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H.ll.Jr: 

Operator: 

H.Jl.Jr: 
Jesse 
Jonee: 

H.K.Jr: 

J: 

H.W.Jr: 

J: 

H.ll.Jr: 

J: 

H.U.Jr: 

J: 

H.ll.Jr: 

J: 

H.ll.Jr: 

J: 

H.ll.Jr: 

J: 

Hello. 

llr. Jonee. 

Hello. 

Hello. 

Good morning, Jesse. 

Good •orning. 

Are you at home? 

Yea. 

Deo .. ber l, lQ~7. 
Q:04 a ••. 

Jeeee, I want to take a minute or two to explain 
what I ' ve been working on var, quietl7, tor the 
Preeident, eee • 

.U.l r1gllt. 

And I asked h1m - we talked about it, whether 
somebody oouldn' t work on oot ton w1 th the idea 
that eightee.n million balee or cotton ie a good 
thing, and let's see whether we oan •t do so•eth1ng 
to get rid ot it. 

Yes. 

Rather than Just sit around and tell tales ot 
woe, eee7 

Yea . 

Well, I've been working on this thing quietl7 
tor a oouple ot weeks, and we tinall3 evolved 
an idea or a national advertie1ng oa.paign in oon­
Junction with the induetey, and we work through 
the textile indue try, and they 1re treaendou1l7 
enthuliaetio about it and ready to put up •o•e 
110n1,1, lee. 

Who7 

The textile industry. 

Yu. 

2 
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H.W.Jr: 

H.W.Jr: 

J: 

H.ll.Jr: 

J: 

H.U.Jr: 

J: 

H.U.Jr: 

J: 

H.ll.Jr: 

J: 

H.M. Jr: 

J: 

H.W.Jr: 

- a -

Through t.he ootton 1nat.1tut.e. 

You know. Well, we 1n got the th1ng and I t1rat 
thought we oould do the 8eot1on ~2 .ane7, but 
Wallaoe doean1 t like it that ~. so we looked 
up and we - Olipb&nt 1 a given us the opinion we 
oan do it through Commodity Credit. 

Yes . 

And yesterday afternoon we put it up before 
the <l>JII)troller General and he sa1d he'd 0.[. it. 
Now I Just walked down with Wal.laoe and he 's tar 
enough long that he eaid he'd like to aeet with 
J'OU and me, end tal.lt th1a thing oyer, eee. 

Yea. 

Now woul.d lunoh tomorrow be oonvenient? And it 
70u 1d l.1lte - I'd l1ke J'OU to get more details eo 
J'OU can have a ohanoe to think about it. I'd 
l.1ke Wayne Taylor to come oTer ·and talk to you 
at 70ur oonvenienoe, he's all tull. ot it. 

Well, suppose - suppose he do that today, and 
what time - how early could we have lunoh? 

Wel.l, we'll fix it - are J'OU going to leaTe town? 

I was going to leave town. I am 
J.eave town toaorrow afternoon. 

Well -

I am going to 

I was going toda3, but Wagner wants me to come 
up there and get before hie committee on the 
Housing t.h1ng 1n the morning. 

Well, do you want to make it quarter ot one? 

Yee, well- well that'll be all right, and it 
we get through - I might take a two o 1 ol.ock train 
or at least a three. 

Oh, 7ee. Now, euppoeing I have wa;rne oontaot 
J'OU, see. 

3 
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J: 

H.M.Jr; 

J: 

H.M.Jr: 

J: 

H .M.J·r: 

J: 

H.ll.Jr: 

J: 

H.ll.Jr: 

J: 

H.li.Jr: 

J: 

H.J.l.Jr: 

J: 

H.:II.Jr: 

J: 

H.:II.Jr: 

J: 

H.II.Jr: 

- :s -

All r1gllt. . 

And g1Ye you t.he t.h1ng - eo ae you won't get. 
t.b1• t.h1ng oold. 

All rl&ht.. 

And - I mean - I ' • qult.e ent.hueiaet.ic about. 1t.. 

Well, I hope - I hope t.bat. I agree wtt.h you. 

Well, I don't. know, but -

I say I hope I do, and I -

I want t.o give you t.went.y tour houre t.o th1n»-­
about. 1t.. 

Well, I've got. t.o go t.o t.be H1ll at. t.en-t.hirt.y 
t.o t.eet.i~y on the House Bide 

tor t.he Housing bill. 

Yee. 

And ao suppose I leaYe word, and maybe I oan aet. 
1 t. - I'll call Wayne and maybe I can get. a lunch 
engagement. wit.h h1• today. 

Yea, well ehall I leaYe 1t. t.bat you ' ll oall Wayne. 

Yee. I ' ll call him right now. 

You ' ll call h1m right. now. 

Yea • 

. Wayne doesn't know I oalled you, beoauee I Juet. 
got. 1nt.o t.he ott1oe. 

Well, 1t you' ll t.ell hla -

Well, auppoalng I tell Wayne t.o call you right. 
away. 

Tell him t.o call ae, and 

And I ' ll t.ell him what. ' • it. about.. 

Tell h im t.o oall me through the ottloe. 

4 
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H.II.Jr: 

J : 

H.M.Jr: 

J: 

H.JI.Jr : 

J: 

H.JI.Jl:': 

J: 

- ' -
TArOUSh the ott1oe! 

Yea. 

Tbro~ the ott1oe. 

1CJ ott1oe, 7ea. 

I'll do that. 

T.bank 70U. 

He '11 call 7ou 1n two a1nutea . 

All right . r1ne. 

• 
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I 
.S 

December 1 , 1~37 

Pr11ent: 

llr. Magill 
llr. Oliphant 
llr. Helver1118 
llr. 1renohel 
llr. Rueaell 
llr. Carter 

9:15 a. • · 

IW.Jr: Who elipped thie ~~~emorandwa to me? 

llr. Madll: That' e mine. 

HW.Jr: Supposing I read this out loud. 

(Read Kagill1 e memorandum in full. 
marked Exhibit I.) 

Now, have you (Oliphant) got one? 

llr. Oliphant: Yes. 

It 1e attached, 

HW,Jr: (Reading Oliphant ' s memorandum.) (Exhibit II) 

1 I have diecueeed this matter today with llr. Wenohel 
and we baTe examined our calendars. 1.'hie is what happened: 

1Wenohel began work in the Bureau September 22. 
light daye later, on September 30 at 10 a . m., he eat in 
a conference on the Maestri oaee in He1Tering1 e office 
with Helvering, Rueeell, Carter, Regie , May, Pierce and 
Horman, one ot hie lawyers. Wenohel did not then know 
that the Louisiana cases were the subJect ot special in­
structions because it had not been possible tor me to tell 
him about all the special situations and unusual problem. 
pending ln hie office and t he Bureau. • 

KaT I check? September 30th. 
had not been issued yet. 

1.'hoee instruction• 

!f• 011¥hant : Oh, 7ee! 
eettled~e or iinal oaeee . 

Iaeued at the t 1•e Justice 

• ·. 
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BK.Jr: Were they? Becauae the !irat they 
were brought to. 11111 waa October 7th. 

Mr. Wenc~l: That waa the conference in Secre­
tary Kag1111 s o i oe. 

IW,Jr: (Resumed reading) 

"At t his conference in Helvering's office, Wenohel, 
remembering and mentioning newapaper discussions or the 
Louisiana cases, asked it there was anything unusual 
about this lo!aestr1 oase and was told that what he had 
in mind was the criminal oaees, but that this wae a oaee 
or settling ciVil liability. He then agreed that, the 
evidence on the var1oue ieeues being what it was, the 
following proposal to settle wae a good one: 

Accept t he taxpayer's ola1m as to the 
iao,ooo !rom the sale or stook. Cut the 
alleged gift or $150, 000 in halt . Aeseas 
$57,658.14 instead or $100,000 1 nest- egg 1 

since $42,341.86 had been aeeessed and 
taxes paid thereon in the year 1930. 

' However, Wenchel did not get the impressicn that 
this conference was to conclude the matter because Hal~ 
vering wae insistent that no plan or settlement would be 
acceptable unlese it involved the payment or at leaet 
the full tax. Wenchel eaye he did not know until thia 
morning that the taxpayer ' 1 lawyer had been informed that 
the settlement was eatis!actory.• 

HK.Jr: Sallie day ot what? 

Mr. Oliphant: Day or the con.rerence . 

Mr. Wenchel: September 30th. 

(HX,Jr:) (Completed reading aloud Mr. Oli phant'• 
memorandum or November 30th.) 

HU,Jr: Thie is Oliphant's memorandum to 8ha!roth. 
(HX,Jr read aloud th1s memorandum dated September 1, 
attached marlted Exhibit III . ) 

Now you have got your tilllll table. 

7 
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Mr. Helveri;g: Do I understand that Mr. Oliphant 
says that no oase ~all be settled unless the taxpayer 
waives the issue? It he does, we might Just as well 
close up shop. 

!Dl,Jr: Here ie a cop:y ot Oliphant ' s memorandum 
(to Sha?roth. ) 

(Mr. Helvering read the memorandum. ) 

Mr. Oliph!nt: (to Mr. Helvering) Reter to the 
bottom o? the memorandum - - where there ie a contliot 
ot evidence, the thing is to go to the Board. 

caeeeT 
J.lr. Helvering: You confine it to the Lou181ana 

Wr. Oliphant: Yes; that's all. 

J.lr, ~ill: The idea as it developed in the Octo­
ber 7th con~ence was this: what was meant b:y horse­
trading was whether or not :you oould arrive at a disposi­
tion ot the ieeues either b:y the taxpayer agreeing he was 
wrong or the Bureau agreeing that it was wrong, but we 
were not to trade issues ott against e ach other. 

Mr. Helvering: Uh- huh. 

Hll ,Jr: 
signed. 

Th1e (Mr. Russell's memorandum) is not 

Mr. Russell: Ohl Glad to sign it. HM.Jr: Do :you 
mind dating itT Mr. R: Let's see, today it December 1. 

HM Jr: (Began reading Rueeell1 e memorandum ot 
December i, 1937. Attached, marked Exhibit IV) 

1A th1rt:y-da:y letter was ieeued in the above-men­
tioned case under date ot September 16, 1936 covering 
the years 1925 to 1929, 1nolueive , disclosing det1o1enoiee 
1n tax ot $144 , 334.65 and penalties ot $72,167.33, a total 
ot tax and penalty ot $216,501.98. In reaponee to th1e 
letter, under date ot Janua.r:y 18 , 1937 the taxpayer called 
1n person aooompan1ed by Senator Allen J , Ellender and a 
d1ecuee1on was had on that date with the following repre­
sentat ives ot the Bureau : 

8 
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'J. ~ . Carter, Head Special AdJust ment Division 
George H, Rsgee, Jr., Conferee , Special Ad­

Justment Division 
Paul May , Auditor , Special Adjustment Divi sion 
C. o. Pierce , Auditor, Speci al Adjustment Di­

vision. 1 

HN Jr: Now, this is the f irst I knew that Uaeetri 
and Ellen!er called on Mr. Russell. 

Mr. Helvering: He came to see me and I sent him 
up t o see them. 

HM,Jr: Up to September 9th nothing happened as 
far as you two gentlemen were concerned (Ur. Magill and 
Mr. 011phan t ) ? 

Mr. ~111: 
September lit. 

The first I heard or the case was 

Mr. P~ssell: Except we advised Ur. Oli phant we 
were havi ng a conference and he said that Mr. Wenchel 
should sit in on it. 

Mr. Oliphant: I oalled Sharroth and told him or 
the conference and he said he hoped Irey would be present. 

HY,Jr: (Resumed r ead1ng) 1 At the conclusion or 
this conference there was addit i onal i nformation or 
svi dence which Mr. Wentworth desired to submit for con­
sideration or the Bureau representatives. This informa­
tion was received under date or September 25th. Under 
date or September 30, 1937 a conference was held in the 
Commissioner's office attended by Mr. Guy T. Helvering , 
Commissioner, Mr. Wenchel, Chief Counsel for the Bureau 
or Internal Revenue, c. T. Russell, Deputy Commissioner, 
Mr. Harold Norman, Special Attorney, Penal Division, 
Chief Counsel ' s Offi ce, llr . J. w. Carter, Head, Special 
AdJustment Division, Mr. George H. Reges , Jr., Conferee, 
Speci al Adjustment Division , Paul llay, Auditor, Special 
Adjustment Divi sion. At the above conference the fol­
lowing items were discussed: 
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1 1) The taxpayer'• contention aa to the 
$100,000.000 on hand in 1910, 

f
2) The taxpayer'• contention aa to t he 
150,000. 00 gift in 1916, 
3) The taxpayer's contention ae to the 
ao,ooo.oo , prooeede from the sale of 

stook in 1923, · 
(4) The taxpayer's content ion as to the 
$103,413. 57, proceeds from·•parti tion sale 
1n 1927, 

t
iS) The taxpaler'e contention as to the 
1000.00 and 112 000. 00 mortgage notee, 
6) t he taxpayerfe contention as to the 

$10,000. 00 livi~ expenses, 
(7) The taxpayerTe contention a~the fraud 
penalties.• 

HK,Jr: This took place September 25th? 

Hr. Russell: September 30t h . 

HK ,Jr: Now, this ie Seotember 30th. (Resumed 
reading.) 

1 At th1e conference it was concluded that 
the taxpayer's contention on the $100,000.00 
on hand 1n 1910 should be deniedl that the 
taxpayer's contention ae to t he t80,000 pro­
ceeds received from the sale of stock in 1923 
should be conceded· that the taxoayer's con­
tention as to the .103,413. 57 proceeds from 
partition eale in 1927 s hould be conceded; 
that the taxpayer'• contention as to the 
t lOOQOO and fl2,000. 00 mortgage notes ahould 
be conceded; that the taxpayer's contention 
as to the fraud penalty should be denied and 
the taxpayer's contention as to the $10,000. 
living expensea should be denied. This l eft 
only one item still in dispute; that ie, the 
taxpayer's contention ae to the $150,000. 00 
gift in 1916. On this item it was the opinion 
of the Commissioner and Nr. Wenchel, Oh1af 
Counsel, that t he full amount of this gift 
should not be conceded but it was t heir con­
clusion, baaed on the evidence in the case, 
that if the taxpayer would concede one-half 
of $75,000. 00 of ':~)is item that that would 
be a fair eettle118nt. • · 

:o 
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HK.Jr: Is that right? 

Kr. Wsnchel: Right. 

HK,Jr: (Resumed reading) .... 
1Under date ot October 4, 1937 a hear­

ing was held ln the Internal Revenue Building, 
the taxpayer being represented by Mr. Harold 
G. Wentworth, attorney New York, New York, and 
the Bureau wae represented by: 

Chas. T. Russell, Deputy Com­
llllesioner 

J. w. Carter, Read, Special 
AdJustment Div1e1on 

Paul Way, auditor, Special Ad­
Justment Division 

George H. Regee, Jr., conferee, 
Special AdJustment Div. 

1At this conference Mr. Wentworth was ad­
vised as to the Bureau's position on the several 
items involved in this case and a~~e~30 ob the 
same date Mr. Wentworth returned to the ottioe 
and proposed that hie client' s case be closed 
by the diaallowanoe ot only one-tourth ot the 
$150,000.00 girt and by adding $5000.00 aa liv­
ing expenses tor the years 1925 to 1928, in­
oluaive and $10,000,00 tor the year 1929. Mr. 
Wentworth was advised that hie proposal relative 
to the reduction in living expenses would be 
reoo111111ended but that hie proposal to tax only 
2~ ot the $150,000.00 item would not be reooll­
mended. 1 

HK,Jr: Now, this ia October 4th? 

'Mr. Wentworth wa1 advised that hie pro­
posal relative to the reduction in living ex­
penses would be recommended but that hie pro­
posal to tax only 2~ ot the $150,000.00 item 
would not be recommended.' 

!lr. Oli&hant: Wae that before or atter the long 
dietance telep one call? 

11 
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Mr. Russell: Thie wae before. 

Mr. Carter: Thia wae before . 

Mr. Helvertng: This ie Just a report on their 
oonferenoe with Yr. Wentworth. 

~r. Oli Phant: Was that before he telephoned from 
New York and he had then been told the Gbv&rnment had ac­
cepted ••. 

Mr. Russell: This was before. 
told anything. 

!Ul,J r: (Resumed reading.) 

He had not been 

1 He finally agreed that he would recom-
mend to hie client a eettl,ement of his case 
by the disallowance of ~ of the $150,000. 00 
item or $75,000. 00. Wr. Wentworth was in-
formed that the aforementioned basis of settle­
ment would be presented to the Commissioner for 
hie approval or disapproval, and that he should 
call Hr. Ca»ter, Head, Special Ad Just ment Divi­
sion , the next day to ascertain the Commissioner' s 
deoieion. 1 

•on October 5, 1937 , Mr. Russell donferred 
with the Commissioner and Mr. Wenchel, Chief 
Counsel, Bureau o f Internal Revenue. Wr. Russell 
advised Ur. J . W.Carter on the evening of Octo­
ber 5 that the Commissioner had approved the 
settlement and that Mr. Wenohel , Chief Counsel 
had also appr oved the settlement. On October 6, 
1937 Mr. Wentworth called Mr. J.W.Carter on long 
distance te~ephone from New York to ascertain 
the Comm1esioner1 s decision and he wae advised 
by Mr. Carter that the proposed basis of settle­
ment had been approved by the Commissioner. 

"A letter was prepared addressed to Mr. 
Wentworth covering the yeare 1925 to 1929 in­
clusive, enclosing an agreement Form 670 tor 
these years and stipulation covering the case 
tor the years 1931, 1932 and 1933, which were 
before the Board pending an appeal. This letter 

12 
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1 bad reached the Acting Comm1eei oner' e ot­
tice tor signature wnen a telephone message 
was received in the Aoting Commiseioner'e 
office from Ur. Wenchel calling trom the 
Treasury saying 'Not to take any action on 
t he llaestri case until he sees you•. 

Hl.l , Jr: What day was thatT 

t~ . Magill: The 6th or 7th. 

Mr. Russell: That was on the 6th. 

HM~Jr: Ootob~r 5tn tney telephoned -- Oct ober 5th 
Carter telep oned that t he settlement, that it 's 0. X. Oc­
tober 6th they get ready to prepare a letter to be signed 
and Wenchel calls up 'not to take any action on the Uaeetri 
case until he sees you'. 

5th? 

•on October 7th a conference was held in the 
oftioe ot the Under Secretary ot the Treasury, 
Ur. Magill . The following indivi duals were 
oreeent at the conference: 

Mr. Roswell Maglll, Under Secretary of 
the Treasury 

Ur. Herman Oliphant, General Counsel, 
Treasury Department 

Mr. John P. Wenchel, Chief Counsel In-
ternal Revenue 

Wr. Elmer L. Irey, Ch1et, Intelligence Unit 
Ur. Chas. T. Russell, Deputy Commissioner 
Mr. A. D. Burford, Speoial Agent in Charge 
Mr. J . w. Carter, Head, Special AdJust ment 

Division 
Mr. George H. Reges, Jr., conferee , Special 

AdJustment Division 

When did you leave town? 

Ur. Helvering: The 5th. 

RU,Jr: The last time they spoke t o you was the 

Wr. Hel vering: Yes , the 5th. 
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HK ,Jr: Who were there? 

Mr. Kelvering: The three of us, Wenchel, Ruseell 
and myself. 

Wr. Russell: I t hink this conference was about 
two o'clock in the af ternoon. 

Mr. Helvering: I left on the 4:45 train for Chi­
cago on October Sth. 

HW.Jr: (Resumed reading) 

•on October 7th a conference wns held in 
the office of the Under Secretary of the 
Treasury, Wr. U&gill. The following 
individuals were present: * * * 

'The aforementioned basis of settlement was 
reJected and a 90- day letter covering the 
years 1925 to 1929, inclusive, was issued 
under date of October 8, 1937 . 1 

Well, that's clear, what has happened up to that. 
That gets down to the conference which took place in your 
office. · 

llr. ~ill: The only question I have on this mem­
orandum, most ~it I know nothing about, this l ast sentence 
is a little ambiguous. I don ' t know whether your recollec­
tion differs from mine or not. As I have said in my memo, 

14 

I not only don't reoall, but I a.m quite clear that this Maestri 

settlement of $134,000 tax and penalty was not discussed at 
all on October 7th. I am sure nothing was said to me tha1: 
the Oom.m1ssioner had accepted it and taxpayer had been noti­
fied because as far as I am concerned it would have put nn 
entirely different cast on the whole thing. Does your memo­
randum co1no1de with mine that those thin~s were not actually 
brought out before me? 

llr. Russell: To t his extant: remember I told 
Mr. Oli phant, who was sitting in conference, that eettlement 
was for $134,000 wh1oh 1noluded tax, penalty -- penalty for 
fraud, and that I thought we had won a moral v1otory to have 
the taxpayer agree to afraud and Mr. Oliphant said we were • • • • 

HW,Jr: I oan1 t hear you. 
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Mr. Russell: I say, in this conference I told 
Mr. Oliphant that we had an agreement from the taxpayer 
to the tax and fraud penalty and interest and you remember 
Mr. Oliphant saying we had no concern with moral victories? 

Mr. Magill: I don ' t remember that at all. 

Mr. Russell: Do you, Mr. Carter? 

Mr. Carter: I do, very distinctly. 

15 

Mr. Magill: Do you have any recollection that state­
ment was made that settlement had been reached, the Commis­
sioner had approved it and the Attorney notified? Beaauae 
my recollection is very clear that nothing or that sort had 
been said. 

Mr. Russell: I don't remember your being told those 
exact words. 

Mr. Magill: No. I don't think it came up at all 
and one reason I am sure it did not come up is because Mr. 
Carter discussed various aspects in the case and I remember, 
tor instance, my own pointing out that this $100,000 and 
$150,000 story looked awfully fishy to me a.nd it the facts 
were put before the Board I thought there was a fair chance 
we might get away with t hose issues even though we had his 
mother teetitying that this was a gift, etc. , but I am quite 
sure l.lr. Helvering had not agreed. 

Ur. Russell: I assumed that wae understood because 
Ur. Wenchel had sat in on the conference . 

Mr. lla.lt111: I am only g etting my own story straight 
because that, as I say, would have made all t he difference 
in the world as tar ae I am concerned if I had known that 
t his case had really been disposed of. 

Mr. Oliphant: Disposed or by notifying the taxpayer. 

Mr. Uagill : I am sure I did not have that information. 

Mr. Oliphant: Maybe not exact words were used. My 
memory wae perfect that nobody said or intimated that the 
taxpayer's lawyer had been notified that this was acceptable 
because that becomes an entirely d1tterent case, because then 
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you are dealing with a commitment that baa been aade and 
would ra1ee the question if the oommittment bad been aade 
prior to Uagill or .,eelf or an7body alee over here being 
consulted. 

HW,Jr: I am just - - Wenchel knew about it7 

Mr. Wsnchel: No. 

HW,Jr: Now, just a minute. Let me bring you in 
t his picture . •on October 5, 1937 Mr. Russell conferred 
with the Oomm1eeioner and Mr. Wenchel. Mr. Russell ad­
deed Mr. J. w. Carter on the evening of October 5 that the 

~omm1asioner had approved the settlement baeie and that Mr. 
Wenchel, Chief Counsel, bad also approved the settlement. • 

wr. Russell: That was the afternoon in 7our (Kel­
vering ) office shortly before you left t he office. 

Mr. Wenohel: I remember that . I was down to see 
Mr. Russell on something else and the Commissioner happened 
to come in and there was some further statement with refer­
ence to t his conference t hat we bad bad, but I did not get 
the impression that any commitment bad been made at that 
time. 

wr. Rueaell: I remember distinctly at that time .. .. 

1S 

Mr. Wenchel: Pardon me. My calendar does not show 
anything at all on that and yet it ehowe all the other Maestri 
conferences . 

Mr. Russell: I remember distinctly asking if it was 
all right to advise the ta~ayer' s counsel that it was ac­
ceptable. 

Mr. Wenchel: The Commissioner came in with hie hat 
and coat on and you ea1d aomething to him about the Maestri 
oaae and I did not pay an7 attention because I did not think 
I was ln on that. I was there on something else. It waa 
not until it waa brought up thle morning •• •• 

Mr. Russell: And in the first conference in the 
Oommiaaioner1 s office it was agreed around the table •••• 

Mr. wen~h§ftl ••• therefore, when we went into the 
conference in t ender-Seoretary'e office, nothing waa ea1d 
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certainly not by me nor by anyone elee , that the taxpayer 
had been contacted and what Under-Secretary Magill aaye il 
abaolutely correct and I did not know it unti l yeaterday 
morning when Yr. Oliphant told me . 

HK Jr: I don ' t care whether this ie Maestri, or 
Sm1th, or "onea. I think that 1 a unimportant OOJIIPared to 
the fact that there is something that does not fit together 
here. It 1 s much more iiiiPOrtant to me to fet this picture 
fitted together. I don 1 t care whether it s Maestri, Smlth 
or Jones, except that it is an important case, but I don't-­
let ' s all be perfectly - - I mean

1 
I wish everybody would 

hit, and hit hard, because I don t see-- for Heaven's sake, 
Russell, talk up for yourself. 

Mr. Russell: That ' s what I am doing. 

HN,Jr: You are not doing it very well. 

Mr. Russell: I am doing my beat . Let's see. Put 
it this way: we did not take a move until we advised the 
Commiesioner and General Counsel what we were doing and, 
second, at first conference in the Commissioner' s office 
there were approxiMntely eight or ten people there. Every­
body agreed that it the taxpayer would submit an otter of 
one-half of the $150,000, we would accept it and on the 5th 
Yr. Wenchel and Wr. Helvering was there. I told them the 
taxpayer was willing to accept it and it was all right to 
advise them. 

HW,Jr: Where di d this meeting take placet 

Kr. Russell: In the Commissioi'B r' a office. 

Wr. Wenohel: That is explained. He was on leave. 
Russell was Acting Commissioner and he called me up about 
another matter and we started to discuss it on the telephone 
and I went downeta1rs. While we were discussing the matter, 
the Commissioner came in with hie overcoat and hat on and he 
did not even sit down and Mr. Russell was talking to him and 
all that I remember was somethi~ was said about the Waeetri 
case. I was not consulted. It looked to me like it was 
carrying on this convereation •• •.• 

Wr. Helverin~: Here is all that was said. Ruaaell 
aaid to me there tha 1 while you are here, I am going to 

17 
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the 
the 
we 

tell you that Maeetri1 e attorney hae agreed to accept 
proposition or t75,000 inclusion in taxee. fhat ie, 
income or t75,000 ie taxable. • I eaid, 'That's what 
agreed to t he other day. Go ahead and t1 n1eh it. ' 
walked out that 11orn1ng. That morning I asked llr. 
to take care or the office because I wae leaving. 

