbout using t he open market 
oper a tion . The other objection to the open m1rkot 
oper ati on would be the r eluctance of the System to 
ada to their portfolio of Government bonds . 

I oon1 t - I uant you fello.:s - if you would go end 
Aino of cle&r tne atmosphere. You (Riefler) still 
neven •t tal~ed , hcve you? 

.1ell, my feeling i.bout the tning at long range is 
tnat I'd like t o avoid c. situation in .~hich tho 
Yedersl and the Tre&sury are constantly having to 
decide on policy . tio .. , if the st:erilizetion is 
goifl6 to go on, it ougnt to go on very glsaly; and 
let t nem handle tnclr problem, &nd ·r.e 1 re s i mply 
taking off this load automtc tically. And .1e should 
be pr oud of 1t if we •re going to go on .:ith it ot 
all; if ;;e 0 re not &oing t o go on with i t or are 
worr i ea about what it is doing to us, then this is 
a ver y good chance to get rid of i t, it seems to me . 
That is my f irst • . • • 

I don ' t want to be noble about it, but I want to 
impress on you people that I think it ~ould be a 
co.1ardly tiling for us tnis moment t o get rid of 
sterilization if I dian• t in m)' 01m mind have 

3t9 
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something to r epltiCe it which would be as good 
or better. I mean I don' t :.ant t o use t his 
p&rticul~r emer gency , Nnen these Federal Reserve 
boys are aown and depressed or they are not 
thinking - I mean I don• t get the feeling that 
they are thinking - I don ' t want t o j ump them, 
in other ·tords . I ' d like from now on very much 
to be able, say, looking for11ard six months to s 
year, if possible - no.~ , I ' m not ;o;orried ~>bout 
tnis sterilization policy, Lna I have yet to near 
someone tell me something t hat is as good . t:o .. , 
.nen someone n6s ~ot something tnat is good, all 
rignt . But I don ' t tninA tn~ steriliza tion 
policy i s up at this 30ment for consideration . 
It ' s tne money marKet; that ' s the ~uestion . It ' s 
tne money m~rKet situ~tion inNer. York right now, 
and it ' s not tn~ ster ilization policy, and I ' m not 
l'torried about it &na I don ' t - I'm not thinking 

330 

~bout it particulurly . I mean tnat isn't the problem. 
Tne problem is , whll t cCJn •··e do to hel p the Federsl 
neserve with tne money m1..rket s i tuation, and what 
is tn£ best N~Y to do it? And t hat ' s t he problem . 
Now, i s t hat s tt:. ting 1 t? Can I be any more honest 
with you people than that? Jake? 

I t hink that ' s right . 

Can I be any more nonest? 

1:o, and I tn!ni< that ' s the proper point of view. 

Isn' t tnat complete intellectml nonesty? 

Feeling that it can stand on its o•m feet and 
feeling that if t.<O or three montns from now it 
shoula be stop~ed, you 'd n::.ve the courage to do 
so . 

I ' ve aemonstrated that I 've got t oe courage to do 
the thing if wo thought it 11as right . I mean we 've 
done it here again and ugain . And t he Pr esident has 
demonstrated his confidence in me i n that he won' t 
t alk . to me tbout i t, ne won't let anybody else tnlk 
t o me about it . 

I' m almost convincea, but let me ask one ques t ion. 
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Thot ' s the Pres i dent ' s attitude . He won 't t alk, 
he won ' t let anybody else t a lk to me about it . He 
coul d s t a rt s ending peopl e ove r when t hey approach 
hi.m - •Go see !lorgentha u" - but he doesn r t . Go 
a head . 

Supposing tha t t he war s i t ua tion in Europe ge t s 
wor s e - I mea n the f ear s - a nd supposing you get 
.v1thin the next f our months somet hing like 20J or 
3JJ million a mont h . Do you feel that ~t th~ t time 
wha t y_,u do no• .:ould t:J~<t ter , would pr e j udice you 
in wnat you c ould do t hen, tOL t you could tnen in 
addition say tn~t th~ time IlLs come t o stop tne 
st~rilization ~rogram? 

~Y dear Bar~y , tncre is 
bet ween t he t,o;o thints . 
ni tn e acil other . 

absolutely no cor rel a tion 
Tht:Y tu.ve not hing to do 

::ell, ~xcept tnLJt you ar~ no .. teki ng ~;hi s m .. rsur e 
to r educe your lnt ctivt. uccoun t a t e. time when you 
ca n say .•te di..t not do i t to r educe our i nactive 
t..c count , bu t ""' diu it for t ne monet a r y situt, tio n; 
:.ner ea s , i f you do it lllter because too much gold 
is coming, then you mi~ht have other r easons . 

'lhen my ~ns11er to )OU i s , let' s face tne pr oblem 
.-e f a ce and do it openly and honest l y . Nhe t ? 

Let r s put 1 t tnis ,,·ay . I f tnc Feder al Reserve 
snould feel i n a feN mon tns ~nLt the situati on had 
turned ve r y snarply ~nd tn~y NLnted to mduce excess 
r eserves by 5)J lllilllon, ~oulr we resterilize .••. 

Don' t push me t oo hara . 

Le t tnem sell Go ve r nments . 

Tha t ' s pushing me Loo nard . He ' s got the a nswer . 
Let tnem s e l l some o f tneir bonds . 

That ' s Jus t ~ho t I wos suying . Le t t hem s ell their 
Gover nments . 

You know I'll never bluff you fellows; I' ll say I 
can r t a ns wer you . But if you .. anted me tnen to t ake 
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back that 500 mi llion, I uon•t think I - I t nink 
that's asking me to be a little bit too much of 
an angel. 

The t ' s why I ..•. 

Don 't you ag t•ee? Or 11 "sucker . 11 

tne word? I tnink that would be 
bit t oo hard . 

:lnich would be 
pushing a littl e 

It is desirable to stress, not too strongly, that 
you are doing tnis because tney asked you. 

\':ell, after I see t nis man I ' d like to see you pto:ople 
at three .:l 1 clock . Tnen I ' ll tell you whet he ' s got 
to say, and tnen nc can s ucr etly begin to draft our 
own s t atement t ilt noy .ve ' d lLte to hE.ve it. 

Can I put up r ny;>othetice.l question? I t hink 1t 
would help the thing . The ,,&y I've consiaered tnis 
is t hi s , tna t i f under the Treasury or under the 
Federal Reserve , or ot least under one head oll these 
po.vers ;'/er e centered, then you have a list of them 
and you ' d make your decision that you' d 11ant sorne 
more excess reserves; under those conditions, which 
method would you choose? And I thinlc tha t ' s the 
-::ay • • • •• 

Excuse me . (Gives some instructions to messenger) 
llolV could you repeat that? 

Yes, I ' ll be glad to . 

In my thinking of lt ! put Qyself in tnis hypo­
thetical framewor~ of assuminb t~t all tna po~crs 
wnich are no., concentrated in tne Federal Reserve 
and in tne Tr easury ndre under one pbrson ' s control ; 
then you nave made up '' decision, or I assume that 
you nave a lready, thut some increase mus t be made 
in excess r eserves . You have then « list of the 
possible methods . Under those conditi ons, i f I 
wer e the head, or any one of us here were the head, 
wha t would we ao , whd. motood would we pick out? 
It seems to me Nhen you look nt it thbt Nay there 
is only one me t hod, and tha t i s tne one you suggest. 
I mey be 'frong on thet, but most of Jake ' s nrguments 
Rere to a l~rge ext ent dependent on the existing 
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machinery . But I think He havP to essune t here 
is perfect cooperation . That's what we told the 
public , that Ne 1re worKing as if it ,·{ere under 
one head, the cooperation is so perfect . 

333 

Well, I must say thot my main argument for avoiding 
a drain on the inactive account , a lthough I · prefer 
that much to stopping sterilizing operati ons , wos 
what you say, that I.'d prefer as f er as possible t o 
keep inter nal credit control operati ons as Federal 
Reserve operations, and therefore I' d say I egree 
with you that if there was - I tn1nk I'd agree ~ith 
you; I'd want to tnink o lit tle more - that I 1d 
pr efer a drain on toe inactive account t o the other 
aevices lf the same eutnorities were operating all 
the devices . 

Gentlemen, if you don ' t minQ, ~ould you continue 
discussing tbls, and I ' ll see you here at three 
o ' clock, and at that time I ' ll l et you know whi ch 
way the land lies • 

Regraded Unclassified



TD 

SubJect: 

TREASURY DEPARTMENT 

INTO OI'PlC. COMMUNICAT10N 

DATO September a, 1937 

Seoreta~y rgenthau 

Ur. Baa 

Desirab ~ of Treasury action to increase excess 
reserves 

I . The Case for Action 

1. Regardless of the fundamental merits of the increases 
in reserve requirements and the gold sterilization program, as 
general policies, under the circumstances in which they were 
adopted, the logi c of events has since deoonstrated that their 
tull appU.cation i s having an excessively harsh impaot upon 
the progress of recovery. 

To argue that predepressi on eXperience indicates that 
~750 millions of excess reserves is more than ample to maintain 
credit conditions favorable tor busi nses expansion is to i gnore 
the concrete evidence about us. Bond prices have been dsclin­
ing, with only intermittent recoveries, since last December. 
Uoody's Investment Service estimates that during the first 
seven months of 1937 new securi ties issues for new productive 
purposes by corporations and municipalities totaled $781 mil­
lions, as compared with about $2 billions during the first 
seven months of each of the years 1922 to 1927, inclusive. 

The mere maintenance of the current level of business 
activity, to say nothing or the attainment of higher levels, 
would seem to require a substantial gain in the volume of new 
rlotations for productive purposes . The experience of the 
past clearly indicates that a firm or rising bond market i s 
required for substanti al new flotations, for a falling market 
does not take new issues well , The fact of the matter is thAt 
for several months now the country has been undergoing a 1111ld 
deflation. During• the first six months of 1937, the aggregate 
demand deposi ts of all member banks declined by $1,753 millions, 
Commodity pri ces have been falling for some weeks. Short-tem 
interest rates are stiffening. 

2. At this stage of our business recover y and in 
view of our enormous volume of liquid resources, there 
would seem to be no good reason why anything approaching 
a credit s tri ngency should be in prospect. Yet this is 
what faces us thi s Winter. The greater part of the $750 
millions of existing excess reserves i s held by country 
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banks , IVhereas the New York 01ty member banks , who com­
prise the primary money market of' the Uni t ed States 
possess only $1}} million (as of' Seotember let) , ~ainst 
the latter amount may be weighed the $2 ,35} million of' 
bankers balances ($l , g29 aillion of' domestic banks) car­
ried with the New York banks, balances wbioh are subJect 
to rapid withdrawal. The New York banks may be expected 
to suffer the main i mpact of' the currency demands this 
tall and winter, which may exceed ~500 million; and they 
may also be expected to face the larger part of' such 
seasonal expansion in commercial loans as will take place. 
To meet these demands, the Federal Reserve officials pro­
pose that the New York banks employ the rediscounting 
faci lities of' the New York Reserve Bank, rather than 
liquidate securities; and the same is proposed tor banks 
in other districts that experience strain this winter. ~ 

Rediscounting may indeed be resorted to, but it is 
difficult to conceive of a widespread resort to redia­
counting in the face of' (a) the gener al reluctance of 
bankers to go into debt; (b) the expensiveness ot redis­
counting - l to l i percent - when Treasury bills oan be 
sold at a sacrifi ce of less than •75 percent in yield, 
when bankers bills can be sold at one half of l percent , 
and when Federal funds can be purchased at one quarter or 
one half of 1 percent. If rediscounting takes pl ace in 
any volume it would seem inevitable that it would be ac­
companied by a noticeable firming of short- term interest 
rates and a continued weakness in bond prices. 

3· If abort-term interest r atee do rise noticeably, 
New York City banks may expect further withdrawals of 
balances by their correspondents , adding to the strain on 
the principal money market , 

~. The volume ot excess reserves appropriate to the 
Amer i can banking system todaY is larger t han that appro­
pri ate in the past tor several reasons. (a) The prohibition 
against the payment ot interest on demand deposi t s leads t o 
a far less effective use of funds in the banking system, 
for it elimina tes the strongest moti~e to send idle funds 
where t hey are most needed. Aggregate excess reserves of 
substantial amounts may therefore coeXist wit h regional 
shortages particularly in the primary money market. 
(b) The r~tio of capital funds to deposi t liabilities of 
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American banks is now at the loweu level since 1920. 
Larger reserves act as a aatety factor in such a situa­
tion. (c) By reason of the doubling of reserve require­
ments each dol lar of reserves now has only one half of 
the credit supoorting power that it had previously. (d ) 
The probability that commerci al lonna will not soon again 
regain t heir former volume and that a greater proporti on 
of bank assets will t herefore be held in t he form of in­
vestments and longer term business loans likewise suggests 
that banks will need to maintain a larger volume of reserves 
for liquidity purposes. 

; . For some time past, i ntelligent bankers have been 
very keenl y aware t hat, under the programs bein& followed 
by t he Treasury and the Reserve authorit ies, the credit 
situation could move and was moving in only one di rection: 
t i ghtness. '!'hey were told, in effect: •we shall mop up 
more than half of your excess reserves by admini stra tive 
increases in requirements ; we shnll see that you get no 
new reserves as t he result of gold imports or newly mined 
gold; we shEll, indeed, reduce the volume of excess reserves 
every time a dollar of ne?~ gold is acquired; and a moderate 
credit expansion, plus the waste of some reserves by poor 
distribution, will quickly exhaust the power of the member 
banks to e:~.:pand credit further without borrowing from the 
Reserve banks ." 

The answer of the New York banlts was a net l i quida­
tion of $1,251 millions of Government set:urities betv;een 
J une 30, 1936, and September 1, 1937· Part of t his selling 
I' a a absorbed by interior banlts, many of which, unfortunately, 
now show a loss on these purchases; a lose which may make 
them lees willing to absorb f urther liquidati on by the 
New York banKs . 

II. Alternative Uethods 
. I t seecs clear t tat t he ~actors meking for th is 

situation should be reversed as quickly as possible. Si x 
alternatives appear to be open: 

(1 ') The Federal Reserve Boar d could r educe the 
reserve r equirements . There are t~o reasons why thi s 
method should not be resorted to now. Fi rstly, a 
reversal of the Federal Reserve policy so soon after 
its inauguration will mean a loss of prestige to t he 
Board and an increase in the uncertainty wi th respect 
to future monetary policy. Nothing has happened sinoe 
t he Board has taken action which the Board could use 
as an excuse for this reversal. Nothing baa happened 
that t hey might not have foreseen . Secondly, raising 
the reserve requirements is too powerful and crude an 
instrument to be used frec.uently . ':'he Board itself has 
stated that if it becomes necessary to modify reserve 
requirements they would resort to t he more delicate 
instrument of open market operations. 
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( 2 1 ) The Federal Reserve banks may add to 
t he System' s excess reserves by purchasing Govern­
ment sec uri t i es in the open market . This rould 
have t he advnntage from the Reserve banks' stand­
poi nt of simultaneously enlarging the poner of the 
Reserve banks to contract bank reserves in the 
future . The fact that the operati on would be so 
patently reversi ble would be a di sadvantage from 
the market 's standpoint, And the fact that this 
operation would do nothins t o reduce the Treasury ' s 
interest-bearing debt nould be a dist inct disad­
vantage from t h e Government ' s standpoint. 

(3') The Treasury could announce the tempor­
ary suspension of i t s gold sterilization program . 
This would have t he double advantage of notifying 
the market that it would no longer be called upon 
to absorb Treasury securiti es issued to finance 
gold acquisitions, and of notifying t he market tha t 
excess r eserves would be increased by every dollar 
of newly acquired gold, 

(4•) The Treasury could transfer gold certif­
icates representing some $300 millions or more of 
gold in the I.nactive C~ld Account to its balance 
wi th t he Feder al Reserve banks and proceed to employ 
these funds in lieu of additional bill issues; or, 
alternatively, for the redezption of special i ssues 
held by Government egencies end trust funds , which , 
i n turn, could use t he proceeds to purchase Govern­
ment securities in the open market . This l i kewi s e 
r.ould have the advant age of reducing the interest­
bearing public debt. I. t would have the furt her 
advantage of permitting a definitely known additi on 
to the excess reserves of t he banking system · 
(except, of course, for such amounts as •~11 get 
i nto the hands of non-member banks) . 

(5 ') Combination of (3 1 ) and (4 1
) . 

(6•) Use of several hundred millions of the 
Stabi l i zation Fund to purchase Government securi ­
ties . The par t icular advantage of t his method 
would be the f ac t that the operation would be 
reversible , 
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1· In eterlizing more than $1,300 mill i ons ot 
newl7 aoquired gold, the Treasury has performed a bighlr 
eXpene1ve serTi oe to the Federal ReeerTe author1tiee. Th11 
eerv1oe has involved the creation ot additional 1ntsreet­
bearing debt ot eubatant1all.7 the full amount ot the eteri­
lized gold and it baa further involved a riee 1n intereet 
ratee OA other Treae~ borrowings b7 reason ot the in­
creased t otal demande ot the Treu~ upon the aarltet . It, 
now, it h agreed that the banking erstam required an ad­
dition to the Toluae ot exoesa reeervea, sound publ ic policy 
would aeem to require that t he Treasury should be the first 
to be relieved of t he tinanoial burden when the need for 
reduoing exoeaa r eserves no longer exieta. 

Further, the publi c reaction to th1a source ot supply­
ing a needed incrsaee 1n the vol ume ot excess reaerTel 
would be tar more favorable to an increase brought about b7 
additions of Government eecuritiea to t he portfol io ot t he 
Federal. Reserve Syet em. 
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September 8 1 1937. 
11:13 a .m. 

Things look a little better on our offer ing t his 
morning . 

They did? 

Yes. 

God you were low this morning . 

What's that? 

God you were low this morning , 

Was I low this morning? 

Oh boy, I - you sounded as though you had taken 
a dose of Pluto water and it hadn't worked . 

No, is that so? 

Yes. 

I'm sorry. 

(Laughs) All right. 

I was feeling all right. 

All right. 

I've just been talking with the discount boys . 

Yes . 

(Laughs) 

Well let • s have it - what ' s happened. 

Yfel l the rights ar e still quoted 57 by some but 
they' re quoted 67 by others • • •••• •• 

Yes • 

••••• and t hey ' ve been moving at- at 5 and 6 . 
There have been a number of buyers in the 

market; the Equitable ' s been buying , the TraYelers 
insurance •.• ..•• 
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They' re buying the five :rears? 

Yes, that ' s right, they're buying the five year 
stuff. 

Fine . 

So that ' s been moving; been some bank buying too . 

Ah-ha. 

Ah - this block of 26 million that the Ge.neral 
!.lotors bas. 

Oh yes. 

Itts all cleaned up. 

No? 

Yes . 

What ' s happened to it? 

Well the Discount bought 5 million and moved it 
on to some other customer • •• •• • •• 

Yes • 

•• •• • and the- ah- and the Bankers took the 
20 million and sold it to one of their customers. 

Ah - a commercial customer? 

Well it was reported as a foreign customer. 

A foreign customer. 

A foreign account - no one would know just who it 
would be but the r eport was that they were going 
to convert it i .nto 2's . 

Into 2' s. 

Now our biggest • •• ••••. 
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B.!ai.Jr: 

B : 

H. M.Jr: 

B: 

R. LI .Jr: 

B: 

B. li.Jr: 

B: 
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So I mean that - that General Motors is out of 
the way? 

That ' s cleaned up, yes . 

They sold all their stuff. 

That ' s right - that t s right. 

Ah-ha. 

And the rights, as I say, look a little better. 
These one and three quarter bonds. -Yes . 
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One and three quarter notes for June - ah -Karch • ••• •• • 

H. t!.Jr: Yes . 

B: 

H.M.Jr: 

B: 

H. LI . J r: 

B: 

H. li.Jr: 

B: 

B. LI.Jr : 

B: 

B . M.Jr : 

B: 

H. L! .Jr: 

• ••• • ah- look a little bit better. They111 quote 
at 27- 29 - that ' s up 2/32d' s . 

I see. 

And the bond market looks just a litt le bit better. 

Ah-ha. 

So that- ah - theret s a little better feeling now. 

Well isn't that fine . 

Yep. 

Isn't that fine . 

A little more cheerful . Now our figures on con­
versions here . 

Yes . 

I haven' t got the l ast minute but the figures show 
37 on the short and 28 on the long . 

Yes. 
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H.M.Jr: 

B: 

!I . » .Jr : 

B: 

!!. :!.Jr: 

B: 

H . ~~ . Jr : 

B: 

!1 . !.t . J r : 

B: 

R. !.! . Jr : 

H. U.J r : 

3 : 

R .~ .Jr : 

B: 

n . !l. J r : 

D : 

H . !J .. Tr: 

B: 
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I ' m expecting some more figures in just a minute 
on that. 

Ah- ha . 
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The - the Fi rst National Bank converted its 8 million 
into long . 

Ah- ha. 

llational City 15 short, five long . 

.n.b- ha . 

So that ' s more on the long, a better balance on 
the long •..•••••.. 

What are you goin& to do with your - ah - 78 
million again? 

1'/e got 70 million. 

What are you going to do with that? 

We ' ll do 50-50 again . 

Ah-ha. 

We ' re holding off till we saw how it went and 
so on. 

(Hearty l aughter) 

Well no I mean whether • • • • ••• 

Oh (Kore hearty laughter) 

•••• • •• you need hel p on something . 

Oh (still l aughing) 

For your benefit. 

Yes. 

You wouldn ' t think we'd really just do it f or 
our o= benefit, would you? 
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B: 

H. ll. J r : 

B: 

H . IJ.Jr : 

B. M. J r : 

B: 
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B: 
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B: 

R. t: . Jr : 

13: 

H. IA .J r : 
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Oh no. (Laughing ) 

\'e wouldnt t do anything like that. 

Oh no . (Increased l aughing) 

(Hear ty laughter ) 

(Very hear.ty l aughter) 

You (laughing so much he can tt talk) all right, 
Randolph . 
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(Hearty l aught er) Well we haven 1 t had to support 
your market. It' s been t a.Jd.ng car e of its elf ni cel y . 

I see. 

Those - those l i t t l e orders t hat you s ent down 
from Gover nment Life and so on wer e ni ce and we 
used t hem t o advantage . 

Did you use them all up? 

Not qui te yet , no . 

Vlant some mor e? 

Ah - we don ' t need t hem specially . 

Ah- ha . 

And your all right . 

All right . 

I t hink there ' s advant age in not havi ng t oo big a 
pr emium quoted her e on these because you g et 
bet t er dist ributi on in Insur ance Companies. They 
l i ke to buy t hem a round - a littl e over par wher ebs 
if t hey were quoted a quarter or ~alf a point premium 
t hey ' d probably st ay out. 

Ah-ha . Wel l I wasn ' t dom at any t ime but it ' s 
nice to hear you give me t hat stuff . 
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H.M.Jr : 

B: 

R. M.Jr: 

B: 

H. ·~ .Jr : 

B: 

H.M.Jr: 

B: 
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B: 
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B: 
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R. III .Jr : 

B: 
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B: 
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Well I think - I think bT tonight we ' ll have a 
pretty good r eport. 
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And that sort of information spreads very rapidly, 
doesn•t it ? 

Oh you bet your life . 

Ah- ha. 

Yep. Of course, the stock market i s behaving 
better to-day . 

It is. 

It ' s about the same as l ast night, really. 

Well what about all those sharks who told you 
we ' d have another reaction? 

Well no they said -they said that you hadn ' t 
reached the selling climax yet •• • •• • •• 

I see • 

... . • and wouldn ' t unless you had a drop to-day. 

Ah- ha. There \YaS big selling from England 
yesterday. 

I guess there was. 

Yes. 

Don • t know why. 

A.h-ha. 

Didn' t make any s ense to me anyway. 

Ah-ha . Ylell I'll talk to you again a little 
l ater. 

All right, sir . 
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a .M. Jr: 

B: 
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Thank you very IIUCh. 

Yes sir . 

Goodbye. 

Goodbye. 

345 

Regraded Unclassified



. -

H, M,Jrl 

0: 

Burgess: 

H. !.I.Jr: 

B: 

B.U. Jr: 

B: 

H.M,Jr: 

B: 

H. M.Jr : 

Bt 

R.U.Jr: 

B: 

H.U.Jr: 

B: 

B. !.!.Jr: 

B: 

H.M.Jr: 

B: 

H.U.Jr: 

B: 

Bello 

Dr. Burgess . 