I 
Ruuell 

llr. Rueeell : I remember dietinctly saying, 'Well, 
here ' s the Commiesioner out here now. Better talk about 
the Maestri oaae before he leaves.• 

Mr. Wenohel: No, I don ' t remember that. 

Ur. Russell: We were si tting there talking about 
something. 

llr. Wenchel: We were sitting there talking. We 
had some papers in front or us and t he Commissioner walked 
through that door and he was there before I knew he wa, 
there . I got up and s hook hands. You two talked. I 
know you were talking about the Maestri caee, but what you 
were saying I don't remember. 

llr,Helvering: I suppose after our previous confer­
ence when we had said distinctly i! thie is conceded and 
this is conceded then we insist on this and th1a. Now it 
t hat ia done and the fraud penalty ie added, I will agree 
to it. But we have to add fraud penalty because the thing 
ia outlawed it we don ' t. 

HK.Jr: Let me aall: you this: Here ie a caee, cer­
tainly an important one, which it you had eettled on thie 
basis would attract a lot or attention. Going back to 
Russell, why would you take the responsibility or doing 
this on verbal aeaurancea. Why wouldn't you get somebody 
to sigh something or write a memorandum, or it you were 
Acting, why wouldn ' t something be written saying that thie 
wae finally approved by Mr. Helvering and Mr. Wenchalf 

llr. Rueeell: I did not think it wae neceeeary to 
have a written memorandum. 

RM.Jr: How do you settle other oaeea? 

Mr. Rueeell: Th1a ia the only oaae with eo many 
people sitting in on eo ma~ oon!erenoer.. We did have 
to safeguard the Government a intereete. 
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HK Jr: You had so manr people sit ting in on i t 
and no wrihen .. more.ndUII? 

Kr. Ruasell: I did not think it wae necessary to 
ha•e a written •emorandua of what these gentlemen agreed 
to. 

HX!Jr: The result ia it puts rou 1n a vecy un­
usual poe1 ion. 

Mr. Russell: It does that. I am wi lling to take 
that unusual position i t nobodr else will go along with it. 

HH,Jr: Aa tar as Mr. Helvering ia concerned, he's 
out of the pioturs. When he stopped out October 5th he 
aa1d, They ha•e done evecyth1ngl and you se.J.d yea. So he 
ee.J.d, All right. So he takes a train and that let1 e him 
out . But whpt I can ' t get, because I don' t know how Wen­
ohel works , but i f somebody started talking to me about the 
Maestri case, I · would eay, if this is goir~ to be the oaaa 
let ' s sit down; I can' t give a rea or no. 

Mr. Helvering: I am not saring this to be conten­
tious at all, but if rou take the conferences just of 
Bureau officials , in which we were all present, and the 
agreement was made that certain items would be excluded 
and certain items be included -- now, that was all formal 
hearings . 

Hll ,Jr: Right. 

Mr. Helver1~: Now, the only thing that occurred 
on October 6 waa tha Russell stated that Maestri's attorney 
had agreed to that . 

HU,Jr: Right. 

Mr. Helvering: So go ahead and settle up. 

HK.Jr: It I were in rour position -- you go i n , or 
881 I go into Magill or Oliphant ' s of fice. We ha•e been 
working on the thing a week. We ear if we get th1a that 
I will go along. I go in. He sara I have got e•erything 
we asked tor. I ear, o. X. ; aettle. 

Mr. Helver1ng: You wouldn ' t write a memorandum. 
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~Jr: On a case like thieT Yea, I would. Yee, 
I do. f anewer ie that I very definitely do. I not 
only do, but I have a seoretary here taking it. I oan' t 
trust my •alDOl')' . There are too lll&ftY i 11portant thing e. 
No, on a thing like this I very definitely do. I et1ll 
don ' t eee whf this t hing having been settled, if you don't 
mind lilY saying eo, if I were in either of you gentlemen's 
shoes-- I go over to Mr. Magi ll'• office . I say, Kr. 
J.!ag.1ll, before we even start thie thing we think it 1e our 
duty t o eay to Magill and Oli phant that the taxpayer' • 
attorney hae been notified that we would settle. Now 
I can't see how you would walk in Kagill 1 s office and d1e­
ouee th1e thing for two hours and not tell h1m that Mr. 
Wentworth had been advised t hat thie thing would be ac­
ceptable. 

Mr. Rueeell: I was under the impression that wae 
why I was up in Kagill's office. 

Ur. Wenohel: I did not know that he had. 

HM,Jr: I~ all goes ba ck to Russell. 

Mr. Ruse~ll: 411 right. I will be t he goat . Mr. 
Secretary , we d1 not take one step without keeping evel')'­
body adv1eed of what we were doing. 

Mr. Oliphant ; Now, when you notified the taxpayer 
on October 4th, I wae not advised. 

Mr. Russell: I remember in the Commieeioner'e of­
fice on the 5t h saying that Kaeetri 1 s lawyer had agreed to 
accept it and saying I am going to notify him. 

HW,Jr: It would be Just t he eame thing 1f we were 
sitting here and a month l ater I find you had accepted 
Maestri ' s check. You say I thought we were discussing 
t he principle and you say,IWell , you know, Mr. Worfenthau 
we accepted hie check. We already had b1e check. 

When did you tell him to stop actiont 

Mr. Wenchel: I don't remember the date of that , 
but I did call him and told him not to take any action. I 
remember when 1t wae 

Mr. Russell: On the 6th. 

Mr• Wenchel: It wae. That wae the day before th1e 

20 
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conference in Under-secretary Wagill 1 e o!!ice. 

Kr. Oliph!nt: I was in Indiana. 

Mr. Wenchel: I oalled you up, Russell, and asked you 
i! you had been notified or the conference and then said you 
had better not take any action. 

Ur. Russell: This is the memorandum that I got . (See 
exhibitV . ) Subsequently I was advised about the confer-
ence to be held in Mr. Magill ' s o!!ioe , but this ie the first 
information I got •.•.• 

IDl Jr: What I am going l:o .ic> as to what has taken 
place in t~s rooa and as to your action, I ·am going-to let 
Kr. Helvering study it. Mter all, you are responsible to 
him. I want you to decide whether Kr. Ruseell has done any­
thing that is iaproper and after you have had time I would 
like to talk to you further, but, a fter all, he is your man 
and after you have talked it over I would like to talk to 
you. That takes oare or whether Wr. Russell did or didn1t. 

Now, as to the situation about the Maestri oase. 
After all, we have a lot of things to do. We will start 
with you , Mr. Helvering. Have you changed your position 
any since you said that we would take this $134,000? 

Mr. Helvering: -No. I aa very strongly or t he 
opinion that that ie a good settlement. 

HW.Jr: You still reel that wayt 

Mr. Hel~uring: Yes . 

!Uoi,Jr: I am not going to call on these men if that ' s 
the way you reel, because they are your subordinates. 

Mr. Helver1ng: May I say a word in that oonneotiont 
Before we reached any conclusion on thie, I called Kr. Bur­
ford in and had a talk with hi• about this case. Burford 
stated to me, 'Now , Mr. Commieeioner, I don't know whether 
we have a case with Waestr1 or not. ' He saye, ' I! we can' t 
set up fraud, we haven't, 1 and he gave me all this detail 
about the Statute or L.1m1tat.1ons . But, be said 'I think 
he1 i the bi ggest crook .1n the bunch, ' or something to that 
e!!eot . Well, we are confronted • • • •• 
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Hll ,Jr: Pardon, 
take tb.18f 

Did Burford recommend that we 

Mr. Helverlng: Oh, yeel 

Hll ,Jr: He's on record? 

Mr. Carter: He has not signed any report, but he 
is in accord with this proposed settlement . 

Mr. Helveri~: He told me in an ott- hand conversa­
tion in my office t the thought it was a good settlement . 

HM,Jr: Will he sign this report? 

Mr. Carter: He will. Re has not been asked. 

Hll ,Jr: Will Irey and Burford both? 

Mr. Helvering: I haven' t talked to Irey because 
Burford was the nuan working on the caee. 

I Juet want to explain the dittioulti ee we have. On 
thie $150 ,000 item t here are five attidavite on tile troll 
Maestri, hie two aietere, trom hie mother and trom one out­
aide party

1 
telling they knew about thie agreement . I told 

t he boye H taxed my oredul.ity that anybody wae handing 
around .150 ,000 oaeh and I would not concede that that wae 
done, but in race ot these attidavite and without any def­
inite evidence on our part to refute them, I thought we 
would have a hard time to prove that in the Court. 

Mr. Oli ohant: But we do have a chance ot getting 
Maeatrl ' e brother who has an adverse interest and he's tight­
i~ hie brother over who gets this money trom hie rather and 
he s coming in and spilli ng the beans and that would very 
well wipe out the tive attidavite . 

Hll,Jr: I want to eave tilDe. I am going to aelt 
(Telephoned Wr. Irey and transcript ot 

ia attached, marked exhibit VI. ) 
Irey right now. 
the conversation 

Mr. Helvering: I want to show you one further atep . 
As a result of this conference in which it was set out what 
we would do and Mr. Russell ' s statement to us ot that day 

22 
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that tha~ had been agreed upon, 
prepared to go to the attorney. 
desk when t his letter came to me . 

of course here 's the letter 
This waa on wr. Ruaeell 1 e 

(See Exhibit VII.) 

Kr. Russell: I was just getting ready. to sign it. 

Mr. Helveri~: This ie the letter to Wentworth in 
the Maestri caee. r course that letter never was sent. 

Mr. Oliphant and I had a conference in his office 
one day and we agreed, and Herman and I talked it over, 
that we ought to have one of hie men and one of ours eit 
in on all the Louisiana cases and I told him I would send 
him a memorandum on just what the situation was about these 
caaea . September llth I transmitted this letter to him 
and he acknowledged it on the 14th and I detailed all of 
t he eo- called Louisiana case, those that had been settled 
and those that had not and those that had been indicted 
and those who had not and 90- day letters and a1l that . Later 
Mr. Magill called me eomtime later-- I don't remember but 
I think I have it here though and asked me -- here it is , 
October 25 - -and I sent you, if you remember • .•••.. 

Mr. Magill: You s ent me another memorandUm. 

wr. Helvering: Yes. On just the situation on all 
the cases. X honestly thought -- I know nothing about 
the conference over here, of course, but I thought we were 
handling i t Just the way we outlined it in your office. 

Mr. Oli~hant: Well, if this were a case ari sing 
in Dee Moi nee,owa, involving any i ndividual, I think you 
would have to say on available evi dence this is a fairly 
good settlement, but i f it were a Dee Moines case and we 
did settle , we would be s itti ng here settling it by deciding 
disputed questions or fact . 

Now, f ollowing the settlement of the criminal caaee 
we went into t he question pretty carefully . I t seemed to 
ue then that regardless or whether we lost or won a little 
money, it was too serious a matter for ue to take the respon­
sibility of resolving t h ese doubtful questions or fact and 
we ought to put it up to the Board and let the Board decide 
it in open meeting. The newspapers are not in here. To 
my mind, it is easier to do it if the newspaper men are here. 
If it is put up to the Board, everybody hears it. 

HK,Jr: We make a per fect Jackass out or ourselves 
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because I ccaaider that letter they 1ent out --I don't 
have to be even a third-rate lawyer to know that letter 
would make a perfect Jackass out of t 11! Bureau. After 
they have agreed to this whole buaineee, then they etick 
that stuff back into a 90-day letter. 

Kr. Ruisell: We agreed to $75,000 and we had to 
stick that bac • 

do. 
open 

Kr. Oli~hant: Now, that ia the desirable thi ng to 
Have the hing tired by an impartial tribunal in an 

court room. 

Here's t he unfortunate thing. The taxpayer'• 
lawyers have been notified that t his thing 1s agreeable 
over in the Bureau, so that takes the whole thing over to 
the Secretary to take the responsibility of saying that, 
regardless of what my Bureau says, I am going to ineiat 
on public trial. 

HK Jr: I had not thought of it in that way. What 
I was thin~ing of, if this fellow Wentworth is a good lawyer 

24 

I would attack t he Internal Revenue Bureau and I would attack 
this whole method and I would Just break down this whole busi­
ness, that they agreed to this thing and who is responsiblet 
The Commissioner? Is he responsible? What is the Secre­
tary's office? Where do t hey come in when all these people-­
is he trying to prosecute this mant 

Ur. Oliphant: I s the Secretary personally trying to 
prosecute thle man. 

HM Jr; In view of that, what I was going to, I waa 
going to a~ you and Magill, because I would like to settle 
thing thing now, tn view of what has happened -- a lot has 
been most educational to me in view of this thing - - should 
we take Kr. Helvering's recommendation ~n this matter and 
let him proceed? 

Kr. Magtll: lfell, my reaction 1a that you ahould. 
I think thiw: you have got an extremely difficult problem. 
I feel as )(r. Oliphant has expreeeed himself, particularly 
in this group of oases, which have had public notoriety, 
a public trlal is highly desirable from our point of vie• 
unless the issuea can be settled by agreement. On the 
other hand, the Comm1asioner having determined that the 
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settlement .1a proper and the taxPayer haTing been notit1ed, 
I don ' t believe e i ther you or I want to be in the position 
ot tell i ng the taxpayer and hie attorney that we want to 
t hrow the Commis sioner down and I am f urther moved t o that 
by a teohnioal aspect that mi ght not ocour to you and that 
is that this parti cular type of letter in this parti cular 
type of oaee i s exclusi vely in t he Commissioner e Jurisdic­
tion. In the ordinary type of case , it does not oome over 
here a t all, so it Wentworth ie at all shrewd he oould bring 
it out and say t o the Senator that this case has been given 
very unusual attention and t hat obviously you did t his. 

Hlol,Jr: Do you mind giv1ng me a yea or no • . 

Mr. ts1ll: I say yea . I think you had better go 
ahead with t e settlement. I don ' t like 1t . 

lese , 
ment . 

Mr. Oli~hant: Nothing can be done that I would l i ke 
but I thi you had bett er go ahead with the settle­

One ot those unfortunate t hi ngs. 

Mr. Wenchel: I t hink it is a good settlement , i t 
i t ware not tor what 1a underneat h i t . 

RM.Jr: Because I feel that the tact t hat Senator 
Ellender did not mention that the Bureau had offered set tle­
ment was very significant and he ' s Just goi ng to hold that 
baok until he fi nds out whether t he Secretary's ottioe is 
going to push this and it ws were going to puah it t hese 
people would open up the whole questi on ot how this thing 
is administered. 

In view of what has happened, I say you go ahead 
from where you were the a f ternoon ot October 5th and t he 
matter is in your hands and everybody here is agreeable 
that you go ahead. 

Mr, Helvering: All right . 

Mr. Oliphant : Should this speci al policy continue 
in the Louisiana oases, or should we not have special handl­
ing . 

HM Jr: Before we t ake that up, I want Helvering to 
sit down w!tb hie own people and go into this thing first 
and after he has gone i nto this whole business -- there ie 
another case pending now. 
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Kr. Oliphant: 
... 

The ShushJ>n • • 

HM Jr: Well, I have got the Federal Reserve all 
waiting outside . But let's do it this way: I would like 
you, Guy, to sit down with your own people . This question 
or policy, I will answer that. This question or policy 
between the Bureau -- I frankly haven ' t got the time. I 
have got Oliphant and Magill here. They are both ably 
trained lawyers and it Senator Ellender had not asked to 
see me a nd I said I would see any talq)ayer and I have to 
see a Senator, do I have to sit down with you two people 
and get into -- s hould I have to sit on a t hing l i ke this? 

Kr. !lag1ll: I don't think you should. 

HK.Jr: I don ' t either. I t you said to me right 
now, it you pushed me, I would say a matter like this I 
would g ive Helvering all the discretionary power that he 
wants and let Helvering go ahead. I t it comes that Helver­
ing closes some case like this and you gentlemen don ' t like 
it, there is always time to sit down and say in tho f uture 
I wouldn't do i t , but my feeling is I would give Helver1ng 
all t he leeway he wants , but before we do that I would like 
to sit down with you, Helvering and Magill and Wenchel and 
Oliphant . I think the five ot us should sit down next 
week, when this financing is over, and let' s talk this 
thing out as to -- not only New Orleans; other things. 

Again using this as an example, and I tell you now, 
Relvering, I would very much l i ke you to settle this ques­
tion ot 90- day letters because I don't think that we should 
put anything into a 90- day letter which we don ' t believe. 

Mr. Relvering: How are you going to do it? 

Mr. Russell: How about Associ ated Gas oases t hen? 

26 

HU,Jr: All right . I will give you or anybody in 
this room - - but there is something wrong when the United 
St ates Government , it they think a tellow,adds $100,000 and 
another $50,000 tor trading purposes in the hope that w• col­
l ect $100,000 knowi ng damn well that we won' t collect $150 ,00Q 
You make up t he 90- day letter, but you don' t have to defend 
it before t he Board ot Tax Appeals? 

Mr. Russell: No, sir. 

HK.Jr: You do, don ' t you? 
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Mr. Wenchel: Yea, air. 

HM Jr: Then t here ia so1111 thing wrong . But he 
(Ruasell~es up t he bill ot particulars and this fellow 
(Wenohell haB t o try to prove it. Now I say the United 
States Government -- we orttioise t he business man tor be­
ing phony and I say we stuck thi s thing in-- it's phony. 

Yr. Kelveri~: Ur. Secretar y, it you don ' t get 
everything in and m e every assessment on every year and 
every sit uation that you oan, the Board will say it's not 
in this year; it's i n another year. It you don't put the 
assessment in both years , you are out. Thi s is a very com­
plicated J:ase. _ '<ltr-have great confidence in Harold Grave a 
and he has done eat Job. I would like to have a study 
1111'\de by him or his men under his supervision, ot Just ex­
actly the pr ocedure on 9Q-day letters. 

KM,Jr: Anythi ng better than that? 

Mr. Magill : It' s 0 . X. I don't know that he' s the 
man to do that particular Job, but maybe he ' s the best man 
available. 

HM,Jr: I will tell you what we will do. Let' s do 
it thi s way. Wil l you people move Just as fast as you can 
on t h i s t hi ng and any time you are ready I will set an hour 
an day until we clean this thing up. I can't do it this 
week, but I can next. 

We know where we are on t he Uaestri case. 
tiniahed. 

oOo- oOo 

I am 
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No'ftlmber }0 1 1937 

TO: Secretary lo!orgenthau 

1'RCll: Mr. ¥egill 

Re: Maestri Case 

LIT tiles contain the following intol'DIIltion with respect to 
tbis, caae an4 t he other Louisiana cases: 

On Septelll'ber 11, 1937, CttDiasi oner BelYaring tor..r~d to 
l!r. Olipbant a liat ot the ao-oalled Louisiana cues and a atate!Mnt 
ot the action tfllten tbereon in tbe B\U'ftau, tbe Boe.rd ot Tax Appeale 1 

and t ba Courts , In t he case ot lolr . Robert S. Vaestri i t a ppear a 
that the years 1925-19291 inol!•dw 1 are • open• ; a sixty day l atter 
bad been tasued tor t ba y&l.\1'9 19}0 and 1931 and a ninety t\ay letter 
issued tor the years 1932 and 1933 , MT meatorandum to you ot the daY' a 
acti.tties date d October 7, 1937 , ooataine a paragraph aumrnftriz1ng 
a contarenca ba l d on tba Louisiana IV~P ot ca sas , The last two 
sentenee s ot 'Ifll/ memoro.ndl.llll to you are as tollcms: 

•..tr. Olipbant has already directed that in 
the eett\e~~ent ot cases there should be no 
' bor• trading' ; that 1a1 it there is e rl­
danca on both sides ot a rartioular bsue 
the issue is to be eub!lll. ttad to tbe Boe.rd. 
CQ!!~Promiees are only to be !Ill!.~ where the 
taXJ)Syer ooncedu the point or where it 
clearly appears t hat the Tn!Mury det aroina­
tion ...,. wrong. • 

Qn October ?7, 1937, Coon1uioMr Eelnr 1ng eent me a nother 
melOOt'andua on tbe Louh1an& caa&S, traa .micb i t appears that a 
nina~ day letter issued on October g, 1937, to J&r , Robert s. l.laaetri 
tor tbe years 1925-1929, incluaiw, t or a aob ot lllhicb l'f'&ra a fraud 
penalty ws aaeal'tad . You will nota that tb1s deficiency letter •• 
sent out the day after tbe OCtober 7th oontereooe in -:1 ottioa, 
F1.nally

1 
JtJ;'f IIIOSOl'anclu:o. to ;rou ot the daY' a aotiY1t1ea dated Nowaber 61 

19371 BU:IIIIIll'lzea a conference I had with the Ccomissioner on the .. 
ca••• Speoitio reference is made to a talagrem tron> l!r. Robart So 
Maestri to tbe CooniuioMr aalc:ing tor • conference regarding .. ttle­
JIIent of hie ca88; and JtJ;f recCIIIIDIIDdation tbat the Ccomi.sa i oner alloul4 
tall l&r, lola .. tri to take up hi a cue t<r aatU••nt wi tb t be Technical 
Start in tbe u~ w,y1 with inetruotlou from tbe Caaieai oMr t o the 
Technical Staff that ao •ttle•nt should be Dllde amapt with tba 
a ppro.-1 ot tbe Cc:naiaa1oMr ud Ml'. Olipbant. 

28 
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I ea IX>eitlft that 110 •ntion •• ma48 at the October 7th 
conterence ot U7 48t1n1 w proiX>d t1011 a48 by !o!Matri and approftd 
by the Ccaa1u1oner to Mttle the W..atri caM; IIQ!' that Uuatri' • 
attar,.,,. had been noUtted that the CCIII!IiaioMr had ap.e4 to aooept 
an offer in aettle!!ll'lnt .. a. by l:aeatr1, It ia rii;f understaD41J!S thet 
both Hr , Oliphant aod IJr , llonohel tully &81'8• w1 th ri1;f reoolleo tion 
on this IX>int , It any auab epec1t1c propoaal to settle ~d been 
.. nuoned I would oertatnl:r haft rfliX>rW4 1 t to you on October 7th 

29 

as I d14 r&IX>rt the otter ot Sflttle,..nt reported to 1118 by the 
OCIUil\1.~S1oMr on Noftlllber 6th. l"\\rtber I would haft 1natruaw4 the 
CO'llll1sa1ollllr or Mr . Ruaaell on October 7th in the -•:r thet I had 
tnstruoted the OCIII!IiniODer on N01'mber 6th1 ......,l.y, to 11Bke DO 
MttleJMnt or asreement to settle without the appr01'al or lolr . Oliphant , 
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TREA SURY DEPARTMENT 

""" NOV 30 1937 
•o S.oretarT .lorgentbau 

roooo llel'll&ll Ollpbant 

Tht Mu•tn· Btttlwat 

I bave dbcu88ed tbis •ttu ~ with llr. Wenchol aDd w ba'l'8 

ex:ud.Ded our cel8l>dara . 'l'bia 11 Wlat lappeneda 

Wenchol began •or!c ill tho Bureau S.pteaher 22. light~ later, 

OD S.pteaher 30 at 10 a .a . , he eat ill a conference oa tho Maestri "oua 

in llel-rerills' • otfice with Beberilll, a,.asell, Carter, Belie, JlaT, Pierce 

and Noman, one ot bis lawyere . Wenchal did not thaD lalow tlat tho 

Louieiana cases were tho subject ot special instructions because it bad not 

been poaeible tor .. to tell bia about all the special situatiou aDd 

unusual probl- pendins ill bie ottica and the Bureau • 

.l.t tbis conference ill Beh•erilll'• otti~, lfenchol, ...-herilll aDd 

Mntionins nnspaper discueeiou ot tho Louiaiana cases, asked it there wu 

&n7tbins unusual about this llaestri case and was told tbat Ybat he bad 1a 

aiDd was tho cr!a1nal cases, but thot tbie was a case ot aettllns cirll 

llabili t;y. Be then qreed thot, the .. idence on tho -.arioue ieeues heine 

•hat it ns, tho tollowinl propoeal to s~ttle was a 1ood oaea 

Accept the ~r's olaia as to tho tao,ooo troa 
tho sale ot etook. Cut the allesed sitt ot tlso,ooo 
ill halt • .l.esess ts7,6S8.J..4 instead ot $100,000 •neswu• 
aillce ~,341 .86 had been aaseued aDd taxes paid tbaraoo 
in tho ,..r 1930. · 

Bowe-rer, llenchel did not set tho iapressioa tbat tbia coaterenoe 

wu to coao.llllle tile •tter becauae Belnrillc .... iaaietent tlat no pl.u 
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of aettlement would be aocoptable unless it involved the pay-ment or nt 

least the fUll tax. llencbel says be did not 1cnaw until this 1110rnin..: 

tht.t t he 't.l::4cyrr1 a lu;yrr t.c.d been i ntoi'IIOCI thnt the settle~~ent wu 

sntistactol"J . 

At noon the - day, llenchel CnM oYer on other matters and 

told me that settlement of the l.!e.estri caae was Wider discuaaion in the 

BurOllu, and he gave JDO the substance of the conf'erence he had attended. 

I then tol d him o£ the special circlllllStancea lhllll'OWidlllg, and the special 

ioot.ructions_ covcrin& the Louisiana cases. 

As soon u lfenchel told me thnt eettleJOeDt of tbe A!e.ostri case 

31 

was under discus~ion, and while be was still sitting rlth me, I called 

ldn.gill on the telephone and told him. lolugill and I agreed t hat evecybocy 

concernod in tho Louisiana caaes should bo got together and the Dopnrtmcnt 1 s 

policy with reference to thea lll!lde clear. 

This conference was held in Magill 1 s ot'tice on October 7, I 

in the meantime heving had to go to Indiana because of' f'nail;r illne:Ja. 

Mr. l'i'enchel sa;rs the ot:f'er of CoJI!>rolllis e waa 1110ntioncd at this conference, 

but IllY memory and Wenobel 1 a ae1110r;r are pori'ectl;r clear thnt no one in this 

conference said or inti ated that settlomont of the Maestri cnso blld been 

a.greed upon and hio attorney notified. 

I attach photostatic copy<£ a 8elll0randua I dictated tor 1/l;f files 

on 3eptember 7, 1957, and a cow <£ 1/l;f aeaornndua of September 1 to 

Morrison Shatroth. 
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•• IIIIAliO!JII 

• .,. ...... 1, 1111 

lA rea AbNIIaa L. Blwebe•, 
In Orl_, W.hta•, 
aDd ralaMd CUM, 
PRMtt lo. pp 7, 

I ben •ppxo•ecl 7011r •-re.Diba d&Md l1aq 10, 1111, 
ooat.ltnt"' U.. procedlare to be tollowecl 'b7 the Aps-J.e Dl~ 
eloa ot JOIV ottice 1A th.e d1epoll1tJ.oo ot the c .. M UeMd 
1A JOV -l'llllha. . rue approftl 11 with the d1et.l.Dct 'Dd­
et.D41Dc tbet ell caoee 1o'f0l.ftd 1A thie &rOI&P wUl be Ue­
poeecl ot eolelJ oo tbe bae1e ot the aerite ot •cb 1eeue 1a 
cootroni'IJ Uld tbet there wUl be DO eo-oellecl 1boree-...,.dlal1 

ot 1eeuee tor tbe pUrpaee ot arriYioa at a eettl .... t ot .., 
ot tbe caoee. Ao7 cae11 tbet OUDot be .. ttlecl 011 the '­
diet. tee! b7 tbe attorot~Je berlal Obel'le ot tbe cuee eboald 
be ltllbaittecl to the Board ot !ax .&ppeele t or cleo1e1oa, 

(Mp..s) Baraa oup-.-
IerMa m t 3p q 
0-.ral. c:-eel 

' 

-
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M!I&ORANDOII 

In re: Robart s. Maestri , 
Nn Orleans, Louhiana, 

.A thirt:y-4&)' letter waa leauad In the aboTe-nUoned cue under 
date of S,pt.,..ber. 16, 19~ co'fering the :yeara .1925 to .1929, 1nc.lua1'fa , 
4lac.loa1AS 4ef1o1ano1aa 1n ~ax or tl~.~.65 an~ pana.l~tea or ~?2, 167 ,33, 

a total or tu: anu panalt:y or $216, 501, 98 , 1G reapon.oe to thia latter, 
under date ot J'anuar:y .111, .19:57 the taxpqer called in peraon accoG~Panied 
by Senator jllan J', :lllender and a diacuuton waa bad on that date with 
the following repreaantati'fes of the Bureau of Internal Re'fenua: 

J' • W. Carter, !Iliad Special Adjustment D1 rt oton 
George B. Regea, :rr., Conterea , Spacial Adjustment Di'f1aion 
Paul !taT, Auditor, Special Adjuat=ant Di'fiaion 
c. O, Pierce, Auditor, Spacial Adjustment DiYiaion 

lfo PrOUSt had been rued at the date or t h1a hearing and no artdenca 
waa presented, It waa agreed, howe.,er, at t hte core:rence that the t~ 
pa:yer would be rurniehed with a net wortb statement prepared br t he lute,.. 
n&.1 Revenue Agents which formed tbe baaia tor the deficiencies and pen­
alties proposed in the thirt:y-day letter dated September 16, 1936, 

A number of extanaione of time tor tiling the protest were requested 
by the taxpa:yer and on May 29, 1937 the taxpa:yer made a further raquaet 
In writing etating that due to illnaee a further request tor an axtenaion 
waa made in order to gin him an opportunity to protest against t he pro­
pose' aaaeaii!D8nt , 011 J'une 24, .1957 the taxpqar was ad'fiaad that a tin&! 
extension ot .15 dare tram the date or that latter was granted tor the pu:r­

poaa or tiling a proteat. Onder data or J'ulr .16, 1937 the tirat proteat 
in writing waa race! 'l'ld in the Bureau, li. conference """ arranged tor 
Augv.a't .19, 1937 to be hel4 in tha Internal Rnanua building which wu 
later postponed to September 9 , .1937, Onder date ot September 8 , .1937 
the taxpa:yer aupp.l.a.ntad hie proteat and a contarence was held on September 
9 , .1957. The taxpa:yar at th1a conference wee represented by Mr. Harold Q, 
Wentworth, an attorney or New York, New York, Tba Bureau we.a rapraaantad 
at th1a contaranca by tha following: 

)(l>, Morriaon Sl>afro&ll!j, Ch1at Cou.n.al , Bureau Internal Rl'f•n• 
)(l>, Ch&a. T. Ru .. ell, Daput1 c-laaioll8r 
.t.. D. Burtord, Spadial Agent ill Charp, 
)(l>, Harold Nol'IU.Il, Special J.U01'1181, Penal D1 rtaion, Ch1•t Cowi.Ml'• 

ottica 
)(:r, J', w. Carter, Bead, Special A4Jua-nt Dirlaioa 
o. o, Pierce , Auditor, Special A4juatMnt Dirlaion 
Paul Ma:y, Auditor, Special Adjua-nt D1 nat on 
Oaorp a. Rapa , J'r •• Contaraa , Spacial AdJua-nt D1Y1aioa 
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In re: Robert 8, Nuetr1, 35 

At tbe conc!uaion or tbia conference there waa additional intc~•tion 
or eYidence which Mr. Wentworth deeired to eubmit tor conaideration or tbe 
Bureau reprel8ntaU•e• . Tbh information wa• receind under elate or SeP­
tember 25 , ! 957. Uftder date or September so, !937 a conference wae held 
in the Commiaei oner•e ottice at<ended bJ Mr. ~ T, Hel•ering, Com.ieeioner, 
Mro Wenchel, Chier Counael tor the Bureau ot Internal Rennue , C, T, RU118ell , 
Deput7 Comatl.aeion..r, Mr. l!.arold llozwan, Special AttorneJ Penal Dhhion 
Cbiet Counae.l. 'a ottice, Kr. 1 . w. ~er, S.ad, SpeciaJ. kJue-nt Dhielon, 
Mr. George IL Regu, 1r. , Conteree , Speoia.l. Adjua-nt DiYia ion, PaUl J.:aT, 
Auditor, Specia.l. Adjuetment D1 Yieion. At the a bo ... conference the tollOWi.ng 
it~ were dieeuaaed: 

(1) 

~~-- ( 2) 

The ~axpayer' • contention u to ~be $1ou,ooo.oo on band in 
.1.910, 

The taxp&Jer• • contention •• to tbe $150,000. 00 gitt in 111.1.6 , 
The t~er•e contention ae to the teo,ooo. oo, prooeede trom 

the ea.l.e ot e~ook in !925, i) \J 
(3) 

(4) 

(5) 

(6) 
(?) 

The taxpayer •• contention aa to t he $103,4J.3, 57 , prooeede 
tram partit i on ea.l.e in 1927, 

The tarpayer•a conten~ion ae to the $1000.00 and $12,000. 00 
1110rtgage notee , 

Tba taxpayer'• contention •• t o ~be $10 , 000 ,00 l1Ting erpeneee, 
Tbe tarp81er'e con~ent ion ae t he traud ~nal~iee, 

At t his conterence it waa concluded t hat the tarpayer•a contention on 
the $100, 000. 00 on band in !9.1.U ehou.l.d be denied! that the taxpayer'• con­
tention aa to the ~.ooo ,ou proceede recei•ed rrom tbe aa.l.e ot atock in 
1923 ehoUld be conceded; that tbe tarpayer ' a contention aa to the tl03,~13,57 
proceede tram part i tion ea.l.e in 1927 ahou.l.d be conceded; that the taxpayer'• 
contention aa to the ~000.00 and $12,000, 00 1110rtgage notes shoUld be conceded; 
that tha tarpayer'e contention aa to the t raud ~Da.l.t, • hou.l.d be denied and 
t he taxpayer'• contention •• to the tlO , OOO , OO liYing expeneea aboUld be 
denied, Tbia lett on!J one Hem atll.l. in dhpute ; that is, the taxpayer '• 
contention aa to the $150,UOO,ou gitt in !1116, On this it• 1t wu the opinion 
or the Comatl.aa ioner and Mr. l'encbel, Cbiet CoW'Iael, that tba tu11 eroount or 
t his gitt shoUld not be conceded but it waa their concluaion, baaed on the 
eYidence in the oaae, that it the taxpayer would concede one-halt ot 
$75, ooo. ou ot thh item that that would be a tair settlement. 

Onder date ot Ootober 4, .1.937 a bearing wae held in the Intern~ ReYenue 
BuUding, the taxpayer being repreaented bJ Mr. Harold G, Wentworth , attorneJ 
New York, New York , and tbe Bureau wa& repreaent.ed b71 

Cbu, T. a... .. u , DeputJ Gommiaeioner, 
1 , w. Carter , Head , Specia.l. Adjuet.,.nt DiYieion 
PaU.I. uay, auditor, Specia.l. Adjue-nt DiYieion 
George H. Re«e•, 1r., conferee , Specia.l. Adjuet.ent Di•ieion. 

At thia conference ur. Wentworth waa a dYieed ae to the Bureau'• poaition 
on the ••••raJ. it ... 1nTo1Yed in thie oaee and ~~ 2:30 P.M. on tb~ aame date 
llr, Wentworth re~urned to the ottice and propoeed ~ha~ hie client e oaae be 
cloaed b7 t ile cUeallowance or onlJ one-tourtb or tbe $150,000.00 &itt and bJ 
addins t:sooo.oo u HYing expeneee tor ~be 7eare .1.1125 ~o 11128, incluein and 
$10,000,00 tor the :year .1.11211 . )fr, Wentworth waa adYieed that hie propoeal 
re1at1Ye to the reduction in llYing expeneu would be ree-nded but ~bat hie 
propoaa.l. to tu oDlJ ~ ot the $150, 000, 00 it• would not be rec-nded, 
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Be t i ll&ll7 a&reecl thO be wollld rec-nd t o hia clint a aetU-nt or hh 
cua bJ tbe clhal.l-ee or ~ or tbe flDU,ooo.oo U• or •715,ooo,ou. 11r • 
.. ntwonh wu 1D%'o~4 'ha' the ato~nUoDacl baa1o or MU.l-nt wolll4 be 
preaante4 'o tba c-t .. ionar tor hh approYal or 4iaappro1'al, ud that be 
aholllcl cll.lJ. Mr. carter , Bead, Spacial A4j ua-nt DiY1aion, t be nan dq t o 
aacenain the Commiaa1oner 1 e daciaion, 

OD October 5 , .lV37 Mr. Ruaaell ooll%'errad w1tb t he Commiaeioner u4 
Jb', llenobel_, Chief Couneel , Bureau or Internal Bennue , Mr. Ruaeell ad.-
Yiee4 llr, 1 , If, carter on the 81'8D1DS ot October 15 that tbe Comaieeioner had 
apprond t he settlement baa1a ud that lolr, Wenebel , Chief Couneel , bact aleo 
apprond the aetu-nt, OD Oct ober 6 , J.V37 llr. hntworth called ur. 1. y, 
Carter on long clietance telephone trooa N- York to ucerta1n the Coaal.u ioner•e 
deoteion and be wu adrtaed b7 141'. Carter t hat the proposed buia or eetUa­
mant _lfi been apprond 't t~..C<Dilieeioner. 0 • A 

•,J_,~A ~- lUD-~. Oc..t ~ 'f· crs. r•l"l' 
· · 7 A: letter wu prepared acl11reaaecl to llr, Wentworth coTerlng the 7ear1 

192!1 to 1929 1ncluai,. ,6nc.loe1ng an a&re-llt J"o., 870 tor theee years 
and at1pllla t1on covering the caae tor t he years 1931 ; 1932 and 1933, 
wh1oh wre before the Boar4 pending on appeal , This letter bad reached 
t he Acting Cammisaioner ' e office tor eignature when a telepbo11e meeeage waa 
receiYed ill the Acting C~eetoner'e ottice trom Ur. Wenchel calli na tram 
t he Treuury saying "Not t o take ~ action on the Maest r i caoe until be 
eeea you. • 

On October' · 1937 a conference Will held in the otrice or the Under 
Secretary ot the Treaauey, !.!r. Lfa61ll , The following individuals were 
praaallt at that conterencea 

Mr. Ro-ll ~111 , Ollder S.cretary or the Treasury , 
llro Herman Oliphant, Qenera.l Counsel, Treasury Department 
~o~r, John P , Wenchel, Chief CoUDael Bureau I11t&rll&l Reftnue 
11r, Jlger L. Ire7, Cb1et , Intelligence Ollit 
Jlr, Chaa, T. Ruaeell , Deput7 COOD1uioner 
Jlr, .t., D. Burtor d , Special J.gent in Char&e 
Jlr, 1 , • • carter, Haad , Special A4juatmant Dirlaion 
IC'. George B, &agee, :rr, , conferee, Special J.djuataoent 01rleio11 

The arorell8nt1olled baeia or eetU.,..nt wu rejected and a 90-tl&J letter 
oonring the years 1925 to 1929, 1nclua1n , wu issued under data or 
October a, 1957, 
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In re1 IIIOben s. Muatrt , 

'1'he retll1'1le tor the 7.,.re lV2:5 to lV29, 1nclua11'8, be.,. bMn 
deatro)'ed ucept tor the 7ear 19211, 'l'be atatute or llmUaUona bee 
u p1Nd tor all )'eare aJld aU ot the tu will be loat unleaa the 
OoYaruaellt 1a aucceaatul 1n eatabl1ab1118 fraud, '1'lle inc- 1a cca­
puted on the buia ot net wonb and the ~Dh ba.,. been unable to 
trace an)' ot tba aourc .. ot unreponed inc-• 

• 
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H.M.Jr: 

El11er L. 
Irey: 

H.K.Jr: 

I: 

H.Jl.Jr: 

I: 

H.U.Jr: 

I: 

H.J.l.Jr: 

I: 

H.M.Jr: 

I: 

R. J.l .Jr: 

I: 

~:vr:: 
Deo .. ber 1, lQ~?. 39 
10:~ a.a. 

I Jua~ want to tell you, on tbe loud epe&ker, eee. 
Th1e oonterenoe 11 go1.ng on. Mr. Re1Ter1ng 1111d 
the othere are here. 

Yet . 

The quee~ion hat ooae \IP, whether you or Burford, 
Burford haT1.ng ea~ in on th1e contllrenoe when 

they oone1dere4 thie Maeeter oaee. I 11ean would 
, you or Burford e1gn th1e repo~ recomaend1.ng that 

we accept the hundred and thirty tour thoueand? 

You •a¥, would we 81gn 1uch a report 1 

Yet. 

Wh,y , I haven 1 t gone into the t1guree enough to 
know about that , Mr. Secretary. I aean 1t 1 • been 
eo long Iince I went through the oaee I don't 
reaeaber the tax tetUP, nor w.b.at t he explanation 
it. 

Well, what about Burford? 

Well, Burford, ot course, 1s down in Dallae, Texae. 
I can't eay tor hill, but I can, communicate with hill, 
today, 1111d !ind out. And I alao oan go into the 
oaee ~eel! today and !1n4 out how I !eel about i~. 

Well, wh7 waan' t it eyer brought to your attention 
before t hey reco1111ended it to be aooepted? 

Well, I a11 sure I don't know that, Mr. Secretary, 
bu~, when we - ~he ueual procedure 1n thole tax 
caeee ie when the criminal phase ie out, 1t'e not 
then referred to ue tor any further attention. 
It '• handled by the tax branches of the Bureau. 

Well, Burford eat in on it.. 

Yee, Burford eat. in oyer at Mr. J&agill'e cttioe 
on it., and I &leo eat. in at that t.1ae , on it.. 

No, he eat. 1n on it. on Bepteaber Gt.h, when they 
had t.he he&r1.ngl. 

Yet. Well, I didn't. know about that. - I didn't. 
reaeaber about. it . 
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H.II.Jr: 

I : 

H .ll .Jr: 

I: 

H.M.Jr: 

I : 

H.ll.Jr: 

I : 

H.K.Jr: 

I: 

H.Jl . Jr: 

I: 

H. ll.Jr: 

I: 

- 8 -

Well, now Ju.at a a1Dute, let. • alllt Mr. HelYer1JIS . 
(aa1de) l:r. Helnr1J18 at.atea t.hat llr. Burford 
t.ol4 h1a that. t.h1a waa a &Ood aetUeaent, u4 baaed 
on that llr. He1Yer1J18 reooamended the t..b.1ng be 
.. tt.led. 

Well, ot oourae, t.hat. 1 a perteotl7 all r1Sbt., then. 
I d1dn It. haYe ~ dhouu1on nth Burtord •• to 
the ~ l1ab1l1~ eo I don' t -

Well, I •a not. - I •a not. so1116 t.o oheolt up on 
llr. Helnrlng'a ~I'll t.alte llr. Helnr1116-

8urel7. There len' t. any doubt. but. what. Burtord 
t.old hla t.h&t.. 

Y .. , well I'm not. go1ng t.o oheolt liP on llr. HelYer1116. 

Y81 . 

But. 1t. 1 e not. ouet.oaary t.hat. 7ou a1gn t.heae t.hlnga. 

No, a1r. It. 1e not.. 

Well, I •a not. go1ng t.o oheolt up on llr. He1Yer1ng. 

Yea . 

Thanka. 

All right., e1r. 

I a&7 - all right., t.hank 70u ••r.r auoh. 

All r1ght.. 
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Deeaber 1, 1937 

To: The Seeretar,r 

:Vrom: llr, ~11 

Congreuman Vinson called me l&ot nisbt at home &nd aaked to 
come and aee me about polio~ que~tiono ~&t were troubling him. He 
and l!r. Doughton arrived together about eis)lt o'clock and ate¥ed until 
t en. The:~ told me that Concreoaman Beitar or Buffalo filed a petition 
in the Bouoe :~esterda1 afternoon to d'oeharge the la1s and Weano 
Co~ittee from further conoideration ot a bill to repeal the undie­
tributed profits tax. Waesro. Doughton and Vinoon expect that 
Ropublieana rill all oign oueh a peU Uon; that 50 or 60 Deooocrah 
oppoaed to the President rill do oo; and, in addition, aooe other 
Democrate who think the~ rill satn pr .. uge in their own dio(riet 
i n adYocaticg repeal of thb tax. Ur. Vinoon does not think that 
the pet Hi on rill be eigned b:f the neceuary half ot the euberahip 
but he also teele that it 11 &n important a~pton of dan4:eroua unreot 
on this oubject in the RouGe. He would like to make a •~each to the 
l!ouat outlining the pl&no of the oubcozmi ttee on the undistributed 
pro!ito tax but he cannot do 10 until (1) the subcomnittee aereee 
tinall7 upon a program, the preoent pl&n haviD& been adopted tenta­
t ively; and (2) the President i ndicate• his approval of the program. 
Mr. Doushton reported that the Preeident hnd told him thnt the rates 
of t he Vi noon plan were too low Md t UQ;eated Nl al ternati va plan 
lfhi ch i nvolves keeping the pre..ent undiatri buted profi h tax !or cor­
por&tione which do not diotributt na auch as 75 percent of their 
inCOl:I08 o 

llr. DouO>ton upresaed h ie JudDOant that t he pre~ent undistributed 
profitt tax would be repealed by t ht Rouoo if it had a chance to YOtt 
on it and he tholl&bt further that t he Rou .. would not accept tht 
pr••ent f ora of tax, even 1! the rateo wtre cban&ed. He said the 
Pretident 1a plan outlined to him on ~turd81 was to impose a 20 perbent 
flat tax on corporation• with an exeaption ot 25 percent of their 
enrni nca !rom a'DJ undistributed protita tax. 'l'hue, if a compan¥ cUa­
tributed 75 percent or more of ita earnioga, it would p81 a 20 percent 
tax on ita net income. Corporationa would alao be given crodita !or 
amounta used for debt retirement or improvement• and for reeervea tar­
l:larktd ae ouch. If after all theee credits the corporation atill bad 
undiatributed net i ncome, it would be subjected to tax at the rattt 
now in the law. Wr . Vinaon aaid he thought the Proaident 1a plan waa 
imprno tical and llr. Do~hton aaid that in hia opinion the !louse would 
not accept 1 t. llr. Vinson further btllens that Senator Barrhon't 
speech h an lndieation that the Senate rill repeal the uadhtributed 
prof ita tax or any substitute t herefor, auch as the present Vlnaon plan. 

le all agreed that the next atep 'WU tor the dratta~en to prepare 
ltgialatlon em'bod31og the Vinson plan, plua a broadening of the pro­
>'iaiona applicable to corporatlona which unreuonabl1 withhold tarninp 
from their atockholdera. Aa soon ao the drattcaen aad the coaai ttee can 
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iron out the various queatione which will arlee in the oouraa of re­
ducing t he ~eneri'J. plan~ to specific fol'lll Weaara. Vin$0n and Do\14bton 
would like to have t he Pre1ident advised, 1eeure hie approval, an4 
then proceed to announce what haa been decided to the Houae, in order 
to f orestall ha1t1 action loolciD& toward repeal of the u.ndhtribu.tad 
profits tax entirely. 

Both cen felt th&t Yr. Vinson'• propoaad speech to the Rouae 
ahould be nade before the end of the week. In ~opinion it will be 
extremely hard for the dr&ttsm~ to complete their work and for the 
Preeident 1e approval t o be oeeured in any such tine. I think what 
Ueura. Dougbton and Vinaon really "ant, althol.ll:h they did not 11¥ 10 
directly , io for you and me to advi oo the President t hnt the Vinson 
plan is the beat that he can hope for And that insistence upon hlgber 
rate1 is apt to brin& about t he repeal of the undistributed pro!ita 
tax ent1rel7 wi tbout MY .ubetitute e.:abodyin& the !)rinciple. 

SubJect to your further auggeationa, I aa gping to tell Wa11r1. 
DouG>ton and Vinoon that so far ns I can 188 the essential next 1tap 
ia tor the drattanen to work out the detaila of the Vineon plan, plua 
a aatiefactory enllll'gement of the present provhiona for taxing cor­
porations which accumulate unreasonable aurpluaea. Until their work 
1& pretty well completed I de not see what we could convey to the 
Preeident beyond what he apparently knowa already. 
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To: 

J'roo: 

December 1, 1937 

The Secretar,-

llr' ll&gill 

Pollowin& eT eonYeraation with ,-ou thia noon I called Concr•••­
man Dougbton and told hi• that 1t would be 11:!p0aa1 bla for you to ••• 
l.!r . Vinson and bimaelf thie afternoon since your time """ cocphtel,­
occupied Yitb your Deceober financing. I a~d further that I under­
otood from the draftamen that the,- had run into a good monT anago 
1n working out the Vinaon plan for taxlns corporate i ncome. Hence, 
I thought Ueanra. Dougbton and Vineon ought t o talk to the draftamen 
and settle IQml of tbe~oliey queationa involved before making up their 
OYn minda as -'tO the ~urae Qr action tbe COI:Imit tee should follow. 
llr. Do\18hton aa.id be would call l.!r. Vinaon e.t once and would tr,- to 
te.lk to tbe dre.ftaaen, l!esera :Beeman and Psrlcer , lt.ter tbh afternoon. 
l.!r. Dougllton ulced 11e to see bin before the coc:d ttee aeetinc toaorrow 
aoraing. 

l.!r. Douebton oeid he would like t o talk to ,-ou toaorrow after­
noon but I Yill do ~ beat to te.ke csre of bia doubts and fee.ra 
tomorrow morning, 

I am perfectly clear that you and I should aend no meaaage to 
the President at t bia time on the subJect of the undlatributed profite 
tax. 
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Copy for the Soero tarz 

Deceobor 1 , 1937 

To: llr. GraYee 

l'roo: l.!r. IIA&ill 

The Cocmiooionar and I have often diacuaaed the variouo atepa 
whic!:l eight be talcen in order to insure gr~ater accuracy i n t ho de­
ficiency lettera aent out by hie office. Taxpa¥ere frequently com­
pl ain that e!ter they h~ve failed to reach an agreement with the 
!ureau upon the amount of income tax , the !ureau determines a de­
ficiency lar8ely in excese of the amount which io due, even under 
the Bureau's own theories. Uoreover , you have doubtless oboervsd 
that the percentage of de!iciencieo &a deterained by the Co=aiseionar 
which 1a finally !lpproyed by the Board runa ccaparatlvely low. 'Ia 
would all like to ••• t he o:achinery for the debr:>ination of defi­
ci encies perfected to t he point that t he dariclency letter sent to 
t he taxpayer .ould repreeent an accurate at~te~ont or what t he !ureeu 
honPetl7 belieYeo the t axpayer to owe. 

There may be oomo inntanceo in which duplicate determination• 
are necessary to protect the Gover~ent as , for example , in caeas 
i n which the deficiency io ~s~erted against ~ transferee of the tLX­
parer ae well n• ~ninot the taxpayer himoelf. It would aeem, 
however, that these aitu~tions should be exceptional. 

In t he couraa or the dlseues1on of the c~~• of Robert S. W3eatr1 
this ~rning the Secretary and the Co~laa1on•r both requeoted me to 
aak you to noeign one or your starr to inYeatl~te thi s entire quea­
U on and reco=end any chanaes in procedura or personnel which ~ 
be neceae&ry to 1noure increased accuracy in the determination of 
doficienc1eo. I n t he Veeatri case ~ contceted item of $100,000 waa, 
ee I understand it, n~A•rted to be 1ncoma for the peri od 1925-29 and 
Bl~o for the '/4U' 1931, al tho\l6h a tax hM Blread'/ been pnid on about 
$42,000 of t h1o amount as income for 1930. The procedure which wao 
pursued ao to thl~ 1ten tended to cao t a aerioue doubt upon the 
ACcura cy Of the who\• detPrcinLt10n and thus tO preJudice the affectiYO 
preeent at ion of our ca•e before the lloard. There aey Mve been aome • 
eztenuatin£ circunatanceo about whicl> I e:s not 1nfon:~ed but in Gil¥ 
e...ent 1 t is certainly e .. ent1al that we ahould do everyth1Q8 •• can 
to increase t he accuracy of our detena1nat1ona. The prilll& facie pr e­
llUIIIptlon or accuracy which the Commiaaioner '• t\eterml 'U\tlon• enJoy 
before t he Board become• uoelees in practice when the !oard real1saa 
that we do not believe in the accuracy of our deterainat1one ouraalYea. 
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ICEETING WITH EXECUTIVE COIO(lTTEE OF 
FEDERAL RESERVE OPEN IURKET COIIMITTEE 

December 1, 1937 
ll : OO a . m. 

Present: 

H.LI.Jr: 

Bell: 

Burgess : 

Bell : 

llr. Taylor 
!lr. Bell 
l.ir. Seltzer 
llr. Locnhe&d 
:.tr. Barris 
Kr. f.ccles 
14r. Burgess 
41r. ~J.nclair 
llr. r/J.lllHlllS 
/Jr . Goldenweiser 
lt.lr. Piser 
lolr. McKee 
!.lr. Harrison 
Mr. Ransom 

All rigat, Bell, let' s have the picture. 

/ 

This program contemplates the continuation of the 
present bill progr am of 50 million dollars a week 
for December 8 and December 15, maturing in March, 
just refunding the usual weekly maturities; and 
t hen, beginning the 22d, in all probability issuing 
90-day bills; and on December 15 haVing a note issue 
of 450 million dollars , just the amount of the 
maturity of the special Tr easury bills at that time. 
That would give us balances going into December of 
about 605 million, going out of December of 914 
million. And then in January we 'd probably i ssue a 
hundred million aollars of ne~' bills for cash and 
t•No hundred mill i on dollars in February for cash, 

Of June . 