Bello sir . 

Well how did you close up? 

September 81 1937, 
2:40 p.m. 

V~y - ah - it closed pretty well, 

Ah-ha, 

The - the bonds were just a touch better; t her e was 
a little covering there I think. 

Yes. 

And the Devine' s were splurging around a little bit. 

Devine is . 

The notes were a littl e better than last night right 
through the list. 

Yes . 

And our notes - our rights have closed 68. 

Well that ' s not bad. 

A thirty- second up from this morning and from l ast 
night ' s close. 

Ab-ba, 

Quite a number or transactions going on. I ' ve got 
the figures here for 3 o'clock. 

Yes , 

They show on the short bill 77 million •• • • • • • • 

Yes • 

• ••••• and on the long one sa. 
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H. M,Jr : 
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!l . !A ,Jr : 

B: 

H. '1 . Jr : 

B: 

H.'l . Jr: 

B: 

fi .M,Jr : 

B: 
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B: 

H. ll.Jr: 

B: 

H. IA.Jr: 

B: 

H. LI ,Jr: 

B: 

B. U. Jr : 
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Well what do you know about that . 

It•s pretty darned close. 

58 of the long. 

Yes, 

And how much of the short? 

77 . 

34 7 

Ob. Wel l I i magine - t hat's just New York, i sn•t it? 

Tbat•s just New York, yes . 

Yes . 

And, of course, that ' s very incompl ete so f ar. 
Ther e 1'11ll be more coming in. 

Yes - yes. 

But it 1 s pretty good, I think. The Metropolitan 
Insurance bad 17-1/2 of the short and 10 of be 
long . 

Ab-ba. 

The Prudential came in for 10 of the short and 9 
of the long. 

Ab-ba . 

And the others , I think, they' r e gaining this 
morning . 

Well are those conversi ons or purchases? 

Those are- well they ' r e both. 

Both . 

They•r e part one and part the other. 

Ab-ha. Wel l I don•t think we have much to wor-,y 
about now. 
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H. l•t .Jr : 

B: 

H. l&.Jr: 

B: 

H. IJ.J r : 

B: 

li . !>I .J r : 

B I 
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B: 
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B: 
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B: 

B .u .Jr : 

B: 
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B: 
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I think we're pretty much on ice now. 

After all With the • •• •• 
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Unl ess we have something terrible happen tomorrow ••••• • 

Yes • 

•••• • • • I think we're all right . 

Well I don ' t see what worse could happen. 

(Laughs) Well i f they shoot somebody over there 
or something - looks as bad as war or something 
like that . 

The stock market seemed to behave pret ty well . 

It behaved better, yes . 

Yes. 

Quite a lot better . 

I sent you dO\'m an order for 5 million just to have 
it - ah - in case of need. 

Yes \'e 're glad to get that; we won ' t need to use it 
right away I think. 

Well I- I didn't want you to use it •••••• • •• 

No • 

• •• ••• except 1n case- ah- just to have it there. 

Yes t hat's Tlhat Wayne said. 

Yes . 

Yes. 

All right. 

Very useful though . It' s nice to !mow you have it. 
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H. N.Jr : 

B: 

H. M.J r: 

B: 

H.:s.Jr : 

B: 

II . !~ . Jr: 

B: 

R.M.Jr : 

B: 

ll .M.Jr : 

B: 

B: 

H.!I .Jr : 

B: 

R.M.J r : 

B: 

H.M,Jr : 

B: 

That's right. 

Yep. 

- 4 -

Well unless something that - bow late will you be 
there tonight? 

Ob I 1 ll be here till five or something - 5:30. 

Wel l I 1 ll call you. I •m going to go- try to go for 
a horseback ride about 4 : 15 which is 5:15 your time. 

Yes. 

I' 11 s ee whether we can get our figures by then and 
then I ' ll .call you. 

Very good. 

All right . 

Well I think- I think it' s pretty satisfactory. 

I think so, I •m very wel l s at i sfied. 

Yep, that's good. 

I think for the - for the market to behave the way 
it did entirely on it's o1m speaks f or •••••• 

Yes, that's right. 

•••• •• ah - with everything else I think shows 
remarkable strength. 

I t hink so . 

.Yes - yes . All right . 

First r ate . 

Goodbye . 

Goodbye . 
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:l.,. TIGHT oiJllEY llt.RK.!:.T Septe~ber 8, 19J7 
3 : JJ p . c . 

Present : 

H . ~t . Jr : 

i.! r . 'Iaylor 
.Jr . Lochhead 
:.lr . mi te 
:ir . Haas 
l.lr . Seltzer 
Mr . Riefl er 
Dr . Vi ner 
~r . Upham 
Mr . Gas t on 

To boil do:m t.,~ gist of wy conversation with :.!r . 
Hanso:'!l, it J;as tnL t he tnd !Jr . Eccles as of t oday 
feel that tno:rl: t.re .i.'our* aevices .vhicn c an be used , 
ana one is us1n6 open cark~t operations and tne 
otner is ~uttinb a blo~~ of desterilizea gala into 
tne pictur~ . 'nJ tn~ .~y t~e :'!latter stanas as of 
tod&y , tney a r·e v.,r;· t.nxl.:>us t.:> use ooen r.:arkc t 
operation, becu~se ~r . Ecclts fetls that if -
::nat ~<.re tac:; there for ? .. hat does tne Federal 
aeserve exist for? - ~na tnat tnis is tne oevice 
to use , ;.nu if tney c~on ' t p .. rsu&de tueir agents 
in New York i -> use this m .. tnod , i t is about t ime 
t hat tney .me •. , i t . I tolu nim .1. ' d like to have t wo 
or t hree days to think i t ov~r ; that I had dec i ded 
tm.t as bt;tween stopyin~ sterilizat i on ond using 
a block of gold , I •'"s for " block of .;old , bocauso 
tnt;re .¥as no ref son • i tuh time to bring up ine 
st;;r i liz& tion . ·rogram, .vhich yleaseu tnem v .. ry much . 

I &lso told tnem tm t I tuoUiht tne si tw;. tion .. &s 
sufficiently s~rtous tnut I noped they wouldn ' t use 
this crisis - I d 1t.ln' t "'~" in" aor..i "crisis" - th i s 
:;itU<. tion c.s , b11 ttleground to a eciae Nho is going 
to win out a s betv.etn tnt ::e• York Sank 1 nd the 
reder&l Rest.rve Uot1ru . I Sbi d I nougnt i t .. as ll 
very unfor tunc.te time to pick to have h f i ght now. 
I sai d 11You KnOll very w"ll you can' t s .. ttle thll t 
in two

1
dtys ; it ' s a mt.tter of weeks or mont hs ." 

I sai d , "l:.ventually you will undoubtedly wi n ou t , 
but I t h i nK i t ' s t pretty poor time to pick< t o h& ve 
h battle bet.~een Ni!W Yo r·k t. nd yourself . " 

I said, nFur to~~I'lOOre , the dc.> vice tn&t you should 
use i s to ch• nge triO uc tion wnich you t ook, neoely ~ 
r&ising y j ur rt:,,~.:.iremonts; of course you lo11~ r i t . 

* Secretary e vidently ~eant ~· 
... "' 

-· 
. ~ 
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. :hi te: 

• . .... • J t' : 

rliefhr : 

n,:ell , the t>Ublic, r.nJ so forth . " I s~ia , n .ell, 
tnat • s just tne w~y I feel about the open mcrko t 
opera tion, buying ~ couple hunured milllon dollars 
uortn of bonds . Everybody i s going to interpret 
1 t. that you d o it because we llSked you to . " He 
saJ.d, "Of course, 11e ought to be able t o use it ony 
time , e nd people shouldn' t take it th!. t way . " He 
said , "It ' s &11 true, but it ' s a matter of coopera­
t ion ." Extremely f r i<Jndly. 

Ur . Ecclts is leovin, sooe tiae t onight, will ge t 
in soce ti~e tomorrow; 1 1 11 see hi~ . They ctllcd 
& meeting of the Boer~ for F~1day ~orning, c~lled 
the O?en ~ur~et Co~ittee her~ for tLtura£y in c;~e 
tney de=ide t o co the open m~rket . But you c~n see 
toe7 ve:ry mucn ,;f nt to ... o tnEO open c~ r~et .. ~oy . 

But &t l&Lst it looks LS taough, if the s1tULt1on 
cr.lls for tht.t , we r.re olO.m to one of t.<o :mys, 
,•,nich mt<:tes life much simple r . 
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l.Jid you gentlemen nave t clll.lnce to see the memorandum 
left with me? l:.ve•·ybotiy see it? i es or no . 

ldian • t . 

Pass it troun<J to Lnybody WtlO n&sn ' t se.n it • 

(0: ston ~o~es in) 

No.r as to thEo l.ll;lledic.t& ttrl:Jg - I d on ' t kno.; .. ne t nor 
yo~ ~eopl~ ~no. iL or not, b~t i~ ' s closea pretty 
.. ell touay; our ri~hts art f. little bit better than 
tney .. e r e yester.J~y . e 1 ve got so:::e v:ry b i;; insti-
tut i ons buying, lnsur&nce co~~~~ss and~b~~{S .- I 
mer.n ..Ietropolit&n .. iCc, tne ~-.mtable, r irst !.~otionLl 
'of r:ev; Yor>< - people lUte tn:. t o,re buying . Lot of 
tt1em are buy ine ttlt fi ve-ye&rs too . An.i tne cu r<tot 
is taking care of itself . 

Now you• ve h&d t.;o or three or fou~ nout·s to think 
tius tning over . •'lht t do you gents think? ·•ha t do 
you ( Riefl~r) thinA? 

r thinl< th~.< t ,;e ctme do\\n pretty 1:1uch to tnose two 
c. lternatives ; they seem to be the ones in the 
picture . ~ nd of tne t.7o - tney put funds in the 
m&r~et in about the s&me place . 
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H . ~ . Jr : 

!Hefler : 

Vin.: r : 

Hi .. I"ltr : 

Viner : 

t! •• .t. Jr: 

rt icl"ler : 

Vtner : 

iU.d"h:r : 

:!. . . J r: 

Ri...fler : 

H. :.I . J r: 

rlicfler : 

n. "A . Jr: 

-)-

J, l1 ttle louJer . 

Dest er ilizing nalf a billi on or buying open 
market - tl1e net adva ntage or ciesterilizing is 
tha t it would a t the sume time decrease the 
published f i gut•e of the public debt , which woul d 
nave s cons tructive influence . And Wayne f eels 
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t ha " if you use t he funds to t ake up the Sinking 
Fund, you c ould use them on l onger term bonds , 
l eaving the t.mount of bills i n the ma r ket unchanged, 
which would :leem t o be quite impor tant . I don 't 
tilin.t ·.e ought to be decreasing the amount of 
snort-t er ms ~o t tn,. present t ime 1¥1 tb the pr oportion 
of long- t erms, but th&t tae proportion of long- ter ms 
ought t o be deer e& sed rt. tiler than short . 

You're ta.c11'1cl for gr ant ed tna t the Feder&l Reserve 
woula buy bills if t ney •.•• 

::ell, I don ' t kno,, i t' tney would •.•• 

.•• buy bills . 

I thiru< so . 

Yes . 

k lot of bills to buy . 

It .vould urlvt tnt r ate do .. n to zero. I think it 
needs if r;nytning more bills &nd fev:er bonds . 

nell , cay I &SK 
sitU&tion, nave 
snould be none? 

:Je per sonLlly? 

you tnis? hs to t ne fundamental 
you come to tne conclusion something 

Tnat' s the first ~uestion . 

You per sonal l y . I mean have you been here long enough? 

No I ' m not convinced thnt sometning nas to be done . 
I think it will do no h~rm to do something. I mean 
tnat' s about the wny my reeling is . 

Oh gosn, now •.• • . 
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Viner : 

Rit::fler : 

Vinl!r : 

:\hfl~r: 

rl • .: .Jr: 

Ricfle r : 
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I feel thht the busi ness situation is going t o 
remain sluggish for about six montns . I think 
t here a re a great ~sny fundamental f actors to do 
t h11t. And w nen yo u put in your gesture of ease 
to pick t he thing up - it seems to me s omewha t of 
a toss- up; if you do 1 t now you Ytill ha ve a - I 
think what I would expect is you would have a 
moderate b&loncing off during the fall, without 
any strong pick-up, becLuse I d on ' t t.11ru: the 
underlying sitlllltion will ee .vitn you; 1f you 
did it after Christmas, ! think tne un.ierl;in& 
situeti;>n ::11! b e wore .. itn 1 ou, you get mor e 
striking results from wnat you oo . I thiru: it is 
so::aet.-ting of l toss-up p-.rson&l!y . 

• te ll no.•, listc •• , if .!e>'l Yarl!: bhl!As go .:aNn to 
minus , tn&t 1 s not nel.,ing ~>!lY tning . 

.. tu. t about f im.ncing? ns1ae from business 
c cti vi t>· , .mt L t.bl)ut fim.ncing? 

i~ew fin11ncing? .1. uon ' t expect a gr eat aeal t his 
fall . 

But wh!l tever mignt occur • • ..•. 
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I think you &e t your pressure now . Tile; financing -
if you ;>astponed it tnr~:e months , took it .• nen tne 
business sitU&tion .:as .or e &;>t to t~ke & turn, 
conc entrtt tirl6 the f1n:.nC106 of tlu. t period, &fter 
a periou of tnree montns in !;ne f&ll vonicn is pret t y 
r ocky, tOU would tnt::n hLve ~ mor e sudden turn for the 
bett;er . I .. on' t tniM jou•re going to t;e t a gre&t 
turn for tne better thi s fall in &ny cLse . 

• .. ell, I 1 11 put it - the way you feel no:: , supposing 
ve did nothing . 

If you uo nothing, I think you'll nave a - you 'll 
have as critical a - u ~ritic~l period in the 
money marke t until short-term r a t es come up to the 
point .'ther e they do oatn£ into the Federel over tho 
d iscount r a te; I would e xpec t t hem to come in und 
s t abilize at thllt l ev<!l. ,,s you s&io this morning , 
there is no occasion y~t for them to b e coming in, 
so you ' ve got a r eadJustmert of tne shor t -term r a te 

gaii'IIS on. 
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H. J.Jr: 

Rh:fler : 

ll . :.l . Jr : 

:·aylor : 

H • ..l . Jr: 

354 
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I couldn' t nelp sm~le a little bit when l.!r . Ransom 
s&ia i.!r . Eccles hra one or t he most flexibl e minds 
ne kne.v. To snow IOU 1\o,, flexible ne is, ne• s go t 
tnis i dea tnt. t if he fi xes the upper •md lo~·er 
limits , t ne .non&y r btes will have to stay f itted 
into those brbckets . 1'lell , I didn' t wa nt to SllY 
'!nytning . I meun htt 1 s so flexible, he gets this 
lixea ideo tnat if he s~ys for three months it snould 
b,e so much on intt ~J-dat bill, it 1s got to s t ay there • 
.. ell, you just can ' t uo it - I don ' t taink . J.nd ne •s 
got t nat. 

~<nd I think tna t th~: t;,o of taem •'ill get t:teir 
aeads t oge iner &ad I think they 're going to come 
in .71 th the ide~ to bull tnis t.1rough tna hcve i t 
out .vitn ;:ew YorK . I uon ' t ,;ant the dett;ils r. nd I 
aon' t want to «no\. it, but tncy 1ve jus t got ~nother 
one of tnese misund~rst&nuiQbS wi th Georcie Harrison. 

//na t aoes Ne" York want? 

Harrison came in here . He says ne 1 s got an under­
st andi fl!l wi th New York bunKs that t 11ey won 1 t sell 
any of tneir long-ter ms, but if t hey need any money 
tney ' ll sell th~ir bills . r took it like that. I 
saio, " !low listen, ~ny ;!UCh understandi ng , if it 
ever got out, woulu do the Treas~y tremendous hLrm, 
ona tne thou.; •• t th-. t tno! b! nks can 1 t sell •1len they 
.1ant to t:~ust not l'>l: il"rmitte.- to g et out ." AnJ I 
s ai., , •Furtn~r~~re, no b~nk i s going to live up to 
it . " I sLia, •Tney must feel tn&t t oe Government 
is tnorougl'lly 11,u1a . 11 [,o I "uote 1t "bout r i ght 
or overstcte i t, 'ayne? 

(llods no) 

And I ' m just fearful that tnese boys want to bull 
this thing t nr ough because ~ney &re sore . I don ' t 
know - Wayne cLn tell you - but sometning hnppened 
again between Harrison - llarri son said he said one 
thing and they suid n~< said the other . I mean the 
impor t ant thing is the mi sunder stsncii ng nas again 
left sor eness inere - &m I right ? - ana I tnink ne •s 
coming bac~ after having tnree ~eeks of a rotten time 
a nd being on th~ ~none v couple hours a day , vr.d just 
try t o figbt . He • s not going t o t ake it out on me . 
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H. LJr : 

.:llefle_r : 

GIISI.on: 

H. J . Jr : 
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\'/hat does Harrison 'NEnt t o do? 

Be doesn ' t .vant to do anything • 

Oh, he doesn' t 1'/lmt to do anything . 

l\o one nas uiscusscu tlus l.ning . 1:e very car efully 
.tept i t out . But .111en he came down nere, Harrison 
fe lt - und tne only New York b~rut I talked to - ne 
a ion • t see:n p&rticulr•rly .;orrieci r. t t his t.imt: 
&ltnougn tnree cont:1s a.;o he was very 1-nxious' to 
nave 9J-oay bills, snyi115 tnl.t tt1e 9J- d&y bill would 
;>t:rmit nim to g.,t in and out mor e easily . ;,nd now 
Cle - tu£t w&s in June; • ell , if they worried in 
J une, tney ougnt to .orry £ (; reat de"l more in 
September . 

1 read your memor&nd~~. George , all tnrough ; got 
lots of time tnese <lr.ys . 

.• ell, here 1 s a memorr.naum !'rom Herber t Gcston, from 
Herbert S1vope . !Jo you mind if I r e~<a it? 

Not at all. 

"Herbert s.vove ..:t lleJ .ne to · SOt me to ;>ass on to 
you nis bcl14:f tnt t t.ne F eder~<l ResHve Eor r d oueht 
to s cc.le do~tr. r eserve re-;uirements i :ncaedi ately , 
reversin& its previous uction . 

"He ncs t~l.ted to & considtruble n~ber of men, not 
s;>eculators , lle s&ys, incluc.:tng .Us brother Ger ard 
and sever&l mu~bers of the bor.~d ~~ the stoc~ exchtnge 
11.10 are not or the specult. tive ele:nent . He h~d tlSQ 
tElAed to ~ . Barucn . 

•Gert.rd Swoj)e tolu nim G E. .:as r eceiving c &ncella­
ti~ns snowing the stock murK&t scare n~d already 
spre~d into industr; . H B S sai d some pretty wild 
stories are &float incluuing one that the Adminis­
trati on f eels sure .,e will ge t i nto war &nd for thu t 
r eason is saying little t.bout the gener a l si tua tion. 

" de s a i a 11e re~ U;..ed this WIJS ~urely .:. Reserve Boord 
matter but said tnc business •torld looked to you t.o 
be &ble to bring ~bout lbvel-ner.ded action in a 

crisis . 

Regraded Unclassified



t! • .J . Jr : 

-7-

•He sai a ne would mr·ke s till further inquir i es 
o.nd call :ne aga i n . Ho thought the psychologi cal 
effect would be good r uther th&n ba d becuuse i t 
Nould snow th~ t the Government h~s controls which 
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can be used either way und does not hesitate to use 
tnem to r es tr~;in c. break a s well 1 s to s top L rise ," 

~:o.v , on t op or thL t., in aaaition to tha t , Gay h11S hud 
sever&l t ul.ts - of the stock tlxchange - .vith 
lhingUJJUtbo~ on r educi ng t he mu r gi=l re-.uireoents . 
xnc of course, 1 didn't say mucn but I lis t ened . 
But it seems to .De tiu. t the stoc.r exch::nse .us got 
notning to do wi tn t nis thing, t.na fr&nkly - I Jlean 
I .rno~ I c11n tc.l.t to you ;>Eople - I e~ean I t llink 
that rignt now I don't know if fOU - they s ecw to 
.tind o!' ru.vt t:tcir tail b~;t .. een taeir legs, tney 
.. ant t o t ight someboay, :.t.nt t o justify tileoselvtos . 
I mea n it isn' t a very necltny atmospher e to tilink 
in . I t hinit ·,e •ve got to be :. .. ful c&rEiful . /m I 
rignt? I 1 to talKing ubout tne Reserve Boar d . 

'tes, the thing is - this beginning of net• d ifficulty 
between t ne New Yor lt BtlnK and t .te Boar d is very 
a ppar ent . 

J,na her e comes Ray 'luctter, whom I nave not seen, 
wi th tt lot ol' stufl' ubout. Lccles and the Federal 
Rese r ve , llDd ~cclcs .ut. 1ll tnese things &cross 
while I w~;s out or toKn . ell, &11 of th•t stuff 
we didn ' t mindle with . 

n~o .1 tn&t crops r.re mo ving Ena. priva te industry 
expanding, the b~n.ts h've been flooded .•ith d emcn<1s 
for snort- time l otos . But bec&use or the increased 
reserve requirements , they n& ve been selling Govern­
ment bonds 1nste&t.l of borro.v1ng from th" reserve or 
other institutions on their commerci&l p(per . 1hat 
nas uepressed the price of Federal securities nnd 
oampered the Treusury 1 s early Fal l financing . So the 
frown on tile 1lorgon thau countenance was deeper than 
t he Grand t.:anyon \'lhon ht: landed a t the capitul after 
a fast flight from Son Francisco ." (Fr om the Nat ional 
Whirligig , by Ray Tuc~er , September 8) 

;;ell, all that .von' t help :.lr . J..ccles' temperament. 
Taere ' s a lot of truth in it . So I guess we ' ve Just 

* ?robhbly Governor ~unso:11 
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got to sit, ~:ond ne 1ll be in here tomorrow 
after noon, tomorrow nignt . Certainly, e ven 
for Mr . Vine r ' s pi ce., of mind, I can ' t be more 
philosophica l, juolciul , uniq ue , unusual , 
unrecogniza ble . 

I must say I ' d be inclined , if ~t all possible , 
to l e t them muke L free nnd uninfluenced choice 
as to the me tho<1s they wont t o use , even if tney 
prefer some oth~r ~ethcds . 

::ait l:o rlinute, J &ke, tht.t • s •here olE differ . If 
it .rere the 15t:l of l.ugust I'd ~gree with you & 
nundred per cent, but it ' s tne 15t h of Sept~mla.r . 
;·o..,, <:11 r irht, tne, hcvc ta<. tilir.g ; tr.en - let ' s 
sey they g10t it tnroU~:h l.lt bo~ra to do &n open 
m~ r.tc.t opention- tr\J tn~n ti.e'.f start to fight . 

'J.nct ' s r.o :nctho<.~ t t t.l l. 

Par aon ;ne? 

• h~> t ' s no mLtnou t.t all . 

3~ 7 

l:lut I r m V> illin~; to wL r,e r t·.·;o to one that~ .vht t. 
they ' ll do . Then t.n~y b~~in to fi ght, t.na thut 
tuint; spre:.ds . Anu I thin.t it ' s ,1::.rt of the t'11n;; . 
Hlose t nlngs gl;t out. . 

1.0 .. can ·~ zo c rv ~\.,rtntr~l L~ t r:e yut the c:t:.cst1on 
this ,;a> . •no l't.vors a bloctt o: ;;ol ll fro= t.1t 
sterilizction t'una? 

(All r ::.ise .u rn.s e.<cei)t. Vine:r ) 

.. hici11rr.y He you (tHtl'hr)? 

I t hi!L!: 1 f ( vor t lle blocl< of gala . 

iiho fa vors open ac.rk~ t optl r<~tion? 

t s compnred .vi th the bloc~< of gol d . 

I •11 put the ue:st.ion :.not.11<-r .;ay . .:ho .favors tnc 
bl ock of gola 't.s t h" most. effective me tnod? 