Both maturing in June. • •• leaving us a balance going 
out of January of 925 million and going out of February 
of 995 million. Then in March there wouldn 1 t be, so 
far as Ne can see, any financing other than the 
refunding of the maturing notes or 455 million and 
paying off out or the t ax receipts of the 400 million 
special Tr easury bills m11 turing at that time . 

Tne December note issue also contemplates picking up 
the 277 m1\lion Treasury notes maturing on February 1 . 
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H.U. Jr: 

Harrison: 

fjell : 
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Oon1 t s ee much use ~r extending i t beyond March. 

anybody want to ask Mr. gell any questions? 

450 of Treasury notes? 

450 million dollars or Treasury notes . 

•nd the 270 . 

And that would be used to pay orr the 450 million 
dollars of Treasury bills maturing, and at that 
time we would pick up the 277 million Treasury 
notes maturing on February 1, offering an exchange 
privilege for the new notes issued on December 15 . 

Hell, what tha t would amount to, if the exchange 
was fully exercised - would mean seven hundred and 
some odd million of notes, wouldn' t it? 

727 million in a sense refunded . 

Yes, be no new money taken out of the market . 

That ' s right . 

And you'd start issuing June bills in January - a 
hundred million for January and two for February . 

Yes, about the middle of January, I should say. 
That would be six issues from the 15th of January 
to the end of February. 

And t hen on the 9-month bills you' d 

90-day . 

••• 90-day, commencing on the • ••• 

22d of December . 

.. .. 

• ••• 22d of December . That would start doubling up 
the 90-days ••• 

Karch 23 . 
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St art doubling up, wouldn ' t it - I mean JOO 
milli on t hen f or e per iod - no - no, you' d be 
through i ssuing the J une bill s • ••• 

That ' s r ight. 

• •• before that t ime, so it would be just 200 
mi lli on ••• 

No, Just a hundred mill i on a ••• 

I s 300 milli on enough for the June t ax date? 

I think so, yes . 

You tni nk tha t will t ake car e of the money ma rke t. 
You could of course put out another hundr ed mill i on 
ther e if you need the money . 

Tha t ' s right . 

You ' ve got that much l eeway . 

Does this cont empla t e a ny payment ~ gold or any 
recei p ts f r om gold exports? Is i t t aken account 
of in the-l r easury f igures? 
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It contemplates a n expenditure of 50 million dollar s 
beginning in Febr uary f or gold, 60 million dollars i n 
Karch. 

Anything i n January? 

Nothing . Prior t o t hat it 1s a wash. 

J us t washes out . 

Anybody want to ask Mr . Bel l anything else? Before 
I call on Kr . Burgess - I haven' t had a chance to 
r ead t ha t letter of yours this morning; I was going 
t o ask you if you' d r ead it, i f you don' t mi nd, out 
loud . 

Which one is that? 

Well , t he one you gave me, or else a summar y. 
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Before I get on that - I mean as to how the market 
feels and how you feel - I ' d like to ask if 
between now and the 15th of Mar ch the Federal 
Reserve System has a nything in mind which will 
affect the Treasury financing one way or the 
other. 

between now and what, di d you say? 

15th of March . I mean whether the Federal Reserve 
System proposes anything one way or t he other which 
would affect the Treasury bond market - I mean 
Treasury - when I s ay bonds I mean Tr easury market 
for Treasury issues. 
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(/ell, of course, that • s quite a long way off. All 
you want to know is, is there anything at the moment 
that we can ••• 

~ell , I mean we ' re taking - we ' re being very frank 
with you people . I mean we 've got to make commit­
ments from now until the 15th of March and I ' d like 
to know whether the System or the Board - anything 
tha t they're contemplating which will affect the 
Tr easury issues . That 1 s a fair question . 

Well, it was my - I know of nothing that would -
that would cert ainly affect t hem adversely in any 
way . 

Well , is the System - what are tlley cont emplating 
doing after this issue is out of the way? I mean 
are you going to sell Governments, are you going 
to buy Governments, are you going to do anything 
about reserve requirements , are you going to do 
anything about the stock exchange? 

I wish • knew, but when you' ve got 12 men to deal 
with I can't predict what they'll do . 

Mr . Secretary, do you have in mind some ma Jor 
operation? 

Nothing - I ' m not t rying to spar , not trying to be 
smart. You people come over at our invitation and 
we tell you everything that we •ve got i n mind that 
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will affect you; then .ve work together . And I 
think it i s only fair that I ask the same thing. 
Have you people got anything in mind which will 
affect us? I mean I •m not ••• 

I understand . But wnat I meant in ay questi on to 
you was whether or not you're speaking of a buying 
progr am that may be necessary to ease tne situn tion 
or whether you're thinking of some major operation. 

I don ' t know; I 1m Just asking , is there anything that 
you people are thinking about which we ought to know 
to help us in makins up our mind? I mean because, 
a fter nll , l'lhile we could sell this issue, it is my 
r esponsibility to see thct the thing stays sold. See 
what I mean? I just don ' t Rant to put out something 
and nave it go sour . You people might have something 
in mind - you 1 ve been meeting for a couple days - which 
would affect our - the United States Government issues 
one way or the other, ond I •m just asking if you people 
have got anything tha t you are considering. 

I think the t •s a fai r questi on. 

I think it 1 s a perfectly fair question. I think it 's 
a perfectly fair question. 

aell, we 1ve been discussing every aspect of the 
problem, but tnere•s been no decision maoe what ever, 
except tha t ITe a re everyone <-g reed that nothing should 
be done thut would in &ny way d1minish the ease of 
the money market, either noN or an indefinite time 
in the future . 

Now, whether we should continue to operate in the 
market, increasing reserves through open market 
opera tions, is a matter tha t we haven't been able 
t o make a decision on yet. 

What may be done with r eference to reserves is 
a nother matter that has been disc~sed, and that 
i s a matter that it is up to the Board to act on 
definitely. But we 1ve been discussing the whole 
thing with members of the Committee, and there has 
been no decision made on that . 

But I think I express the feeling of the whole Committee 
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and the Board •.vhen I say tha t ther e is cert ainly 
nothi ng tha t I am sure would be done that would 
be adverse to the Treasury ' s financial program, 
oecause we appr eci ate the need of cooper a tion and 
the f ac t that we have some r esponsibi l ity in con­
nection .vith t his, especially where we advise with 
you r egarding it . Ana nothing would be done, cer­
t ainly , ~i thout consultati on with you . 

I don ' t know - does t hat •.• 

~/ell , partly - I mean partly . 

If somebody else here ca n answer i t more fully , 
I'll be glad to have t hem do it . 
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In adding to what ~arriner said , when you s peak 
ol' somet!llng adverse t o the Tre&sury position, I 
think that could be taken in two ways. I don't think 
you mmt t o see and I don ' t think we want to see this 
Government bond market go t oo hi gh again, for then 
i t ' s going to come back to haunt us a t a lat er date . 
Vlould you consider tho t adverse to your interests? 

.'/ell, I• d say this. I f you 1 r e going to contemplate 
doing something to put the Government bond market 
down, I 1 d certainly want & chance to • • • 

On, I grant you that would be adverse . But do you 
still think on the other si de it might not be 
consi dered such also? 

Nell , I• d like to know how you ' re going to - what 
you 1 r e going to do . What I ' m trying t o find out -
I haven ' t got it yet; if you don't want to t ell me, 
it ' s all right wi t h me . 

I wish I could . 

It puts me in the position - I•m going to a sk 
questions ; I don't like to do it. I' ll be speci fic . 
~·hat are you going to do about buying or selling 
vovernments after this finD ncing? That ' s a direct 
question. 

We don•t know . lie haven't deci ded. We di scussed the 
t hing all yester day afternoon and we ' re goi ng back 
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again today. There's been no decision made. VIe 
can let you know, I think, by the end of this 
afternoon. 
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Can you let me know in time enough so we can talk 
about it if we don ' t think that - if we don ' t agree 
with you? 

Well , it ' s only fair to tell the Secretary that the 
Open Market Committee has recessed, it hasn ' t 
adjourned . 

But I s till say, can the Treasury have a chance to 
talk about it? I t won ' t be decided in the afternoon 
and then we ' re told in the a fter noon you ' re going to 
do it that afternoon? 

I think tne Chairman nas covered it a s f a irly as he 
can in vie..v of the situation as it stands now. 

I think I can speak for myself per sonally without 
violating any confidences a t a ll. ;r had thought the 
posi t ion of excess reserves and the whol e banking 
situati on bad r eached a point where there was no 
l onger any need for the Federal Reserve System t o 
add to excess r eserves by continued open market 
purchases . I think that mos t of the things that 
need to be done by way of recovery are probably in 
the non-monet ary field r ather than the monetary, and 
thbt the less we do by way of picayune efforts here 
and there in the ~onetnry field , the more we will 
do to restore confidence and m~ke it possible for a 
recovery to take place . 

On the other hand, I think it i s fair to say tha t 
some of the others with whom I have t alked i n our 
group feel that perhaps, ht ving bought Governments 
for three weeks, we should continue to buy some more 
before Christmas . I don't see how that would do e.ny 
good except psychologically . hnd I feel a little 
what I think was implied in John McKee's ~uestion -
t hat so f a r as it has any effect at all, it may be 
further to stimulat e the rise in Government secur­
i t ies and Widen that spread bet ween corporate and 
Government bonds, which is growing now. And that's 
what I 'm fearful of, as much as anything . 
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! have felt that we should continue - tell you what 
DIY feeling is - to operate in the open market at 
least in a modest way, to be active in the short­
terlll market; that it would not materially affect 
the long-terlll bonds; tha t they are still slightly 
lower than they were in August; that the discon­
tinuance might have an adverse psychological effect . 

There is in the case of an open market operation -
it gives r eserves to the Dloney market banks; it does 
not give reserves to the country banks . The country 
banks are selling, and the excess reserves in the 
money Dlarket banks, of course, create a ready 
market for the sale of the longer bonds that the 
country banks are selling because of two reasons: 
First, the much lower price of agricultural products 
Dleans less money going into them. And the Government 
r eduction in relief and other expenditures Will mean 
less money going in from that source in the country 
a reas, wh.ich means th~t their deposits and hence their 
reserves are likely to fall . Certainly they are not 
rising ; they are falling some now. That might make it. 
necessary to consider a reduction of reserve require­
ments in country banks only 1 so as to create a 
uniform situation of excess reserves throughout the 
country. An open market operation readily gives 
excess reserves t o the money market, but with the 
situation that I have just outlined it does not give 
the excess reserves to particularly the country banks. 
And it has seemed to me necessary to have an adequate 
amount - in fact, we are much s afer to have too much 
than too little of excess r eserves at a deflationary 
stage such as you have now. 

Now, as to the decision that the Committee may make, 
as to the decision that the Board may make, it is 
entirely a questi on tbllt • •• 

Well , when will they make this decision? 

IV ell, so far as the Committee is concerned, on the 
one question of open market policy , certainly I think 
we've got to make it this afternoon, vnd I th.ink it 
will - I think the matter will be decided one way or 
the other os to open market, whether we will continue 
after the 15th or not continue . 
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Nhe ther - with r ef er ence to the ot her matter , 
tha t i s a ma tter that I don ' t think t here i s any 
immedia t e hurry about . It i s a mat ter t hat t he 
Boar d i tself i s r esponsi ble for and will give 
considerati on to and s tudy to in the immedi ate 
f uture . 

You mea n on the reserves? 

Yes , i n reference to that one a spect of i t. 

But on the open murket - I mean we can' t deci de -
what ' s the use of burgess telling me to sell thi s 
or that or the other thing? The after-mcrket is 
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the most important thing, because we ' re 1n busi ness 
her e to stay and we ' re much more inter est ed - I eo -
i n t he aft er -market and i f the thing s t ays sold . 
Until we know here what you fellows are going to do , 
t her e isn ' t much use my deci ding whether I ' m going 
to sel l a bi ll , a note , or G bond . I mean that ' s 
why I'm pr essing so . 

Yes . Well , we cun tell you t his afternoon. 

Fair enough . I mean the reason - I ' ve got a ver y 
pr a ctical r eason. I mean we off er some kind of 
merchandise on Monday. Well, we' l l sell it. But 
what 1 s going to happen bo weeks f r om Monday and 
three weeks from llonday and !'our weeks from Monday? 
And Burgess i s down. ther e and it's his job t o keep 
t he market sweet for both o!' us . 

I s there any point 1 l(r. Secretary, !'rom the point 
of view of t he Tr easury - put i t this way: i s there 
anything i n t he s ituation that would make it advan­
t ageous to you t o have us bq some Government securities 
beginning December 15? 

From the Treasury standpoint? 

Yes . 

No, absolutely no . 

Mr . Secretary, you don ' t think that i t will have 
an adverse in!'l uence, i t will be 1n any way out o!' 
line w1 th Treasury policy 1 if the System should bey, 
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say, t en millions a week for two or three more 
weeks? 

As f ar as the Treasury i a concerned, it wouldn' t 
affect us one way or the other . 

Drive bonds higher . 

Pardon me? 

I t would tend to drive your bonds higher . 

That' s what I ' d Just like to know - whether your 
advisers and yourself, ~r . Sec~etary, have come to 
a place in this Government ~~rket - whether 
our absorbing more of the offerings is now not going 
to be more pronounced in the market price; our con­
tinuous buying - whether we haven' t absorbed the 
slack in the market, so that any acti on from now on 
is going t o be very quickly felt in t he market pri ce . 

You mean it will or will not? 

It will. I just wondered what you gentlemen feel 
about it marketwise . 

Well , I'm not -after I 1ve seen some of these people 
that Burgess has arranged for me, I'd know mor e 
about it. But I' ve only seen one crowd this morning 
and I'll know more about it Friday night. But I •m 
not - that's on a.n hourly basis - I 'm not close 
enough to that ; I don't know. I mean unless a fellow 
si ts there with a hal f dozen telephones and • ••• • 

I take it from what you said, then, it would make 
no difference whether we - so far as the Treasury 
i s concerned, whether we continue an open market 
operation i n the short-term bonds, notes, and bill s , 
or whether we don't . 

No, I di dn't - no, I - because ••••• 

I think that ' s the impression that •• •• 

No, it makes a difference in this way. If we know 
you' re going to buy, it would make a difference 
certai nly that Burgess and the r est of us - how we 
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Sure, affects the price right away - present state 
of the market . 

What? 

It affects the price right away in the present state 
of the market . 

Surely. I mean if you people say, "Well hero, in 
confidence, we're going to buy ..•• "- did I hear 
you say bills, notes, and bonds? 

Well, short bonds; bonds with less than five-year 
maturities, see? 

Well , a.nyway, you people say you're going to buy . 
I mean I think that Burgess and the rest of us would 
sit here and price it differently than if you said 
you weren' t going to do any, or said "Well, we want 
to sell some." That ' s the thing . Wouldn't it make 
a difference in your (Burgess) mind? 

Might very well ma.ke a difference. 

You mean if we were going to sell . 

No matter what you do. You've got a choice l)f three 
things: do nothing, buy some, or sell some . 

J.nother thing: buy and sell . 

What you're going to do - it makes a difference how 
we 1 r e going to price this thing. 

Do I get it that so far as you're concerned all you 
want is to know so that you can price it - as to 
whether we do one thing or the other? You have no 
suggestions to make or no •••• 

Well, I don ' t - I don't know the situation. I don't 
know how your reserves look. I don' t know. I aean 
if I knew what r eserves were, sure, I'd have an 
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opinion. But I don ' t know what facts your 
technical staff has laid before you, so I don 't 
know how you ' re going to arrive at a deci sion. 

We certainly have the i .mpression that you are 
not contempla ting selling any of your total 
portfolio; you may do some switching and you may 
stop buying, but i f you- I mea~ I Just don't get 
any conversa tion at a ll that indicates any •• •• 

No, there is no thought of selling. 

You ca n almost eliminate the third possibility . 

That ' s right . 

Or course, we told the country in September we 
probably would sell in January. 

Permit bills to run off. 

Well, you have some changed conditions. 
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That ' s right . 
tha t there is 
know in fact , 

We have r ecognized that, and we feel 
nobody contemplating, so f ar as I 
a ny i dea of selling . 

Switching, sure, but not •••• 

The whole question i s whether to continue to buy a 
modest amount so a s to be in the market, because ot, 
first , psychological influences as much as actual, -
psychological even more . The fact that we did buy 
381 40 million for a period ot three weeks - and then 
to discontinue altogether doesn't seem to me to be 
warranted at this time. And a.notber 50, 75 million 
over the period of the next month would certainly 
not - true, ·it would give the money market - might 
say it's got 400 mill ion of excess reserves now in 
New York; might give it 500 million excess r eserves. 
Well , after all, 500 mill ion - it doesn't make much 
difference whether it' s five or four, and they're 
both large excess reserves and they both make tor 
easy money . You have easy money with 400 mill ion 
and you'd possibly not have much e as.ier with five. 

But the psychology of doing this, it seems to me, 
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might be - it's open to argument , I'll admit, 
but it seems to me it might be f avorable, desirable . 

Harrison: Wouldn' t contemplate it after Christmas, would you, 
when the money comes back? 

Eccles : I ' d want t o wait until the end of the year . 

Harrison: Between Christmas and New Years you get the biggest 
return flow. 

Eccles: Well , the question is - naturally, if it begins to 
build up f r om that source, then that answers it. 

Burgess : Certainly up until that time, immediately after -a 
couple weeks up until Christmas, there would seem 
to me to be every reason for it, and justifi cation 
for it. 

Harrison: Well , the fact that the Secr etary is interested 
in whether we're going to buy or not because it 
would influence his pricing of his issue shows 
that he f eels i t would certainly have some effect 
upon the prices ·or Government securities . Even 
our last purchases beginning in November - early 
in November, had a fairly appreciable effect, I 

. thi.nk, upon the pri ce of Government securities . 
It was more than a coincidence that they went up 
as t hey di d in those middle weeks of November. 
And you' ve got to r ecognize that the Treasury J.s 
not increasing its debt, not putting out more bonds 
t hat we can absorb. What we are doing - we are 

acting, as l'omebody sai d a moment ago, on a more 
sensitive market than when you were increasing 
your debt, and I am fearful that continued opera­
t ions of the System might concern you not in 
adversely depressing your bonds, but in artificially 
stimulating them to a point where you would have a 
problem of control . That ' s my case. 

H. M. Jr: Well , another thing. I f the Federal Reserve Board 
contempla t ed within a r easonable time - that is, 
some t ime between now and t be end of the year - to 
change r eserve requirements on the country banks, 
that would have an effect on the price, and it a lso 
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would influence me as to whether we should sell a 
note or a bond, because - I think I'm right, am ~ 
not, Burgess, that - let's say they lowered reserve 
requirements tor the country banks; they might buy 
more bonds. 

They would undoubtedly . 

It doesn't amount t o much. The country banks would 
not buy bonds. They might hold some of the bonds 
they have been selling . I think it would be bad for 
them to buy more bonds . They ' ve got now too large a 
proportion of long bonds, and if there should be a 
substantial depreciation at some time, it could affect 
them very a dversely. They have practi cal l y no bills 
or notes; t heir holdings are l argely bonds now, and 
they are rather large. It would t end to stop a sale 
of bonds that they hold in order to maintain an 
excess reserve picture . The amount i nvolved in that 
case would not be great . If the entire increase of 
l as t March and May was r eversed, it would only amount 
to 150 million. 

Well , it only t akes about a million dollars in a 
dey •••• 

They could buy a billion dollars worth of bonds 
on tlult , t hough, if they used it fully, couldn' t 
they? 

No, the excess reserves don ' t pyramid jus t within 
country banks . 

No, but throughout the Sys t em . 

Is t his something you might do between now and the 
end of the year? 

Well, I - it is my personal opinion that it i s a 
matter that we should possibly delay until after 
the f i rst ot the year. But we ' ll get a little more 
infor ma t i on on the development of the pi cture. The 
excess reserves of t he count r y banks have not 
diminished; they have stayed about 300 million. 
•bey are - by percentage they are still large. 
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Are they well-distributed? 

Pretty well, yes . Tbe difficulty is that their 
desire to maintain large reserves tends to cause them 
to sell bonds in order to maintain a very excessive 
reserve picture . That has been a good thing for the 
market, in a way, because, w1th the high excess 
reserves in the cities I imagine bonds would have 
gone up very much higher and taster, which might 
have been bad, if there hadn' t been that amount or 
some selling by the.m to the market . That has tended, 
I think, to stabilize 'the bond market, because one 
group was buying and another was selling. 

Jlr. Secretary, may I ask a question which I hope you 
will frankly say you don1 t want to answer; - but are 
there aay funds in the Treasury which are apt to 
influence the market in any way between now and the 
first of the year? 

I d on' t think so. 

What? Do you know of any? 

Investment funds, you mean? 

Yes . 

Jo. 

Or disinvestment. We ' re all through this sale of 
bonds, are we? 

There is a 25 million dollar sale of Home Loan Bank 
debentures which comes in today, probably less than 
12 million of which will be invested, but not until 
after this financing is over. 

But you're not going to sell any more bonds from 
your accounts probably . 

There isn't anything else in there . 

The F. D. I .C. And these funds have got the cash. 

Well, they can get cash from special obligations 
of one kind or another . I don1 t think that there 
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is really much possibility of anything that you 
would consider a movement one way or the other 
in any amount. 

Bell: That isn•t big. 

Taylor: Pardon? 

Bell: That isn't big. 

6! 

Taylor: No . I mean our available balances in Postal and 
F. D.I.C. they want to keep uninvested at the present 
time, and they are not very large. 

&llf':t•tsun: o Xliere is no need for them to sell to get further 
balances, is what I'm asking . 

Bell: As a matter of tact, the F. D. I . C. will have 
assessments coming in in January. 

~ . Y.Jr: Does that answer your question? 

Taylor: But a ll those funds recently have been invested 
right along, as they have gone along . We haven ' t 
held back an,y. 

McKee : Mr. Secretary, maybe I•m too conscious of this 
market situation because I feel that if the market 
goes much higher, you're going to bring out a 
lot of selling; if we can keep it rrom going too 
high, that these bonds are going to remain where 
they are now located . Now, I may be entirely wet 
on that, but I think that we all should be interested 
to see that we don't disturb the Government bond 
market too much. And I think we're running a risk 
by letting the prices go too high. Now, maybe I 'm 
alone 1n that thought, but I think there is a risk 
there that you are running, and we are all assuming 
a responsibility if and when the thing gets out of 
hand. And by continuing bu.ying - while I am in 
sympathy with easing credit at a time like this, it 
is a question of whether you c an do much of it 
through a bond-b~ing program, whether you can do 
enough to get the effect you need. I 1m speaking 
out 1n the open, and an,ybody else who has any other 
idea - it •s all right. 
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I don ' t think t here ' s any question that when you 
fellows keep increasing your portfolio it has an 
effect right straight through the whole seri es of 
GoverDIIents. You may be beying bills, and 1f you 
buy ten million dollars, increase your portfolio 
by ten million dollars, it has an effect on the 
long-term Governments as well as the intermedi at e 
market and everything else. I think all you've got 
to do is Just look at the prices . 

The one questi on !ir . Harrison asked is, if a nd when -
I know you ' ve been investing right along - your trust 
funds - and if and when you had some liquidation i n 
the somewhat r easonable fUture , that you could probably 
offset a rise in bond prices. 

Now, we ' r e not worried - I'm not personally worried 
about the cheapness of t he short-term paper, but I 
am worried a bout the bond prices , because that's 
the thing that is going to affect the majority. 

Well - I mean I •m not sure - I mean the last week 
that you people did that I thought it would have 
an effect - wa s too close to our financing , and if 
t he decision had been mine, I wouldn' t have done 
it, but you people did it and that' s that. 

It didn't have any appreciable effect, though. 

i 'he only thing that you people - I don ' t know whether 
you know a bout it or not - is that during the - oh, 
I don ' t know the exact peri od, but sometime during 
the last JO days we have sold ten million dollars 
worth of 2-7/Ss out of the Stabilizati on Fund, and 
we have held them a long time and I wanted to get 
t hat f und in such shape tha t if there was another 
sha rp break we'd be in 8 position to buy, because 
our Postal Savings and F.D.I.C. are not in 8 posi t i on 
to bey . So we have sold ten million of that, so 
we are 1n a position - and if there is another sharp 
break and they should go below par again, why, we 
are in a position to bUY them back. 

Speaking to wha t Mr . YcKee expressed, whether we 
buy bills in t he market to give r eserves to the 
market, whether r eserves are given to t he market i n 
most any way, i t will tend to have the effect of 
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increasing bond prices. And we think of Government 
bonds, but look at all other high-grade paper. 
And the easy - the r ecession in business, with the 
absence of investment demand, bas tended to put 
up prices on al.l of your prime - not only Gov er1111ent 
bonds, but on other - on your Triple A securities 
and your prime paper generally. 

They haven't gone up with Governments, have they? 

Well , they've gone up, George . They have - now, not 
like the Government - not like Government bills and 
Government notes, but they have gone up . Now, it's 
Just a ques tion of - true, you could sell securities 
and put tnem down. 

That isn1 t the point. I don't think any of us want 
to sell in Jamu:ry as we see the situation today. The 
only question in ~ mind i s whether there is any 
economic or monetary r eason which ·omuld Jus tify 
our adding 50 or a hundred million to excess reserves 
in the m~th of December right after a Treasury 
financing, that would offset the possible risks; and 
by risks I mean artificial stimulation of the Govern­
ment bond market, which goes up for two reasons: 
First, if we increase excess reserves, as you point 
out; end second, because we are buying a particular 
commodity . 

nell, that was the same argument last April when we 
went into the open market. Same argument used in 
February - that the money ma rket did not call for 
it. And yet we did act, and Ne certainly didn't 
act too soon; i f anything, it was too late . 

When we had a falling bond market some time ago, 
the Soard sold some of their shorts and bought 
long-term Government bonds . I wonder if any con­
sideration would be given, if your bond market 
was going up too high, to selling out your long 
and going back to short . Outsi de of your excess 
reserves, tha t is one way you have of controlling 
your long-term Government bond pri ces . 

I think we ought to cover that in our authorization. 
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I have bad that in 11ind . Just wondered wbat the Trea sury could add to that, in assisting to do that . 
We don't want to be ex-offi cio meabers of your Open Market Co1111ittee. 

bt111 thlnking of your future as a borrower - the' largest borrower in the world, or in the On1ted St ates. 

Make i t the world, John, it' s all right. 

But you did sell ten million during t his period, which was a good thing at a time when the market was strong; so that, after all, it had the effect of being an ex-officio member anyway . 
Opposition member . 

No, I think it was very helpful . 

Offset what we were doing . 

That was all right. They were oper ating i n t he long­t erm market and we were opera ting 1n the short-ter~ market. 

Two things: one, the long-term Government bond market; the other, the supply of credit . 

An unconscious switching operation, 

Well , as a matter of fact, it in no way offset what you people were trying to do . 

No, i t didn't. It was a good thing . Helped to stabilize the long market. And it seems to me that that might even be done to a greater extent, because it certainly is a good t hing to get cash at a tiae when the market is unusually strong in the long bonds. 
All I meant, Marriner, was, whether it's offsetting it or not, it does, to the extent that they sell, offset the aaount of excess r eserves we put 1n, and if it is for the Stabilization Fund account, those excess r eserves are not put back by Treasury expen­ditures, a s you argue . 
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Nell, even that ' s all right . 

Therefore, I just r a ise a questi on: if the Treasury 
is going to do that, and it's a good thing, and 
I'm not ob j ecting to doing it; I would have done it 
too had I been in the Secretary ' s place - the question 
raises itself i .n my mind, then, why are we buying, 
because we ere buying short-time stuff that ' s already 
been driven do1m to ten and which certainly needs no 
support; we are not buying to put in excess r eserves, 
because the Treasury t akes them out to the extent 
they sell; &nd I don ' t see wby we 1 re buying except 
to give an impression. As far as an impression a t 
this time, the impression isn't necessary so Jar 
as the bond market is concerned. Now, I agree with 
the Secretary that tbat is more of an argument for 
the Open Karket Committee than this meeting. 

hnd also it ' s academic, because the further possi­
bilities along those lines aren' t in the picture . 

You mean - what lines? 

\Vell, we•ve only got five million more . 

Aha t we could do further. The only thing we could 
do \YOuld be to make some switches in our investments, 
which is something we very seldom do . 

I want to say now - there's no mystery - if there is 
again a boiling market and t he 2- 7/Ss are Jumping 
two or three points a day, we're going to sell the 
other five million we've got. I want to get down 
to u basis of t en million . Then when those things 
go bad - and knowing how you people feel about long­
t erm uovernments, I think you' d be tickled to death 
to know there's 15, 20 million dollars purchasing 
power for long-term Governments . Save you a lot of 
weeping. So - I mean t hat ' s the whole objectt it's 
just so if and when things should turn for bad, why, 
we ' ve got 15 or 20 million dollars purchasing power 
to huy long-term Governments. And as I say, now, 
if the 2-7/Ss Jump two or three 32ds a day - they 
Jumped one day 9-J2ds - why, we ' ll sell those five 
million 2-7/Ss . But the ten mill ion 2-l/2s -we'll 
hold those until a t least they cross par . Now, you 
can tell me when they ' ll do tha t . 
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That ' s our maximum possibility. 

'!he maximum possib1li ty i s tba t we can sell, o·: 
will sell, and - I mean at any time there i s 
another boiling ma rket for the 2-7/Ss . We own 
five million and we ' ll sell those on a stiff 
rising market. knd outside of that we ' ve got 
nothing . And that would follow out llcKee 1s thing : 
a t leas t to keep the thing from going up too fa st . 
But that isn't why we ' re doing it; we 're doing it 
because we feel that some time, as sure as the 
sun rises , t her e will be another period where 
nobody w11.nts l ong-ter m Governments, and we•re 
there .vi til 15 or 20 million dollars of purcha.sing 
power . And - I mean that ' s what we're doing~~ 
for. May be three months, six months, or a year, 
but we ' ll sit there and walt until there i s a 

6S 

baa crack in the long-term Governments, and we're 
t here to relieve you of thot embar rassing s i tuation. 

I wouldn't want you to think that anything I sai d 
was cri tical of anything, because I would have done -
I think you're quite right. My position is more one 
of envy that we can' t be doing the same thing you 
are . 

'Ihis is getting t oo subtle for me . 

(Hear ty laughter) 

This conversa tion i s getting beyond me . Now, if 
everybody is feeling al l r i ght - now, Kr . Burgess , 
if you'll give these people a survey of what our 
customers would like as of today. 

Well , f i rst a word about the ch~~.Dges in the market . 
Since tile middle of September, wnen we did tile last 
financing, there's been quite a change in the market. 
Not so much in price; the prices are still up some­
wha t, both notes and bonds . But there's been a 
shift, I think, in willingness to buy • 

• 
Both in June and September we offered a choice 
between two different kinds of notes, a short and 
a longer note . We f elt that wa s necessary to meet 
tile market . I think that tile gap between short and 
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long not es has been bri dged ; that is , people who 
before would limit thei r purchases to two or thr ee 
year notes, or four year, now think of a five-year 
note as something they can take in their stride 
without the same hesitati on. 

Similarly, there has been a shift of interest into 
bonds. We t alked about bonds last time - this is 
not the Burgess plan, Mr . Secretary - we talked 
about bonds, perhaps in a r ather academic way. You 
can think about it some•11ha t more seri ously now, 
because there has been a shift of interest . 

I would say tha t, as far as our purchases had an 
effect, t hat ' s the most noticeable one, that it did 
lead t o more interest in the bonds . The savings 
banks came in again after being out for a long time 
and made some purchases, a na banks and others have 
sno.fed some interest in long bonds - the first time 
those long bonds have moved a t all; a nd there ' s been 
more general interest in the shorter bonds; some of 
the banks i n New Yor k have been buying them . Now, 
of course, you ' ve got to discount that slightly 
because of our operations; the psychology of that 
made them willing to buy bonds more than they had, 
and you have to discount that a lit tle; it ' s one 
of t hose t emporary waves, but I don ' t think very 
much. The market hasn' t changed a great deal in 
actual point since we did our buying . 

But I think the Treasury can feel free to sell 
anything up to eight years, can run that scale, 
and determine the thing on the basi s of its own 
requirements and on the basis of the price and 
of the effect on the capital market , which I think 
is very important at the present time . Now, there 
are two distinct views , you'll find - you probably 
have found already - on the part of 

No , I haven't really got into this thing yet. No, 
I haven't got - and I'm sorry that we had - we had 
a t ax case this morning . 

'.I. hat ' s qui t e all right . 

Which I had to take care of . And no one could do 
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it but myself. And that ' s what t i ed me up. This 
was one case where the taxpayer got a dirty deal; 
so i t t ook the Under secretary, the Gener al Counsel, 
the Commissioner of I nter nal Revenue, and the head 
of t he Income ~ax Bureau - we were at it for an 
hour and a quarter this morning. That ' s wha t tied 
me up . 

,\ell, that probably paid . 

ilell , you1ll find there ' s a distinct divergence 
of view in the market . There are a certain number 
of people that say that the Treasury has a very 
large short-dated debt, that it would be sound 
financing whenever you get a chance to borrow a t 
somewhat longer t erms and push the thing ahead, 
leaving your borrowing capacity a t short t erm l arger 
for anything that may occur. They also say t hat 
psychologically t her e would be a f avorable effect 
on t he capital market . 'lney say if the Treasury is 
a fraid to go out beyond five years, why snould any­
body else toke the risk? Of course, the capital 
market has been practically closed for s ix weeks 
and we are a ll anxious to s ee i t opened up . 

Now, on tne other hand, you will find a number 
of equally vigorous exponents of the theory that 
the best thing to do for the capital ma rket i s 
for the Treasury to keep out of it and starve it 
and leave the tb1ng f r ee for corporat e issues . 
I t h1nk you can toss t ha t up 1n the a1r and call 
heads or tails and one i s probably about as good a 
guess as the other . 

I n view of the necessity for discounting a little 
bit the present market in view of our operati ons, 
the safest, most conservati ve thing to do would be 
to put out a five-year note . You could sell it 
a t l-)/ 4, I think, on the present market. Kight 
change in the next few days . But I am equally 
confi dent that you, i f you wanted to, could sell 
an 8- year bond . 

Now, tha t is w1tbout going into details of what 
different people think, and so on. We can go into 
thti t later . I think in our discussion thi s morning 
the Governor and others f avored the note, felt that 
was wiser . 
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~ell, inasmuch as this really was the purpose 
the meeting was called for , I think we ought to 
go around . I do think what ' s happened the last 
55 minutes was illuminating and helpful to me, 
and I think some of you people got some stutf 
out of your chest, which didn't really affect 
the Treasury, but - well , you all look much 
happier. 

69 

I never have anything on my chest. I have to get 
it orr. 

That ' s the trouble with both or us . 

Yes 1 we ••• 

Vlell , as I say, so let's go around, o.nd I'd be 
more than pleased to bear what you people have 
to recommend. Who wants to s tart? 

.'lell, I'm next to the Stenotypist on this side. 
i:>hall I start? 

Please . 

I think in Philadelphia it is awfully hard to get 
it clearly analyzed . There is considerable sen­
timent in some of the banks, some or the insurance 
companies and savings funds, for an 8-year bond. 
I think we r eflect there probably the two points 
or view. 

You say there is? 

lhere i s some sentiment. I think we r eflect 
probably pretty well the two points of view that 
Dr . Burgess bas outlined. I think at some stage 
of the game that the bond ought to be given serious 
consideration. Personally, I am not too affiraative 
in that at this time. I think that t he five-year 
note would be probably the most conservative thing 
to do, but I don't think we ought to overlook the 
possibility at some stage, whether it is now or 
l at er on, next year - the bond possibility, in 
accordance with conservatism and the problems that 
the Treasury is going to have in r efunding this 
shorter debt. I t alked last night when I wos in 
Philadelphia to one of our younger bankers who is 
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pretty close to the money market , watches things 
very carefully. He was very affirmative on tbe 
8-year bond . I think one of our large insurance 
companies would be in f avor of that, and one of 
the other l arge insurance companies would be in 
favor of the five-year note, - much more. So I 
think as f ar a s we are concerned, you can count on 
the two types of demand . 

Insurance companies, five-year note? 

Yes, one of t he large insurance companies. Last 
year, l ast spri ng, it was absolutely - t ake nothing 
over a year or year a nd a half . But I think t hey 
have spread out a bit, would spread out into the 
f ive-year note. 

One thing we have in Philadelphia 1n large bulk 
is a l ot of trust funds . Their problems of 
investment in the longer market are difficult 
from their point of view, and I think the 8-year 
bond would be a r eal attraction to them. 

Vfue ther or not the incr eased cost to the Treasury 
would make it worth while to spread the difference 
from five to ei ght years is a problem you' d have to 
decide. That ' s all I have to say. 

Than.! you. 

Pr ofessor '.Ulliams . 

I favor the note . I don ' t know much about what the 
market would take Jus t now, but I think that is 
s econdary to t he questions tha t m1ght e r1se later 
on. I think we have a very unstable interest r ate 
structure now, and our chief question, it seems to 
me, is to do whet we can to prevent its becoming 
more unstable t han it is . 

Now, one of the elements in that i s the banks ' 
holdings of bonds. The more bonds they hold, the 
more possibility there is of a reversal of price 
movement, which I think c an have a very bed effect 
not only in the Government bond market, but very 
generall y in investment markets related to refunding 
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The arguments in favor of the note seem to me t o 
be much stronger than those advanced for the bond, 
Mr. Secretary . Weighing the two of them as I have 
heard them over the past two - past week, I have a 
very definite feeling that a strong argument could 
be made in favor of the note. 

Jake? 

(No col111Dent) 

We have a pretty heavy concentration of maturities 
in that medium-term bond, and I think too that we 
~ay .t~o much interest for - the spread between the 

& tiiW on a five-year note a nd the rate on an 8-year 
bond would be too great. And I'd rather reserve a 
bond issue for a time when we can float a longer term 
bond issue, get away fro111 that heavy concentration 
of maturities between 1 45 and 1 49. So I don't think 
we ' d gain enough between a five -year note and an 
8-year bond to go into the bond at this time. 

Is that all, Larry? 

Yes. 

Note. 

Note. 

To the point. 

I have talked to a number of banks and other investors 
over the past month, and the demand seems to concen­
trate pretty much on the five- year period. There 
are some of them who would be willing to purchase 
a longer issue, a 7- or 8-yeor bond, but o number 
of those that I talked with said frankly that they 
would purchase them solely for the premium, that 
they would plan to sell and take their point profi t 
soon after the issue . And pr actically all of them 
a greed that ten years was the maximum, that they wouldn't 
even want to speculate in an issue of more than ten-
year maturity. So with tha t background it seems to 
me the five-year note would be desirable . 

lolcKee? 
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I f nvor the note, because I t hink the short-term 
market needs a supply more than the long-term 
market. I 1d like t o approach it from t ha t angle. 

Is t ha t all.? So snappy around here . 

Dan? 

I f avor the note for reasons expressed by Larry 
Seltzer, I t hink, from the standpoint of the 
Treasury . · 

Is tha t all? 

7j 

I never like to say anyt hing here except that I 
preface it with my usual statement t ha t from the 
point of view of the Treasury I think it is 
ultimately desirable that you convert as much of 
your short-time debt into long-time debt as is 
possible . But I also a$ree that you do not a ccom­
pli sh that by an intermediat e shift from five to 
eight years. I don't t hink that is enough t o 
conform to t he pri nci ple that I had in mind . 

I think that Burgess is right; from the point of 
view of t he capital market, lfhether 1t would be 
better t o have the note or the bond i s pretty 
nearly a toss-up. On the whole, I t hink I would 
f avor the note, as I see things today. If, however, 
t he Federal Reserve System does undertake an open 
marke t progr am of purchases, I would seriously 
consider the bond a s one of the offsetting f actors 
to t he continued rise of l ong-time bond prices. 

Is tha t all? 

That ' s all. 

I f a vor the note very s trongly, for the r eason 
tha t the note will be - much l arger proportion 
would be taken by the banks, and in so doing it 
would create new money through credit or it would 
stop a t least the diminishing of deposits through 
the paying off of obligations . In other words, the 
banks own bills and if the bills were paid a~ they 
didn ' t take t he new issue, it means that the total 
deposits diminish. That i s undesirable . Therefore, 
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I think we should give - make an issue that the 
banks are likely to take. lhey Nould be much 
more likely to take the note lssue. Tha t leaves, 
then, the private funds seeking investment, and it 
would therefore help the capital market because 
you wouldn't be supplying them with a bond. A.nd 
I feel pretty strongly about the matter . 

Bar ris? 

The note . 

What? 

.. he note . 

You (burgess) going to say something now? 

No , I 1m all through. 

Note? Is that what you s aid? 

I would incline to a note, yes. 

What you and I have got to do for the next three 
days is find out why we shouldn't sell a bond, 
then. Ot herwise, there's no excuse to see anybody, 
is there? IVha t? 

Oh .vell , you 1 11 g et something from it. 

I hope so. 

'Nell, thanks very much. l<nd then, if and when the 
Open Market ~ommittee makes up its mind, I 1ll be 
amongst the first to know it? 

Not amongst the first. The first . 

74 
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Hello. 

Yee, Henry. 

Herbert? 

Yee, Hello. 

Henry. 

December 1, lQ3?. 
3:•? p.a. 

Yee e1r. I hope I don't disturb you. 

No. 

7r-

Loolt here . J.lr. Hull had to rush ott ,r1g.b.t atter 
lunch, to a meeting of t.be Board ot the Pan Alllerican 
Ullion, and eeemed to thinlt t.bat you wanted an answer 
tr0111 h.im pretty speedily on that question you aslted 
h1a 1n regard to Kexlco. 

He called me. 

Yea. 

Himself, this afternoon. About half an hour ago . 

Well, t hen he got 1n ahead -

Yea. 

Ahead ot me. 

And I told him we'd do nothing on L!exico thil 
weelt, but I'd take it up with you the tiret ot next 
week, 

Yee, he told me that, but he seemed to have the 
iapreee1on, I don't ltnow - lt had been posed to 
h.im or maybe he poeed thlll question 1n hie own 
aind, he gave me the iapreeeion that you a1lted him -
that euppoee t heee fellows eaid they'd actuallY 
put up that gold and Bilver -

Yea. 

AI collateral. 

That'• right . 
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Well, I ea1d t.ben, a1nce he put 1t to ae 1n t.he fora ot a queetion, that 1t the.)' 41d that, I thought that - that merel.)' ebowed to hia adYance on - on epecie, and that brought it. auoh aore cloeer to t.h1nge, I understood that .rou had done before. 
Euotl,y. 

And would be a auch eiapler operation tor .rou. 
'!'hat '• right . 

And tor our part I 41dn 1 t think we "hould I&.J anything, and leave 1t up to .rou. 

Well, but 1n order to help .rou out, I thought I'd Just stall eYen on that t.hie week. I didn't thinlt I'd answer them at all. 

All right.. 

And unless there's any pressure from the State Departaent, we won't S&.J peep this week on llexico . 

fU.gbt. 

See what I mean. I don't think he got that - I said he -

He didn ' t seem to haYe it. clear at all. 
Well, what he said to me was this. He said, 1Now I understand the technical rea1ona and eo forth wb,y .rou can 1 t do 1 t th11 wa,y. • 

Yea. 

1 'l'he wq t h e.)' put 1t up to you. 1 He 1101t. l1ltel.J explained it. to t hem, and I said, "Yee, but. -they 111 come back and S&.J how can you do i t., and I 'll pa,y t he way, we 41d it before, and that 11 that .rou put. up the gold and eilYer on depoe1t..• 
Yea. 

Ae •ecurit.J. 

Yea. 
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Then I a~ it they do that we've got to ·~ 7e1 . 

Well, that•a what he waa t eating me out on and I 
luoltil,y gave h1.Ja the aame answer. 

But I aaid, "Rather than put it up to thea, and 
have to a~ ' yea•, 1n order to help you out,• I 
aaid, 1 I won't do &D7th1ng bet ore llonda..r, and 
the excuae I give 1e flY Govenuaent t1nanoing, eo 
you p~ople have got to aquare me with Joaephua 
Daniela. • 

Well, now -

You and I are together. 

All right, I'll -

• 

You and I are together. lolr. Hull, I don't th1nlt 
quite had it. Tbere 1a no reason why he shouldn't. 

Well, now you want ua to get aome word down to 
Daniels . 

Simpl,y tell him that I think, as a matter ot 
oourteay, he should send a oable to Kr. Daniela, 
aimpl,y saying that the Secretary ot the Treaeury 
io eo oooupied this week getting ready tor his 
financing on llonday, that he can't take on &D7 
outside matters betore next Tuea~ . 

Right. 

That stalls the thing over a week, you aee. 

I'll do it. 

But I think Daniela ia entitled to an anawer. 

Right air. 

Now, did that 
plaoea the statement 

Ooapletel,y , 7 and on the other hand I thinlt it 
anA as it oomes up next week, and the7· actuall7 
otter 70u that specie collateral -

We got to go ahead, 
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YOU'Ye got to go ahead with it. 

But we're abeolutel7 together. 

JU.gbt. 

But I won ' t eee the KexicanAabaeaador before next 
Tueac!&J", and when I do, I 111 haYe 7ou - aee JOU 
t1rat, and than I'd lUte to haye 70u here when I 
do aee hi.a. 

!Ught. lla,y I aek JOU one other queetion, again, 
the Secretary keepe aek1ng thia to ae 1n ·a rather 
Tague way . You haven't deo1ded on the renewal or 
those agreements, the a1lver purohase agreements, 
on tnat ·you 1Ye reached no decision, yet? 

I - I haYen• t eYen mentioned it to the Preaident 
ot the United States and won' t until he gete baok. 

Right, B1r. 

Now, we won't take it up until the Preeidsnt gets 
baok. 

All .right. Now on Far East. 

Yee. 

78 

Two things, t1ret we haYe had no further oontirmation 
at all -

Yee. 

Froa the Far Eaat regarding the i dea that they were 
going to - they might declare war. 

Yea. 

!lathing at all. On the other hand 1n reeponae to 
Mr. Hull ' • oable,wired to the Preeident, aeking hia 
h ow pro111ptl;v we ought to aot . The Preddent w1re4 
baok aaying 'Get all the proo~tione 1n read1ne81 
tor ae, and I 111 aign thea and a end thea baok. ' 

I eee . 

!hat doeen •t mean that they neoeaearilY go out at 
onoe . 

Yee. 
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But I read 1t. to mean thAt he wouldn't delq an,y 
longer than might be neoessary to make eure or the 
e1tuat1on, you aee? 

Yea. 

Wh1oh 1nd1oates to •e thAt h1a disposition would be 
to IDOYe ta1rl7 pro•ptl7. 

I eee. Well, now, but nothing's hAppened. 

Nothing to - no confirmation that they are going to 
declare war. 

I see. 

But an indi cation that it they do, the President's 
inclinati on would not be delayed ver.y long betore 
announcing the Neutrality Act. 1n etteot. 

Well, whAt I 1 ve got to do 18 to JDalte 1.1p IIU' mind 
whAt I want to do about China. 

Tlla~ 1 s what - I thought that might -

And I think maybe we ought to tell China Wl~T.e 
taken titt.y million ounce• ot silver trom/~&r the 
laat tour or tive weeks, and I might tell the• 
1ntoraal1Y now, we say take another titt.y milli on 
troll them you see. 

Yea. 

And eo I could say well we did that before 1n 
oaeee like that. 

Well, that was 1n ~ mind, too. 

And I may do t..bat. to11orrow or Frida,y. 

Yea. Well - well, that 1 1 what. was 1n rq •ind . 

I •m going to talk -

I th.1nk that's what. waa 1n the Secretar.y 1 
• •ind. 

Well, I'm going to talk to Taylor and Lochhead 
tonight about 1 t. 
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All right. 

See? 

Yea. 

C8 
- e-

And t.he ot.her th1Dg, while I ' ve got 70u, ...,. 1nterut 
70u, we haven't got the details 7et, but 
on the telephone, but rranoe hae negotiated a loan 
trom Holland, and as I understand it, I haven't 
got all the details 7et, but it looks aa though 
Holland wants to buy tit~ million dollars worth ot 
gold trom ua, see? - In order to take the plaoe ot 
the gold which they're shipping to Franoa, whioh ia 
a very nioe piece ot buaineaa tor us. 

That's - I was goihg to eay, it i a, isn ' t it? 

When I have t he details, I'll ask Lochhead tomorrow 
to give 70u a ring and explain it to you. The taota, 
OD aooount ot it being on the telepho.ne waa a little 
buzey. 

Yes. 

But I - I thought that was a nice piece ot business. 

I think - I think it's very nice. 

Well, I'• going to move on China - try to move thia 
week, I think, maybe tomorrow, we'll see . 

Uh-huh. 

All rigbt. 

Thank you. 
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H.J.t.Jr: 
llr. 
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H.loi.Jr: 

P: 

H.ll.Jr: 
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H.ll.Jr: 
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Hello. 

llr. Parkinson. 

Hello. 

Hello. 

llr. Parkinson? 

Yes. 

Korgentllau. 

Ob, hello, Ur. Secretary. 

How are you? 

Very well, tbanks. 

Deoeaber 1, 1Q~7. 
4:~ p. a. 

I ' • sorry you• re going to be tied up T.tlurada,y 
and Frida;y. 

But it- it's just t.tl1e week that we have both 
the President ' s - t.tle Vice-President ' s meeting, 
t he Insurance Commissioners meeting, and I also 
llave the Rockefeller Foundation annual meeting, 

U.tl-.tlllh, 

But notwl thstand1ng all or that 1t 1t 'a reallY -
be or any service to you I can come down Fr1da,y 
110rn1ng . 

Well , that '• very nioe but I t.tl1nk ~be you oan 
do aome work tor me ~P there. 

All right. 

T.tlU is what I'd like. It you, i n o1roulat1ng 
around, would ask your other Presidents - other 
oo8pan1ee, what kind ot a Government eeouritlee 
they ' re in the market tor. 

See ? 

Yea. 

8! 
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I aean -

Right now, 70u aean. 

RigAt now, we would offer it Konday for P8311Bnt 
on Daoaabar 15th, aaa? 

Yea . 

82 

And we haYan' t got 7our December lst figure , how 
1111ch cash all t hese 1nsuranca coapaniea have on 
hand. I thi nk t he last figure we had wae 
September, wh1ch wae around six hundred and eighty 
million. 

Yea . 

And I'a - I 'd k1nda like to know whether there ware 
th1rt,y eig.ht or f ort7 co11pan1ea, t he l .i .fe i neurance 
companies, what thei.r cash position wae December lat. 
And tllen ae I &83 , what would t hey buy - I mean I 
can't get out a penny or two and three quarter•, J'OU 

&l!et 

No. Well, I tell you, I'll have a fairlY good 
chance to do that tomorrow and - and Frida:/, because 
they 'll practicallY all be here. 

That's what I thought . 

At this meeting. 

And tllen could you call me Friday afternoon? 

Not later than Frida:/ af ternoon. 

Yea. And would you. Just aorta sound them outT 

Yea I will. 

And than i f you 'll also let -

I think - I think I could find mora about the first 
quest i on you asked thAntha oaah position. 

Uh-huh. 

That might be a bit. hard. 
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Well-

To .get - to get a really aoourate idea. 

Well, that -

But I alght get. eoaeth1.ng that. would 1ndioat.e 
whether it. had changed auoh e1nce - einoe 
Septeaber. 
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Well, that. - that. would be Just. ae ueetul it it.'e 
gone up e1nce then, or down. 

Yea. 

And a lao the - how hungry are they. - ·-Yes. 

see ? 

Yee. We 1 re all kind ot hungry. 

Pardon ae7 

We're all lt1nd ot hungry. 

Uh-hUh. 

For eeour1t.1ea, I aean. 

Well , one - one - I needn't tell you, but right 
now, an eight. ;rear two and a halt would be about 
- have a one point. premium, I aean, that'• what -

YBI. 

S\16Selt.ed, 

And t.hat.'e something to 1hoot. at., and see what. 
they th1nlt ot itt 

All r 1S.I1 t . 

And the other tblng 1e, would they all be 1nt.erelted 
1n a t1ve year one and three quarter•. 

Five, one and -
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H.M.Jr: 

P: 
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Yea. 

All 1"161lt.. I 111 ue \!aGee t.o lllloot. at.. 

!hank 70U 1'817 lll&oh. 

lfot. • bit.. 

And I 111 hear troa 7ou Jl'r1dq a.tt.el'lloon. 

Yee, aurel7. 

'!'bank 70U. 