(/.11 raists nLnJ.s Lxc,;pt Vine:-) 
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Nho f evors t he open uu rket as t he most eff ective? (n~:h~· ... 

Woo favors t he Viner method? 

I t hink I ' d go a bout nuif . 

I don't Know .:hat the V incr rnetuod is . 

Reserve r e4uirements- t nut•s waa t I pr ef er . 

On, r eserve re~uirements . 

This is on the Lssumption of' no a iffer ence between 
t ne Feder&l Reserve end t oe Treasury . 

I said it just out of deviln:ent . The r eserve 
re~uirements - l soi a it f irst just out of 
devil.Jnent . 

I ' m not surprised . 1ney •:on1 t do it. 

It ' s unhear d of ! - the public , ~nd the public, ~nd 
toe public i 

Then I' d say tnis too, tntt the QUestion isn' t as 
simple - i f wt 11ere t o r ele£se the block of gol d 
and buy l ong t erms , I think I 1 d prefer tha t to 
open market operotions by buying bills; end you ooy 
say t na t •s tne r eal cnoice, ana ther e I ' d be inclined 
to s~y toe gold bl oc&. 

Use gold anJ buy long-terms - ~e? 

.. e, yes, for tile ii1n<ti ng fund . 

You mean of an e4uel ~mount . 

Put the money in that way . Put tne money in the 
market that woy . 

'l.'ha t' s ~ieyne 1 s w~y . 

That's 1~hat I .• L.s voting for • 

You mean ins teed of spending it .• ·• 

Ins teoa 01 us1D6 it to buY bills . 
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•lny do you have to d 0 • •••• 

Or sto;> 'tne l'lo tt<t!on of bills - just put it into 
~he cash bblance anti let bills run off. \':hat 
else would you .10 with it? 

No t hing . 

• he mcrket needs the bills . 

~eep on flOLting th~ bills . 

This is c. ne , t.hougnt . 

3!>9 

uf course 'there is so~e ,uestion c.s to whetner the 
I!U!rket i:; t:oing to need aore bills this 1'&11 . 

It needs tn em anyhow. 

'lnat is a fifth vuri&nt, &nyhow . 

You mean lnsteao ol' htting bills r411 off, buy 
long- terms . 

l:.ases pressure on thu .uarket . 

I don ' t tnink it relitvt.~ ;1ressure on the mark t<t , 
but it e~ses the mtrkt.t certblnly {; nd mekes it 
sweeter . 

And you use tntl t &lliOunt of gold to r etire the 
aebt . ..hen you sei<i you ere ·oing to sterilize 
it, ~ey , you ..... 

Jr . Secre t &ry, I ' d like to rc.ise ..... 

.le were careful not to s uy bills, you ><no .. , but 
to say obl1gu tions . 

Mr . Secret,.,ry 
1 

there l s o ,,uestion I'd like to 
r EJ ise . At tne time ';ilu bill w:..s pt.ssea •.vith 
respect to tne Stbbili:.ation Fund, tne specific 
,>o.1ers .. ere g iven tha t when you ai~ nee~ the 
funds you could invest them in bonas . <he a rgwnent, 
I think, th1-t had been ~:odv:..oced aer e was thct you 
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never dia that because i" ~ould iocrecse excess 
reserves to an ext ent Nnich wusn•t desirable at 
the time . In view of the situation, c ouldn' t a 
reexamination of thut t ake place and you compl ttely, 
on your own, or with con~ultution with them deci de 
thu t now is u goou t ime to invest some of those funds 
in long-term bonus without r t. ising the ..,uesti on of 
tne other matter s ut all . 

darry , you nave to deposit ttu.t gold in t he Fed in 
order to get the money d th .:nicn to invest in bonds . 
It 1 s the same thing . 

It 1 s ~he same thing . 

One of tne strengtns of thb ~t&b111zation Fund is 
that every once in 1. .•hile some crackpot says we 
saould use i t to stubili-e tne Government bond 
m~erket, 1.nd I ~111L}S tell t hem "llo . " I think it 
is one of t he s trengtns of the Fund . I mtun I•ve 
been terribly tempted at times to dip in, but I 
never g~ve in. And this t hing that \'layne - t hi s 
makes good sense, but I can 1 t •.•• 

Another t hing, it would deplete the St&bilization 
Fund if you tie it up in Gover nment bonds - makes 
it ineffec tive . 

l'iell , t his thil\6 would .noke a very pr etty mixture -
oh boy! - and 1t r;oula do 1t so much nicer thLn the 
other thing . 

nhat did Ransom nLve in mind? He haa in mind 
that you buy bills ,,i th it, I think. 

He di dn 't thiDA tn1.t tnrough any more t han I had . 

We were thlking t his morning and .ve felt that the 
magnitude of t ho sums involved, in vi ew of the 
seneral situation, ought to b e a t least a half a 
billion dollar s, and t hut any attempt to t alk in 
t erms of 200 or )uJ would put the \Yhole matter on 
a plane wnich i s not justified by t he pr esent 
s ituation. 

••ell 1 t old t ueCI I •d let t hem e~ention the sll!:l , 
but f just suggested thLt t ney be generous . I 
said they' d have to mention the sum. 
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I t hinK t ney ' ll d~cre~se t ne s un , i f poss i ble . 
1he thi~~ th&t tftects t he bond m~rk£t i s t he 
l ong - term r t.tt< , e nd tne r is£ in shor t-t er m rate 
doesn 1 t bother t.nybody unless i t impi nges on t he 
l ong- ter m r ute . 

I t hink I 1 11 C!Jll .,unso1n, beChuse t1e t;al Ks to 
l:.ccles ever y hour ; I 111 s &y this ho.s been s ug­
gested to me end if he ta.lks to Ecc l es he crm 
pass it a long . ' 

(On ?hone) ~r . Runsom, ? letse . 

~s t nat your (taylor) ide~? 

I thind: so . 

'J.hst ' s wt1ere I he&ra it . 
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That ' s the beauty o f t f lking these th i ngs over • 
You Keep i mpr oving ~11 t he time . And that ' s the 
disadvtJntage of bccles • f l ying i n her e after being 
up all night, t.nd tryin& to decide t hi s t ili ng 
tomorr01; ~;.f ternoon . 

, eE , I don ' t tnink tht urt;ency i s such that he 
couldn't h~ove ~ full d:q •s rest . 

Oh yes , 'bu t unfortunately I ~om due st Hyde PHk 
Friday afternoon hllU our t.nollb l picnic for the 
President; is on Saturaoy, so I woul~' t get bLcK 
nere again until Jondcv . I mean i t ' s uru' or tunate 
for Eccles , not for we. But their wnole damn s t &ff 
is away . 

(On phone) Hello . (Conversation iiith Rar.som 
.follmvs : ) 
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R: 

Bello. 

September 8, 1937. 
3: 30 p.m. 

Governor Ransom. Go ahead. 

Hello 

I 1ve just finished t alking to Marriner and he's 
coming in on the plane that gets here about 10: 30 
tomorrow morning and be asked if be could have an 
appointment with you at 3 o'clock. His reason for 
doing that was his fear that the plane might be a 
little late and that he wanted to have a chance to 
run over the situation with his own staff here . 

That ' s all right. 

That suit you? 

3 o ' clock it is . 

He and I will see you at 3 tomorrow afternoon . 

Now I just want to - are you going to t al k to him 
again? 

No, not unless it i s necessary. 

Well there bas been a suggestion made to me which 
is very interesting and if you could get it to him 
so that you and he could be t hinking about it, see? 

Hello 

Hello 

Yes . 

There•s been a suggestion made • •• ••. • 

Yes. 

••• •• • which i s very interesting • •••• • : 

Yes . 
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•• •• • and that is this, that 1t we use the device 
or the block of gold, see • ••• •• • •• 

Yes . 

• • • •••• that instead of letting - ah- not borrowing 
more money through bills, you see • •• • •••• 

Yes. 

•••• •• that we use that money - that gold •• •• •• 

Yes. 

• •• • • ••• by buying long-term government. 

I see. 

For Sinking fund purposes . 

Use the gold to buy long-term governments. 

For sinking fund purposes. 

Yes. 

You see? 

Yes. 

Retirement . 

Yes . 

You see? 

Yes . 
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And then continue the snme amount of bills outstanding. 

Yes. 
ing. 

Yep. 

And continue the same amount of bills outstand-

All right. I ' ll get tha t idea to him because it' s 
well worth thinking over. 
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You - you see what I mean? 

Yes. 

We put out - ah - several hundred million dollars 
worth of gold - now l!.ow are we going to put it to 
work? 

Yes . 

We could either let our bills run off and stop 
borrowing or we could take this money and buy 
long-time governments for the sinking fund •••• •• • • 

Yes. 

• •• •••• retire them and continue to borrow our short 
t erm money. 

You could continue to borrow your short-term money 
using less gold for the purpose of buying long-term 
governments for your sinking fund r etirement ••••••••• 

That ' s right . 

• ••••• and get it t o work that way. 

That ' s right. 

Well there was one other suggestion that developed 
in my conversation with Uarriner, which I have Jus t 
finished having, that you have free gold now in your 
working balance of about 180 miJ.lion •••••••••• 

Yes • 

• ••• • and someone had suggested the possibility that 
that might be utilized - ah - for the purposes ITe 
had 1n mind. I haven' t had a chance to suggest that 
to you for consideration. 
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Wel l onJ.y 100 million of that is free gold in the 
sense that it didn ' t come from gold through devaluation ••• • 

Yes • 
•••• •• and aJ.l the gold we have acquired thrtough de­
vaJ.uation i s ear-marked for debt retiremen • •• • • • 

Yes . 
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..•. .. eYentually . . .... . 

Yes . 

You see? 

Yes . 

.An.d • •••• • •. 

All the gold that you have - that you have 
acquired . .. .. . 

By devaluation. 

By devaluation . 

I•m pledged to use that for debt retirement. 

You're pledged to use that for debt retirement. 

Yes . llow of that 180 there is only 100 of i t as 
what we call really free gold. 

Only 100 that' s free . Well that- that puts a 
somewhat different complexion on it . Marriner 
didn't t hink much of the suggestion. It came 
from one of the other Membsers of be Board. 

Yes. 

He just didn't - he bad an idea tbat it was darned 
less than 180. That was the f i gure that appeared 
on the writing. 
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\'/ell - ah - but of that , only 100 is what we call -
which is gold ••••• • ••• 

I see • 

• • • • ~ . •lihich ha s not been acquir ed through devaluatibn. 

I - I see . 

But t his other idea - I mean I just got i t and I 
wanted you t o have as much time to digest these 
t hings . 
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Yes, than.k you Tery much and I wil.l put that 1n the,, •• • 

And you can see what that would do to long-term 
government markets. 

Yes, well let me think that one over and I ' ll have 
him thinking it over on his way back. 

That's right and then I111 see you and Marriner at 
3 tomorrow. 

3 tomorrow - fine. 

Thank you. 

Goodbye. 
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Uigat as Nell glv~ him all the time necessa ry . 

I think the Sinkin& t una i s a bout 6~J millions 
behind t oo now , Isn' t that right? 

Yes , 

And tnere 1 s been some criticism r ecently . 

~ybe tnt t fieure •'lould be u reasonable one to 
establisn as the umount - wha t t he SinAin& Fund 
is behino ; be ~ goou reason for salec,iP~ 6JJ 
r& 'ner t nar .•.•• 

::.Oging H Uj) . 

Ci ves you t logic~! r I!& son for getting that much • 

.ell, Rht t else ilLs c.nybody got? 

l.iid a little ,.,ork on the bills this aorning . I ·· 
thiDA - no.1 soon tOing to b e r endy t here , Harry? 

./henever t nc Secrct&ry wunts it . Do you want it 
before you go? 

Don • t neea t o r1.osh you - I toeUl l 1:ili!M .. e ought 
t o kina of concentrate on this t hing . 
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You ' re &s fl·l' LS ;ou cun go on tnis one now, until 
,-.e near from t:h, boys . 

.. e have gone LS f~r z.s .e c• n, I t nill-< . 

It seems so t o oo~e . I d on' t tninA ,;e can go a ny 
further , do you (Vine r)? 

Ha ven ' t gone 11ny.:ner t. u t 10ll. I• m not t ven up on 
tne q uestion . 

1/nut " uestion? 

The bills . 

llo , -;e don ' t mean bills . 
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We're t f.lKing about the gold . 

o'lha t I would like from you people - if you have a 
little time , to work out en agende for me for 
Sir F'rederick Phillips . 

I have one . 

You read~r , Barry? I wisn you' d sho.v it to these 
gentlemen. I'd like that . 

Dy t~e Ray, Trentham called ~e . 

Jus t so you don' t ran out of •••• 

Hun out of t alk. 

... gas . 

He Is coming in a minute tomorr O.'I mo r ning to tb lk 
about Sir Freaerick1 s visit . 

Yes . I think tna t 1 s EJ bout all. 
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H. ll . J r"s 

0 : 

H.M. Jr : 

Ronald 
Ransom: 

B.li. Jr: 

R: 

R: 

R. l.I.Jr: 

R: 

ll.li.Jr: 

R: 

B. IA .Jr: 

R: 

U.14. Jrs 

R: 

H. 14. Jr: 

.... . . . 

Bello . 

September 8, 1937-
3:30 p.m. 

Governor Ransom. Go ahead . 

Bello 

369 

I ' ve just finished talking to Marriner and he 's 
coming in on the plane that gets here about 10:30 
tomorrow mor ning and he asked if he could have an 
appointment w1tb you at 3 o ' clock. His reason f or 
doing tbat was his fear that the plane might be a 
little late and that be wanted to have a chance to 
run over the situation with his own $aff her e . 

That ' s all right. 

Tbat su1t you? 

3 o ' clock it is . 

He and I will see you at 3 tomorrow afternoon. 

Now I just want to - are you going to t alk to him 
again? 

No, not unless it is necessary . 

Well there has been a suggestion made to me which 
i s very interesting and if you could get it t o him 
so that you and be could be thinking about it, see? 

Bello 

Hello 

Yes . 

There's been a suggestion made ••• •• •• • 

Yes . 

•• ••• wbicb is very interesting •• •• • 

Yes • 
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H.li.Jr: 
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H. !ai . Jr: 

R: 

H.Y.Jr: 

R: 

H.Al. Jr: 

R: 

B.ll.Jr: 

R: 

c a . loi .Jr: 

R: 

H.lt.Jr: 

R: 

H.M.Jr: 

R: 

B.M.Jr: 

R: 

a .M·~r: 

R: 

B.AI.Jr : 

R: 

- 2 -

••••• and tbat is this, tha t if we use the device 
of the block of gold, see • ••• •• • 

Yes. 

370 

•••••• that instead of letting - ah- not borrowing 
more money through bills, you see ••• •••• 

Yes. 

• • •••• that we use that money - that gold •• • ••• 

Yes . 

•••• •••• • by buying long-term government . 

I see . 

~or sinking f und purposes . 

Ose the gold to buy long-term governments. 

For sinking fund purposes . 

Yes. 

You see? 

Yes . 

Retirement. 

Yes . 

You see? 

Yes. 

And then continue the same amount of bills outs tanding. 

Yes . And continue the same amount of pills outstand­
ing . 

Yep . 

All right. I ' ll get that idea to him because it ' s 
we1l worth thi nking over . 
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B.!.I. Jr: 

R: 

H.M. Jr : 

R· 

B.ll. Jr 1 

R: 

B.ll.Jr: 

R: 

c 
H.II.Jr: 

R: 

B.l.l. Jr: 

R: 

B.II.Jr: 

R: 

H • ..! . Jr: 

II: 

B.II. Jr: 

( 

- J -

You - you see what I mean? 

Yes. 

We put out - ah - several hundred million dollars 
worth of gold - now how are we going to put it to 
work? 

Yes. 

VIe could either let our bills run off and stop 
borrowing or we could t ake this money and bey 
long-time governments for the sinking fund ••• • • • 
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Yes. 

.. . ... . retire 
term money. 

--.. 
them and continue to borrow our short 

You could continue to borrow your short-term money 
using less gold for the purpose of buying long-term 
governments for your sinking fund retirement •••••••• 

That's right. 

• • •• •• and get it to work that way. 

Tllat 1 s right. 

Well there Nas one other suggestion that developed 
in my conversation with llarr1ner 1 which I have Just 
finished having, that you have free gold no·" in your 
working balance of about 180 million ••••• •• • 

Yes • 

•• •• and someone bad suggested the possibility that 
that might be utilized - ab - for tbe purposes we 
had in mind . I haven't had a chance to suggest that 
to you for consideration. 

'1/ell only 100 million of that is free gold in the 
sense that it did.n' t come rrom gold through devaluation. 

Yes • 
• • • • • and all the gold we have ecquirtied t:lrotugll de­
valuation is ear-marked for debt re remen • • •••• 

Yes . 
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R: 

H. IJ .Jr: 

R: 

H. II . Jr: 

R: 

H.W.Jr: 

R: 

li .U. Jr : 

R: 

a . r.t .Jr: 

R: 

H.M. Jr: 

R: 

H. lloi . J r: 

R: 

H. M. Jr: 

R: 

l:l . lll .Jr: 
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.. • •• . . eventually .. . .•. 

Yes . 

You see? 

Yes . 

And .•••. •• • 

All the gold tha t you have - tha t you have 
acquired . . .. . . 

By devalua tion. 

l:ly d evaluation. 

I •m pledged t o use tha t f or debt retirement. 

You're pled~ed t o use th~t f or debt retirement . 

Yes . Now of' tha t 180 there i s only of 1t as 
what we call really ~ee gold. 

Only 100 that • s free . Well that - that puts a 
somewhat different co•upleltion on it. Marriner 
didn't think much of the suggestion . I t came 
from one of the other Member s of the Board . 

Yes . 
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He just didn 't - he had a n idea that it was da rned 
less than 180. That ~res the f igure that appeared 
on the writing . 

Nell - ah - but of t hat, only lOJ is what we call -
which is gold .•••••• 

I see • 

• • ••• which ~s not been acquired through devaluation. 

I - I see. 

But t his other idea - I mean I just got it and I 
wanted you to have as much t ime to digest these 
things. 

Regraded Unclassified



( 

c 

R: 

R: 

R: 

a .W. Jr: 

R: 

- s -

:tes, tbank you very 11ucb and I will put tbat in 
tb.e ••• •• 

And you can aee wbat tbat would do to long- ter11 
govern~~ent markets . 

373 

Yes, well let me think tbat one over and I'll bave 
him thinking it over on his way beck. 

That's right and t ben I '11 see you and liar riner ot 
.3 tomorrow. 

3 tomorrow - fine. 

Thank you. 

Goodbye. 
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R.M.Jr : 

0 : 

H. M.Jr : 

B: 

R.U,Jr: 

B: 

R. :J. J r: 

B: 

B: 

B.N.Jr: 

B: 

H. U. .Jr: 

B: 

H. !.l. Jr : 

B: 

R . 11.Jr: 

B: 

H.M.Jr: 

B: 

Hello 

Dr . Burgess . Go ahead. 

Hello Randolph. 

Yes s ir. 

September 8, l 937. 
4: 13 p.m. 

Kilby ' s just brought the stuff in four banks yet to 
be heard from. 

Yes. 

The shorts are 123 the long 97 - total 220. 

Long 97 - very good, isn•t it? 

I think it's very good and I should think that as we 
hear from Kansas City and St . Louis, Cleveland and 
Atlanta it might brinG up the long . 

Yes, I shoul d too. 

Yes . 

Well I t hink that ' s very good . One of the banks that 
sold us tonight didn't hang out the flag . 

They did? 

I think that 's a little favor to them. 

What bank was that . 

That was Frederick Gi ll of uanhattan. 

Oh really. 

Yes so this picture i s all right . 

"h-ha . 
But the market behaved beautifUlly all day. 

3r4 
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B: 

H. I! .Jr: 

B: 

R.M.Jr l 

B: 
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B: 

H. !.!.Jr: 

B: 

- 2-
• 

And how was it towards night . 

Well it - it was better. 

Better. 

Just a touch better . 

Just a touch better. 

dh - these things are selling at 68; there are a 
few sal.es at 7 . 

Pardon me? 

Your two bids are out at 7 . . ... . . 

Good . 

For the rights. 

Good, \tell I'm - I 1m cheerful. 

Well so am I. 

All right. 

I think it1 s very nice, 

Ah - goodbye. 

Goodbye. 
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TREASURY DEPARTMENT 381 

... ,.. 
Sept. 8, 1937· 

TO 

..... 
Secretall;.rro ntbau 

Kr. Ba.ae 

SubJect: Japan'• 1 ehipmente to the United statee and 
Japan'• and China' • balancee 1n the United Statee 

Japan 

1. Net gold 111porte trom Japan trom Januar:y 1 to 
Septeaber 1, 1937··· ... ........... ......... . 

Gold on the water ..... . , .•.................. . 
$130,000,000 

23,000,000 

2. How much gold bae Japan lett to eh1p1 

Probabl:y about $340 mUlion. lfe do not know exactl:y. 
We know onl:y the laet publiehed tigures ot the Bank ot 
Japan which tor Auguet 7 were $395 million. Since then, 
the:y have shipped to ue $61 million, and have probabl:y re­
ceived trom domestic m1nee and hoards about $6 million, 
leaving a net tigure ot $34o million. 

3· The Bank ot Japan bae no balance with the Federal 
ReeerTe Bank ot New York, nor does it have anr gold 
on earmark here. 

4. rar Jtastern depoe1te as reported b:y the New York 
agencies ot Japaneee banks as ot August 25 are 7,525,000 

The Yokobaaa Specie Bank ehowed an onrdratt ot 8,085,000 

According to Lochhead, as tar as he can learn troa 
New York there are virtuall7 no Japanese balances other 
than those indicated above held 1n New York. '!'he weekl:Y 
report• eubllitted b:y b&Dlts, bankere and brokers to the 
Treaeurr give onl:y the balance tor the whole •rar Eut• 
(which includes Oh1na, Japan, Netherlands, East In41ee, 
Straits Settleaent, and Philippine Islands) . Theae ahcw 
a total balance w1 th United State• banks other than in 
the Federal Reserve Bank ot New York ot about $168,000,000 . 
During the paet aonth th1e total hae r1een about $15,000,000. 
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Clh'M 
1. OentNl llaDlt ot Oh1M1 e ba1aAOe wUh the r.a..ral 

Reeel'Ye JlaDit. ot lew I orlt, hphabu 1 .•.•••• • t 1S, o66,ooo 

Balanoe 'llith the re4el"al Re .. l'Ye Bank ot lew Iol"'t 
hae 1DOI"M .. 4 e11ChU:r - about t150,000 - dul"1.JII 
AugUat. 

2. Go14 hal4 tor eamazolt tol" the Oentl"al BaDlt ot 
O'h1.Dil, lepteaber 1 ................. . . .. .. •. . . 

Go14 he14 on ~It tOl" the Oea1;1"al BaDlt ot Ch1Da 
ha• been unohaDge4 c1Juo1DC the pa•t t110 •nthe. 
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TREASURY DEPARTMENT 

...... OfRCI: Ca IMUIIII:AftON 

''"'" 

Seor~rgenthau 

Mr. wr 
Subject: The war and our trade with China and Japan. 

Conclusion• l 
1. We Will lose moat or our trade With China during 

the war, but the loBB or that trade ia unimportant 
to the United States. 

2. In the abaenoe or application ot the Neutralit7 
Act, or or a bo7oott against J apanese goode, our 
trade With Japan will increase. 

3· We don't need Japanese products but Japan must 
have the goods ehe buy1 !rom us. 

11- . A eharp reduction in our purchases !rom Japan, 
particularly or raw s1llr., would seriously inJure 
Japan at thia time. 

5. Retaliation on our trade by Japan would not hurt 
UB IIUoh. 

6. An pbargo by the United State• on Japanese 1m­
porte, or a Widespread boycott by the public, 
would not hurt Japan enough to cauae her to cease 
a1lit&r7 operation• in China, but it would go a 
long war toward deetroying her ability to wage a 
prolonged campaign. 

383 
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Secretary Worgenthau - 2 

The War and our trade with Oh1na nnd Japan 

We will probably lose moa t of our trade with China 
during the duration of the war. Japan can and probably 
will completely blockade China's porte. She may permit 
non-military items to enter in foreign ships, but China 
will not be able to spend any of her precious foreign ex­
change assets on goode not needed for t he conduct of the war. 

1. Our trade with China is unimportant to us. 

Ch1na takes 2 percent of our exports - $~7 million 
out of ~2 . 5 billions. The chief items we sell t~ China are 
aircraft, 1eaf tobaooo, petroleum products, iron and steel 
manufactures, chemical products, machinery and automobiles, 
but the amount of t hose items that China buys from us is so 
small a proportion to our total exports of t hose commodities 
(with the exception of our aircraft which in 1936 amounted to 
~7 million out of a total export of ~23 million), and so 
insi gnificant a portion of our total production that the lose 
of the Chinese trade should have no disturbing effect on 
b·,ainess here. Our cotton exports to China wh1ch were im­
portant five years ago have gradually declined to the vanishing 
point. Last year they t otalled about ~1 million. A few firms 
may be hard hit, but the loss of the entire Chinese marke t 
will hardly be noticed in our total trade. 

Our i mports from China are likewise unimportant to us. 
They constitute only 3 percent of our total imports end none 
of the items are essential to our industry. Tung oil, furs 
and skins, bristles, carpet wool, raw silk and oilseeds are 
important items of import. All of these o~n be obtained else­
where or have satisfactory substitutes. Antimony and tungsten -
two important minerals - are produced chiefly in Ch1na . We do 
no t imoort large amounts, yet they are essential to our steel 
i ndustry. These t~o minerals are produced chiefly in south­
eastern China, and exports should be easily sh1pped out of 
China by rail through French-Indo China. 

2. Japan takes about g percent of our total exoorte. 

The war will most likely increase our trade With Japan 
unless t he United States takes steps to restrict i t either 
by an unoff icial boycott, or the application of the Neutrality 

Act. 
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Secretary Korgentbau - 3 

The chief item' i e raw cotton. It makee up a1moet halt 
our exports to Japan - $SS millione out ot $204 m.illion in ' 
1936 . Other i mportant items are oil, iron and steel products, 
machinery, automobi1ee, copper, and chemicals. These are iteme 
which Japan will use in greater abundance during war time. 

3· We are Japan's beet customer. 

Our purchases from Japan are more than double those ot 
her next best customer. In 1936 t he United States took 22 per­
cent of a11 Japan's exports; British India took 10 percent; 
China , 6 percent; Great Britain, 5· 5 percent, and Germany, 
l. 3 percent . 

Our chief purchase !rom Japan is 
tutee 55 percent or our total imports 
or rayon !rom Japan are negligi ble). 
rel atively small. 

raw silk, which ooneti­
trom Japan lour i mports 
The other i teme are 

Below is a list or the 1ead1ng items that we buy from 
Japan: 

Per11la o1l 5 m11. dollars Camphor 1 m1l. dollars 

Tea 3 II • llaterials t or 
Cot t on cloth 

~-
• • hate and bonnets 1 • • 

Crabmeat • • China and porcel ain 2 • • 
Tunat1sh l • • Rapeseed o11 1 • • 

Earthenware 1.3 • I 

~ . Can we get alone: without Japanese goode? 

Yes. Aside !rom 
ensib1e to ue. ~!!~!!~~~~~~~~~~~If~~~um 

~--~~~~~~~~~~~~~~be no satisfactory substi e and 
has a complete monopoly or t he seaweed out or which it ie 

The other item is Ho Oi1 - which comes from oamphor tree• 
f ound only in Formosa, used in the making of per!umee. Natural 
camphor stil1 ia a Japanese monopoly, but since 1933 a synthetic 
camphor has been developed which ie interchangeable with t he 
natural projects. 

or course, there ie a boat of low-priced novelties and 
trinkets, Christmas decorations, and very cheap rubber ~d 
knit goode whi ch do not bulk large in total value, but P BY 
an important role in Wool worth&. Deprivation or these items 
would doubtleae be annoying to the children but mi ght be a 
boon to the parente. 
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Secretary Morgenthau - ~ 

Raw eillt is the one item ot uJor imoortanoe to u1 
that we get trom Japan. Over 90 percent ot our raw aillt 
comes trom Je,pan. The silk induatey (including aillt Jtn1t 
goods, hosiery) employe over a quarter ot million people, 
and the value ot their product }/~ billion dollars. However, 
t he bulk ot the labor and equipment could be adapted attar 
a while to riQ'on yarn. Rayon :ram could be 1.l!lported from 
numerous countries until production here was stepped up. 

386 

The net loss to labor and t he s i lk industry would not be 
nearly so great as appears at first blush. The oh i et eut­
t erere will be t hose who adore real silk hosiery and underwear. 

5· Would the loaa of t he United States market hurt Japan 
seriouaiif 

Yes. I t woul d strike Japan a severe blow. We t ake more 
than one fitth ot Je,pan'a exports, and about all ot the items 
we buy trom Japan we oan get along wi t hout. For the moa t part, 
wnat Japan doesn't sell t o ue, she won ' t sell to other coun­
tries . Better qualit)' (and hi gher-priced) American products 
will almost wholly replace J apanese goode used here except 
for silk, t he subst i tute or which would be the cheaper rayon 
and cotton. 

The loss to Japan or t he American market tor her ailk 
will be particularly harmful to Japanese economy. Though 
raw silk constitutes only 15 percent or Japan's exports, 
s ilk culture 1a so important in Japanese agriculture that 
an embargo on raw e1llt would seriously curt ail the alread)' 
extremely low standard or l iving ot Japanese f armers. Two 
million families in Japan depend upon sillt raising tor a sub­
stantial par t ot their cash income. 

The loss to Japan ot much needed foreign exchange added 
to the blow to her farmers would burt her considerably. She 
would, or course, retaliate. 

6. Would retaliation by Japan hurt us aer1ouellf 

Retaliation by the J apanese would take the tora ot 
increased restriotiona on our goods, but since moat ot our 
exports to Japan are essential to her such reetriot1one would 
be expensive to her. Doubtle ss American exporters would lose 
subs tantial business in Japan, but a large part ot what the:r 
los e in their eales to Japan will be made up in additional 
sales to other countries. J apan must ~ave cotton, 011, eorap 
iron and copper, and it she 1noreaees her purchase ot these 
items elsewhere, the United States will share in the increased 
sale of t hose commodities indirectly. 
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. . 3~7 

Secretary Korgentbau - 5 -

Nearly one-halt ot Japan'• cotton oomea from the United 
Statea and were other oountriea able to euppl7 Japan With 
her cotton neede it would be a aerioue blow to Aaerioan cot­
ton growers, ae Japan takea more than one-fourth ot our raw 
cotton exporte. But there are no other .. Jor souroee ot 
long staple cotton whioh oan supply Japan during the next 
year Without lea~ing eome other oountriee' needa that would 
na~e to be eatietied by Ameri oan ootton. The total ooneump­
tion of ootton mar decline a l i ttle notwithstanding Japan'• 
need for raw ootton tor export and tor army needs. Japan 
would substitute silk for cotton oonsumption at home, probably 
more than Amerioana would substitute ootton tor silk. Unless 
subsidized by the government some loaa would unquestionably · 
be sustained by our cotton growers, yet there 1& no validity 
in the claim that the loee of the Japanese market would our-
t all our cotton e~orta by an.ything like Japan's present purchases 
of American cotton. 

Altogether, a cessation or eharp reduction ot our trade 
with Japan would burt Japan critically but would conat1tuta 
only a minor lose to the United States. 
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TREASURY DEPARTMENT 388 

.... 
Sept .. ber S, 1937, 

,. 
s.or.:i!vor tbau 

Kr, 

Doea t.J'aJJ.ty Act affect J)IIJ'dluee of BOld boca 

Jepen or the eele of clollara to CbiDat 

-
Subject• 

Ill the -t of a .S.OWat.i.oD 1:!7 the Pre!WWlt of the Ullited 

Statea of a .tate of war betweo Cb1Da omd Jlpallo 

1 . can t.ht Fr!erel 8'Mnt Bank ot "" Yorke actine tor 1M 
Treasury. prqy1d• dqllera 1A embtpg tor yus in JY7£9nJFS' pith 

the WfM acrttd '1M!! 1p July. 1937? 

SecUon .3 (a) of s. J, Reeo1utiOD Sl, ae -Dded llq 1 , 19.37 

"tatee tbato 

•..... it aNl1 theJ'ea!ter be UDl.art\11 tor arq 

pereo11 within the United States to purc:baee, Hll, 

or exaNng.a bcDde, eecur1 ties, or ather obli8ationa 

of the govera.nt of .a::r belligerent state ••••••• 

D.-d. iD IIUCb prac' •etioo • • • • • • • or to JUke art¥ 

loa or ezteDd m:r credit to arq auch gove,_t, 

polltie&l 11Ubdivia1on ..... • etc. 

Thera .ra two - omd poeei~ three - reuCllla wh7 it appeare 

to • to be perteot.J¥ 1eaal for tbe tranaaction 1ndi.cated abcrte to 

take~-

(a) Tile Act ~· apecitic~ to a •person• omd 

peraclll 1a det1ned in the .let to include •partner­

abip, cc.pen;y, aaaoc1at.1oo, or corporation u 

wall u a natural person•. It would s- ( to a 

la.Jun) tbat the treuury l)epartMDt does DOt 

fall UDder .a::r of tb- categorlee. 

(b) TIM traDNctioD daaor1bed in our qre nt with 

Cb1na doee DOt c....U tate a l.oan, DOr does it c:oo­

stitute c axten•ion of omit. It ia, 1D tact, aa 

...U u r cdnel ly, a eele of clollArll for JUDo .18 

a protaotim> ap1nat a:n:r pouiMHtua of c _.., • .., 

1.oaa, ao1d 1a requ1recl to be lett. bare ae colleteral. 

It 1a 8D ........ p trmaaatiCD libiob, Uloaib of 

~ to CbiDa, would - to be Dai.tber a •loE" 

- 8ll •ateDACil ot credit". 
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(c) Tbe Act pro'l'idell that• •u tbe Prellideot IIWl fiJid 

ncb act1oD w:Ul Ml'ft to protect tbe CC~Berc1al or 

otber interests of tbe IIDited States or ita citisezul 

be Ui1 •• • • • ~ traa the operat1cll of un. ~ 
Ol'd1nar7 c-rciel credits aDd abort tiM ob11ptiGIIII 

in aid of lAgel tr-~u aDd ot a cbarectar 

~ ueecl in nonaal. peeca tiM c rc1al tr-

ectiona•. It aq ba bald that aTIIII 1t tbe purchua of 

,uD exchange U regarded u a loan or exteui.on of 

ored1 t tbet such loan or exteuion of cred1 t ie of a 

~ 1fb1ch tbe President UDder tbe above conditJ.ou aq 

acept. Vucb dependa upon the ua. ot tbe doll.are ob­

taiDed b7 China. 

389 

The interpretation of the la b7 tha leael atatf llhould bava, natur~, 

mch -.:~re wi£bt the our opinion • 

.lesuming leaelit)", wbetbor or not we abould aell China dollars 

under tbe tanu indicated u a matter in 11111ch tbe llecUift conai.der.­

tiou are poll ticel aDd not economic. The econoadc aapecta are 

relativeq unillportant. 

2 . Can 11 purghp•t mld frsw. Japap? 

Thera ~ara to ba oot.bi.D8 in the lfeutrelit;r Act 11111ch 

prohibita the purcbue b;r the TreUilJ'Y of aoJ.d troa a bellipreot 

country. The Act doe a proh1bi t tbe exteuioo of credit b7 a bulk to 

a belligerent 1n mtic1~t1oo of receipt ot aold· 

The ~t DOD-legal f eet to boar in a1Dd with respect to 

purchaaee of aoJ.d fra~~ J~an 1a that erq reatrictioo upon the 1ntel'­

nationel .,.,_t of aold to tbe lhnted States at tbia t111e omnct 

help but heft m ed.TerH pa:reholoaicel 1otlnance on tbe uaa.t'ul.DNa aDd 

't'al.ue of aold .. a mediua of international ~ta. 'lfere the IIDited 

States to re!'uae to eccept aold troa a ball1prent countr:r it ~t 

eccentuate tbe UJ~e&aineaa felt b7 boldara of aoJ.d toward tbe 1Uture 

value of aoJ.d u a ..eli• of 1nternat1onel p8iYIIIIIlta . 

It 1IOIIld ba a utter of Te'r'T little conoeru to JJIPIID 'llbether 

abe 1a able to aell ber aoJ.d 1n thU market or not. It Jspaz~ canDOt 

a ell her aoJ.d to ua , abe can with T8'r7 11 ttla IIXtra cbarp ah1p tbe 

aoJ.d to fmdm aDd ..U it there. Should aha willh it, llhe could 

el~ ~dollars with tbe aterlill& ao acqu1rad. 
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GROuP liEETING Septeaber 9, 19)7 
9 : )0 a .m. 

Pr esent : 
' 

R. :.I . Jr : 

TtJylor : 

H • .J . Jr : 

T1..ylor : 

H • . .!.Jr : 

:Jl gill : 

... :J . Jr : 

.lug ill : 

ti. ' . Jr : 

l.:ugill : 

H •• • Jr : 

..tug ill : 

H . ~A. Jr : 

:.lag ill: 

H. l . J r : 

..tr . !Jag ill 
l.lr . Oliphant 
!dr . Tayl or 
!Jr . Gast on 
Mr . Haas 
Mr . Upham 
Mr . Bell 
l.!r . McReynolds 
:Jr . Lochhead 
l.lr . Ri efler 
Dr . Viner 

Good speecn . 

'inanks . 

:low, .7&.> ne 1 s going - you • re goi ng uo.-tn to your 
nome tomor row? 

I think so . 

Possi bl e f or you to stuy ( to Magill)? 

Sure . When? 

l'his week- end . 

Sure . \'/ant me to s ta1 over the week-end? 

I •d like you to be here unti l Sa turday noon. 

All r igilt . 

Till Saturday noon - til~ 12 o ' cl ock • 

All right . 

I s ther e a one o ' clock train? 

! 1m sure ther e i s . 

I want .. ayne to get ~>~Way . 

lly plans are ti1ese . I 1 m seei ng t he Pres ident 
to~orrow after noon, I 1m s eeing him Suturday 
aft ernoon . Ver y confidentially, he ' s considering 
co3ing bac~ sunoay nignt, so maybe I can see him 
on tne train. I f ne comes back Sunday night, 
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Gaston: 

-

li.1! . Jr: 

Bell: 

H • .oil , Jr: 

Bell : 

H. li .Jr: 

Bell : 

li.I4.Jr: 

Bell: 

H.M.Jr: 

Bell: 

-2-

cnances are I ' ll have a chance to see aim three 
times . 

Herbert? 

My ex-boss (Herbert Swope) called me up again late 
yesterday a fternoon, and more of the same thing. 
He bad gone back an.d asked some other people :;hether 
they thought there would be a bad psychological reaction 
from any drastic action on reserves, whether they might 
think that the Administration t~ok a very serious view 
of the sit~tion. He said no responsible men took 
that view of the situation at all; they all thought 
it would be very helpful if the Federal Reserve ooard 
would cut reserve re~uirements to the 75 percent point 
of last March. And he also said that it would be very 
nelpful - of course, knew that we had nothing to do 
with that - it would also be very hel pful if the 
S . E. C. would r educe the margin requirements from 55 
to 45, because he said about 80 percent of brokers' 
accounts .~ere frozen and that was withholding f rom 
the market a very considerable buying demand of 
people who would otherwise average up their accounts. 

::ell the Federal Reserve said, so that you peopl e, 
for your general information - see, this morning , 
I • m working N1 th Bell - have an interruj:t ion for 
press conference; forgot about that . 

Nbat time is the press conference? . 

10:)0 . 

Went to start before that? 

What do you thi!lk? 

It's up to you. 

Start right after it. 

t t d Start about 11. No more than get s ar e • 

Quarter of ll sharp, how •s that? 

Very good. 
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a .u .Jr : 

Oastotl: 

B. ll . Jr : 

Gaston: 

Viner : 

B. ll . Jr: 

Viner : 

Bell: 

G11ston: 

Bell : 

B. i.I .Jr: 

Bell: 

d • .ot . Jr : 

-3-

Sharp quar ter ot ll. Then I ' ra haVing Jesse Jones 
t or lunch; I' d like Mr . Taylor there please . And 
three o ' clock Mr. Eccles . So tha t ' s the program 
for today . 

3S7 

I suppose you noticed that the Tribune bad a story 
that four out of six Government economists took an 
unfavorable view of t he fall situation; that Leon 
Henderson, who is quoted at some length, was the 
only one who would be quot ed as pessimistic . 

I don' t know how many economists here are talking . 

~hey 're all anonymous anyway; they preserve their 
anonymity . 

Why, Henderson isn ' t an e conomist. 

·,'.'hat is Bender son? 

He ' s a soci al worker - Sage Foundation . 

'//as Secretary Wallace one of t hem? 

If he is, he 1 s one of the six a oonymou.s . 

He announced a 16 milli on bale program and said that 
the e~ports are good . 

Now, di a anrbody get any different thoughts before 
I see tlr . Eccles? Anybody got any different thoughts 
other t han what we talked about last night? 

" et me sketch it for tne benefit particularly of 
Bell . The way we feel - first place, ~e ' re going to 
ask n1m what ne ' s got to s ay, s ee? Then, the pl an 
that t he Treasury likes the most is for us to deposit 
X hundreds of millions of dollars worth of aold , 
sterilized gold, and then not borrow, and spepd it 
through not borrowing any .new money . See? 

(Nods yes) 
'lnat is contrary to t he suggestion made that we use 
it to b~ l ong-ter m Governments . Now, tae reason 
I d on ' t like that is this - for sinking f und purpooes -: 
after t hinkinb it o~er, we would use arti f i cal support 
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Haas: 

11. :.1 . Jr: 

Bell : 

H. J . Jr: 

Gaston: 

a .:t .Jr: 

Bell : 

ll . i.! . Jr : 

Bell: 

H. Lt .Jr : 

398 

-4-

of the Government market. It let 's say •e buy 
JOO million dollars worth or long-term Governments 
t hen we •ve got to start in borrowing new money ' 
through selling more long-term Governments. It 
Just doesn ' t make sense . 

hnd pay premiums· to sell them. 

It Just doesn ' t make sense . 

You're making the premium by buying . 

Give selling commission to sell them. 

The reason - s ome of you lllight be interested - wby 
I threw aside the i dee or stop?1ng sterilization, 
was that I felt th~t this was a tight money market 
problem and hLd nothing to do dth sterilization, t nd 
that if .7e stopped sterilizing then the question of 
sterilization is up, good, bad , or indifferent. I 
don't \Vant to raise it; 1t isn' t on the firing line. 
On t he other hand, if we simply deposit a block of 
gold, we are doing that t o help out the money market 
situation, which i s t he problem. And why meet that 
problem by bringing up another problem? 

It a lso demonstrates mor e clearly that the Govern­
ment bas controls which it can use in an emergency 
and is willing to use t hem. 

I mean this is the way l lo~k a t it. It ~ memory 
serves me right, your {Bell) prograa called tor 
JOJ million dollars North or new money between now 
and the 15th of December . 

That 's right. 

Is that right? 

Ye:;, sir. 

Vlell they will ask for JOO million dollars worth 
of g~ld e t least, so that would mean we have to borrow 
no new money betNcen now and the 15th of December, f 
and we s pend it that way. Check? I mean ins tead o 
borrowing new money we ' d s pend JOJ million dollars 
worth of sterilized' gold, and all you'd have to do is 
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Bell: 

B.!.I.Jr: 

Taylor: 

H. :.t . Jr: 

Tayl or: 

H.M. Jr: 

Taylor: 

H. lii .Jr: 

Gast on: 

Viner: 

Bell: 

H.U. Jr: 

- 5-

turn over this 50 million a week. 

Check on that . 

I ' ve been thinking of this thing . Then I think 
if we don ' t have to borrow any new money that ' s 
the most natural way to let the market r ecover 
of itself rather than going in and buying JOO ' 
million dollars worth of long-term Governments. 
The more I think, Wayne, about this, the more I 
prefer this way. Don't you? 

Well , I can still see other reactions that you 
might get. ~ mean I merely pulled this other 
one out of a ha t because it was • •• • 

I know, but t his thing - l et's put it on the 
positive side; you don ' t see any objections? 

3~9 

No, no . Your only objection would be that you 
were using t he sterilized gold instead of financing, 
see, and somebody 1 s going to say that . \'/ell , that ' s 
up to you. 

l'lell, that ' s all right. That ' s the worst t hey c an 
say . 

I think that ' s t he wor st t hey can say, and of all 
the other things I t llink that ' s the least objection-
able thing. 

out we•re not using gol d froc the devaluation part 
of it . Herbert , donlt you think tha t's about the 
least thing they can shoot a t us on that, the least 
criticism, if ~e do it this way? 

I think so 1 yes. 
I don't think there ' s going to be any worry obout 
criticism. I think they generally expect you to 
take a control move. You've got a mechanism, why 
not use it? 
I don ' t think a nybody 1 s worrying about sterilized 
gold or desterilized gold . 

But this is a result of aany conferences during the 
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last few days and you get it fresh . How doe11 it 
sound to you? 

•'ell , I'd pl'efer to stop sterilization and use 
t he 20J million dollars wol'th in the General Fund -
fl'ee gold, working balance. 

400 

But, Oan, of that you haven't got over a hundred 
million dollars of gold that was not from devaluation. 

But the hundred million increase since you started 
deval~tion is the result or retirement or National 
Bank notes, 11!l!ch you said you earmarked for that 
purpose, and you are entitled to put that back into 
the morket. 

But, Don, if I stop sterilizing now- that ' s an 
entirely different problem. 

Well , I think i t snows you hove a flexible program 
on sterilization which you can stop or start any 
time you want to . 

Perfectly true, but the problem right now ••••• • 

·:;e talked about desteril1z1ng as gold went out of 
the country . 

But, Dan, the pr oblem rignt now is one of action of 
tne Federal Reserve Boerd, tight money market. 

Do you r eally thiDA tightness of the money mcl'ket is 
causing this situation? After all, there is between 
800 and 900 million of excess reserves . There wu 
only one person at our conferences in New York who 
said the reserves were a fact9r in the market . 

~ure, they Rant a tight money mal'ket. 

Well, after all, toe bona dealers want action. 

They want tight money. 

Well, tnat's Just the way it strikes me. 

That's what 1 brought it up for . Take your time on it. 
This Federal Reserve Board will never make up their 
mind this week, see, and they may insist on us ing 
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open market oper a t ion. Rell, if t hey do I don ' t 
.roo.v what I can do &bout i t. ' 

I ' ll t ell you wna t they should ao ; i t • s tneir 
probl em - t he r eserves . 

Tr ue. 

I t's thei r problem . 

401 

True, but tney ' ve got it down noN - they SbY there ' s 
one of tHo woys, either open ma r ket or a bloc~ of gold . 

Tney have? 

Yes . Tnat is, t alking to Eccles and ~ansom, tno~e 
tNo . ~ut, Herman, do you get my idea of not bringi ng 
up tne sterilization pt•oblcm :;t this time? 

Oh, I see a real advant~be in this way of doing it . 
If you do it by buying bonds, it looks t oo much like 
an open mar ket operation. But thi s way you ' ve got a 
perf ect control of t he amount a nd the timing, and I 
t hink that answers the ob jection of Wayne . 

I don ' t think it ' s a serious objection . 

You borroRed this money and bought the gold . In 
eff ect you•re spending your balance . Suppose you 
run your balance doNn; noboc:iy Nould say that was 
smart . 

I thirut we get the minimu:n of cri ticis:t and I thi nk 
a lot of people will pat us on the back . 

1 t hi nk it is terribly important to use the block 
r ather t han to stop sterili zing, Dan. 

,'/ell, Dan nas to have time to t hink it over. 

I ' ll ar gue wi t h you about t ha t . 

Nell, you•ve got i n principle some of the same 
elements in your s t eri lizati on and depositing of 
t he gold t hat you have in d esterilizing and buying 
Gover nments, s ee? 
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The main thing is that they don' t know ho" much 
it will be. 

Well , you've got some of the same elements in 
both, because if you destertlize and buy Govern­
ments, you've got to borrow again t o r eplace t he 
Governments; now, if you desterilize, you've got 
to use some of the same funds to buy back Govern­
ments . Some of tnt same elements . 

.'.'ell, Dan, it isn• t fair to just throw it at you. 