All right.. 
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IIIPROVI!IG FEDERAL IJlllllll~'TRATIOR 

Speech ciellvero4 betore 

" meeti"i or 8 0118 -hers 

of the !buso ot Representa­

tives on Docomber 1 , 1937 . 
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Deoaber 1, 19ST 

I ban juat ~ rereadiD& tba lite ot Alldrew JacksOD which 

was written within two ,..are ot hie death, which q grandtathar boucht 

t'roa 110118 book qent at tba t1ae and which to .. , aa a saall bo;r, wu 

tba aost attractin book in the llaited auppl:r ct reading aaterial w 

had tbere in the woods ot north-central Indiana. The picture of what 

tba Federal Govert~~~ent was like when Jackson was President i s admirabl;r 

portr~ in this old book froa a 1118r8 r .. d!ng of what his mes&qee to 

Congress said and what Congress did about his reC<'ueMati~ . 1\'bc 

ba told Congress ot the final pa,.,.ent about to be aade which would 

wi~ out tba entire national debt , with erldent pride, he said t bare 

would be over UQ,ooo lett in the 'l'reasur;r. Lees tban ro :rears bet ore, 

Jettereon wrote, "lle are a rural fe.raing people. VIe haTG little buei­

nees and few llllnUtacturera uong us, and I pr~ God it will be a lena 

tiae before we ban IIDCh ot e.ither. • 

Om- .arl;r Federal Go......-t in actual operation ~ised 

little 1101'8 than tba Congress to enact laws and t ba Courts to interpret 

and enforoe tbaa. Tba Bacuti't'& branch of tha Government was sull and 

tba amount of public buainead it had to handle was relatiTGl;r alight. 

CollFaating that picture with the picture ot tba Federal ~t 

~. the outetend1ng ditter~~nce 1e ~ eo IIUCh tba UJ>"Mt.on ot 

tba tiald ot Federal lepalation or the ~t ot the juriedio­

tion ot tba hderal Courts, aa i t is tba eaoraoue dnelo~t ot tba 

lltec.utin branch of tba Qoveraent. This tllree-fold enlarg1rrt of 

tba apbare of hdc'al rule baa cou about tor Naaona eo ottc stated 

as 
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that they are triteJ &nd, while all tho~btful. ll8ll ""uld aYOid the 

wmecessary enla.rgeilent of Federal .t\Ulotione, th.e IDIUI who bopee for 

a return of the former aillpllcity of P'edoral o.;nrn.nt 1s whol.l7 

out of touch with cooteaporary realities in tho N.el.da of 180dem 

Revertina to the stupendous growth of the Executift Branch 

of the Federal Ooftrnment, it now touches and affects the intricate 

complexity of IIIOdem life in such a II!Ul.titude of nays that one of 

the major problems of our tiJIIe is the i.aprovement of our admiDistre­

tive processes and techDiques, not by a spurious n.plitication, the 

complexity of cmr probleu precludes llillple answers, but by d..,iain&: 

nett and improved administrative methode and procedures. In the mt­

ter of administration, we still follow old form:~ for the most port, 

In few fields of human endeavor has there been less inTOntive thinlc-

ing. If Federal ad•1n1 strstion is not 11111rkedly improved, it will be­

cone a serious ret4rding factor in the bueineas and lite of the ...,_ 

tion and illportant pe.rts of it l'd.ll collepse of their om weiaht . 

ICY experionce in the rulm1nhtrlltive end of the Go~t 
• 

during the war and again since March 1955, has suggested DWDeroue points 

at which important improvements in Fedora.l act.inistrs.tion Jldibt be made, 

but there are two basic aspects of this J1&D3' aided problea to which I 

ahould like to direct your attention. One 1e the probl• of pr&ftllt­

ing an overgrowth of the bureaucracy required tor Federal •dmnS.tra­

tion and to keep at a adnin'll the oxtent to -.h1ob Federal officiela 

IIIU8t interfere in the operation and anas-t of priw te affa1re , The 
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other is tbo. problea of lettiJ18 tiM oitisen a- what tbe QoYern.nt 

expects of hill at the U. wban he needs to know it in ordu to plan 

hie attaira aDd so on about his buainesa with ru.ouable ueurance. 

S11TlltNtd Mp1n1otmtion 

Grnnted a certain quantua ot Federal law wbich bas to be 

odorlnistared, then, I belleve, the one consideration wbich ri.ll do 

aost to ainillise the Federal bureaucracy necessary tor such adld.nis­

tration and the interference in private affairs inTolved in that ad­

ainiatrstion ia the choice between two broad t;rpes of adll1niatrst1'1'8 

i.llplementlltion of legislation. It Consress aa711 a citizen shall do 

se>-alld-oo, it lilly, to effectuate i ts will, set up what I would call 

tha trsditioMl ed!dnhtrsti'l'e •chanip. 1'his would pronde tha 

pe1'8onnel aDd procedures tor watchin& boor ci tizena act aDd detactin& 

their infrac tions of tha rule laid down. It would pro'l'ide penalties 

for such infractions aDd, ~~ edw1nhtrat1ve and Judicial MC~ 

ecy tor entorcin& such penalties. This traditional type of 1mpl8ll8nta­

tion necesso.ril:y invol'Yea lar&e peraonMl, coapllcated adld.niatration 

and wid&-sprsad interference in privata affaire. 

The othar t;rpe of i.laplementation puts tha 1ni tiati'Ye on tiM 

citizen. T'Jlia pl. n1"' zes bureaucrac:r aDd sove~ntal intarnntion in 

private attaira. One or toro ainple exllll)lles ri.ll .US clear tbe 

enormous practical difference between these two t;rpea of legislatiYe 

i.laplellentation. Suppose a &iven le&islat1'1'8 bod;r wants all banka to 

close at a &i"Yen u., u;r 3 P•• • It al.&ht, adoptin& tba traditional 

method, secure a certain de&ree of COIIJ)liance b;r ID8Id.n& it an offense, 

with penalties , to reM1n open after that bour, 
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but this would iJmllw per_-1 aDd ~tel •ob'"*l7 -•BU"T tor 

in.~peotion, det.otion Ul4 entor~t of woh penalties. It, on the other 

band, that legilllatiw bod;r provided tbat banks llight not debit tbeir • 

positors• account. with defective c::beclta it caehed att.er 3 p.a., little, 

it azrr, policing would be required to secure unitora cJ.oeiDc. ApJ.n, u­

SUM a poli07 to diJioourace aarria&e below a certain ace without pe.rentel 

consant. Legialaticn lllight provide, with an appropriate penal~, tbat it 

would be an offenae tor a coun~ clerk to iuue a ll&rriage license to those 

UIICler the stated age without parental consent. If, on the other band, it 

89 

gave the parent or a oh1ld UDder age the right to collect $100 troa a ooun~ 

clerk improper~ iasuin& a aarriage license to :roungsters, the lelial-&tion 

would be large~ selt entorcing. 

You will, of course , find a great uey sporadic exaaples of Federal 

legislation illlpleMllted in this aaore ingenious wa:r, but tha atudir of thia 

poasihillty in cormect.ion with all legislation needs to be s:rsteMtiMd 

o.nd thorough-going. A strildng pxeaple of our use of this ..,re or leu 

autollllltic proceae is the wrq our present capital stock 8lld exoeaa profits 

t&xaa were set up. Taxpqera were given tbe liber1ir or fixini the ...,unt 

of their capitalization. But this tax legislation is so traaed that, it 

ths:r fix it too hicb, their capital stock tax will be unattract.iv~ hicb, 

while it the:r fix it too law, the tax on their exeess profits will beco. 

too l:JurdenaoM. 

At the ver:r root or the tax on undistributed corporate earnings 

is this rundaJiental policy of aiaplioit)' of •d•1nietrstinn. llb&tever the 

iepertect.iOn.l of tbat tax, I doubt it ite oritica bave ~ wigbld it. 

al.ternatiw, whiob -.;r be outlilled brie~ u tollowaa 

tith tax rates oo large pereooal w-a bipr tban thoN 00 

-poraw in_, .... ban bad tor a loa& u-, aDd will -u- to ban, Regraded Unclassified
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the problaa of preftnting the avoidance of the ~her rates on personal 

income by the retention of earnings in corporations. Congress first tackled 

this proble• in what I have called the traditional MDDer, i . e,, i t imposed 

a penalty tax on corporations whose earninas were retain&d •tor the purpose 

ot ~nting the ia;losition ot surtaxes on aharebolders• . !hie aethod has 

proVSD ineftectin because or the practical impossibility or preYing this 

purpose Rhich is a state of !Rind. A subjective fact,. difficult of proof in 

any case end eapeo1aUy 110 here, is by this legislation lll!lde the teat tor 

the i111p0s1 tion of the penalty tax. 

ls the rates on personal income• 1101mtad1 the proble:a of pre'Yellt­

ing eTOidance beCill:le 110re acute, and Congreea next tried the other or 110re 

automatic type of implollenting the te.x le,, wbich I ha..-e a.lready described, 

i • .,, , in the Re-venue Act of 191561 it lett tho initiative as to the distribu­

tion of corporate proti t s and the reasons therefor w1 th those III!I.Dilging the 

bu11iness , stipulating onl7 that the loss of re"ftnue from 1ndividU!Ils due to 

excesai ve retention should be made up at least in pert by added taxes to be 

paid by the corpora tiona. 

Eli ml na ting this aid to adlsin1s tra tion would not el.Ud.na te the 

problem of surtax avoidance. We shall ultimntolY have to face it. 'l'he on!y 

alternative to tho prooent autolll!ltiC method would seem to be to renrt to , 

and perfect, the traditional nethod by adopting an objective teet ot Tlbat con­

stitutes lmdue retention, and h7 .ietting up the increased personnel and ad­

lliniatratin ... chinery neceseary to go into the attairs of all the corporations 

involved in order to apply that object in teat and thereby ascertain rllether 

there has been undue retention and to enforce the penalties therefor. la 

in other cases of the uee of the traditional u thod, this ;ruuld •""'d~s govern­

MDtal interference in buain .. s and greatlY increase the bureaucracy necea111117 

to enforce our tax lan. 
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The second poeaible a~~gle ot attack on the problaaa· generated 

by the marked growth 1D the adlliniatretive twlction r elates to the ci tisen' a 

ti.llely lcllowledge of hie rights 8lld duties Ullder Federal statutes ud 

regu]Ltiona. 

Early 1D rq experieoce ill these proble&a ot aclaiDietration 1D the 

Treasury, a man presented this problem to mea He had in mind the purchase 

of a l~rge building in the financial district in New York. The feasibility 

of tho transaction depended on whet the tax liability of each of the parties 

to this proposed deal would be, that dependi.De on bow certain fUture events 

lligjlt turn cut, &lid it not bei.Dg feasible to provide for these contingencies 

in the contract. I had to any to this 11811 tbet he could not be advised as 

to what his rights would be , that he would have to go ahead and make the 

deel , ond, not until the whole transaction was closed and the tax had accrued 

could t he question of tax liability be determined under our system of tax 

ndminiatration by the Bureau, the Boerd of Tax Appeals and the Courts, md 

that, if be did not WQDt to take the riak, there waa oothing for hill to de 

but forego the deal . 

For further example, other men have sought to learn the tax stutua 

of proposed corportlte reorganizations neceaaitated b;y the widespread difficulties 

created by the depression. The;y had t::. be told that, under our method ot ad­

ainiatration - the on1;y ono permitted UDder existing legislation - they 

would have to go it bli.Dd or forego their Ulldertaldnga. Frequentl.¥ thia 

meant that the reorganizations failed and tlma buailleases were deatro;yed 

with the result8llt unemplo;yment a~~d other coneequenoee of liquidation. 

Te.Jce a case where the Collllissioner of Internal Revenue beo&M bold 

and tried to be helpfUl in ooe of these aituatione, and note the consequences. 
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At tile Mqllest or an apnt, sctiD& on lilebalt or lle11r7 Ford 

in the purobaee or tile llinority interest in tile Ford Motor Collpu;r, 

incll.lding tbat oL tile late Senator Cousens, and al'ter an exteuiT8 

investigation. tba Cow1saioner of Internal ReTe- ruled tbat tile 

&1reau was "dispoaed to regard t9,489 • .34 u a ra1r arlatt value or 

tile stock as or llarob 1 , 19.33, and one which should be used in 0 .,._ 

puting an,y proti t aade on the sale. • The deal was closed on tbia 

beeis, and the ~r ada his incOM tax return in contorllity with 

this proDOUnCuent. Later the taxpayer waa aasessed on tile baail, 

not or t9,489 • .34, but ot $3,547. 84 per share, and the Board oL Tax 

Appeals bald that the earller finding of the Co..tssioner waa not 

binding upon bia aucoeaaor in office, nor upon it. It ree"""'ned 

this whole question of valua and fixed $10,000 per share aa the 

proper ft.luation. 

Onder our present systea or tax •c!"'nhtration, lllld •bat I 

say bare applles to la1Ch ot the 'bale nee ot Federal sdwl ohtratioll, the 

taxpayer 1.s confronted with a two-told d.ittieulty. Be CU>DOt ascertain, 

in advance of the tiM wban be aust act, what bis legal righte aDd 

Uabilltiea consequent upon aucb action will beJ lllld, wban they are 

tinal.l.y deterained, the law is applled retroactively, aDd retroactively 

not only as to b18, but u to all otbere slw!l•rly aituated. It Federal 

edw!nlstration 1a not to be~ rmconeioD&bly burdeii80&8 011 the Ute 

and bllaineas of the country, we IIII.Bt, in view oL its present and crow­

ing Mgnitude t1Dd •- way to •d•1Dhter Federal law otberoriae than 

i n the retroacti'f8 fashion involved in tbe present process. A partial, 

but only a part1al, solution or tbie d.ittieulty 1a to be tow!d in our 

• 
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legiel4t1oD prortdiDg for declar11toey judp&Dta, but such Jw!pente cazmot 

be obtained in that great aaaa of caeea where people baTe Dot 7et aoted aDd 

Deed to lmow their rights eDd llebllitiea before tba7 act. It is true, 1t a 

contract has been u.de, 1t a deed baa been executed or a status, llllCh aa aarriaae 

entered into, or divorce obtai.Ded, the declaratoey judgment can be used in IliAD)' 

si tuations to define rights incident to such a consummated arrangement or 

status , but a declaratory judgment would afford no help to a aan who wanta to 

e:abark upon a buainesa undertaldng and needa to know his rights and 11abili tie a 

before be dare do so. Tb.at field is not covered, and a long stride forward 

in solTing the growing problea o f adainistra tion wUl be made 1t we C4D find 

a device for adrtaing people what their rights and llebilities are at 11 tille 

t1hen t hey Deed to know. 

Developing that Dew device wna a general problem which I put before 

the Legal Division of the Treasury more than two years ago as a chore for ue 

all to work on as the press of immediate taske parmi tted. Later this waa 

1111ds tho sole problem of an asshtant w1 th apocial training, who baa garnered 

the collective thinld ng on tho problea and eougbt out side suggestions and 

guidance. All of tbia work hes now cnl • !nated in what we think is 11 feuible 

device, which, for II'IUit of a better IWS81 I have called •Declara tor;, .ldain­

ist rat ive Ruling• a "Declaratoey Ruling•. We hope soon to lay the plan of 

th.iG new device before Congress , with the idea of tr;ying it out in ona branch 

of the Treasury Department, ~ in the adlainietration of our tax laws. 

Perhaps the plan C4D beat be presented in terms of a typical 

cose in which it arises . .Tobn S!a1th owns valuable llining propert;y which 

be desires to sell. The illlporte.Dt factor in tha transaction 1a what wUl 

be f ixed 1111 the vel.ue of tbia property for tax purposes. Before be aeltea tba 

sale John Slaitb naturall7 desires to kDow what vel.ue the c.-issioner 
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of Internal Revenue will place upon thie property , If todq he r.<oKe 

tho Colllllissioner f or a ruling on this question prior to the sale, 

tho Colllllissioner will prob4bly oot give tn.. e. ruling. lloreovor , 

even if the Co..tssioner fixed the Yalue, the taxpoyer would hoYe oo 

aosure.nce t hat, attar he bad coiOpleted the sale 1n reliance upon nch 

a ruling, the Coaaisoioner or his succaseor in l ater determning his 

tax liability in t he due course of tax adllliniatration would abi de by 

such previous valuation. ........,_ 
Briefly, the proposal i s thia: Tho taxpayer would file with 

the Co-.issioner an application for a Declaratory Ruling . In this ap­

plic~tion he would state in detail the f acta pertinent to the proposed 

transacti on. The Commissi oner would examine tho applicati on to detarlllina 

whether it meritltd hia consider ation. If be found t bat it did , he would 

ascertain if there 1r01'8 suffi cient intoraation provided to eMble tn.. 

to reach an intell1gent conclusion. I f not, he could either request 

.,re intotwltion f ro• the taxpeyer or Mice DJJ;t other investigation that 

he deemed nece3sary to t he sa.e extent t hat investigation of closed 

cases colling before him ore now made . The ttutp~er would have an op-

portunicy to appear 1n person and present aey additional intor~~ation or 

considerationa that he thought relevant . The Co.-iasi oner 1l'Ould then 

ioaue a Declaratory Ruling in vhich, in t he exDaple IJU!lposed, be would 

f ix the value of the pronerty or make such other ruling as wae requested 

or was appropriate in t he case ·before hill. He could uke the etfect1 ... -

ness of the ruling depend upon colljll1tmco either by the t:txpoyer or by 

other persons with certain te%'118 and condit1ona such as tho cons..-tion 
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ot tbe contemplated sale within & definite period ot tiM, tbe llllb­

stantilll &ccl.tt'acy of cert&in represent&tions, tbe existence ot certein 

tecta which be lllight daea to be cruc11ll, eto. 

Tbe texpqer, he.YiJI& receiYed the Declere.to17 Ruling, lli&ht 

decide that it waa ined"nsehle to coaplete his transection. U ao, the 

Declarato:cy Ruling would beCOIDe ineffective. If the tupayer decided 

to proceed with the sale and pq a tax upon the Taluo fixed in the De­

cl&rato17 Ruling, the transection would be ended. If , however, the tu:­

p~LTer did not bel.ieve that the Coaoiasioner• a deterai.aation of the vlllue 

wea the correct detenaination, he could not appeal. t'rola the eo-iaaioo.er' a 

ruling (the Coaisaiooer 1a given an absolute discretion with regard to 

hi a ruling) , but he could proceed to complete the sllle and test out hia 

tax liability before the Board of Tax Appet.la or in the courts as he ~ 

do todq. In that event the Co.U.eeioner would not be bound b; the De­

cl&r4to:cy Ruling which he .ada, since· the taxpllTer h1•eelf bed eho-

not to be bound by it and the matter would he litigated in the courts •• 

if no Declarato:cy Ruling had been issued. 

However, 1f the texpa:yer acquiesced in the ruling and COIIpleted 

the transaction in accordance with the terae of the Declareto17 lblinC. 

neither the eo-iaaioner wbo issued it nor wq later CoW?heioner could 

lllter or repudiate it. The Collllisaioner, bo,....er, would be free to clwl&e 

the Ruling, or to ll&ke a different Ruling, with regard to transaot1~ 

not expres~ included in the Ruling and persons not parti es to it. 
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After tlw aale had been cona-tod, the ~er it be de­

aired might request tba Coa.issioner to looue a cortiticnte or compliance 

stnting that tho tlucpnJror bad complied with tho teras and conditi ons set 

forth in the Deo.larstor.r Ruling, The iesuance or this certifica te would 

!lake its binding effect a 1111tter or record. 

Anotbor exruapl.e of an admi nl strutive IICchanisa calculstod to 

advise people in advanoa as to what tboir rights and liabUities are, 

so that they CIUI act with assurance and r elic.nce ~n such advice, is 

a provision which you will find in an a!:a!ldllent to the Securities Act . 

There 't'ltS llllCh co11pldnt in 1954 that bankers, undenrriters and others 

interested could not go forward with capitnl issues bec4use of the un-

certainty as to their liabilities under the vorious provisions of the 

Securities Act as originally enacted. 

It seemed to me that this problem was not to be solved by a 

IIIUl.titude of now provieions further particularizing the Vl'.rious pro­

visions of the Securities Act . What seemod to be required w e an ad­

ministrative mecbanillll that 'lfOuld be prosoectivo in operation, and this 

ouzgestion was 11111bodiod in Section 209{b) or tho Securitie s £>:chango 

Act of 1954, which ronda as f oll01Js : 

•No provision of this title illposing e.ey­
liebility shall a~ to &ey" act dona or o11itted 
in good faith in contorllity with &ey' rule or 
regulation of the CoiRission, not11itbataoding 
that such rule or regulat ion fiiiXf , after such 
act or omission, be &IIOnded or rescinded or be 
determined by judicial or other authority to 
be invalid for ao,y reason. • 

But there is nothing """ under tho oun . r later foWJd this 

se.mo device tucked any in Secti on 1108{b) of the Revenue Act of 1926, 
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which provides thAt in cases •hero a. eale or lease is lllllde 1n reliance 

upon a. ruling, regula tion or Treasury Decision existing at the t ia, 

and holding that the eale or lease waa not taxable , no tax under the 

act should be t.posed . 

1'he device c11bodied in the • • rvhoent to tho Securities Act 

97 

nnd the si..Uar but B:lre el11borete device here described as a Declaratory 

Ruling both should have, in addition to tho virtue of being prospective 

in operation, the advantage of enabling administrative officers using 

t hea to exercise greeter freedo11 to clarify legislation by tho process 

of ad.dnistrative interpretation. 

To sum up, I hove suggested 1fiiYII to do two thingas To pla.ce 

the initiative of lnw administration on tho parties concerned Md to 

tell them whet the la" will require when they need to know. I ve.nture 

to believe thtl t theoe two are among the things •hich cut to the heart 

of the ~wing incubus of govei'Illlent. 
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to: lllaa <n.uc-,. 

, ,...= 111 .. 1'&11 .. u<-. 
· · · I ' r aa4 the attached m•oranda 

to Kr. Haae over the telephone , aad 
he ulald that 1t be givea to the 
-,Crete.zT directl,y, without wait!~ 
_azo hie aisnatura, 

....---- . 

I 
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TO 

, .... 

INTO O r i'1Ca C:OWWU N ic:ATION 

Secretary hlorgenthau 

Mr. Haae 

o•••December l, 1937 

I n response to your r equest, we are giving herewi t h a 
otateoent as to the present finPncial interest of the Govern­
ment in the cotton crop. The t otal fi&ure to date, including 
Oovernment-~uaranteed loans on cotton by Southern banks, is 
apnroximetely $447 ,000, 000. Thi s is made up of the following 
1tecs: 

l . Cotton loans. The Commodity Credit Corporation re­
port s outet~ndlng l oene on cotton s a of November 27, 1937, 
ot Jl39. 55l,4o~.30 . This is divided ae follows : 

Balance loaned on pr evious crops $116,012,019 . 3~ 
Loaned on 1937 crop to date 2~,~~f~~~ · j6 

Total $13 , , ~ . o 
I n addi tion to this sum, a totPl of Jl07,177, 4oS. 72 has been 
l oaned by banks i n the South on this year ' s crop under the 
t erme of the Governnent loan, but t hese loans have not yet 
b~cn turned over to the Comoodity Credit Corpora tion . 

2. Price adjustment nayo•nts . A total of Sl 30,000,000 
hne been eet aei a e for prl ce aaj ustm nt n~~ents on cotton, 
end AAA opinion is t hat thle definitely <·111 all be spent . 

) . Conservation end benefit n~f2Pnte . It is not possi ble 
to esti ma t e a ccurately how ouch w1l ce spent tor soil con­
servation end benefit payments on cotton t his eeeson, sinoe 
they ere tied uo t·ith other crops, end payments will be made 
costly nel~ spring. The beet opinion of t he AAA ie t hat the 
total applicable to cotton v·ill be e.bout )i]O , OOO , OOO , a de­
cline f rom the $S2, 300 , 000 paid l ast season . 
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Deoenbor 1 , 193'7 

MJ dear Mr. Prell14o"' t 

lour two Ho11171 _,.. walki ng dft'll \own 
th.1a .,rn1ng and roaobed t ho ooncluslon that 
1f' th.ere 1a to bo Oonl'lllllent part1o1pat1011 ln 
adwort1a1ng to enlarge tbo doaand f'or cotton, 

-...!! ba4 beat o- b7 ,.., of tbe Co•11101l1t7 Cre41t 
-----"' ra~r than b7 ,.., of 8oot1on 3 2 . 

Bel'llall OU pbant baa aaUat1od bluolf' u 
to tbe logal1tl' ot t nh approach and baa cbeoked 
t ho matter w1th tho Aotlng Comptroller Gener al . 

Toa ori'OY T1111Pada.J , your t100 Henrya are 
ea t1f18 luJIOh .,l{b Joa eo .lonea a nd - hope to 
h&Ya eoaotblng 1114P"1 epeolt1o to repOrt b7 t o­
IIIO:rrow. 

lou oan ge t up a • nat pOol • •• to wbather 
t h e two Henrre wlll t ake 1n Je••• or Je1ae w111 
t ate 1n t he two tle iU'7•· 

The Pree1dent, 

111.-1 , Plor1d&. 

81DCIJ'dJ )'Oure , 

(Sgd) Henry Uorgenthau , Jr 

(Sgd) Henry A. Wallaoe 

. ' -4-0 -., 
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.,.,. Decc,ber l , 1937. 

•o Secretary Korgenthau 

••ooo Kr . Haas 

Subject: Reported large shipments or cotton to British India. 

Reported United States exports or cotton to Britieh 
India during the past rew weeks (about 20,000 bales) are 
in excess or her previous annual takings. 

United States Domestic Exports 
to British India. 

(In ba.lee) 

Crop year 1936 (JUne to July) 
crop year 1937 (JUne to July) 
August and September 1936 
August and September 1937 

' 

ot Cotton 

Kr. Alfred Boedker or Volkart Brothers (head office 
in Bombay) stated on the telephone that India has bought 
100,000 bales or American cotton wh1oh will be used in 
Indian m1lls. Most or thi s cotton was bought during JUlY 
and August and practically no cotton has been bought in 
past six weeks and no more is expected to be bought. The 
cotton is largely hi gh grade cotton or 1- 3/32 to 1-1/t 
inoh staple. He said ordinarily they would use Indian or 
Atrioa.n cotton, but they were very bullish on the aaarltet 
and American cotton was only cotton they could buy ahead. 
Bought in July and August; Just now being shipped. 

A possibl e explanation for these purchases by India. 
in JUly and August was an expectati on on the part or the 
Indian mille that the Sino-Japanese war would increase 
their sales at the expense or Japanese and Chinese mille, 
but we have no information ae yet on that score. 
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KKJr: Hello. 

De ... ber 1, 1837. 
11:04 •••• 

Operator: llr. Jonee. 

HKJr: 
Jane 
Jone~: 

J: 

HJUr: 

J: 

HJUr: 

J: 

KJ4Jr: 

J: 

HKJr: 

J: 

HWJr: 

J: 

RMJr: 

J: 

Hello. 