That ' s just the way it strikes me . 

Cy, what do you thin.c about it? Bad time to think 
~<bout it? 

I'm inclined to be pretty thoroughly in agreement 
Nith you, although l still think that Federal 
Reserve ought to reduce reserve requirements . But 
if that's impossible, why, I t bink this is all 
right . 

I think the t we should all stop war too . I think 
tney are both just about - got an equal chance on 
both . 

That is probably true . 

I t~ tney are both logicsl too. But lac~ing 
tnat - I mean tney just nrven ' t got the courage 
to face the public and say, "l•e' re going to r eouce 
reserve r e.,.uire!llents . " Jus t won ' t do it. 

I ,,ant to amend .~tu. t 1 said; that is my b6sic 
thought. I thiDA that the Administra tion ha s 

1 made one ma jor fin6ncial blunder ana that wa sn t 
made by the Treasury , it was made by Federel 
Reserve; that ' s where you ought t o start. 

Nell you can't - it ' s impossible ; as I say , it ' s 
just' like _ it is also v ery l ofl1cal /fe should stop 
fighting- I mean war . 

Archie? 

About tnis program? 

402 
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About this program. 

Of course, the way it shapes up, I ' d rather see 
the block of gold , I t hink you'll probably end 
up witn the aut horization to increase open market 
purchases , the way it's shaping up to me . It •s 
al~ays hard to get a decision to do something. 
It s always easy t o do nothing, t o get the authori­
zation . I don' t t hink you ' re goi ng to get much 
further with t he Board . 

V.ell - I cean they don ' t quite realize tha t they 're 
dealing >11 to a ne .• per son, &nd I t hink toey ' ll find 
it ' s 4uit: different . I me&n it's absolutely clear 
in cy cind wnl' t tne ;>roper tning to do 1s . I mean 
tney c&n1 t argue ~itn me, t hey c'n' t fight witn me. 
I mean i f t3ey ~ant to m~Js &round on tnis thing -
I mean I just - no~ the t it ' s clear I'm going to t&lk 
to the Presi dent, and i f they ' re going to start 
fooling around like tha t I 1ll tell t hem that the 
President of the united Stutes will t ake the r espon­
sibility, and let them moss around . I f he wants to 
t ake tne responsibi lity , l et them fool around 'llitn 
open market operations . Tney 1 ve had this author i za­
tion s ince what , !Jarch? /.ny child, any ma t heme tic i an, 
could see t hat this thing ~s coming . I mean wny wait 
until the ~th of September to discuss t his t hing? 
It shoula nave been started the first of August . Huh? 

I think that 1.ould llh.Ve been a nice Lime to start i t. 

Sure . I mean I' m just going to t ell the President, 
"If you went these people to mess around , i f you 
want a rea l r evers~<l , all rignt . " But I can s ay -
considering tne human element, I think - lehving Dan 
out for the moment, I thinK we can say we•ve got a 
pretty uniform opi nion Lhot this is "he bes t me t hod . 
Leaving out the fac t that the technically correct 
t hing would be to lower the r eserve r equirements -
barring tha t , tnis is, we think, tbe best . Right? 

I ' d pr efer open m~>rl<o t oper~o tions, but I'm not very 
strong _ but I'd prefer a Federal Reserve operati on; 
t hat ' s the point. I think there ought to be some 
a ttempt t o present it as a Federal Reserve problem -t 

t the Treasury, if possible, not involved, no 
~n{~~n~d, etc. Thi s situation has developed certainlY 
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not because or Treasury operations, and it is 
t~eir function to correct it, and as far as possible 
I d prefer a device '"hich gives 1t ell the atmosphere 
of a Federal Reserve operation. But you can handle 
your method so that the Federal Reserve is brought 
very clearly into the picture, and they certainly 
would do it that way so os to give the impression as 
bluntly as you can tlu.t this is done as a Federal 
Reserve measure . 

No«, in that memorandum, one of the tnings you put 
on your list - tnose taf t are wor~ing on tnis thing -
I want to ask Pnillips what lhe ~nglisn are going to 
do about the 4J million pounds French rliilroad loan. 
I mean that ought to be on that list. See? I mean 
tl:l.6t 1 s very important. \Vh6t are toe Englisn going to 
do about th6 t? 

In connection with this memorandum that went out Jus t 
now, francs have been under pressure all morning . 
About )72 yesterday, down to )68! today. Knoke 1vas 
speaking to the ~vnk of unglvnd just before it went 
out, and he said they have had an impression France 
had lost about five million dollars in that m&rket 
the firs't two hours, tho.t the pressure was not 
particularly new. 1'/hile he w&s talking he hod news 
that they had broken another point and France LOVised 
they had lost another five mill ion dollars besides 
of gold 1n the London morket and four million dollars 
worth of dollars - they don't know how it wo uld be 
translated yet - and he felt that the crisis was 
developing - felt that a major crisis was developing; 
bad no news of outstanding events, but the pressure 
was becoming strong . 

'Ihat•s like spring and autumn; every Decoration Day 
and every September we have thet. It's true. I 
mean I can't get- we - you can't hel p the French 
nelp t nemsel ves; that 1 s the main problem. 

Jill that means is, dovtn she goes · 

f e that there is going to 
It means · also, o cours' now the turn will be coming . 
be mor e gola coming here; 

from it fairly fast if you let it 
~hey • re backing away 
break t ll6. t fast · 
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Until they do stop it, i t means - any support they 
give means more gold coming t hat way . 

George, will you get me the articles of Wr Brandt 
of thv London 'ames, on goldJ I'd like to have 
them. · 

I don't like these people dropping in ~nd - I can 
talk business, but Herbert Feis broke 1n on me last 
night and • •••• 

Wllat time aid they stay? 

At 10: 30 I stood up, pulled ~ Oliphant on tbem. 
~xcept I was one hour late . 

Yes, one hour late . 

Herbert Feis , after you fellows left , want ea to 
use my little sitting room as a place to pump Yr . 
Brandt on the foreign policy of Great Britain, and 
I wasn't interested . 

Mac? 

(Nods nothing) I can 't tell you Nhat - I ~ouldn ' t 
botner you now. 

HoR about silver? 

It 1 s very. easy . ,;e can start loaning them money 
and taking their pr.per. 

Wac, you' re only interested in silver . 

Dan, shar p quarter of 11 . Wr. Oliphant, would you 
stay a minute . 
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Oh Ita tine. 

That' a good. 

How are you? 

Sept811ber 9, 1937. 
9:35 a .m. 

l"ine. Everything looks rosy this morning . 

Ah-ha. 

The rights are quoted 7-9. 

Yes. 

.lh - the stocks and bonds - the notes and the bonds 
are both f r actionally higher •• •••• 

.lh-ha. 

••••• the stock market is very much more cheerful ••••• 

Ah-ha • 

••••• so everything looks all right. 

Good. Well I think: it' s sate at my Press Conference, 
which is in an hour, to say that the issue is a 
success, wouldn't you say so? 

Ah- well I - I'• not sure I ' d say it yet. It's - it's 
almost surely that. 

Well what would you say? 

I'd silllply say it looks - it looks all right. 

It' s going well? 

Yea, going well. 

It's going well. 

Yea. 

Whatt 

Regraded Unclassified



• 

( 
B: 

B.M. Jr: 

B: 

B.M. Jr: 

B: 

R.K.Jr: 

B: 

B.ll. Jr: 

B: 

H. ll.Jr: 

B: 

c H. M. Jr: 

B: 

H,K.Jr: 

B: 

B.K.Jr: 

B: 

H.K.Jr: 

B: 

H.ll.Jr: 

B: 

H.li.Jr: 

- 2 -

Yes, that would be a little restrained . 

All right. 

Take it as a aatter or course it ' s going very 
nicely. 

It ' s going satisractorily? 

Yes, that ' s a~ right. 

How's that? 

(Hearty laughter) Very good. 

What? It ' s going satisractor1ly. 

With that little gesture, you know. 

What? 

With that little gesture, you knovr. (Laughs) 

And can I also say it's the first time in three 
days that Burgess has laughed? 

407 

(Laughs) !lo, I've been laughing every day. (Laughs) 

Up your sleeve . 

I reel better this mo.rn1ng though. 

Up your sleeve, though. 

(Laughs) Jlo. 

All r i g.ht, Randolph. 

Say you know the Board' s having a meeting Saturday, 
did you? 

Yes. 

or the coaaittee? 

Yes . 
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B: 1Dd so on. 

H,llt.Jr: Yea . 

B: Yes. 

H.llt.Jr: I U7 want to talk to 70u later 1n the da;r • 

B: .Ul right , very good, 

H. llt.Jr : Yes. 

B: P'ine. • 

H.III.Jr : Thallk 70Uo 

B: Goodbye. 
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Hello 

Septe.ber 9, 1937. 
10:26 a ••• 

Dr. Burgess, Go ahead. 

Hello 

Hello sir . 

409 

J.h - I Just - I'm having m;r Press Conference 1n 
three llimltes and I wanted to check w1 th 7ou once 
110re. 

Yes. 

J.h - I - l'a going to say that the - the conversion 
is going satisractoril7• 

Yes. 

Can I say aore tha.n that? I don't think it's 
necessar,.. 

I think that's all right. 

Yes. 

As a matter or r act the - ah - ~~&turing notes are 
now worth a quarter or a point. 

Well why don't I be a little bit more enthusiastic? 

J.h - well I don't think I'd be too enthusiastic. 

All right I'll - I'll say it - it - the conversion 
is going - ab - ah - sat1stactor117· 

I think that 's the way to do i t . 

I think so. 

It 70U look too JOTtul it looks as though you were 
surprised. 

Jo, it's goin& satisractorilY· 

(Laugba) 
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.lh - I'd be &lad to aee rq larch - yoa mow the 
tbl.Dc tbat IUJ'priled • 1D th1a break ia that those 
larch 42'• dldD't 10 down turtber. 

I thought they would - I thought theJ' 'd loae aa .ach 
a a halt a point uybe. 

Yea. Ah - wbo' s doing the bUJ'illl to-day? 

Ah - or the ~ighta you aean? 

Well yes. ·,11 
• 1 '· j ~~, ..,.... 

Well the - the· Tranllers Insurance just bought 
ri~e a111ion or each; I think a uuaber or banks 
are bUT1ng; ••••• •• 

Yes . 

••••• a DUIIber o! insurance c0111pa.nles . 

Yes. 

BYerybod;r knows now that it ' s - ah- that it's probab~ 
going to be all right •••• • 

lea. 

••••• am they aade up their alnds to that over night •• •. 

Yea. 

so - on the basis or what happened yeaterdar -
;~·that now they think theJ' 're desirable . 

Yes. AU right - ah - ah - I'll be tal.ld.ng to yoa 
later. 

Pine. 

Thank you. 

Goodbye. 

Goodbye. 
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Bello. 

Dr. Burgess. 

Bello sir . 

8epte.ber 9, 1937. 
11:40 • ••• 

Well bow does she look right now? 

Well it's just a little bit easier. 

.lh-ha. 

There's ootbing to be concerned about, I think. 

Ah-ba . Ah - ••• • • 

The rights have eased orr. 

What's that? 

The rights have eased off to 7-9. 

Yes. 

The7 were ~-9. 

Well -

But it's all right. 

What I said didn' t burt, did it? 

Bo - that's all right . 

Per!eetly dignitied. 

I think so, yes. 

Yes. 

Yep . 

And - ah - bow are the Jlareh 42 notes? 

.lh - tbey•re doin& YOl'Y nieely. They're 30 to par. 
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30 to par. Well that ' s all right. 

ADd I know ther e ' s some • 

Bow - ah - sti ll some bU7ing going on? 

I think so, yea . 

Ah-ba. Ah - we ' ll get our usual conversion, 
won' t we? 

I think we're bound to now, yes. 

Did you - you didn' t bU7 a~ bonds tor us to-day. 

Nope - not yet. 

412 

ADd actually you never bought &nf rights; you never 
bad to - you made that one swap, didn' t you? 

We made one swap- a million and a halt . 

Yes and that ' s all. 

Now there ' s one block that a dealer is holding that 
I ' m watching a little bit. It that gets heavy we 
may take that over but • •••• • 

A block ot rights? 

Yes . 

Bow IIUCh has be got? 

Be's got about 12 lllillion. 

Really? 
I think he ' ll sell them though. He ' d be better 1t 
he sol d them in the 1118rket . 

Would you mind telling me which dealer? 

That's Sulli van. 

I see - 12 million? 

Yep. 
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You want him to sell thea? 

I th1Ilk i t' a better to sell thea. I think it' 11 
better - ah - tor the market to be just as natural 
as possible and then nobody can accuse us or • ••• ••• 

That ' s right . 

•••• • ot having padded it up, you see? 

Well can't he sell 12 million? 

I think be can, yes . 

Ab - you don't turn yours 1n until t he l ast hour, 
do you? 

Jlo we ' ll - we 1 ll put them in this afternoon. 

Ab-ha. Are there many coming in? 

• 

Ah - well here ' s the sheet I just go up to 12 o'clock. 

Yes. 

Ah - not very many yet; eight million or t he short 
and tour or the long this morning. 

I see . 

Brings us up to 91 on the short and 74 on the long. 

I see. 

It's a pretty good relationship, isn't it? 

Yes . Well they never turn the111 in till the last 
aiDUte, do they? 

Oh 130
, they just trot them in the last llli.nute • 

They wait till the last hour, eh? 

That's right, yes. 
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B.II.Jra I a" - 12- n'•e cot two .,re boars to co. 

B: Yea. 

H.ll.Jr: Yea. .lll r1cht. 

B: Very good. 

H.K.Jr: Thank you. 

- . 

( 
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Hello. 

llr. Kadison. Go ahead. 

Hello 

Hello. 

Septe.ber 9, 1937. 
12:39 p.a. 

This is the Secretary speaking. 

Hello llr. Secretary. 

How are you? 

Fine, thank you. Did you have a nice vacation? 

Oh a wonderful vacation. 

I always wanted to go out there. 

I asked for you if Burgess Vtas at lunch. I woooered 
how this. has been going the last hour. 

Ah- the last figure I had is one o'clock •••• ••• 

Yes . 

• • • • and they had a total of 116 million of the 
shorts and 90 million of the long. 

Ah-ha. 
At 200 and • . Ah - they're coDling in -
they' re speeding up a little bit but we know that 
they're waiting until the last minute. 

Well what I want you to tell Dr. Burgess as soon as 
he comes back - the last 15 minutes of the market 
watch it - that it don't play any tricks on us . 

I didn' t quite get that. 
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The last lS aiautea that t he .arket is open ••••••• 

Yea. 

•••• trom a quarter to three to three watch it very 
closel7. Now you've got orders the re . • • • •.. 

Oh yes. 

You' ve got orders - I - I want the bond market to _ 
to close firm •••• ••• 

Yes. I'm - I 1m 1n a tine position now and - ab •••• • 

Bow is that? 

Well I've got this S million add.itional. 

Yes , well that ' s what I ' m calling up about and I 
want you t o use it - I mean I - I don't want a 
sloppy bond market the last 15 minutes •• • ••• • 

I'll watch that very carefully. 

•• ••• • because they sell 50 or 100 bonds and they 
go off two or three thirty-seconds and it has an 
influence on the whole thing. 

Oh yes. I'll watch that very carefully and I'll 
keep an open wire. 

• 

I mean I'd like - I ' d like to keep it - I aean don't 
hesitate to use that the last 15 m1Dutes. 

Ko sir, I ' ll not . 

I mean I'd - I ' d like it to close up a thirey-second, 
1t possible. 

Yep. 

See? 

Yep. 
Abd _ ah has SolCIIIOn Brother s got rid of arrr ot 
their rights? 

Regraded Unclassified



( 

( 

)(: 

H.N.Jr: 

)(: 

H.N. Jr: 

Ll: 

H.ll.Jr: 

Ill: 

H.M.Jr: 

Ill: 

H.ll.Jr: 

'II: 

H.N. Jr: 

)(: 

H.N.Jr: 

Ill: 

H.ll.Jr : 

ll: 
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lo tbef've got - they ' ve got about 6-1/2 lett . 

Well an hour ago they had 12• 

Yes - yes - that ' s what he tol d ae just a tew 
lllinutes ago. 

Ab-ha . 

Ah - I don't think it will hurt h1lll to take the _ 
ah - to take the - to take the short note. 

Yes . What are the rights bid right now? 

Ah- 7 is the - is the general bid. 

Seven. 

Seven, yes. 

And any - any - what are they bidding on the short 
and long - the new one? 

Ah - stx generally. 

Stx. 

Yes. 

Well donn you think that's a comtortable margin? 

Yes, I - I - we're very much pleased that they've 
stayed above that price. We telt that U they -
that 1t they went lower or allY" higher that - ah -
there would be 1ntluences that wouldn1 t make the 
issue look quite as good •••• •• 

I see . 
• Don't you 

417 

• • • •• • in the actual 
agree with that? 

Well - ah - that 1 s getting down to pretty technical 

tine points - I don't knOW· 

Well, yes . 
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I .san I wouldn't weep ll it bad gone up another 
three or tour thirty-seconds. 

Yea - yes. 

418 

But - ah - your perfectly happy as it stands now. 

Oh yes, pe.rtectly happy and it ' s going nice and 
the sentiment is good and we're getti ng more ot 
the 2~ notes than we got. Here in New York we 
get 56~ or our subscriptions in the short and 4J+f. 
in the long which I - up to now which I think is 
quite satisfactory. 

Yes and the country will most likely • • ••• 

The rest or the country will even it up. 

Right, which I think is very good . But dOn't 
hesitate to use that 5 million the l ast 15 minutes . 

All right, sir. 

And I'd rather use it and have them criticize us 
tomorrow but use i t . 

That ' s all right. 

You understand what I mea.n . 

I - I understand you, s ir. 

Thallk you . 

A1l right sir . 

Goodbye . 
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B: 

a . M. Jr : 

B: 

H.LI .Jr: 

B: 

B.II.Jr : 

Hello 

Dr. Burgess. 

Thank you. 

Go ahead. 

Hello 

Hello sir. 

Yes Burgess. 

It's most all r i ght. 

Swell . 

Sept•ber 9, 1937. 
2:03 p. m. 

They' re up one to three from last night. 

Oh gr and. 

And the rights closed 6-8. 

swell. 

So everything ' s all right. 

Well I can ' t tell you how much I appreciate 
your assistance . 

Well sir that ' s all r ight we're silent partners . 

No - no t his i sn't jesting I really mean it, 
Randolph, tremendously. 

Well thank you very much, Henry. 

Because we ' re really very short-handed here and 
I always get first-class men. After all I have 
no Under Secretary • •• •• • ••• 

Yes • 
••• • • and I lean very heavily on you and it' s 
been a t remendous . ... ..• • • . • 
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Vlell I •m delighted that you do and glad tha t you 
feel that way. 

Yes -and- ah- well this one' s behind us . 

And I congratulate you officially now (laughs) 

Well -

It was 

Well it was - ah - as I told "ayne this morning 
we never leave a stone unturned •• •••••• 

~'s _right, yes. 

•• ••••• and then the Morgenthau luck- ah - s till 
is with us- I mean •••••••• 

Well it wasn't luck; you did the right thing . 

No well now - I mean in this way - ?le did the 
right thing but supposing we had the 8 point drop 
to- day inst ead of Tuesday. 

That 's right, yes . 

That ' s what I mean. 

Yes, that ' s right. 

I mean we could have done everything we wanted 
to. 
I ' d a lot r ather have the worst day first . 

Yes . Supposing we had the 8 point drop to-day. 

Yes that would have been bad. 

It would have been very bad. 

Yep - yep. 

well again thank you very much. 

Well sir you're very welcome. 

Good night. 

Goodnight . 

420 
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R~ ~IGHT ~ONEY WARKET Septe~ber 9, 19)7 

) : JJ p . :: . 

Present : 

il . ... . Jr: 

J:..ccles : 

a . ..t . Jr : 

ccies: 

ut.rrls : 

rtansom : 

llr . Taylor • 
..tr . Haas• 
ll!r. Riefler· 
Dr . Viner • 
:.lr . Eccles • 
.tr . Ransom. 

The re~:.son I phoned vo s I w~o s ,toping to get awa,y 
f r oo here &t four to go up to t he country to ovke 
my &ppoint~cnt Ritn the Presid nt ? s e , see. o ••••• 

I 've tried to bring n~a up-to-da~e &s coc~l~tely 
as I could by telephon~ &nd again this corning . I 
don 1 t .rno.v just >lha:. t point •.••• • 

I asKed taese g~ntlemen to ceet with ce from the 
Treasury so we ' d save time . In the first plsce, 
I want the i r juJgment. You itnow tnem a ll and you 
have as much confidence as I have, tf not more so . 
And it saves 1.. little time 1f we can lwve the dis­
cussion race to f ace i nsteaa of my t alKing to you 
aro going out to tlllk to tnem . 

That ' s a ll r ight . You' r e going away arq.1ay . 

I' m leaving at four o' clock . 

And as I understllpJ it, ,ou won't be back until 
.londay . 

(Harris comes i n) 

• nere is no ch~nge in the ~rket since the cl ose . 
Still S<lme goou tone . ae.v issues are <;uoted on tho 
inside s i x to s even. Of course most of tnem 11re not 
quoting their rights now because you c an ' t get 
delivery on them . lind the total in Nel'l YorK tnat 
tney nave gotten so r~r today i s 17B million plus 
152 mi l lion last night, wnich makes 330 million; &nd 
t hat doesn ' t incluae the System, 71 mill i on. That 
v;ould make about 4.)0 oil lion in Ne•w York· 

~ay I ask now they are divided betNeen tue two 

maturities? 
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Yes . Today 1t • s bee 104 
million on the two • s~ Ando~a!~e short ana 74 
72 on tae short and ~bout night was about 50 million on t r.e long. 

llow much on the shor t ? 

72 and 50. And tha t mako it 
agains t the one-third on ~he lgso~:~~~n£:o-f~zr~~d 
That ' s pr etty good . 

bow did t~ stoc~ market do? 

Closea up ~bout tnree points . 

hnd all t he Governm~nt bonds were up, so~e of the~ 
quite consiaeruble . 

(H~trris le6ves) 

75 . 

:I ell, · RGnald uas - I 1 ve be~n in touch with him 
::laturday and tnen Tuesday - Sunday end l.!onday .:ere 
holidays - t 11 l ce Tuesday IJJld twice yest er day . I left 
last night at 8: 40 this time . 

Ilo.v, as you otno~: , 11e - after t11.lking to him ,bout 
the situ~tion, it appeared to bot h of us that we 
ought to have a meeting of the Board , also the full 
Open ~arket Co~~ittee - tne sooner we di d it the 
better. ~hat I'd like to discuss today , prel~i~ry 
to those oeetings, would be to have you give us .. ba t 
pr ogram tru.t you would li.te t o carry out, &nd we can 
d iscuss that, so t nat - I ' d like to be able to go 
before t he Bo~rd ana also the Co~ittee ~nd di scuss 
it thoroughly wnd fully, so t~t se can - I assume 
that you wol.lla be t..V~>ilt•b.Le, I can get you on the 
phone, or couldn't I, on Saturday or Sunday? 

Yes, beacon 211. 

If need be, so that we would be r eady by !.!onday t o 
make such announcement as was agreed upon. 

;;ell, I aon' t - the woy I feel , I think, if you" 
don't mind, I don ' t ~ant to - nUy dear Alphonse 
but~. Ransom asked to telA to me on Sundat obout 
tnis money market s1tUEt.tion . Now, you ;>eople .'lllve 
got the informati on ~nd I r eally thiDA t hat 1n ~n1s 
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case t he initiative should 
I mean, granted tha t it oug~~m~ f~om you f olks . 
t1on und a Joint move 0 e a Joint opera­
agree is gooa for the ' c~~t~;~ething Nhich we both 

~==~s~ thi~ that snould b~ tne appro£ch by fll 

llut a s to tile basic needs of tnis , I tmrL< t lu: t tne 
facts have to be establ1s11eu by the Federel Reserve 
System - first as to basic needs 1md t hen as to the 
allernstives . I reclly think that y 0 u should set 
something up. 

1.11 right . 

I'm not sparri:1g, but I ceen I f eel tha t ••.•. 

uel l , nei tn .. r om I. 

I tninx tnat •s tne N&Y it ought to come . I m&an 
::e nuven ' t got tne machinery, unless .. e .1ent to the 
Federal Reserve Syst.era 'nd said, "'&"na t i s tne money 
mt.rk:et s 1 tu:> tion, wha t. Ill'~> the needs bet.:een no 11 and 
tne first oi' Janusry?" I tnink I rl:D0\\ 1 but. l'irst I 
thiM you wunt to e st ~obl1sh your f acts r.nd t n&n tno 
methods of handling it t.ft.or .:r.rds . No.:, I t!on•t know 
whether you ; eople nave got your facts nere or no t • 

• ell, I tniM, ~. Secretor, , t net I covered it in t 

prellminny way Yitn you Suna;q morning snJ then by 
the ~emor~ndum ~repared by Jr . Piser •nicn I left 
Nitn you yesteraay, bives us b pr e tty cleLr picture 
or whe t we cr.n expect . 

Wny a on ' t you sum up our conversations, if you 1.oul d . 

Yes . So f a r as excess r oscrve positi:ms .•••.. 

'"\Y aon ' t you sUJ:I LIP our t~lrl:s , ~n::.t you ht ve suic 
to o~> , .there we stUIJ, w.l~re lfB arriv~d nt. 

On Sunday mornlng I called to the Secre ter; ' s a tten­
tion the fbct tnc t our survey of tne sitUbti on 
1nd1co ted thll t ::e coulJ expect " aefinite. Jecline 
in tne excess r eserve ,,os1 tion of the banKs or t~ 
country durin& t.~e p~riod b~;t,,een no?/ end tnc o 
of the your . I pointed out tha t tha t woul d J)<•rtu.PS 
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be rel &t i vely more rcute i 11 
money c enter, tn&n it wouln ew York, &s the 
the country, and that we h~db~01~e~~:oi::tt~~ 
fact tn&t taut h&d ~ be~ring on the Tr ' 
~efi~ancing which was then under discu~~~~;Y 
t~d b~l~~l~o~:~r~yng t~n 8

t he question of t lle p~Hcy 
T e oard and pErhaps by the 

reasury &lso in tne intervening p~riod bet ·een 
noc1 ;.nd the first of the yebr , " 

Tne Secr~tury ~ointed out to ce tntt ne R~s ver~ 
&l~o to nLVe ~n op~ortunity to ul scuss thLt; tntt 
a good ~f ny o1 tnt: saa~e ttlougnts hLd occurrea to 
hia and that he wns considering, in relrtion to 
tru.. t situation E.S 1t d~;.veloptid, the E..lvis~bil1ty 
or not ot' a uiscontinurnce of the steriliz~ tion 
~rogram . 

I tnen suggesteu to hi.n thtJ. t both you c. no ! , :.tr . 
Eccles, nao nad ln minu the r~ct that some 
mecaanism snoula be ucviseo .. nicn wo..tlo me" t tnat 
situation as it uevelop~a, anJ informej nim that on 
Saturaay morning , in ~~~~ iiltctil\;l of the Lxccutivc 
Col!JJllit1:ee of the Open :Jurltet Committee, I nuo myself 
suggested action on a prof)osea resolution .. nicn I 
nao: prepareu 1tnicn woul a me1. n fD open mar ttet o;>erc.­
tian of not less thLn 2JJ million dollcrs in snort­
term :n~e turi tics for t uu puriJOS{. ~rLr.rily of suyply­
in6 the h.:.t of exct:l.> r~oJLrves .. :li.:m .. e .rr.o. would 
aevelop - be::.hved ~ouloJ ucv<.lop - ~rul 1.lso of 
;>utting c cei~lr~ on tne bill r &te for the purpoJe 
of ~inttin1ng & more or~erly condition in the ~'rtt~t 
ai.II' ing t!U.t ~~rioa . tn~ he :.nJ I d1s~usseJ the 
possibility of tru t LS a ~ecntniso anu tnc oiscon­
tinuance of t11e stcrili ~f• tion progr<lll :.s a m.,c,1anis111 
wnicn migot acaiev" th" same ob jcctive . 

Later on and tftor ~notner cor.verset1~n Nitn nim 
and several tclepnone conversr. tions :11th .Y ~ u, I 
found that bo.th you ~;nd ne h~d re~cnea tnis much of 
e common ground : tM t L s bet.~een a discontinuttnce 
of the s terili<.u t.ion program ond :. progrtiD which 
would desterili~e L c~rt~1n blo=tt of the sterilized 
gold you both telt ths t you ,, ould prefer the 
.:1est~rili-& t1on ro tntr t n:..n u di~contin~nce of the 
policy for reasons waicn I tninK ., 11 o1 us t.re 
tborouShly fa~ili~r with. nno on yest"r~ty, in tne 
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furtner di scussi on wi t h the Secretar y, ne end 
I agr eea t hat we were aoRn t o toe point where 
~e Her e to choose between two b ltern~tives elther 
t hat progr am of & desterilization of a certain 
amount of t he gold by the Tr easury , or an open 
market operation, r.bout which I think he had some 
mental r eservations bot h as to effectiveness and 
also a s to perhnps the wisdom of the move L t this 
particular time. 

So tha t when I telepnoned you l Lst on yestera~y I 
~oulu report to you thtt ~e ~t le~st had reacned 
tne point •. oerc .. e o<ero c<:>nsideril'l6 a cnoic~o 
bet.,een tnese t •• o, ~o n11 also pointed out t o .-ou t hll t 
the Secretar1 felt tha t he snould ~~e any announce­
ment ne maae on toe sub ject not later tn~n londay . 
hnd I found a ratoer interesting - in a r atoer 
interesting way to oe , thLt you haa r eacned the 
same concl usion inaependently of Uim, and th~t you 
both felt tm t tn~re w1 s no r e~oson to delby a 
decis i on on tnis matter longer than that; thft 11e 
might ss well decide before the event r ather than 
after the event and come to some sort of a conclu­
sion about it . 

Now I h<.ve not i'elt tJ t liberty, in view of wha t 
the1 Secretary said to mo , to ct i scuss it Nith nnybody 
otner than the cnembers of the board and t he chiefs 
of our aivisions, beccuse I did not reel thtt Lt the 
time t ne Secr etary Ar:.nt~;d it c&rried to tne Open 
~ar~et Committee, and 1 haven ' t .... .• 

And I baven ' t t aL<ed to 1.oybody o;;tsicie of the 
TTeasury because I dido ' t want t~· ru.cors while 
tht fine~cing s1.s going on, I o1dn1 t want to muddy 
the w•ters· end so, outside of the small intimate 
group''tn the Treasury, nobody :<no.~s snything 1. bout 

it . 

d 
th t both you _ thet the Secretory 

So I 'NOul soy 1& <I I have 8 11 fel t that this 
and you, Mr. £co es , pn 8 time 05 any other t o 
was just as appropr!:.te d deciae whet her we coul<l 
consider this probl1ecn1 ~ n ot:ld meet 6 si tut. tion ,;uich 
adopt ll mechanis~ w1 c • 
inevit~obly is goill6 to develop. 
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To sho~ you that ther e isn' t even a wnisper of 
a leak, I ~a my press conference at l J : JO this 
morning , and not lA v:oru Lbout tne Federcl Reserve 
or ourselves - not a ~uestion • 

.'/ell, it is rather• umusing tht.t this might have 
caused some ne"spupor com.nent except for the f act 
tlwt the press construed .lr . Eccles ' r eturn as 
relatea to whetnH or not thO' board would r educe 
the mergin~l re4uirements on the stock m6rket , snd 
toey were p"rfectly s~ot1sf1ed with thet. But c 
lot of peoplt are still puz-led to .•.. 

~lew Yor.t is very curious; tney are ver:· ar.xious to 
find Out . ..:r 

~ney tried to ao z.. l ittlt p~ping witn ~e, but tney 
got nowhere . 

Tried it .itn me - Do~s thLt sum up .•... 

I would s r1y th<.t you coul .. get a job with the 
Associ:.. ted Pr·ess ut any time us a ster reporter . 

Thank you. 

I he only tnin~ I 1 d s&y is this . ln our conv~rsv­
tion that He first nad on Saturday - Sunday - in Jr . 
Jegill • s room, if you remember , :•ou ~ia . st:~ - you 
fi r st said tn~ t frc:Mly you ere •orriea, • ou l'nO 
wr . Eccles, end thtt you thought it snoula be en 
open m&rket operation. 

Yes . 
" h I a i d " ~1 . ~; • ve tri~d tn~t now v' rious 
1 en s • " " • 1 t t t ney f lweys 
times f!lv tne gi~ti ttr~b;~th~si~:n, (na I elil fee rful 
carr y it out Ni ou £• 1 b d ra•t enoU£n to 
thLt &t this time it cnn t e ~~~~the~efore I think 
get the effect t~l· t i;1~~e~~id would be core cffec­
th& t doing someti itnl Pink tnu t Is the onlY possiblt -
tive ." I mean ' 
is that right? 

Yes . 

,.nd you s&id, 
oore or less, 
dtb me . 

1 
i for ) urself, ttl& t you 

;~t~~u~ ~OQittin& yourself , 6greed 
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And tll&n the other tnine, .vnicn enter ea into the 
only other discussion, •~s .... 

427 

Cert~inly agreed witb you, iJ' I may interrupt 
that I thought tne open mcrket optration wr.s ~no 
~bout whicn we nad to m~tte up our minas to bCt Lnd 
to bC t Nitn decision in \ no future if ~e wcr~ coing 
to nave it effective; thLt it wcs Ll wcys toe problem 
of getting 1t effective tnd I t nougbt toat this time 
we could make it effective. 

1he only other thing , I think in discussing i t 
yester d11y - I tnink you mentioned the f act tnf i 
if you c oulun' t ~~Ae the op€n mrrk~t operttion, 
v:h& t •OS the use of n~ viog c ~eaer&l Reserve 
Board , t. nd I said t~t I felt that this time 
might be n little undse to ust: ~s ~ battleground 
to recch t.S important a decisi on a s whe t her the 
Feder11l rleserve BoLrd w~s worth wnile or not , but 
I tttought m&ybe some timt.. hen tnings .;eren 1 t <.uite 
so critical tru. t thE bL t tle ;.ould hi' ve less r ever­
berr..tions ; th<. t is , I t hought i t wnsn ' t Ln cwfully 
good tirntl lo pitch a battle . 

I tnink tlw t 1 s t he whoh tkling, • nd s.s .. e br OUGht 
it along we di scussed the t hing, and, considering 
tne !lll;ll.n elements, I t hintt tm t ey crowd Lnd 
myself a re largely in Lgreem~:nt. ~~en one nLS G 
.. ay thut tney tnitltt tney •o r Ltr.u see it done if 
you coula elioin~.te tne n~n ele~eot, but lnLsmuch 
£S we ore .vtu.t. .,e Lre, 11e ere pretty muco in ac.ree­
ment that the choice l~es bet.een t hose two metnods • 

.Vell o I I • 

And I might just add one oth~r ~bing . Tno ~e~~~~· _ 
thLt I put as i de tne ~uestion o1 s :oppi ng_s1cr f zu 

f . ld .- 5 t Ollt I felt thtt .ae .. .. e .. t on o 
tion o &O- ~u t steriliziD& isn ' • tn~ probl~m ; 
sterilidng bor

1 
no ignt no~ is thlit we r.re fncinr o 

tnat tne pro em r tio of Golo 
tignt money mErket , &nd t~~,~~=t • s0wny _I meLD 
sterilizLtion i~n' f1~~ir~ a t t nis time, wr~ , then 
if we s t opped s e~ roblems and I thinK i f ~• 
we ' d be h~ndlin&blemw~tpa time it• s enough . 
nandle one pro 
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'l rue . I me&n th<. ue ti to s terilhe t hat s otni of to sterilize or not 
- 4ues on isn' t up . 

4~8 

And it might be six months before you - Bll other 
inings ~ing e~uul, before you got tnt 6~ount in 
.?ere t t v.as nect:sser> to uo tne job oherees ~~Y ~ou can j)Ut in ~~oht tev.r it is tnat ' you w~nt ~~is 

j)Ut J.n, if you decide to use that mechanism tn n go 
Lhe&a ~no &cc~ul&te ug£1n. ' c 

Then, if "e s top ~terili:.:ing , it odns anotner 
uncertainty, &nu tno t •s th~ l~st tniLG ~e war.t to 
do . !lot:, t lui t 1 s t he ~nole thing . · 

::ell , I •ve tnou(;ilt " gooa uea l about 1t continu:.lly 
oz;d, just brio.i'ly r evie .. tne t ne beckground, bec~:use' 
e1ter &11 I think tht.t Ll.';t.ys has a beE.ring on tnc 
problem, at tnc time thc.t the Tr e&sury started 
sterilization , o t the Ume 1>e increased reserve 
r e(jui rements, shortly thbreafter , ~e .tne>~ t ht• t it 
would c r eutt 1 si tut tion .. ith the b;;ru<s ~~ hereby the 
excess r eservt thut NilS left in the Systeo after 
our incret. se in reserve re<,uirements , .. itu )OUr 
sterili.<ation pro;;r tliD in effect, would fluctu~tte 
only ,, i ta tne increc.sc or dec reLse 1n t he Ll:lount 
of currency in circult tion amu toe incre~se or 
decre&se in tile WDount of credi t extended by the 
banks . In otiler •ords, we tu.o sort of shut tne 
doors . ~e recogni~Ld t nat during L yeEr ' s ~eriod 
the amount of r eserves would fluctuat~ due to , very 
lar gely, those t,vo factors : ~ t toe ~uarterly pniods, 
Nhere it would be ~ore, und the fall ~nd holiday 
oeriod which would be the periods wnen t~ere would 
be e l~ck of s tubillt~ in tho s hort- term market , 
in the snor t-ttJrm r u te ; una t nat tile open market 
func tion was 11 aevice - eith!.r that or the esteb­
lishment of a Government btll-buyi ng rate, which ~te 
have been uiscuss1ng for some time E.nd whi cn 1 
haven' t gotten very f a r up to date, ·,qould tend ~o 
ceet this situation; that is, a bill- buying rute 
or an open markbt r 11 te tha t wus mo~e or less 
menuatory i n nature, bused upon & 1ormula . 
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No~, just speaking in tnis rooc, you kno~ th&t 
particularly tne Reserve Burut ,>eople, and Ne·.~ 
York in particulur, &re - resist in every Nay 
~ossible , or are extreocly loath to tllke awoy 
from them discretion~ry power, whica the estab­
lishment of a bill-buying rotc would tend to do . 

By est Lblishing the bill-buying rate whPt I had 
i n mind Has that it ~ould be like the a cceptance 
r~: te, only i t •ould apply to Govern:l~nt bills . 
'lhe justifica tion f or thr t is t hEt we don• t have 
t.ny large amount or 6CceptLnces - that is, t he 
banks don ' t - ana ~not acceptLnces do exist ~re 
o.;ned largely 1n !lew York, •·n.... ~re o·.med by a 
scall - even a s~ ll n~ber of the b~nks 1n New 
York. hnd tnerefore, in the absence of a large 
aoount of acceptances, estcblis~~ent of a bill­
buying rate - 1e put a top upon tne interest r ate; 
the bo..ruts would not h1. ve to sno.1 borro·,;ings, wnich 
ther e is apparently o greet lo&thness - ~ greot 
ob j ection to st. this time . If .~e .,stablisned , soy, 
a bill-buying rote of 1a ut.lf of one percent on 
paper with a ce1•tuin matul'i ty - possibly a J/8 -
anci paper of a lower ,.l& t.urity, tnat .;oula put a 
t op on the r ate on bills ond 1voul.d put the b~nks 
tnrougbout t ne country in 1. positi on of selling 
bllls to the Reserve System a t Ec r ate th1.t ·,·:e .vould 
assUllle woula be sc.tisfactory to the Treasury ~>nd 
~oulci assure at t.ll times Ln cmple sup~ly wnenever 
6 supoly of funas ,.as nEeded for t;;le snort-term 
mer~et , ana it «Oula ~ort or less •ork automLtic&lly . 

Now, tnat. was the one tn.>~~&n t . :lo .. , the o~ntr on~ -
I recognize that tn~ open c•r~ct nas no• .or~ed 
'lell a s you nave indica ted, the way .;e lltlve .. orked i. t i~ toe past. l'o go into tna open m;.r~Lt ~;na buy 
~ rticul"r issues of bonds thLt a1·e .eak tends to 

Put into tne Reserve Syst em long- ter m securities 
~bich i n view of the amount they have, is not 
desir~ble because it. would te¥dt~~oirf~z;i:gr 
portfolio beyonad pol~!c;~~treserves can be crec.ted 
be advisable to ~ · h t-tcrm bil ls , ana t ney could -
by the purcnsse o s or H we coulc bcy directly 
these bills woulc be - •t ~entral baMs ct.n, woy' 
from the Trehsury ~s oo~ 
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'lie could take care of tluit ; 'Ne could buy directly 
a~d give such fUnds at such rate as we desired and 
tnen let those securities - sell tnem at the marke t 
as the r eserves incrtased, ~hen currency came bac~ 
into circ.U.ation . 'Ihat 1 s what the Bank of' ~:.ngland 
does, but ~e can't do it so *e've got to ~o to the 
market and do it . 

Toe propos~l that Mr . Ransom bod Piser discussed 
was thJ.s , in the general principle: th£ t .ve nould 
instruct the New York Bank, octing for the Open 
Market Committee, to buy bills not exceeding o 
certain maturity until such time as the reserve 
in !lew York City - the excess r es~:rves, tbt t gives 
you the money market picture, .~!lien ~;fter all is 
your short-terc market - until sucn time as the 
excess reserve would not be less than, sa) , 
2JJ million; ana tb.ht would bt for ~week, it 
•.vouldn't mean thlit it Wf.S 1. ,uestion of - it would 
nave to a verage thtt for the week, or until the rate 
was not exceeding one-h£·lf of one percent or less . 
The difference between thut vnd the bill-buying 
rate would of course be th~t it would apply immed­
i&tely to the money m.arke t . 

Thnt is, of course, in effect an open markot opera­
tion. It is a little bit diff erent than nn open 
a16rkdt operation left up to tht discretion of tne 
m~n&g~rs to buy os &nJ ~obn tney w~nt, &na s~cn 
issues c.s they want, and it doesn't relate to tne 
rate. Nor~, a fter t.ll , tho rate is the iaportr-.nt 
tning in the short- t erm m6rket, and to try to tcu 
about arti ficial - c. bout norm:.l rates in th~ short­
term murk~t at a time when you are ?roposinc nn 
easy money policy is, it seems to me, perfectly 
ridiculous Tnere isn ' t a normbl r ate ; you mLke 
tne rate 1~ tne snort-term cr.rket ~Y the emount of 
reserves. ihEt ' s ~hat t~nas to mLKe the r~te . 

So th~t Re could defin1t~lyb1i%I6t~~~<to S:~~fnctory , 
short-term r &.te tm t wo..u.l.l e, ' 
c.od 1 t woU: u worlt iseait telY :.nd it .ou.La N ~ork 1 
effectively, if .<e coulll get 1t torough . 0

" ' 

don ' t 1mo.1 thut .. e cun . 
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I~ Just doesn't ring ~ bell here at 

Well, I'm Just giving you the • • • • • 

431 

lill . 

I don't thinA you can d it 
my s«ying, I don , t tlli~ • If you don 

1 
t mind 

the. t you say • Wh~ t is th~~u p~~~i~go : nnfte thing 
r a te business? My god m on 6 htlf of 

0 
• you r educed the r ate a 

And thi ne i percent; 1\. ,,as absolutely meaningless 
b s tn ng - you think ,ou can put money - t n ' 

itillkmarke t in e nLrrov groove &nd it ' s ~oi~r to e 
s c there . " . .., 

You Clin bcy bills t.nd 1'ix your r~o.te • 

.. ell, tne r a tes on our bills - up 
three >ee.rs &go - .• ., t • .,re s~lling 
Lt ~ round & fiftn of on~ p~rcent 
to shorten. ' 

to - •nt t 11r s it, 
these tex Cia tes 
bnri it began 

It beglill t o s horten when tt1e excess reserves dr opped 
ao1m to somewhere l ess then a hundr ed million . 

May I ask a question? . dave you Just closed your 
mind to tnis question of putting in a definite 
tmount of gold? 

No, I n~ven ' t closed~ mino . I 'll argue both sides 
of it . 

I me&n have you Just :>ut i t to one side? 

~Y mino isn' t clo~ea on it ~ tell, and it mcy be 
the desirabl e thing to oo . It has some arguoents 
in f & vor of it . ..no oon ' t t hink t'or a minute tlla t 1n my 
ar guing or pr esenting these other i oe&s t nct I am 
doing it ,11th t hto i dea of ellminLting the questi on 
of desterilizin~ & ce1•tbin amount of gold . I am 
mer ely r eviewing and pointing out tne consider~ tion 
tha t Ne have given to the 4uestion of maint&lnlng 
u top to the short-term bill r ate, ·::!lien after all 
is tne money mLrket instrument today , in the bbsenco 
of our t bility to buy bills dir ectly . It i s mor e or 
less of u getting around t lu. t proilibit1on. 
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:~wfa~e!!1~et~r!~:uryque~t1on of desterilization, 
deal f s concerned I have 8 good 
I aig~t ~~=~·!~c~lyitht~our positi on, and I th.ink 
posit! S 1 e same way if I was in your 
are inon. io ong as you are sterilizing gold you 

creas .ng, of course, the debt and it 
i n the amount of the deficit. Pollttcally 8~pears 
publicly, that tends to c reate a position which 
i s not altogether des i rable. 

The portfolio at the present time is two billion 
five hundred million. 

Mart"' p e r I me~ I interrupt you again? You don• t 
s ee lt from ·standpoint at all . I ' m not worrying 
about ~ position; mw position is all right. We 
are not worrying about the gold. I •m not worrying 
about tne debt. There is no heat on me. I mean I 
don't - I mean, that is if the heat ' s on me, wbich 
it i sn't - the heat isnl t on me . The heat ' s on -
if you want to call it that, t he heat ' s on the 
Federal Reserve Board because you created this 
situation. 

Now, we ' re not worr ying about the public debt . I•ve 
just concluded another financing, made two percent 
for five years; that ' s not exor bitant. I mean I'm 
not worrying about my positi on at all. I can go 
on and r aise my money, I don ' t have to r aise much 
money bet ween now and December, and I can r aise what 
I need in December. I'm all r i gbt. 

Just to interrupt you, we're t rying to look at this -
your approach and t he Treasury' s approach should be 
as if all these ins truments belonged i n the same 
place . Then, what do you do? 'Nhich is going to 
have the best effect? 

But it i sn' t a question of the shoe pinching the 
Treasury, because it isn' t. 

Well, it isn't pinching the Reserve System. 

I think the problem is what ougbt to be done for 
t he national credit structure , and it ' s pr imarily 
a Federal Reserve problem. We want to cooperate . 
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!:ll, ~utside or the question or Treasury financing 
ere 8 no pinch in the abort-term money market , ' 

Marriner, I don't t'"•-'- ..__ U4W& you ~~ what conditions are . 

Oh 7es I do . 

I don't think you do . 

The bank rates today are by far the lowest they 
have ever been, and now they are - so far aa 
commercial borrowing is concerned, agricultural 
borrowing is concerned, or any borrowing tor 
business purposes - collateral loans - the call 
rate is one percent - there's no problem with 
reference to commercial paper or commercial bor ­
rowing or agricultural borrowing of any kind 
today. The rates today are not a deterrent in 
any sense of the word. 

So far as the Treasury is concerned, I r ecognize 
that the one percent discount rate in New York and 
one and a half outside has hardly been touched, and 
the Treasury short-term debt is nigh. It is perfectly 
natural that banks are not going to buy Treasury bills 
at a b.alt or t.b..ree quarters and discount at one or 
one and a half percent. And tb.e rate is high for the 
purpose or Treasury financing, especially at a time 
when you have to - 'ifhen tb.e debt is increasing . 
Therefore, the problem i s not the problem or the 
need or credit tor business generally, as far as 
comaercial bank or bank credit is concerned. 

How about capital? 