Hello. 

Good 110m1J18, Je88e , 

Good 110m1n8. 

Are you at home? 

Yea. 

Jeeee , I want to take a a1nute or two to explain 
what I 1 n been working on Yery quietly, tor the 
Preaident, eee. 

All right. 

And I aaked him - we talked about it, whether 
eoaebody couldn't work on cotton with the i dea 
that eighteen million balee of cotton ia a good 
thing, and let'a eee whether we can't do eoaething 
to get rid of it. 

Yea. 

Rather than Just a1t around and tell. tale~ 
ot woe, eeel 

Yea. 

Wall, I 1Ye been working on thie thing quietly 
tor a couple ot weeks, and we finally eYolYed 
an idea of a national adyertiaing campaign in con­
Junction with the 1nduetry, and we work through 
the textile industry, and they 1 re treaendcualy 
enthueiaetic about it and ready to put UP aoaa 
aoney, eae. 

Who? 

The t extile 1nduetry. 

Yea. 
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HI&Jr: 

J: 

HJIJ'r: 

J: 

HKJr: 

J : 

HJUr: 

J: 

HKJr: 

J: 

HloiJr: 

J: 

HWJr: 

J: 

HKJr: 

- a -

Through the co~~on 1Da~i~u~a. 

Yea. 

You know. Well, we'•e go~ the ~bing and I tire~ 
~hough~ we could do ~he Sec~1on ~2 money, bu~ 
Wallace doean't like i~ ~ha~ way, ao we looked 
up and we - Ol1phan~'• g1Yen ue the op1n1on we 
can do 1~ ~hrough Oommod1~y Ored1t. 

Yea. 

And yeeterday at~ernoon we put 1~ up before 
the Comp~oller General and he aa1d he'd 0.~. 1~ . 
Now I just walked down w1 ~h Wallace and he 1 a tar 
enough long that he ea1d he'd llke ~o mee~ w1 th 
you and me, and ~alk ~hle thing o•er, eee. 

Yea . 

Now would lunch tomorrow be oonvenien~? And 1f 
you'd like - I'd l1ke you to ge~ more deta1le eo 
you oan have a ohanoe to think abou~ 1t. I'd 
l1ke Wayne Taylor to oome OYer and ~alk to you 
at your conven1ence, he'e all full of 1~. 

Well, euppoee - auppoee he do that toda3, and 
what time - how early could we have lunch? 

Well, we 'll fix it - are you going to leave ~own? 

I waa go1ng to leave t own. I - - I - go1ng to 
l eaye town tomorrow afternoon. 

Well-

I waa going today, but Wagner wants me to come 
up there and get before hie committee on the 
Housing thing in the morning . 

Well, do you want to make it quarter of one? 

Yea, well- well tha~'ll be all right, and 1f 
we get through - I might take a two o 1 olook ~rain 
or at least a three. 

Oh, yea. Now, euppoeing I have Wayne oontao~ 
you, eee. 
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J: 

KMJr: 

J: 

HUJr: 

J: 

HW'r: 

J: 

HKJ'r: 

- 3-

All rlaht. 

And give 70u the t~ing - 10 ae 70u won't get 
thie th1Dg cold. 

All right. 

And - I mean - I'a quite enthueiaetio about it. 

Well, I hope - I hope that I agree with 70u. 

Well, I don ' t know, but -

I eay I hope I do , and I -

I want to give 70u twent1 tour hours to think 
about it. 

J: Well, I've got to go to the Rill at ten-thirt7 
to teetit7 on the House side 

t or the Rousing bill. 

!DlJr: Yee. 

J: And eo euppoee I leave word, and ma7be I can get 
it - I'll call W17ne and ma7be I can get a lunch 
engagement with him toda7. 

HKJr: Yee , well shall I leave it that 10u'll· call Wayne . 

J: Yee . I 'll call him right now. 

HJUr: 

J: 

HKJr: 

J : 

HKJr: 

J: 

IDIJr: 

J : 

You '11 call ~ rlaht now. 

Yee. 

Wa7ne doesn't know I called 7ou, becauae I Juet 
got into the ottice . 

Well, i t 7ou'll tell h~ -

Well, euppoeing I tell Wayne to call 70u right 
away . 

Tell hla to call me, and -

And I'l~ tel l h1a what 11 it about . 

Tell ~ t o call ae through the otrioe. 
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HJf.1r l 

J; 

HJUr: 

J: 

IUIJr: 

J: 

HKJr: 

J: 

Through the ott1oet 

Yea . 

Through the ott1oe. 

lf.1 ott1oe, 1••· 
I 111 do that. 

Thank 10U. 

-. -

He'll call 10u 1n two a1nutea . 

All right.. Fine . 
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H . lol.Jr: 
w~ne 
'fii.Tlor: 

H.M.Jr: 

T: 

H.K.Jr: 

T: 

H.ll.Jr: 

T: 

H.K.Jr: 

T: 

H.M.Jr: 

T: 

H.K.Jr: 

T: 

H.M.Jr: 

T: 

H.U.Jr: 

T: 

H.K.Jr: 

T: 

H.K.Jr: 

w~ne. 

r ... 

Deo.aber 1, ~37. 
9:08 •••• 

1CCt 

W-.rne, I Juat got t.hrough walking wit.h Wallaee 
and he and I h&Ye written a Joint let.t.er to t.he 
Preeident; Wallace ia prett-7 well aold on thia 
CoiUIOdi t.y Cl'edi t t.h1ng. aee . 

Att.aboy. 

How, we're going t.o h&Ye lunch tomorrow at 12:45. 
I Juat - to which you're 1nv1ted. 

J'1ne. 

I Just called up Jeeae, eo he could be t.n1nk1ng 
about it. 

Yee . 

And he'd aorta like to have lunch w1th you to~, 
eo that you could kind or till him up with it. 

All rignt . 

So ne said it you'll call hia right aw8¥, now. 

Yee. 

Through his office, he'll make a date with you, 
but I thought - giYe J eeee twenty tour houra to 
think about it.. 

All right. Fine. 

See, But Wallace, I'd 88¥ 1 is two-thirda sold. 

Good boy. 

All ript.. 

I'll get hold or Jesae right. aw~. 

And t.he lunoh tomorrow at 12:45. 

Regraded Unclassified



HUJr: 

Elaer L. 

Doo .. ber 1, lQ~? . 
10:0~ a.a. 

I Juet want to tell tou, on the loud epeaker, eee. 
Thie oonterenoo ie goins on. Kr. Heherins and 
the othere are here. 

Iret: Yee. 

IOL1r: The queetlon hae ooae up, whether 70u or Burford, 
Burford haY1116 eat in on thie oonterenoo when 
they ooneidered thie Kaeeter oaee. I aean would 
you or Burford sign thie report recommending that 
we aooept the hundred and thirty tour thousand? 

I: You eay, would we e1gn auoh a report? 

HUJr: Yea. 

I: Wb7, I haY en 1 t gone into the t 1guree enough to 
know about that, Kr. Secretary. I aean it'e been 
eo long e1nce I went through the caee I don't 
remember the tax setup, nor what the explanation 
11. 

HMJr: Well, what about Burford? 

I : Well, Burford, ot couree, is down in Dallae, 'l'sxae. 
I can't eay for him, but I oan communicate with him, 
todat, and t 1nd out. And I also can go into the 
oaas ~•elf today and find out how I feel about it. 

HKJr: Well, wh1 waen't it eYer brought to 70ur attent ion 
before they recommended it to be accepted? 

I: Well, I am eure I don't know that, Ur. Secretary, 
but, when we - the ueual procedure in theee tax 
oaeee ie when the criminal phaee ie out, it 1 e not 
then referred to us tor any further attention. 
It'e handled by the tax branches of the Bureau. 

HKJr: Well , Burford eat in on it . 

I: Yea, Burford eat 1n oYer at Kr Magill' • office 
on lt, and I aleo eat in at that tlae , on it . 

HUJr: No, he eat in on lt on September Qth, when they 
had the hearinge. 

I: Yea. Well, I didn't know about that - I didn't 
remember about it. 
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HIUr: 

,C" ~ v 

-a-

Well, now Juet a a1nu~e, let ae aak Kr. HelYertna. 
(ae1de) Kr. Helnr1aa etatea that. Kr . Burtorcl 
told hia that thie waa a good aettleaent, and baaed 
on that Kr. Heberiaa reoo .. ended the thiaa be 
eettled. 

I: Well, of oouree, that'e perfectly all right, then. 
I didn't haYa an7 dieoueeion with Burford ae ~o 
the tax 11abil1t7 eo I don't -

HKJr: 

I: 

FOUr: 

I : 

HKJr: 

Well, I'• not - I'• not going to cheok up on 
Mr. He1Yer1aa'a •A¥· I'll take Mr. HalTering-

Surely. !here ian' t aQJ doubt but what Burford 
told h1a that. 

Yea, well I'a not going ~o oheok up on Kr. He1Yer1116. 

Yea . 

But it'e not ouetomar,y that you e1gn theee th1nge. 

I: No, e1r. It'e not. 

KIIJr: 

I: 

RliJr: 

I: 

HllJr: 

I: 

Well, I'm not going to oheok up on Ur. HelYering. 

Yee. 

!hank: a . 

.Ul right, dr. 

I -7 - all r1gh~. thank you Yer,y 11\loh. 

All right. 
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H.K.Jr: 

Operator: 

R.U:.Jr: 
Sen. 
Ellender: 

H.M.Jr: 

E: 

H.LI.Jr: 

E: 

H.U.Jr: 

E: 

H.ll .Jr: 

E: 

H.li.Jr: 

E: 

H.M.Jr: 

E: 

Hello. 

Ellender. 

Hello. 

Hello. 

Senator Ellender. 

Yea, Jlr. Morgentbau, now are air? 

109 
Deo .. ber 1, 1Q37. 
10:3.:1 a .•. 

We Just oonoluded another conterenoe. We .. de 
a deoiaion and comm1aeioner Helvsr1ng is going 
back to hie ottice and he'll oo-un1oate it with 
you. 

Yes, e1r. 

See. 

Yee, sir. 

And- well, he'll let you know, and I think you'll 
be entirelY eat1etied. 

Well, I'• oerta1nly obliged to you Jlr. Secretary. 

And I dropped everything and - we've Juet t1n1ehed, 
but I'd like h1m t.o let you know ottio1ally. 

All right., 11r. That's very lt1nd or you, e1r. 

Goodbye. 

Tbanlt you ver,y .uoh. 
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Deo.aber 1, 103?. 
l2:a:J p.a. 

Leffingwell: Mr. Stanley? 

H.K.Jr: Y.ea. 

L: Oh, 1nUaahiy. 

H.M.Jr: Int1aatel7. 

L: He uaed to be W17 partner, you know. 

H.K.Jr: Well that'• what I thought. 

L: And I - I - I'm a deYoted friend of hie. 

H.K.Jr: Well, do you euppoae that .You and he'd like to 
ooae down here l!"r1da,y and have lunch with meJ 

L: 

H.ll.Jr: 

L: 

I'd lo~e it. I'll tr.r aDd get h1a. 

Good. Well, what I had 1n a1Dd waa, we've got a 
OoYernaent f1nano1ng next Konda,y, ,you aee. 

Yea. 

1:o 

H.ll.Jr: And Yarioue people tell me that to do thia , it will 
br won't help the pr1Yate o!fer1nga, ,you •ae. 

L: 

R.K.Jr: 

L: 

H.K.Jr: 

L: 

H.U.Jr: 

L: 

Ye• . 

And after all I don't 1uppoee &n.Ybod.Y could tell 
ae better than ,yourself and- it'e Harold Stanley, 
11n't it? 

Yea, Harold Stanley. 

Ye•. So that's what I have 1n m1qd, 10 1t the two 
of ,you would care to oome down Frida,y and haYe 
lunoh 1n the 1'reaeur,y with me at one o 1 olook, I'd 
be delighted. 

well, I'll - I'll telephone Harold. I don't eYen 
know whether he'• 1n town or not. 

Uh-huh. 

But I'll - I'll - I h&Yen't - I haven't aeen h1a 
for aoae tiae, but I'll telephone Harold and oall 
,you baok. 
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H. U.Jr: 

L: 

H.U.Jr: 

L: 

H.ll.Jr: 

L: 

H .M.Jr: 

L: 

H.U.Jr: 

L: 

H.U.Jr: 

L: 

H.U.Jr: 

L: 

H.U.Jr: 

L: 

H. loi.Jr: 

L: 

H.U.Jr: 

- a - 111 

Yea, and it I'• no~ a•allable would 70u le~ 
lire. [lotz mow . [-Iro-t-z. 

Yea, I'll ~ell her. 

Thank 70U. 

You - ;you - ;you want me an,ywa;yt 

Sure. 

It I can get Harold or not. 

Sure. Alwa;ye. 

All right, I'll coae ~ay. 

R,lgll~. 

I - I' 11 ha•e ~o breelt an engagement with our 
trienda up at Harvard. Tha;y had aell:.ed ae to ooae 
up there and d1eouee foreign pol1o;y. 

Oh. 

But I mow a lot more of - I think I know a lot 
more about domeet1o finance and an invitation from 
;you ia both a pleasure and a command. 

Well, I don't want ;you to - 1f Colonel S~anle7 
ien't there would there be an;ybod;y elae who ll:.nowe 
the - what d.o 70u call 1t - I call it the printe 
corporate aarltet, ;you know. 

There 1en 1 t an;ybod;y that - there ien 1t an7bod7 ae 
nearl;y ae good •• Harold an;ywhere. 

Right. . Well -

I ' ll try to get him. 

Good. 

I'll try to get h1m if he'e acoeea1ble. He a1ght 
be ott ehoot1ng eome1rhere, ~hat 1 • the onl7 thing. 
He hasn't been •ary well, and-

I aee. 
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L: 

H.ll.Jr: 

L: 

H. K.Jr: 

L: 

- :1 -

R1a partner• were \r,Jlng to get h1a ott. 

All r1gbt. 

But I 111 try to get h1a. I'll call back. 

Thank .YOU. 

Thank you e•er ao auoh, Mr. Secretary. 

112 

Regraded Unclassified



HKJr: Hello. 
Herbert 
Fe1a: Yeo, H01117 . 

HKJr: Harbert? 

r : Yea, Hello. 

HXJr: Henr,. 

Dooe.,er 1, 18~'7 . 
~:4'7 p.a. 

r : Yea a1r. I hope I don't 41aturb 70u. 

HIIJr: No. 

113 

F: Look here. llr. Hull had to ru.ah ott, right atter 
lUDoh, to a aeet1ng ot the Board ot the Pan Aaar1ou 
Union, aD4 aeeaed to th1nlt that 70u wanted an anawer 
troa h1a prett7 epee4117 on that queet1on 70u aakod 
hiJD 111 reprd to llaxico . 

HIIJr: 

r: 

llliJr: 

r : 

HKJr: 

r : 

flllJr: 

r : 

HMJr: 

r: 

HI&Jr: 

Be called ae. 

Yee. 

H1ma elt, thle atternoor.. About halt an hour aao. 

Well , then he got 1n ahead -

Yea. 

Ahead ot ae . 

And I told h1• we'd do nothing on llexioo thia 
week, but I'd i&lte 1t up with 70u the t1r•t ot next 
week. 

Yea, he told ae that, but he eeeaed to haYe the 
1apreae1on, I don't know - 1t had been poeod t o 
h1a or a&7be he poeed th1e queat1on 1n h1a own 
a1nd, he pye ae t he 1~~preu1on that 70u aeltod h1a -
that euppoee theae tellowa a&1d thq'd aotuaJ.l7 
put up that gold and a11Yer -

Yea . 

.t.e collateral. 

n.t•a right . 
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r: 

HJIJr: 

r: 
HJUr: 

r: 

Hl&Jr: 

r: 
HliJr: 

r: 

IDIJr: 

- a-

Well, I ea14 t.hen, dnoe he put. 1t. t.o ae 1D t.he 
fora of a quee\1on, t.hat. 1f t.hey 414 t.hat., I t.hought. 
t.hat. - \hat. aerel7 ehowed t.o h1m advance on - on 
epec1e, an4 t.hat. broiJ6ht. 1t. auch aore clceer t.o 
t.h1nga, I underet.ood t.hat. you had done before . 

Exaot.l7. 

And would be a auoh e1mpler operat.1on for you. 

'!'hat.' e r1gllt.. 

And for our part. I d1dn' t. t.h1nlt we should aq 
an7t.h1ng, and leave U. UP t.o you. 

Well, but. 1n order t.o help you out., I t.hougllt. 
I'd Just. etall even on that th1e week. I d1dn 1t 
th1nk I'd anewer them at all. 

lll rt.gbt. 

And unleee there'• aD7 preeeure from the State 
Department, we won't 1&7 peep th1e week on 
llex1oo. 

R1gllt. 

See what I mean. I don 't th1nk he got that - I 
ea1d he -

r: He d1dn ' t eeea to have 1t. olear at all. 

IDIJr: 

r: 

RliJr: 

r: 

HKJ'r: 

r: 

Well, what. he ea1d to ae wae th1e. He ea1d, •wow 
I understand t.he teohn1oal reaeone and eo fort.h 
wh1 you can't do 1t th1e w&7. • 

Yea. 

' 'l'he wq they put 1t up to you.• He aoet l1kel7 
explained 1t to them, and I ea1d, 'Yee, but -
they'll come back and aay how can you do 1t, and 
I'll pay the way, we d1d 1t before, and that 11 
t.hat. you put up the gold and e1lver on depce1t.• 

tee . 

AI eecur1ty. 
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HKJr: 

r: 

JDLTr: 

r : 
Hltrr: 

r: 

HKJr: 

F: 

HliJr: 

r: 

HKJr: 

r: 

HJUr: 

r : 

JDIJr: 

r: 

HKJ'r: 

- ~ -

Then I •a.T it they do that we'Te got to 1a.7 yelo 

Well, that' a what he n1 te1ting • out on and I 
luoll:ily pTe hi• t he 1ame anewero 

But I eaid, "Rather than put it up t o thea, and 
haTe to 1&7 1yea 1 , 1n order to help you out,• I 
aaid, 1 I won't do an,yth1ng before Monday, and 
the IXOUie I giTe il my GoTernaent f1nano1ng, 10 
you people haTe got to equare ae with Joaephua 
Daniela . • 

Well, no -

You and I are together. 

All right, I'll -

You and I are together. Kr. Hull, I don't th1nll: 
quite had it. There'• no rea1on why he 1houldn1 t o 

Well , now you want ue to get eome word down to 
Daniela. 

Silllply tell him that I th1nll:, a1 a matter of 
courteay, he ahould eend a cable to Kr. Daniela, 
a1111ply aaying that the Secretary of the Tr1a11U7 
ie ao occupied th1e weell: getting ready tor h11 
financing on Monday, that he can't take on any 
oute1de matters bet are next Tueeda.y o 

That 1talle the thing OTer a weell: , you 1eeo 

I ' ll do 1t. 

But I thinll: Daniele ill entitled to an anewer. 

Right air. 

lfow, did that 
placea the 1tateaent 

Coapletely,- and on the other hand I th1nll: if 
and aa it coaee up next weall:, and they actually 
ott er you that apeoie collater al -

We got to go ahead o 
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r: 

HKJr: 

r: 

HIIJr: 

r: 

HI&Jr: 

r: 

HWJr: 

F: 

HMJr: 

P': 

H&IJr: 

F: 

HUJr: 

r: 

HIIJr: 

r : 

- '-
You'•• got to go ahead with it. 

But we're abeolutelJ t ogether. 

Right. 

But I won't eee the Kexioan Ambaeeador before next 
Tueeday, and when I do, I'll haYe you - eee you 
f1ret, and then I'd like to h&•e you here when I 
do eee him. 

Right. K1.J I aek you one other question, aa&1n, 
the Secre~r:r keepe aaki.ng thie t o me 1n a rather 
Y&gue 'J1a3. You ha•en' t decided on the renewal of 
thoee agreemente, the eilYer purchase agree .. nte, 
on that you've reaohed no deoiei on, yett 

I - I haven't eYen aentioned it to the President 
of the United Statee and won' t until he gete back. 

Right, e1r. 

Now, we won't take it up until the Preeidente gete 
back. 

All right. Now on rar Eaet. 

Yea . 

116 

Two things, f1ret we have had no further oonfiraation 
at all -

Yea. 

Froa the Far Eaet regarding the idea that they were 
going to - they aight declare war. 

Yea. 

Nothing at all. On the other hand 1n reeponee to 
Kr. Hull'e cable, wired to the Preeident, &eking hia 
how promptly we ought to act. The Preeident wired 
back eay1ng ' Get all the proclamation• in rea41neu 
for ae, and I'll aign them and eend thea back.' 

I eee. 

That doean't aean that they neoeeearily go out at 
once . 

HJIJr: Yea. 
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r: 

FOUr: 

r : 

HJ&Jr: 

r: 

HMJr: 

7': 

HKJr: 

J': 

FOWr: 

P: 

HIIJ'r: 

r: 

HI&Jr: 

- 5 -

But I read 1t t o aean that he wou1dn 1 t del~ UJ' 
longer tla.n a1gbt be necessary to ulte aure ot the 
eituation, you eee7 

Yea. 

Which indicates to •• that hie di.poeition wou1d be 
t.o moYe tairl7 proaptl7. 

I eee. Well, now, but nothing's happened . 

Nothing to - no conriraation that they are doing t o 
declare war . 

But an 1nd~caiio:g tiat it t hey do, the Preeident'e 
incli nation would not be delayed ""r.Y long before 
announcing the Neutrality Act in errect . 

Well, what I'"" got to do 11 to ulte up ay •1nd 
what I want to do about China. 

That 1 e what - I thought that might -

And I think uybe we ought to tell China we'"e 

ll7 

taken !it ty million ounces or eil..,er rrom her oYer the 
laet tour or !i"e weelte , and I aigbt tell thu 
in!ormall7 now, we aay take another !1tty a1ll1on 
r roa the• you see . 

Yea. 

And eo I could •&1 well we did that before 1n 
oaeee like that. 

Well, that wae 1n ay mind, t oo. 

And I aay do t hat t omorrow or Friday. 

r: Yea. Well - well, that' • what wae 1n ay aind. 

JDUr: 

r : 

HMJr: 

I'a going to talk -

I think that • e what wae i n the Secretary' • •1nd. 

Well, I'• going to tal.lt t o Taylor and Loobbead 
tonight about it. 
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P: 

JD&Jr: 

F: 

IDUr: 

r: 

HUJr: 

F: 

mwr: 

P: 

HIIJ'r: 

P: 

HKJr: 

F: 

All ript. . 

Bee? 

Yea. 

- e -
118 

ADd t.be other thing, while I've got. ,Jou, MJ' int.er .. t. 
.JOU, we haven't. got. the det.aila ,Jet., but. 
on the telephone, but. Franoe haa negot.iat.ed a loan 
troa Holland, and aa I W\derat.and it, I .b&van't. 
got. all the det.a1le .Jet, but. it. looke ae though 
Holland wante to bU,J titty million dollare worth ot 
gold troa ua, aee? - In order to take the plaoa or 
the gold wbioh they're ehipp1ng to Franoe, whioh ia 
a very nioe p1eoe or bueinee e tor ue. 

That'• - I waa going to eay, it. ia, ian't. it.? 

When I have the det.aila, I'll aak Lochhead tomorrow 
t.o give .JOU a ring and explain 1t. to you. The taote, 
on aooount ot it. being on the telephone waa a little 
bu&z.J . 

Yo e. 

But I - I thought. that. waa a nioe pieoe ot bu1ineaa. 

I think- I think it's very nioe. 

Well, I'• going to move on China- try to •ova t.hia 
week, I t.bin'i:, aaybe to•orrow, we'll aee. 

Ull-lluh. 

All right.. 

Thank .JOU. 
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Hello. 

Deo.Uer 1, 1.837 
•:30 p .a. 

Opera\orl llr. Perk~n. 

1111Jr1 Bello . 
llr. 
Park1DIODIBello . 

IIIIJrl 

PI 

KMJr: 

PI 

IIIIJr: 

PI 

IDIJ'r1 

P: 

JOUr: 

Jlr. Perk111aon l 

Yll . 

llloraent.hau. 

Oh, Jlello, llr. 8eoreta17. 

Row ere ;rouT 

Ver;r well, tbanka . 

I '• • aorr;r ;rou' re ao1na \ o 'be Ue4 liP 'l'hureda,r 
and P'r14a;r . 

But 1t- 1t1 e Juet thie week \hat we han 'both 
\he Prea14ent'a - the Y1oe-Pree14ent'e aeet1Da, 
the In1uranoe Coam1ee1onere .. e\1na, and I aleo 
ha•e the Rooketeller Poundat1on annual aeetlna. 

PI Bu\ notw1thetand1n6 all of that 1t 1t' e reall;r -
'be ot an;r eer.1oe to ;rou I oan 00111 d01111 P'r1da,r 
.-orn1n6. 

RMJr: 

P: 

HlUr : 

P: 

fDIJr l 

P: 

Well, tllat' 1 nr;r n1oe 'but I think ...,be 7 011 oan 
do eoae work tor ae liP \ here . 

All rlgh\. 

'l'h11 11 what I'd like. It ;rou, 1D o1roulatla6 
around, would ••k ;rour other Pree1dente - other 
ooapan1ee, what kind of • Oo•e~an\ aeour1\1tl 
tht7're 1D the marke\ t or . 

Yea . 

e ... 
r ... 
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lOlJr: 

P: 

HMJrs 

P: 

RKJr: 

P: 

HMJr: 

-a-

I ••an -
Right now, 10u aean. 

Right now, we wou1d otter it Konda3 tor ~ent on Dec .. ber l5th, aee? 

Yea. 

And we haYen't got 10ur December let figure, how auch ceah ell theee ineurance coapaniee haYe on hand. I th1Dk the 1aet figure we had wee 8epteaber, which wee around e1x hundred and eight7 a1ll1on. 

Yea . 

And I'd- I'd k1nda like to know whether there were thirt1 eight or forty coapaniee, the Ute insurance coap&n1ee, what their caeh poeition wee December let. And then ae I aq, what would the7 bey - I aean I can't get out a penny or two and three quarters, 10u eee7 

P: Ito. We11, I tell 70u, I'll hs.Ye a fairly good chance to do that tomorrow and- and Fr1d&1, because the7'll practically all be here. 
HJUr: 

P: 

HUJr: 

P: 

HllJr: 

P: 

HliJ'r: 

P: 

fOUr: 

P: 

'1'ba t ' e what I thought. 

At thle •eetlng . 

And then could 10u call me Fridq afternoon? 
!tot later than Fridq afternoon. 
Yee. And would you Juet aorta sound them out? 
Iee I will. 