Well , tb.at • • .• 

Now, Marriner ••••• 

Let's hear what the problem is. 

capital is a very different problam tro• this, and 
I want to say sometb.ing on the question of capital 

marke
1

t wbi~h d~:!~~tp~~~~=a~i~!p~~!~t=a~~e~~~ough -
prob em. oul "~ term credit - what capital market 
which means o-v-
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means - through having the pr essure of excess 
reserves so great tba t banks will i ncrease their 
holdings of long-term securities, especially 
because that puts them in a position - the banks 
increase their holdings of long-term securities 
then because there is nothing else to do, at a 
rate that later on may show them a very substantial 
loss, which would create a problem not only tor the 
Reserve System, for the F. D. I. c., but for the 
Treasury. 

Therefore, I think that the thing that we ' ve got 
to consider is, after all, the short-term bill 
rate and the co111111ercial paper rate, etc., and the 
question of the discount; one percent and one and a 
half percent is an effective discount rate so far 
as co111111ercial borrowings are concerned, or agricul­
tural borrowings . 

But nobody uses them. 

They don't have to use ••••• 

1 mean why not make it three-quarters of one percent, 
make it a half of one percent, and get down to 
realities. I mean as long as commercial paper is 
sold a t a half of one percent, what different does 
the discount rate make at one half percent or one 
and a half or five percent? 

Well commercial paper is sold at three-quarters or -
the best paper - and a good deal of the paper is 
at one percent . 

The banks are selling the!r own paper at a half of 
one percent - over Labor ay . 

Bankers ' acceptances . 
acceptance rate of one 

Bankers' ecceptanc~s -A~ bankers will sell those 
na lf of one percen • under res sure tor 
acceptances men !~Y ~:! disco~t rate. They have 
reserves, r ather 11 if ou bad a rate for 
darn few accept~ncesrorB~~cept~nces , they would sell 
bills like you uladveassure you a bill market. 
bills and 1t wo 
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llarriner, why don't we race this thing? 

I think I am. 

Well - and talk about the reserve requirements. 
I mean t hat ' s what started this whole thing, 

4JS 

All rig.ht, I •ll do that. If today we hadn' t used 
all of the power we had to i ncrease reserve require­
ments, there isn't the sligatest question but what 
we would have long since been under pressure to use 
that power in order to sterilize gold r ather than 
have the Gover1111ent borrow to sterilize gold. By 
using the reserve requirements that we have used, 
lfe have put on the banks the expe.nse ot steriliza­
tion; that is what we have done to the fullest extent 
that we can. 

I don t t get that at all . The Treasury 1 s paying the 
expense of sterilization. 

No, we have - the banks are paying it to the extent 
that we have sterilized gold up to three billion 
dollars. 

Theylre not paying any of it . They're not paying 
aey of it . 

llaybe we can clear it this way. They are paying it 
in that their reserve requirements - they've got 
less money by the amount of the increased reserve 
requirements than they bad before; tnst much •oney 
is t ied up, so they ' re paying it. The banks are 
paying it. 

Well , that doesn' t •• • •• 

W t lked a while ago about increasing reserves on 
e a Why? WhY would we have aey 

foreign balances. erves on foreign 
Justificati on to increa::dr~~t increased reserves 
balances as long :~ ·~alances? we wouldn' t go to 
entirely on domes 0 r ower to i .ncrease 
Congress for legislationnc~~ Pwhich we reel jus­
reserves on foreign b~la to be able to s ter111ze 
tified in doing in or ~rd without having to borrow 
part of the inCOtdng g 
to do it. 
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I think there are more weighty reasons. 

Wlaat is it? 

4J6 

There are more weighty r easons than that for havi 
these increased reserves against foreign deposita~ 
What were they? 

Partly to discourage their coming here. 

That wouldn't discourage them. 

They don 1 t pay this bill. 

The bank pays it. They wouldn'~ unless you put it 
up to a hundred percent. It would force it out of 
the banks into the market. 

Look, I'm finding ~self doing something I don't 
want to do; I dOR't wont to argue about this thing . 
I mean there isnYt any use arguing. I've gone just 
as far as - in a very calm way with Mr . Ransom as I 
could go . There is no use going any further. It ' s 
down to one of two choices. I don't want to - it 
would irritate you, Marriner, and I don't want to 
irritate ~self. 

Ia the discussions that Ransom has bad with me and 
I' ve had 111 tb him - I understand be 's checked them 
all - r eported them all to you; and as far as we 
went it was down to a quest ion of a choice of one 
of two things. Is that right? 

That ' s correct. I think it might be helpful, Mr . 
Secretary • •• • 
I don' t see what ' s to be gained in ~ irritating 
Marriner or hiS irritating me . 

I don ' t see why we should irritate each other by 
merely discussing thiS thing . 

Well, i t always ends up that wBy, unfortunately, 
and I suppose it's ~ fault. 

I think the ••••• 
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But it just - we've got I told Ransom l ' t a ver y critical situati on· 
m no going to sit here and a ' 

about this t hing for a month· I'm Just t rgue 
do i t . I ' m not going t o get' irritat ed ~~ou~\ ~~ to 

I think it might throw some light on t he si tuation 
as long as llr . Eccles hasn ' t been here, if you ' 
would run over tbe cri tical situation Just as you 
see it, as you have with me . 

p ' s just that I think that these t hings, tbe way 
see t hem, are always a question of state of 

mind; it's what people are afra id of. You can' t 
aey more today get a man in Wall Street to tell 
you why he ' s got the worst case of the Jitters be's 
had in two or three years - he can' t explain i t 
but the f act is he ' s got i t. And I believe that 
the peopl e there - that they are worr ied about this 
t hing , that t hey a re smart enough thE.t t hey see that 
t hese New York banks are going down to zero in their 
reserve r equirements and that they're goi ng to get 
t hemselves i A shape, and they 've sold - there ' s th i s 
constant selling of Governments, and ther e's no bottom 
to it, there's nothing that any of us can do, following 
the methods t hat we have . There is this constant 
selling by the banks. I think tbey•ve sold over a 
billion dollars, isn't it, in the l ast 12 months, 
and tbey will continue to s ell. And I don't believe 
that by going in and buying one or two hundred 
million dollars worth of bills you' re going to have 
aey effect, because I don't believe i t' s going to 
reestablish the confidence in the Federal Ooverntaent 
and I think we ' ve got to do something which is going 
to give them confidence. 

And l think that the thing, as near as I can make 
it - that one of the things that they're as much 
frightened about as anything else is this constant 
tightening of money, selling of governments, more 
s elling of governments; and it 1s just a vicious 
circle and it goes around . The thing t hat I t hink 
we have to do i s to do something promptly, something 
t hat we can agree is of economi c value, nothing 
foolish something that we can d efend, somet hing 
that tb~ publ ic will accept or something t hat they 
won't inter pr et wrong due to lack of education, 
and t o give these peopl e back some confidence. 
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Now, I think it's one of the 
a bad case and I think talki~ :~o~ts:~~/~~! 
device or of putting these various bills into a 
f r amework and thinking that they are going to 
stay there or talking about something like that _ 
I Just don' t think the people are- I don' t think 
it's going to have aQy effect at this time. 

4J8 

When Mr . Eccles spoke to me about tnis thing six 
months ago, I said, "It's very interesting; let ' s 
try it.• Be couldn' t get it across, and I don ' t 
think that at this time if we simply did that and 
then told the people in Hew York to go ahead - my 
god, you've- had orders down there to buy and they ' ve 
always got a """ffod excuse not to buy, and if you do 
buy they Just say you 1 re supporting the Government 
bond market. Now, you can •t make an unwilling horse 
drink. 

I might say the thing that would make that unwilling 
horse drink quickest was the i dea that the Treasury 
was going to desterilize. I think the mere suggestion 
of that would be more effective in obtaining a result 
from an open market operation inaugurated by the Board 
and carried through by the Open Karket Committee than 
perhaps aey argument which the Chairman or I or aeybody 
else had available to us last spring when we were dis­
cussing it. 

Uo you mean that if the Treasury were to say that 
•unless you do that, we'l l do this•? 

Yes. Well, I don ' t - let's don't put it t ha t way, 
Dr . Viner. Let 's say that the Treasury and the 
Board are considering which of these mechanisms 
will produce the best r esult, and so far as llr . 
Eccles and I are concerned - I don't hesitate to 
speak for myself end say tha~ I think the Hew York 
market needs and is going to need excess reserves 
that they haven' t got between now and the year end. 

That ' s the problem, isD1 t it? 

I agree with you. I have recognized that for a long 

time. 

That, J Jmow, is l(r . Eccles' view of it. 
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That they should maintain these excess reserves 
at a stable amount throughout the year and that 
these periods should be met by flexibility, end 
that tbe excess reserves should not be allowed to 
fluctuate widely in the money aarket. 

WQ1 don't you do it this way, Marriner? You've 
got four choices which are up for consideration 
when you talk to your Board and wnen you talk to 
your Open Market Committee. One is straight open 
market . Two is this bill rate . 

which can be tied with it, can be joi.ned. 

Tb.ey are part of the same thing. 

~ben, putting 1n a block ot gold or stopping 
sterilization. 

Or a combination. 

Still another . 

There's another . 

4J9 

And the l as t one the Treasury doesn't want to do. 
Of course, your other one is changing your reserve 
requirements. 

Which should be Number One. 

it at the head of the list, because Just as soon put 
I'd like to discard it first. 

Change the reserve requirements· 
That's Number One -

tainly couldn' t go and ask 
If we did tba~ you ;:rreserve requirements on 
for power to ncrea er could you justify a 
foreign balances; n~~th t tbe expense of the 
continued sterilize on s! it over to the banks 
Treasury r a1ngthe~e!~e p~equirements. by increas 

olell, all right· • • • • 

Oo you agree? 
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Well, I don't think it ' 
I think if you li t 8 necessary to comment on it 
choices, s aying _ sg r!~~~ :Y t f ive choices, or s1~ 
be done: all right, pick it. a something ought to 

;~a~t!~~~or~~,d~hioh would you rather do, and 
choose fromyall ofiih~~~ ~=~~o:s~ree agent to 

~~ ~~~~~ had
1 

at~l five of them instead of having three 
, e s say. 

Simply call me up and say, •aenry we have bad 
two-day session - or three days o; four da s _ :nd 
this is the conclusion we have come to. • Y 

The Treasury agrees t ha t something has - ought to 
be done and is prepared to cooperate . 

I think the position is this, as I understand. 
The Treasury, as it sees the picture, believes 
the Federal Reserve ought to do something. If it 
is decided that what ought to be done is something 
that we happen to have under our control, and if 
t hey request us , we'll be glad to do it. 

Well , I take it that Warriner ~coles wouldn't come 
here if he didn 't think that something should be done. 

Well, I have felt right along that something should 
be done. You won't get aey argument with me on that. 
I feel that these reserves that we have should be 
mailltai.Jled wbere tbey are and that there should be 
excess reserves in that New York money market at all 
times of a sufficient amount to insure a low rate 
on your short- term financing. I don't think ther e is 
any question about tbat. 

Now, when you get to the question of your long-term 
financing, the New York·banks, and I think banks in 
general, are not going to increase their holdings 
of bonds. I doubt very much if it is desirable for 
them to do so . The question is, will other big 
investors, the big investors in the capital market, 
buy bonds? Now, that depends upon several :actors: 
first, tile rate; next, the fiscal situation, and 
next the general economic si~uation. The insurance 
comp~es and the savings banks and other inst1tut1ona 
that bave funds tor investment are the ones that should 
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a.Dd must be relied upo 1 generally -to furnishncaalfely- investing public 
market; tha t would inolud~ a f 1or the capital your ong-term bonds . 

We as a reserve syst 
in the short-term ma~=e~~o~r~rily interested 
financing whi h i f • rst, the Trea sury 
at a time' of d~fic~t/rs~and foremost certainly 
a rate that ill ' a secondly, maintaining 
commercial a~d ag~~~~~~=~i~~~~!i~~ not r etard 
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N~w, that is absolutely essential and we would 
a ~p~- we are pledged to an easy' money policy 
a haven't changed -r view a bit 1n that r egard. 

May I interrupt you t o say t hat our problem has 
always been - since the Board reache~ the decisi on 
that an easy money policy was desirable tbe Board 's 
real problem has been to maintain i t . ' 

Well, I'm terribly glad you said that. I mean -
if you don't mind, I 1 ve got to talk plainly -I mean 
you talk an easy money policy, but while you talk it 
the money rates get harder all the time. 

Correct; there is no argument. I would like to add 
as a postscript t o what I have said that with a full 
conviction on my own part that it is essential for 
many reasons that we should do all we can to maintaila 
an easy money policy a t this time, I still think tha t 
the increase in reserve requirements was necessary at 
the time we made it, but that, having made it, we 
have then got to be advised of the fact that the 
situation is developing along certain lines f rom 
that point on, and meet those developments to the 
best of our ability, in cooperation with the Treasury, 
just a s I reel that the Treasury has all along been 
trying to help us carry that policy through to execu-

tion. 
Now, if you don' t mind - personally , I like to do 
thes e things easily and gentlY, and so for th and so 
on; and, Marriner , if you don't mind, don't try me 
out as a sounding board but try out your own board, 
and it would be much easier on me and we can continue 
our friendshiP· But the trouble is - don't try me as 

a guinea pig. 
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He •s tried this on his own board . 

Just don't use me as a my phone is Beacon 2ll ~~~ea pig . I'm available, 
Jus t go back and when you~ re there, end you fallows 
there. And the only odvic~e t~e~~ 'to talk I ' 11 be 
is that as far as I'm .a ve got, if I may, 
you, and if it is diff~~:!i~r~ed ~m not going to push 
Tuesday is still th 0 m e up your mind 
That's the only thi~e a~d ~ednesday is still th~re. 
I think Monda would • s ar as we are concerned, 

!~ b:e~~;a~~t, the ~una -~~!1!t1IT• r~~; i~n~!; ~ !~!~ay 
We ca.n make it up Just as well !lond.ay as Tuesday and 
Wednesday. 

All right, but I don't want you to feel that I•ve set 
any deadline. Sea, I haven ' t set any deadline. 

I'd Just as soon hove you set one. 

IV ell, it 1 s not up to me. If you fellows c:m' t make 
up your mind by Sunday, Ood bless you, take Monday . 

I wish you' d set a deadline. 

!lay I ask a questi on and then have it omitted entirely 
from this memorandum, simply because it does influence 
my own personal decisiOn. Suppose it is i.Jipossible 
to reach a decisi on, a Board decision, that is in line 
with what I k.now to be l(r, Eccles ' and my own thought 
at the moment; that is, that something should be done. 
Suppose the Board should think that nothing should be 
done. Suppose the Federal Open Market ~omaittee reels 
that nothing should be done - there may be differences 
of opinion - and in that event we report, as we would 
have to report, that , although ~. Eccles and I might 
feel that action was highly desirable in this situat ion 
and at this time, there would be no action. 

Dut that you and Mr. Eccles and I are in accord as 
individuals - would you add that? 

If you reached a deadlock, would you be willing to 
report to us that as far as you two were concerned, 
your opinion was such and such? 
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~~~ies: can only speak for myself, not for Kr. 

:tes, that is exactly tile way I feel , and I told 
Ronald to tell you tl:lat . 

:.!.'nat's what I told you. 

Would you do it for the record, for the internal 
record? 

You can' t ha~e a r ecord of that. 

No . 
Ransom, I think what you're - to be fair to yourselt 
and myself , if that situation should arise, it isn' t 
very d.ifferent than what it was before, except at 
that time Eccles was only speaking for himself; and 
l:le said to me, •lienry, if I can' t get an agreement 
with the Board, I'll make a statement witb you publicly 
as Marr.iner Eccles." Isn•t that right? 

That ' s right. I told the Board tnat, I told the 
Open Market Committee that. 

Yes, and it produced results . 

Ransom and Eccles and H.U.Jr can come to an agreecent, 
if you want that car d up your sleeve. But at that 
time I just - may just say, Eccles was very Keen to 

do it publicly . 
Well I think you nave to, and I'd ..-ant you to do 
it p~blicly. I mean it doesn' t do tbe country any 
good to have me say , •Henry, old boy, I'm with you, 
but for god's sake don't tell anybody.• 

Well, if I'm with you I don ' t mind telling you. 

Do you check with me, Wayne? Am I going too fast? 

Wel l, I think that ' s not quite necessary yet. 

He wants thiS for trading purposes . 

I n.nt one other th.ing • 
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I'll give vou thi ' a~ ng you want, God bl ess y ou. 

I did that before for tradi ng purposes . 

Tais one question I tni 
Do you f eel that ~ction ~' is very important. 
present circumstances? s necessary in the 

Yes, I do . 

That I understood from you Sunday. 

Well , I agree with that. 
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T lltiDde£ s•ull that when you called me Tuesday 
only was acti on necessary, but r ather prompt 

- not 
action. 

I do . 

Now, with that to back us up •••••. 

How about you, Marriner? 

I agree . The trouble is that you haven't a tight 
situation because you nave 700 million excess 
reserves - nearly 200 million in New ¥ork - but 
it ' s the constant propaganda that before the end of 
the year we're going to do nothing, nobody's going to 
do &J~Ything . 

Mr. Eccles, money can be t i ght while cash i s on 
hand if you think there' s going to be a claia on 
that cash tomorrow. 

That's exactly right; that ' s what the situation 
is now. 
S11111111ing up, talking for aryself, I feel tbft something 
should be done and done promptly. I d idn t - the 
reason I said you don•t haVe to do it Monday is that 
I don't want you people to feel - Eccles flies back 
overnight, takes the physical effort , and I don't 
want him to feel that I ' m holding a pistol to bia 
head, because I'm not; but I think the situation is. 

But I don' t tbink it' s a Treasury situation basically. 
I t.b1nk it's a general econo111 situation. 

Regraded Unclassified



( 

H. l.l.Jr: 

Viner: 

H. l.l .Jr: 

Viner: 

( 

Ransom: 

Viner: 

Ransom: 

-25-

Well , I .... .• 

I think that ought to be clear i n this di scussi on: 
that the Trea sury doesn ' t need any help at the 
moment . 

Exactly, and - excuse me, did you want to say some­
thing else? I didn ' t mean to cut you off. Finish 
your thought. 

It seems to me important that we should - I ~self· 
I don't know what you think- but I don't think ' 
that the Treasury can't stand the r ates now. The 
Treasury i s financing on easy terms, your cr edit 
situation is going to ease, the budgetary estimates 
and so on are such t hat I don' t see any prospects of 
a tight squeeze on the Treasury at all. But I do 
think that the economy needs certain action now and 
that therefore that i s primarily a Federal Reserve 
responsibility; tha t the Treasury will have reper­
cussions from any adverse effect on the economy and 
t her efore has tha t secondary considera tion, and 
therefore the Treasury should cooperate with you to 
t he ut most , should welcome consultation in this way, 
and should welcome, if you so prefer, your saying 
in taking any action t ha t you take it in consult ation 
with the Treasury. But it is not an action directly 
intended to improve the situation for the Treasury . 
We don' t need i t . 

I might say, Wr. Secretar y, tha t I am fully i n 
agreement with Dr. Viner , and because I aa s o fully 
in agreement with hUI I have felt t hat we should use 
every effort that we can use to remedythis si tuation 
by an open marke t operation r at her than a Treasury 
operation, if it can be done. 

That ' s my position. 
Now if it can't be done, then I 1ll say to you as uld 
a m~mber of this Board tnat I think the Treasury wo • 
be fully jus tified in t aking action to r elieve a situa­
tion which i s not a question of a pinch on th~iT~easury 

bl of Treasury financing, but one w c 
~~l!t~~o to e~he condition of t he money market ns it 

exists today . 
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Well , may I ask a Supposing that ouq~estion that may clari ty it. 
oper ati on thro~h wi~ ~~ g:t an open market 
have an instrument that e oard and fail. We 
purpose which is rimar we can use to meet a 
purpose. I don•tpthinki;y a Federal Reserve 
t hat purpose until it is elought to use it for 
we are using it t h c ear in every way that 
Boar d. Now a t e wish of the Federal Reserve 
t hrough the' B~~~d ~t_ ~robably carry a deci sion 
Open Market Committee. Y~~o~~;tcarry through the 
resolution of the Board ask us yo~ then, as a 

d
to etntierl into consulta tion with' ,;;,r ab~u~u!horized 
es er ization opera tion? 

That should be between the Board and the Treas.,,.,., 
and. . ... . -., 

And not the Open Market Committee . 

446 

We had no idea of bringing the Open llarket Committee 
into that. 

Ratber than a personal statement by t he two of you. 

I very , very much prefer it. 

Very much prefer it . 

We 1 re thinking alike, and I want to say t hi s : t hat 
this is the tim~ aga in, when I think t ha t t he results 
will be accompli shed i f the Board and the Treasury 
pr esent a united front. That was my pl ea all last 
March and we finally sot it. And I t hink it ' s Just 
as import ant now. And all these little squir ts that 
write these articles about t he differences between 
the two - I mean I Jus t wipe them asi de and don' t 
pay any attention to them. I mean acti on counts 
louder than any columnist can write . • 
Well, I think the r ecord over . the past year demon­
strat es the cooperation on the part of the TreasurY 
with the Board and the Board with the Treasury; the 
record speaks louder than anybodY else. 

Riefler, did you want to say somet hing? 
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Jake has said most of bat I seems to me from the w wanted to say . It 
financing is out or t~~i~t ~r view - the Treasury 
nothing, the bill rate wo~d if you did absolutely 
rate in New York which w 1 r se to the discount 
you are perfectly willingo~od be one percent, and 
funds you need. pay one percent for any 

But are you? 

Sure . 

Uon' t care at all on the short-term rate . 

There is a ca~e for doing something, but - and I 
do think this, although I nave nad some doubts 
before: the situation bas changed rapidly since 
last March, wben somewhat restrictive action on 
an exuberant market was indicated. The business 
situation is sluggish, there 1 s been no new financing· 
such regular demands for capit al from your regular ' 
capital institutions - savings institutions - as 
come into the market ere being met i n general by 
buying bonds sold by the banks - Treasury bonds. 
And - I mean it is in that sense - the new financing 
tbet the market will be able to absorb - that you 
are helping the long-term market if you do something. 

Don't you think that the ba.nks would continue to 
sell bonds when they get strong, as they go up, as 
the rate drops? hith the general world picture, 
the banks prefer more shor t and less long. 

They should. 
Then whet Win is talking about is a situation that 
we can't meet by open market operation. When the 
bonds get weak, as theY are now, and you have a 
sufficient amount of funds and there isn't any 
pressure on the bankS, they are less likely to 
sell ~onds, of course. At the same time, when the 
boDd market becomes strong again, the.Y have profits 
1n those bonds. Even though you have a substantial 
amount of reserves, the v ery banks w1 th tbe 
reserves .. now, we have plenty of instances of 
banks whiCh have bad an abundance of reserves sell-
1Dg 'bondS wben they got up to a certain point because 
they felt that the long-term !llll'ltet did not justify 
cont1Jlu1n& to bold bonds at those rates. 
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Now, that seems to me to be the situation. I 
think this, that a one percent rate on Treasury 
bills, even though the Treasury 1s willing to 
it, is undesirable because it would tend iuedf~ely 
to reflect itself in other rates, in the intermediate 
and in the long-ter11 rates at this time, and the best 
way to take the pressure orr of the inter11ediete or 
the longer securities would be to of course keep your 
short-term rate at this time on Treasury bills at 
lower than one percent . 

I don't know whether you agree with me or not . 

I don ' t disagree, but I'm not convinc·ed; I don• t 
see it as clearly as that. I think there are pos­
sibilities of operating on the rate so that you get 
a different r a te structure, with the long-term rates 
kept down and BI1Y increase in interest rates which 
must occur being in the average rate over all the 
maturities . I think that the present differential 
seems to me offhand to be a rather abnormally large 
one, and that a return to more normal conditions 
could , I think, v ery well take place without any 
substantial stiffening of the long-term rate through 
a stiffening of the short-term rate. 

We thought that back in the spring and it didn't 
work tba t way. 

Do you mind - excuse me - wha t I'd like, unless 
there is something else and unless Mr. Eccles wants 
to osk me something -now, you (Ransom) asked me, 
two questions, I gave you cleancut answers, didn t 
I? You (Eccles) want to ask me something? 

Yes. I •d like to ask this. If we go ~~~or~d~~~t 
Board, we•vie got t~P~:eo~h~~0f~!~1the tw~ methods 
know wba t can pr the bill re. te, and, 
that I have di~~~:do~:~:tton, or the open aar,et 
say, the open f kins it a mandatory, 
rate along the line t~ t ·~bey have to buy when a 
automat!-: order so th r eference to the 
certain situation devel~pa :~en r eserves i n New York 
reserves. In other wor ~he automatically buy; that 
get to a certain poin~, l don ' t know of anything 
is, they bU)' bills . ow, 
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else to discuss in th now. I mean so far a: ::r of a program with thea 
problem is ours to meet t re concerned, if the 
economic needs that is t~e general business or 
should undertake to meet i ~ 118~ , I would see we 
some time . • ve seen that for 
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If, on the other hand, the Treasury is anxious and 
ve~{ desirous of being relieved to some extent for 
a me - I'm Just saying 1C that's the case - 1f 
that isn•t, it ' s another story - if that isn't the 
case - as I understand, that isn't that's not a 
factor. ' 

What we do when we buy - we increase our portfolio 
to give the reserves. 

~hat 1 s the use, Yarriner? Asking me a thing like 
that after an hour's conversation! There's never 
any use talking to you, Yarriner. I try to be nice, 
and then after my telling you with all sincerity 
that that isn1 t my object, you•ve got tbe audacity 
to put it up to me that you want me to be relieved 
of some gold. I mean J esus Christ, I sat here for 
one hour and t alked to you man-to- man as intelligently 
as anybody could and after one hour you want to know 
whether I want to be relieved of some gold. I say 
it's an insult tor you t o ask me a question like that. 
It's a.n insult! 

You said to me that the proposal I make is unsatis­
factory. 
I say it • s an insult to rtJ7 intellectual honesty, 
after one hourL to ask me if I want to be relieved 
of any gold. l'h1s 11111n (Ransom) can •• ·•• • 

I proposed something and what did you say? You said 
it was unsatisfactory - both methods. 

No, not the open market operation. 

Yarriner, we never understand • ••.• 

I r you can work it satisfactorily, if you get 1 t 
through tor a reasonable aaount, and · · ··· 
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The record will show that the Secretary said that 
it was unsatisfactory, that he didn ' t think it was 
fast enough, he didn't think it would do the Job. 
And now, if that's the case and that is unsatisfac­
tory to him, then what am I to do? Now, I can• t -
am l going to go before the Board and say that 
the Treasury is dissatisfied with an open market 
operation, that they want to desterilize a block 
of gold? That ' s what I want to know here. And 
there isn't any need of - these 1118tters can't be 
settled in a few minutes, and it seems to me that if 
we ' re going to get along we've got to do it without 
passion and without getting irritated. 

well; wbJ. shouldn't I 111t irritated? 

There's no Justifi cation for it. 

Oh yes there is. 

No there isn't . You g et irritated every time I come 
over here and present anything, and I'm getting Just 
as tired of it as anybody else. 

Well , maybe it's • •• • • 

~aybe the thing for me to do is get up anddwa~i~ut , 
because I'm getting god- damn sick and tire o • 

t to agree whether you like 
You two fell~ws hav~h!~a•s something more important 
it or not. mean f i ther of you aDd the t 1S the 
than the feelings o e 1 

good of the country. 

If I can't come over here and 
peaceably and quie~~~n•a!!~~~ 
Jump all over me, 

sit down and talk 
having the Secretary 
if r•m going to t ake 

it. 
. t r one hour's conversation 

Wel~, may I ask you - a t~ion that I have had with 
and having every conver~~ur you come back and say , 
~. Ransom - attar one t to be relieved of 
nis it that the Treasury wan s 
soDle of this gold'l" 
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I f~idnt' t get the impression fr om Mr. Ransom to tbe 
e ec that you didn't, and I wouldn' t blame you 
it you did. There would be nothing alliss 1n it 
As a matter of f act, it may be perfectly justi fled. 
I n other words •• •• 

lolr . Eccles, I think possibly we m.ight like to be 
relieved ordinarily. But I think we think that 
there is something more important than the conven­
ience ot the Treasury at stake, and that i s the 
na tional economy. 

I am not arguing that it is being done solely for 
that purpose. What we need to do is get reserves. 
Now, the question is, do we want to get the reserves 
through the Treasury desterilizing 200 million or 
300 mill ion or some amount of gold, which builds 
up reserves, or do we want to get it by tbe System 
increasing its portfolio? 

That's your problem. 

Mr . Eccles, as I understand the position here •..• 

Do you care, is the Treasury indifferent as to the 
method? Let me ask this. Are they indifferent as 
to the method? 

Way I - let me interrupt everybody. 

It isn't a question of the Treasury wa?ting to be 
relieved of gold; it ' s a question of woat the 
effect on tbe market would be. 

Which would be the more effective device if you 
had nothing a t all to consider but the mechanical 

ettect? 
I think they would be equallY ettective . 

methins 1n tbe r ecord. I 
Warriner, let m~o~~ty~~ gentlemen _ one over the 

t:r:P:~~e~nJ0one here. in washington. 
,.,M~ton this aornin8 too. 

lCou talked to me here in •s..._ 
fi ite impression that 

lCes I did. I have a very de tn ou gentlemen have 
I tl'unk is correct thatibotb t~a/ you both are facin& 
exactlY tbe same object ve, 
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and tryiDg to deal w1 tb. 
problem UDderstood al i dentically the same 
queatioa of wb.etb.er o!k:C,~Y ~otb ot you; tb.at tb.e 
a situati on does some subs1die method ot relieving 
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rel1e'\'ing tb.e Treasury i 1 ary thing sucb. as 
becauae I aa sure from w~re ati'\'ely un1Jiportant, 
and over the telephone and \t~~ ~ ve 8 said to ae today 
sai d to me that the problea i e ecretary b.as 
tight situation ill th s one of relieving a 
t o relieve ill t he pub!1~0~~~e~:~~~t , which you want 

Nowha the devices by which that ca.n be accomplished 
~e ve r educed to Just two . Now I don ' t take it 
ro~n!~tb.ing that the Secretary has ever said to 

~~ he would be at all reluctant to say •God 
ess you• i! we could say to him, •we can carr 

on an open market operati on which will accompli~h 
that result." 

Absolutely. 

Yes . On the other hand, I know from having talked 
to you that you b el1eved t hat if we can't accomplish 
it through an open market operation, you could say 
to the Treasury, •God bless you, desterilize part 
ot t his gold," and relieve the same problem. Now, 
there isn't a~ difference ot opinion whatsoever 
between you. 

The ! irst - there i s no dit'terence, and the first 
day that you and I t alked you said that this thing 
should be done through an open market operation. 
I said that we have tried it and I doubted whether 
i t would do i t on account of the people you had to 
work with, and I thought you 'd have to do something 
about gold, and you said, speaking only tor yourself, 
that you thought I was right. Now, it you people 
can do 1t and if you can get the r esults, I'd say, 
•God bless you. • I haven ' t attempted - but the 
onl)' thing tb.at I am trying to get across here is - and 
I want t o apologize to you, Marriner. Please! 

Well, all right . 
I ' m sorry . I was rude. Please accept 111 apology. 

I shouldn' t do it. 

I 
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I mean but at no time have I in any way intima ted 
inside or this ortice, with Ill)' own crowd tbat tile 
gold problem was tile tiling, ~nd the rea;on 1 
switched away from tile question of discontinui!li 
tile sterilization of gold - 1 said that tiling was 
not up. 

Now, if you people want - Marriner can call me up 
Sunday end say, •Henry, I can assure you that we 
can do tbis tiling through open market operation• -
final But I just said that on account or tile buman 
element - I have said 1 doubt wbetller you can jam it 
tbrougll, and I don' t think you• ve got tile time. And 
I even said to you I would regret to see, when tile 
situation is so serious , that this would be the time 
to pitch tllis battle as between the Federal Reaer•e 
Board and New York. Now, that's the whole thing . 
J:)ut if you people tbink you can do 1t and you - we 
say tba t we believe it 1 s yo1.r job to do it - and 
you thlnk you've got tile instrument to do it, there ' s 
only one thing that .L con say and that is •O.K. • 

ltr . Secretary, may I ask one ques tion? 

I•ve really got to go. 
sun sets at 6:17. 

I 'm fighting daylight. The 

Kay I ask one question or you. 

There's no lights on that field. 

One 11uestion. 

Yes . 
unable to get or i s having d1ffi-

~~~· .. ~~~l~~51gpen lt:~~~th;o::!t~~~~ur~~dw~~~ 
authorize 111m to say to underst8IIll that if t he 
you and you have g~ven hi~ize some gold you will be 
Board asks you to ae~~~ts a little stronger than 
prepared to do !~!re you were able to tell them 
the other way • ul~ d in advance. 
that you have cons .e 

d tb t be ' s beiQ ~ver 
Mr . Eccles can tell th~ B~~~ Tre!sury wi1Lr~B5ter111za 
here and that if be asl~ we'll be glad to comply 
a certain amount of go ' 
with tha request. 
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Eccles: 

B . I~ . Jr: 

Eccles: 

H. ?A.Jr: 

.Eccles: 

H. loi .Jr: 

Eccles: 

-34-

Well, I can tell you now th t 
that maybe a ma jorit of a 1 think the positi on 
I think you (Ransom)Ywillthe Committee wil l take­
that there is no need f verify it - they will say 
increasing the portfoli~r ~open market operation 
need f or desterilization~ nd neither is there a 
Committee would refuse t~ a that the Open Yarket 
operation, and possibly a ~rJryi~~t an open market 
you may have difficult or Y of the Board -
responsibility of ask~g~~ti~ them to take the 
Now, I think that that is ve reasury to dester1lize. ery possible. 

Marriner, when it comes to thi 
~~~~=ei~h~r!~~:ple I'll do any~h~~s;~~~~n!'1~

0~0 

Now, the way I got tnis t hing over before and r 
think 1 t ' s necessary now. • • • ' 

I'll bridge the gap any way tha t you suggest • 

• • . is to say that I - or the t Yr . Ransom and I and 
the Treasury, see, are no t sati sfied with the present 
money situation and don't think it meets the problem 
from a st andpoint of the needs of the economy at the 
present time, and that we want to carry out this kind 
of an operation, think i t should be done, and that 
if the Board and the Committee, or the Committee, 
feel t hat they don't want to do either, then the 
Treasury, t ogether with ourselves, are going - or 
we are going t o r ecommend, see, as the only means 
of meeting it - whether t hey 'll do it or not is 
another story, but as the only means of meeting it 
the desterilization of a fixed amount of gold; and 
the t we would like to Join •Hi t o the Treasury in a 
statement to the effect that they are doing this for 
a fixed amount in order to meet a s ituation, which 
is considered preferable, we 1 l l say, or wise in 
lieu of increasing the portfolio . In other words, 
it's 1n lieu of that. 

We ' re together and I can be gotten on the phone. 
I mean it's - this is going to be the same. • • • • 

All I want to do is ~ust get an understanding of 
where we are when we re here. 

I 
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Taylor: 

H, lo\,Jr: 

Eccles: 

-JS-

I tbiDk you' re lOin& a little too tar on tbs.t at 
this stage, llarrln~r, and I think 1t weakens your 
position to do it. . 

Wayne, I've got to so1 It you tallows want to, 
you can go into Wayne a office. 

I think we should, and we should continue this 
discussion. 

4!>5 
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Sopt .. ber 9, 1937 

fo: Secret&rJ Wor&en~ 

Jroa: llr. lilac1ll 

1. 'freatlee on erchnp of tax hforaAUon 

llr. nc!Dn Iin& dhcua11d the preaent 11 tuaUon 1n reopoct to 
ne&Otiatione wUh forelp countries loold.n& toward treat1eo proYid.ln& 
for the exchan&e of 1nfonsat1on to aoeht in the iliJ)roYdent and 
collection of taxee. Canada bae inforaall:v aqeed to exchao«• infor­
aatlon '111 th ue and to lli£Ot1ate a treat:v defini tel;v prorld.lO« tor tho 
excban&e. liYaaion of tax11 b7 the national• of the two ccrantrieo will 
be made 1111eh .. 1[1 difficult it the ho tax a4ainhtrat1oD1 aoaht each 
other in tbie wq. ~ranee h 1ntereated h a eiailar treat:v and ltal7 
and the Jetherlan4e ba'Oe upre11ed eo•e 1Dter11t. I aoked llr. lin& to 
proceed with the preparation of a draft troat:v with Canada; and to 
prepare a le\ter to Ital7 and the Jetberlanda looldn& toward .,.11Dt1•­
tiona and to follo• up our laet letter to hanco on the subJect. 

llr. Iin& would like to aelte & trip to Oene.., to attend the moe~ I 
in& of the Leacue of llatione ~heal CoaHtee on October llth, at 
.-bich time the .,del t reatiea looldn& toward the elimination or double 
taxation and the pr ... entlon of tax ..,aaion will be considered. Althc,P 
I thiDic 1t would be duirable for uo to obt&in t he infonoat1on which 
could be had by intol'lllal dieeuuione with the forelp~ representat1Yeo, 
I u DOt wre that 11r. Iin& 11 the beet 11&11 t o ropretont ut. !M 
41tfieult:v 11 that we probabl:V han oc other pereoo in t he !lur..., 'IIIIo 
could be aent. I want t o explore the poaelbll1t7 of uUllrill£ ouch 
o ther repreaentati'oll u the t1n1 ted Stat .. IMT ha.,. in Cen..,a. 

2 . Procedure on ret'wlcla 
Shaf th ~an and ll)'aelf d.lacuued 

IIeure. Oliphant, llel.,.ring, ro ' ' bich might be taken 
the refund .procedure, and in particular the et opa " Unit and tho 
to elbinate duplication or effort bet:": t~l 1:::~\;-:.ttl-nt ha4 

Oeneral Counael 1e Office. Ii .,.. e&l'e ~ t&X :v•ar• and if ln one of 
been &rr&ll£8d b:V a taxpe.l'tr co.,.rill£ oe:~aion of the Ceneral CouDael'• 
th• a refund .,.. tnYol'Oed, t~~~~~tbcut 411..,. unleao there were 
office ebould pat the refund ......,...,.. It .,.. turther aueed that 
ll&lll!eet errore on the tee• of t he ~~ rerlew ell£loeer11l£ or Yal....,.. 
t he rm.,. di'liaioll ahould not aU.-p llr llhefroth was inotructed t o 
Uon queatlone not lepl iD ~t::.U .. i.oner and lle .. rl· llooUf and 
bold • f\lr t her conteriDOI wit 1 t draft an order !or tho 
llathoocl< and to lnotruct tho tatter two aiD o 
d.1 naton of labor betweell the two offiCI .. 

4!>6 
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3. Cs>t\al Aig 

llr. s. St-.-o4 llelllte ot Jew York called UpOn • e thia attenoon 
to tiQ' that he npeeted to ••• the Prell dent llo~>da;r ad to urp upon 
hill the repeal ot the proYhlo~>e ot the l~>co .. tax eppl1ee:ble to 
cepl tal plllt. llr. llelllte Ml4 that he un4eretoo4 fro• Yarioua trlen4e 
ot the Pret1de11t ' • that t he Pr11lde11t wu te..,re'ble to the repeal.. 
llr. llelllr: ... t • tugeetlo11 wu that the lou ot rnenue thoul4 'be aad.e 
up by llll lncre11 .. 111 eurtax11 applicable to unearned or i~>Yeatael>\ 
inco•• · Be le to &4'1'1 .... later ot the reeulta ot hie conference 
with tha Pretld ... t. I wu DOneoai ttal u to the TriUUO'' a a ttl tude. 

4!:!7 
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"EOERAL R&S£RVe: eANk 

Of' NCW YORIC 

0AU hJ'-iiU 8, 11.-r. 

S UB.JEGT:lll.lnoll COlt FII'IOI WDil 

a.u or •owat. 

I Mlled llr. lal'- at 10110 LU~- •-
__, ..., 1D•re aa to \he 

ca11ae ot tala trr t ... ot 'he hwl fh 
e. ere waa IIOWJa, ••1'7 dirte~Wtt 

1.a \he plnare \odq, lle ~ht, Qeept that the retuaal b7 Oe 

and n~ , ...... to.onowt 
.., 

• oaota~Wtee 1D llliherl•d had rather 

11p1e\ \Ita • ...,_ llaftn•. !he tan that 

, 
t H410N11lc to W1 •lllillc'a 

a\a\•-' of \be a..k of h•••• the fne~a17 had 1Der•aed aa bono .. 

lBI• ~ 'he a.Jr, alao •-ad to hUt dhpl•atd the un:et. (I 

poiD\ed oft \lad \he -.mt ftl too 11lalp1No.t to l'tall7 CGie 41a­

Ql'b ... J Bolt. .. I'Hd bllt thoqbt that 1 t Juat lhD-.cl bow Ult Mar 

opera\ora ware raad:J' to llall:e ft'ft')'th111c ••"• their pa~1e.) .l-l'd­

iaa to \he ~- prua thue wart a -b•r of lUUe atrtk .. break­

iDa ..n •eia 1D hu .. , 1.a41nt1Jic aaaral l abor UDI' .. t ud attorta 

tor hiaher ..... to aHt the 1Der•aed eo1t ot Urtaa. fhia, be ~bt, 

lllcht tualrll eMthar eQleaUoa t or the naaeu of t he true alU...b 

1\ •• 4tftl.-J.t, ot ~••• to pt oa .. ftllau OD 8117 oat factor. I 

••Uoaed tbat I 111n read. a J'tP)rt oa the lracb lituatiOD fortO&ftina 

\ha\ aat -'h'a aleotlona 1.a Pr•ot ~• AD• a turlbv U.d to the 

Left •• Uld the btieal loe1a111t puty wnld pl'Obabl7 be the henttat 

loaer. Jol'- ..... to .. ree that, o-.bt betwea the Latt 11114 the . 

apt, \Ita ladleal hdaliftl trert llooaed 1.a haoe, Juat u the C•'­

,..U• be4 u.._..,.. 1a other .,..,_ -tn••· lb.tber, bo-, 

~- ...,_4 nUl to the Left or ta the J11aht, be tboqht U 'NJ'7 utn­

m\ M tell. fttlloat lllabial to llriUdM tbt Pr•ob• llelta n JU 

.. _.. .,_ hal~ to lllOI'MM tht pu1•n 

tiMlr -vel oparaU•• ..... r .. a_, 

Ual aQport Ud b.- at.a ... ~'~'•• 

......... ,.... J.a ......... 
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1"£0ERAL AESE:RVE 8A.NIC 

CW Haw YORK 

E CORRESPON DENCE 
OAR ....... ·~ lJIT. 

sueJEcT%11.1na11_ ODiflll#~a- wm 

L. 1. 'sw -- BAK or •aw~a. 

-·-
,cw.-•• ._ • ..a.- •• that \ho nct."Coauttn w .uu ... \ho 

a441U .. al '-t-o11Uiaecl r- \ho heaU !naal'7' aa a real\ of \be 

la\ur' a ~ .. of lOW'._., boada, ~ hOJ"Maa Ua ~·•• at 

to~ _. ••· lblln wo wva \•l!r1n1 a aa~or ..,. •• , , _ _. -. 

ba dwol11'• Sa \ho autre 1D loorldoD act PuiiJ a\ leu\ BolCea !a­

temp\ ... w NT \ha\ ba ba4 lUa\ I'Melncl wrd \l!.a\ \ba rr.ch, 1a 

aMi\1 .. w \ho P~oOOO,OOO .,., evl)" thil •milll 1a ap,ort ~ \be 

trao, \btrJ' ba4 ·2•at .,., •o\hv n,ooo,ooo w1\b1a the lan ffiW 

111Du\oa aacl \hat \ho BJ1.Uih had b- foroet to a.U dollar• oa a 

lUI• aealo, llloh aaloa --tiDI to Uolat t6,ooo,ooo, 1a a •wr libel'\ 

'lbllo. 
11.-uial ... aanna, I ••t1oae4 tba\ hoa pre1hdDIJ'7' l'o­

por\a •aUablo \ho rM-' ...aoaa 1D \ ho atook ..n: .. ,.._. 1a ao 

wq \o haYo 'bee ._ ... b1 hePT ,.usq tl'oa abro..t, blat ~d ... 

t,bd 1\ -• \00 aul)" w tom a dottaito op1.111oa. Boltoa ...,Ue4 \bat 

1a Loa._ \hllf ,.... oeaYiD .... that ~ Maori- atoaka ...,. eboaper 

........... 'b.r.n. 

...... 
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,..OC:RAL RCIERVE 8ANte 

Of' N I!W YORK 

E CORRES PO NDENC E 

COin 'tAL DYI 

L. W. Dfl=a 

I all .. lb-. Cuicuel at 1018'7 ....... _ -. 
--.,. £1liT -· bn1ac 

a hiM daT, bo odd. hr 1werel dq1 there had b- Do erideee 

ot -udal 'biQ1al 1a tho frccb. IIU'ket ot tohip .uhqaJ 
011 

the _,ftr7, 1a41eaUC111a that the IU.l'ltet aoUrtty ... eUH17 ot 

a eplellln1Yo ebanator W b- i.Dcreu••r. Aa a rellllt ot t hh ob­

aUYeU- tht17 ba4 todq -e lo the -oludOD to let the auket llaYa 

tba torelp aobn1o 1t _,~bat, at a price. Jaturelly, thq ~4 

4o th11 wltbiD • Ull1t; 111117. At the __ , thq were \J71DI to 11t 

the aarkM 11DCer OODUolJ 1t n1 qllieter at; l&c 1/& bat he 414 110t 1a1ow 

bow l.a.c \bat .-14 lut. 81Dce opaiJal thh •mf.Dc, thq he4 eol4 

wer 11,000,000 of nerl1q 1a 111pport of the true. I uked 'lbethll' 

the epMII1n1Ye aoUntor b.a4 b- uuaed by t he illtemaUoaal lltuaUoa 

.. 4 ~el thoulbt by the illtemaUCIIIal •• wall •• t he illtenaal. AI 

• •at'er of tact, be 144ed, ha ••• aow alld.ac h1a1alt 'lbather illtenaal 

41ft1ealu .. ._. ~ •n 1Jiportat thaD the atanaal. 

Ca.rlpel n• wo aq tor •e to keep h1a OD t he tal~• t or 

_, 1-.tb of t.18o .. 4 I oa17 •a4e h1a p~•• that he ~d 110t torret 

to aa11 •• b_.. -ot;hlaJ tllnber ot illtereat 4.,.aloped ill Pula. 
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DatEd SEptEmbEr 9, 1937 

REc ' d 12:53 p.m. 
Secret ary of StatE, 

Washington. 

!lUSH 

1263, SeptEmbEr 9 , 4 p .m. 

F:tOU COCHRAN. 

Prt~ch coLtrol has yiEldEd unusually big amount of 

stErling o:t chaotic exchange r.terktt today but did not 

hol d thE ntE and selling of francs has incrEasEd as 

sterling passEd 134. For a whilE intErVEntion was 

tlu•ouch SociEtE GEnEralE and Lazard and thEn through 

opErat i ons of Bank of France itsElf. At 3 :30 intErvEntion 

appeared to havE beEn withdrawn . Spot franc is thus WEak 

againot all currencies and discount vErsus thrEE montha 

stEr l i ng hao rEachEd f ivE end onE fourth. REntEs down. 

Ba~ of FrancE statEmEnt as of SEptEmbEr sEcond 

shoned fUrthEr advance of Eight hundrEd million francs 

to thE statE , deposits down ovEr ont billi on and Cir­

culation up one and thrEe-fourths billion; covEragE 

f1fty- t1vo point naught one vErsus fifty-two point thirty­

five . 

WhilE intErnational situation has of coursE influEnCEd . 

Parts E~change market adversEly thE rtal causE of today's 

WESicnESS 
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PS 2-No . 1263, Sq,tEmlar 6, 4 p .m .. tram Paris 

wEaknEss is in my opini on domEstic. To thE unravorablE 

FrEnch intErnal factors which I havE mEntionEd this wulc 

should bE addEd thE furthEr rEv!lation in thE Bank of 

Franct statEmEnt t hat in spit! ot pEak tourist sEason and 

incrtasE in tax rEturns TrEaaury 11 now obligEd to rEsort 

hEavily tach WEEk to Bank ot BrancE to financE its currEnt 

nEEds (with no unusual maturitiEs t o takE cart of just ..... _!01_ . 
now) . 

RR: Cs:B BULLrrT 

462 
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