And then i .f 10U 1 11 eUO let -
I think - I think I could find aore about the tirat question 10u asked than the oeeh poeition. 

Uh-huh. 

That aight be a bit bard. 
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( 

RMJr: 

P: 

HliJr : 

P: 

RUJr: 

P: 

fOIJr: 

P: 

KKJr: 

- l5 -

Well-

To set - to set a reall7 aocurate 1dea. 

Well, that -

But I a1ght set aoaetlL1116 that would 1Dd1cate 
whether 1t had ohaoa~ auch e1nce - e1Doe 
Septeaber. 

Well , that - that would be Juet ae u .. tul 1t 1t '• 
gone up e1Dce then, or down. 

Yee . 

And allo the - how hWl8%7 are t hq . 

Yee . 

Seet 

1Zf 

P: Yee. We' r e all ltind ot hUD61'3' . 

HJUr: 

P: 

JDIJr: 

P: 

ID&Jr: 

P: 

fOIJr: 

P: 

HKJr: 

P: 

IDIJr: 

P: 

Pardon aef 

We' r e all k1nd ot hUD&r7· 

Uh-hllh. 

For eecur1t1ee, I aean. 

Well , one - one - I needn ' t t e l l 70u, but r1gh~ 
now, an eight 7 ear two and a halt would be about 
- haTe a one po1Dt. prea1ua, I a ean, that' 1 what -

Yu . 

8U86elted, 

And that ' • eoaeth1D6 t o ehoot at , and eee what 
the7 think ot 1t. 

Yee . 

All r 1ght . 

And the other th1ng 1a, would thq all ba 1Dtareete4 
1D a t1Te 71ar one and three quartera . 

F1Te, one and -
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BIIJr: Yoo . 

PI All rt,pt.. I'll uo tJiooo t.o 81loo\ at. . 

JDIJr: 

P: 

JDIJr: 

P: 

JDIJr: 

P: 

fballlk 7011 nr;r· IIIIOla. 

•• , • bit.. 

ADd I 1 11 laoar troa 7011 rr1c1~ at\oraoOD. 

YOI, IW'Ol,;r . 

fllalllk 7011. 

All r1&bt. . 

• 
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H.II.Jr: 

Operator: 

H.II.Jr: 

0 : 

H.II.Jr: 
Yr. 
llito!lell: 

H.II.Jr: 

ll: 

H.U.Jr: 

II: 

H.U:.Jr: 

II: 

H.II.Jr: 

II: 

H.ll.Jr: 

ll: 

H.K.Jr: 

M: 

H.M.Jr: 

K; 

Hello. 

u:r. IIi to!lell. 

1'A&nk :rou. 

Go ahead. 

Hello. 

Good evening, Mr. Seoretar,y. 

How are you? 

Well, t,banl!:l . 

I want a little help. 

Yee. 

December l, 111:!7. . 
4::!11 p .a . 

123 

And I think the National Bureau ot Eoonoaio 
Reaearoh might do it tor me. I am talking to you 
ae I understand ;rou 1re d.1rector ot that.? 

Yea , I ' • Director of Reeearoh. Do anything we 
can tor :rou. 

Well, thia ia what I'd like, and I'd like t.o have 

troa :rour Bureau - l ooking back over ae many yeara 
ae :rou deea advisable , what. are t.he eigne that. one 

oan look for and count on when one 1e reaching the 

bottoa of a reoeeeion, and then what are the eigne 
that. one can look tor t.hat would be turning the 

oornert Now what I have 1n mind ie thia - Government 

bonde, high grade bonds, eeoond grade bonde -

Yea. 

Coaaod1tiea, eto., etc., ;rou eee? 

Yea . 

And I'd like t.o have an independent. egeno:r of the 

t1rat olaee, 11lte ;roura, 4o that eort ot tl11JI6, eo 

that we won't. be doing Juat. what :rou eaid Mr. Hoover 

-· dolllg -

Yea. 

&oae wishful th1nk1JI6. 
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ll.JA.Jr: 

14: 

H .u.Jr: 

Y: 

H.li.Jr: 

II: 

H.loi.Jr: 

II: 

H.U.Jr: 

Ill: 

H.ll.Jr: 

W: 

H.II.Jr: 

II: 

H.loi.Jr: 

II: 

H.II.Jr: 

14: 

- 2-

Now if thil requ1ree u;tra expenditure, wJ13 wa 
have t.lle money t.o pay for it. 

:.24 

Well, how - how aoon do you want a letter on that 
head. 

Well, I thtnk the first t~e, I think we ' d better 

have a little face to face talk about it . 

All right . 

And Just to go over the aort. of thing that you 

would do, and then what I'd like ie 1Qaet.ll1ng once 

a week. 

Once a weelt1 

Yea. 

Well, oh I see - I see what you aean, you ' d like 

us not on11 to make up a statement of what to look 

tor but aleo be on the lookout for it . 

Yea . ro follow it every -

Now, t he first thing 11 very auoh aore 1n our line 

t.llan the eeoond. I reallJ' t.lltnk that it we - 1f 
we could provide you on the basis of material• that 

we .ll&d are 1n prett-7 good ehape now. 

Yee. 

A etatement of what to look tor and then your people 

could do t.lle looking. 

Well, that 1e- that would be all right . 

Yea, 

But t.llen you could also oheolt their looking, 

couldn • t you? 

Yea. I auppoae eo. Yea , probablJ'. 

Well, let'• - when - when could you come down and 
tell ae with a etateaent what we should look tor. 

Well , I ehould like to do that rather oaretull1, 

you know. 
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H. li.Jr: 

li: 

H.li.Jr: 

1(: 

H. loi.Jr: 

li: 

H.loi.Jr: 

li: 

H.U.Jr: 

U: 

H.U.Jr: 

li: 

H.loi.Jr: 

li: 

H.M.Jr: 

Iii: 

H. loi.Jr: 

Iii: 

H.ll.Jr: 

ll: 

H.ll.Jr: 

li: 

Yee . Well. 

Now, next. wee.lt end I ll1ght. be able t.o -

Next. week end. 

I t.hin.lt I oan probabl.Y get. eomet..b.1ng in order 

by t.hat. t1ae. 

1'.b.a t. would be t..b.e ll t..b. and t.he lllt.h 1 

Yee. Yee, I euppoee eo. 

8a7 Sat.urd&T t..b.e llt.h. 

Yee, or Fri~ perhape. 

12.J 

or Friday - it will have t.o be 1n t.he t'orenoon, 

beoauee we'd have a Cabinet meeting t.hat. afternoon. 

I eee. Yea. 

So it'd be Friday aorn1ng, t..b.e lOth? 

Well, -well, I '• not. perteotl,y eure that. I could 

get. it read,y b;r t.bat t1ae. It'd probabl,y be eater 

to ·~ Sat.w'd8.J, it I can oato.b. ;rou. 

Well, Sat.~ morning? 

Saturd&T aorn1ng. I 111 tey t.o have eo .. th1ng at 

leaet 1n ehape by Sat.~ morning the llt.h. 

Or would you rat..b.er ooae down Konda,yt 

No, it. - it's bet.t.er tor ae to do it. Sat.urd&T. 

Well euppo11ng we ·~ - what. t.1ae Sat.urda,y morning. 

An:J t.1ae 10u eet.. I oan ooae down on a night train, 

;rou mow . 

Ub-hllh: Well, let.'• ~ t.en o'oloolt Saturday 

morning! 

Tan o'olook Saturd~ aorning in ;,-our ottioe! 

At t..b.e Treaeur,r. 

GOod. 
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R.II.Jr: 

II: 

H.!4.Jr: 

II: 

H.II.Jr: 

U: 

H.K.Jr: 

U: 

H.!l.Jr: 

ll: 

H.W.Jr: 

II: 

H. ll.Jr: 

II: 

H.t.l.Jr: 

U: 

H.J.t.Jr: 

11: 

- 4-
12G 

And 70u 'bring an,y'bo~ witb 7ou, that 70u want to. 

All right. 

And - and - I don't know how tbe Bureau doaa thoaa 
tbinga, 'but all I oan • ..,. ia we han fund• to pa.J 
tor either -

Well - thia will entail aome expense, not - not a 
great deal, and I'll- I'll tell~ people to-

Well, whateYer -

To take count of the ourrent expenae - we'll tell 
70u what it h. 

Well, whateYer it ia, 70u let ua know, and traYeling 
expena.. to Waahington or anything Ulte that, or 
per diem expeneea , - an,yt.IIJ.ng 111te that we - we'll 
pay tor it . 

All right, 1t won't 'be a thing that w1ll interfere 
with 'balano1ng the Budget. 

Well, that'• - I'm glad of that. 

Yea. 

But I'll lean it to your good Judgment. 

All right . 

I JUSt want to let 70u ltnow we haYe the tunda. 

Yea. 

And I'll tor- 70U 'bring whoeYer 70u want, with 70u. 

All right . I th1nlt I ma.J 'bring one ot _, aaaietanta 
down· with me. 

That'll 'be t1ne. Th&Dit you. 

You're weloome. 
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fl76. COIJ'1DW£UL Jal DtD. 

,.. .. , ...... laU JIIIU: 
_.t.._, l!ollu4 

~~ ,...a} .... " ..... ~ •. y. 

Yi\h r~•-• to ar hlepbcnw coo.,.....ucm •• cable to u1t ,_ 

127 

to appl.7 to UlaUa4 stat .. !r&UUZ7 &114 Mit 011 babalf of t»toh ~sac• 

lqualluUoo JI1D4 apecial ua .. e tar OODTWtl~~t; iato t;ol4 $!50,000,000 

hel4 at preeaat b7 De •••l...tacha liUilr: for eccout ~ aa14 I'U4. !bh 

Uceaee 11 ulta4 1D COIIIIOCtlOD with -e\ar7 pol107 of Doltcb li;Qall•UOII 

JI.Ul4 wbich 11 cUrecta4 to .alataia rauoaable relatloa bat•- J»toh 

guil4ere &114 t;el4. Uc••• 1e u1ta4 with a n• to tale fee~ \hat for 

the tille baiat; H 4- aot •- lSDlT \hat J»tcb li;Qal1•tl• JI1D4 will 

haft to .. u 4ollare 1D or4ar to caa'bat hiP 4ollar ratee here. tat•tl• 

wou14 ba to u1t 7t10. to taka t;ol4 1D IJileetloa 1D ~· cuto47 wwl .. 

tar CIIU' Spacial ~cCIIUit •1.•. 

C:alt 
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hOCDI llr • t. W • bolte 
Ftcl.cal BNIIrft lllalk of •• York 

TOI lfr • tochhte4 

~bjeet: tel!l!hoM Con't'C'eatloa d til l!!herl&114t ~'* 

llr. de JOD« ealltcl. at 9a<&2 toclq ad referrtcl. to CIG!' hlephon.e ccm't'C'tatioa 

of lo7tlll'ber 8, when I had upla1ae4 to hill that coc..rtloc 1Jlto. cold of dollar• 

acqulrtcl. outlldt the tripartite Aue••t ,.. pouiblw ; 'r •t~ licenat to 'be 

ia~~ttcl. 'b7 the Seeretuy of the treMUrT with the tlplll'oval of the Predd!llt. Be 

ate ted that thq would lUte to coaTert into cold ~.ooo ,000 now held 1Jl their 

r egular acc01111t &Jld place the cold UJidc -..-.ark dth ue, &114 iDqllirtcl. at to the 

procedure to be followtcl. b7 hill. I ..ageettcl. that he Mite ihb requnt b7 cable 

to u t , adrltin& us at the .. e t!mt at to the :purpoee for which the gold 'I'&! r .. 

rrilitcl. and ae to ita owunhip. de JoD« apl•'ned that the gold would bt the 

propert7 of the :&ltch&D«e J:qualhation AecOIUit which, in connection nth the r._ 

cent ])ltcb lo.n to the Fr!DCh, ,.. t~1l7 out ot cold; thie wu the r-n 

for t he li!therl&Jldt BPi: pl•amtD« to Mite the tranetc. I atturtcl. de JoD« that, 

ictcl.1ahlf UpoD receipt of hit cable, I woald tab the -tter UJ> nih the 8eCr!i&r7 

of the tr•w.r11 ba aelted wheihc I tbCIII&h t it WOilld tllke ftr1 loQS to cat a rapl)' 

and I told hill I did not Bp!Ct eo. 

In n• of the intc"t which 4t JOD« bad :prenoual7 lhO'I'Jl in CIQZ' Oo't'C'-t 

Bond urltet, I amtlon.d that 3-Mo. !reaw.rT Bille coald nCIIr probablT 'be l~Gapt at 
• 

• price to 7ield about .1~ pc -· which be bad prertoual)', 1Jl hit cable of 

J:oyebc 9, atated wat tba l ow!lt f1eld that 'II'OUld 1Dternt t~. I iDqllire& 

whether ihe7 1Dt81114td to ra• their atllinc or4• tor pildW't 1D thie --~ 
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but 4e JOJIC a:pla111M4 \bat the -.rkft ba4 lloc eo r..nablT otallle reo•\1~ 

\bat toller operaUo• W ""-• •Uro}7 -..-u •1 tw u.. IIIII- 1a 

etC'll.ac tllq ba4 4ou ftll7 lttilo ta reo•t w..a, J _.. ret•-• io \!lev 

1tat••t p111lhbecl JHt•• u4 ND4 Oetllw li - correct io u-o Uoa\ 

the 43 ,000,000 ptlUI' loeo ot 1014 &b ... thwola hal. to to wUh the Jllltah 

lOIJl to tho J'reDC!l. Bh r-»17 wu, •.&.Moluh}7, .,..,. • 

• 
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1bo lethwlaacla IUit, .-e\erUa, \ol...._e4 \o tho Pe4.-l ••­

~ of lw Tol'lt \odq u4 oa 'bobaU of U.. 1111\cla IX • ••• ••••.U•Uoa 

!"WWcl u4o appltoaUOD for $110,000,000 ot sol4. Coatlna\loa ot their 

1"'0 -v 

telepboao coa.,....uoa - MAe 'lit' a oable ••e.-. II~,·= oo••S..: 

the tolepboae coa'l'er'tlaUoa, aa4 COJIIF ot \he callle, are a\\edle4 llft'o\o • 

.Ut~ coaev.l \S.,: locro\&rJ llor&eaU...., llo mthorhe4 \he Je4aoal •a. 
urn Ju>l< ot I• York, who latonae4 the lo\borlaau :IIUI'Il, \lla\ •• woul4 

loll tb• tho &ol4 r-.u-ete«. 

It ,... fi.Jiall7 4eclde4 'lit' tbo Socretarr \bat \hll &ol4 alloul4 lie 

ouppliocl out of &old bol~ of tho bd>aa&• Sta11111eaUoa Jlm4 at thle 

t1mo rather \baa tr.- tbo S\er1lhe4 Gol4 J.ce011at. Bll reuoD for 4o1Jic 

oo ,.,. to ,.o14 AD1 claa'IC• 1A tho Dec•'Mr lfit ll ti.JiaDclD&, the _, ot 

wb1eb heel alr~ lleoa 4oc14e4 upoa, aD4 to prneat aa lacreaeo 1A acne 

roeerYee wbicb IDi&bt pooe11117 OCCQr. If tho ~rol4 woo talta froa tho 

Ster1lhe4 Aceouat, 1a or4or to lteep our cub podtloa- 1\ ~4 1lo 

Doceeaarr \o CG\ 4GIID tho t1MDCLD& 'lit' ti!O,OOO,OOO. 011 tho other llaad, 

1t tbo total •011at of \he t1-1D& wu let\ uacbaaee4 8114 the sold \U. 

tr.- tho Ster111ee4 .&c-'· 1\ woul4 lila'-· tho rr-1111'7 llaluco, aa4 

lD two the ..,ne ro .. nM, 'lit' \llo -• -t. oa tho o\b• baa4, 1t 

the &ol4 - \aDa &c. tho 1\MllhaUoa .a.oc-\, 1\ wov.l4 1•,.. tho 

StabilhaUoa .&ccoat wlth tuad.e to abeor'b AD1 D• MAUl- to \he p14 

atock of the -VJ' ap to Ulle --' wl\llou\ lBcr..»I.Jt« U.. 1\erlll,.. 

Jlr, llor&•U..., aft• 4l11011iia1JIIt \llle with j.. toa11Jaea4, Clll h4 wl\'11 

llr • fa7lor, who .ae la aooor4 wUh U.. 4oc1eloa .-Ae. 

Regraded Unclassified



pr'I.DE:RA L RQERV& e A HK 

<>I' HEW YORK 

CE CORRES PO NDENC E D ATit hf•\.ft J., lffT. 

SUBJECT> fiiLJriOaJ COif~· 1IJTB 

Jlr ••• ~-- ..Ued at .... ...., -· ..., .... \o .... ,al .. 

pboao -nraoU• of ... ' • 1, .._ 1 w a,., ... \o bla ,.._, 

-nrdaa 1a• 1114 of ..Uan ...-!I'M •tdb ~· tll'lpuUto 

Acr•••' ... ,.ad~ .. oal7 wuaa • u ...... ~· t .. acl ~ \ho 

aocnhrr ot \ho !ftUU7 11Ub \he QPI'ehl of \ho Pnd4•'· lo 

1\dod \ho\ .... ~4 Uio .......... 1aa leld eeo,ooo,ooo l ... 

held 1.D \boll' rtplu ..... , •• plaeo \bo leld a4or ou.aft wttll 

ut, ODd 1a'1lll'ed a1 M \ho PI'H .... N M ~~ followad liF hia. I ..,_ 

aenod \bat bo aka \bla 1'04(1loat br .Ulo M ••• otn11D1 •• at \bo 

••• t1ao •• •tat.• JIU'POH for -.iob tho 1014 •• ,...UI'Od aad •• 

to 1h o••lbb· do J-. GiP1a1aed Uaa' \ho 1014 1111114 ~~the 

propon7 ot \ho Jah!'IIO I a au oatiea .,_, 11b1eb, 1a ... ...,._ 

n tb tho ,...., 1111'* l.elll te tbo ...._., •• ,..,.J'U'll7 on of iel4J 

thb waa \bo ....... for \bo lftborl_.o Bek' a p1 tn1 to Ull:o \bo 

banator. I ae-.... 4o J-. \hat, t.edldalT .,_ nellpt of 1111 

oeble, I -..14 tlko tba utt• ., wt\h \he 1..,.....,. ot tbo !naiUJJ 

be ulcod lltaltbor l .._.bt it ~· te~Eo ,...,. 1-. M 1ft • "P1T •• 

I told h1a I 414 -' ...... •• 

111 n• et \bltat .. n -.te •o J-. taM rl'fti•ll.T eo• 

U OUI' COtOIW_, "-4 aaaot, I ••U.ed ..._, tb.ne I I till froa11117 

billa OM&l.d aow pn~ ~o ,..,llbt •• o pl'leo M Jiel4 IMn •* •• 
IDIIlla, 11bilb ho taM pNfl•alT, 1a 1111 edlo of '"-~• t, noted _, 

t he lowon Jial4 taaa• ~• 1a,_. .. ••· J la.-11'04 e.U.• tb• 

UtODdo4 M r•• taatb eelURI 01"401' fOI' ~ 1a tala ..a• lid 

dt Jeq lllflalaed ..... taao .......... Me .. ~ nulo ..... ~ 
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DAn: PM hr le lllf o 

su••~<cT• 1• •1 I '"J:M 

IDI 18'9' PM ''"• 

Ula' 61Uar opll'd1•• U. lt-o •UNIT -•OUU'T ,.., tal• _. 

l'flll 1D nerUaa \Mt' lad ._o .,_, Utuo Sa Hie\ "*•• I .... 

retu•• • \o \b.oil' n••••• ,.Wtb.M ,., .. _..,. ad '*" 'lllotbor 

U n1 eol'l'lft \o ••-o \lui\ tho G 10001000 p1ltu lo .. ot pU 

llbo111l \buoia b.ad \o do witll tho 1111\ob. 1Na " tho htatb.. ate 

repl7 ne, •»11111••• J'Oio• 

Lila DC 
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b. leftpel ., .. • UIM ...... _. 11111 .... ._. • 

•• " Ida - .. ..,. .... - ••• 2 • • .... ........... . • 

tf .. lt. IUM .. Ida ..... ~alt...... 1 t ..... eap &l .... 

,.u •. 
N It I " II .... ftlr -· II ~~ I IS .... 

tetq, lilt W ... "-IM.e .. _, _, Ml It h• .aa .,.,,, W 

... -.s.•· "'" •••• ,_ • ., .... ..u .. ,.. ....... .. 

11a4 ...... \t 1• 1a a U.U.t ...U..e 

L-.1-
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u;s 
Paris 

DatEd DEcEmbEr 1 , 19~7 

Re:o'd 4:15 p . m. 

Se:ore:tnry of StatE , 

W11shington. 

16B4, DEct:nbEr 1, 8 p . m. (SECTIOII ONE) 

r'OR TRCASUJC: . • 

'i'rc.nsao~ic"ls or- t hE cxchane: s.nd sEcurity :narkcts 

here have been on a rEdUcEd so ale . ''1£ undErstand that 

13.: 

t:1E fund has te:En ablE to SEcure: a f:lir ~nount of sterling 

at 147 . 09 around whic:1 thE ratE ;Ills moved during thE day. 

ThE dol lar strEn::;the:ne:d to 21? , 19, vtithout intErvention of 

thE f und, i \; SEEms , 

REntEB and thE OtllEr FrEnch IIECUl'i tiES <~ErE unsEttlEd 

and shOWEd a WE~Er tEndEncy, 

To~orrow thE Cbsm~Er is EX?EOtEd to como£ncE its 

E~ination of thE 1938 tu~~e:t. As it lEavEs thE FinancE 

CommittE E rEvEnUE is <sti~atEd at ~,781,000,000 f raDOe 

11nd cxpEnditurEs 52, 17!', 000 , 000. !cOWEVEr, thE papcr 

:>nlancE of J. , Goo,ooo ,ooo f.:-nnos of ~morE than wipEd 

out when ParliamEnt finally votEs thE Gove:rmnt:nt 1 s bill 

providing f or incrEasEs totaling 1 , 700, 000, 000 franca in 

thE pa~ and allonancEs of civil acrvru1ta , It will bE re­

callEd thD.t in ad~ition to the orClirlllr".i budc;e:t thE special 

ar:naumt 
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UIS 2-No. 1604, Ctctmbtr 1 , S P• m., Stc, 1, from Paria, 

armnr~nt und public works budget for next year totnla 

about 14 nnd a hal Z billion franca which"ia to bE covtrEd 

by loan i ssues (stE Embassy ' s dtapatch 1145 of OctobEr 15 

last), 

(E:'D FIRST SECTION) 

BULLIT'l'. 

CSB 
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UlS 

Stcrttnl'Y" of StatE, 

Vlnallln, ton. 

PQ.ris 

Dntcd DecembEr 1 , 1937 

Rcc ' d 5 :40p. m. 

l G84, DEcEmbEr l, El P• m, (SECTIOII TWO) 

Th£ finnncial prcss continUEs to publish rumors ot 

an carly loan by tht Qovcrnmcnt, Tbt impression appears 

to bE that thE Ministtt• of FinancE i!:t t ndo to issUE th£ 

u~uscd balancE (2, 500, 000, 000 francs) oZ thE 10,500, 000, 000 

franc cxchangt cuaranty and option loan authoriztd by 

Parliament on l~arch 10 last am1 that a furthEr l oan of 

from 5 to 6 , 000,000 ,000 francs will bE issued in January. 

This prosptct is not >tElcomEd in financial circlts which 

point out th.lt undEr thEse circunstancEs thE rElief that 

might have bEEn afforded to starved private cnttrprist 

through rEpatriated funds will bt absorbed oncE mort by 

Government borrowing. JOl·!:\IEE l•TO;)S~RIALE r[l!larks that 

rtpo.triattd funds haVE not ytt founa their Wa"J back to 

circulation to anv apprEciablE ~EgrEt . 

13S 

AG£t CE ECCif!Or:IQUE today carries an apparently inspired 

statemEnt to tht ErfEct that information circulatEd rE­

latincr to an carl~ loan issue by the TrEasury "is prema­
turE • . 
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u:s 2- llo. 1684, Dtc~mbcr 1 , S p . n . , Sec . 2, from Par1a. 

t urc" . 'l'b1s paper cots on to comment that although thE 

situation of thE Treasury is now ltss strainEd the Min1sttr 

of Finance will probably not wait until the last moment to 

assure himsElf of cover for maturine obligations . ThE 

stattmcnt invitEs attention to the hi~ cost of recent 

loan issues of CErtain public bodies carrying the guaranty 

of thE state and the difficulties thus raised for the 

Minister in obtainin:; funds . 

END OF l:ESSAGE 

:Jul.LITT 

SMS :NPL 
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- v 

GRAY 

• Paris 

Dated December 2, 1937 

Rec ' d 6:45 p .m. 

Secretary of State, 

rluhington. 

1688, DEcember 2 , 4 p.m. 

FO:l TaEASURY 

BusinEs s on the cxchan3E market here today was 

almoot at u atandstill . ThEre ~as a certain prcs$t~E 

on the fr~no and we understand that t hE fund paid out 

a f ab· amount of staling at 147 . 15 to mai ntain t he 

ra te ~hich has now fallen to 147 . 10. ThE dollar con-

t1nu£d t o shon strength. It is now around 29. 48 

after 29. 50. 

The oecur1ty mcrkct woo depres sed . ThEre were 

avern~c lossco in rcntes of about 50 centimes . We~!-

ness 1n ~he latter appeared to uc due in part to saleo 

by holc:.c;.•o dEsiring to oubocribe to thE new Treasury 

loan. 

The Bank of Fran ce statement dated NovEmbEr 25 

and p!!bliahed t oday shono no importllllt changes . ThE 

nold rEserves arc unchanged , ana no n ew advances have 

bE ED 

, 
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sms 2 - No. 1688, December 2, 4 p, m, from Paris , 

bern mnde to the Treasury, Commercial advoncn up 

507, noo, ooo froncs . Note circulation up 141, 000, 000, 

DEposito down 90, 000, 000, Percentage of gold cover 

53 , 23 percent comporcd with 53 , 26, 

A ccrtn1n amount of notice hne been given in 

thE finc.ncinl press to news coblcd from thE United 

Statec ~t thr SJnntc Agriculture Committee i n i ta 

report on t he ncn farm b~l recommends a further re­

duction in the value of the dollar , It wo~ld stem 
(from?) w 
for comment noted that no one believes that such advice 

will be 3ivcn serious ottcntion ot Washington. In 

fact rcfcrrin3 to the recent strength of the dollar, 

the f i nonci al press of todey contcndo that this tire­

ncaa is due notably to evidence thAt no mcnoc t of 

devaluation ex1ots at tb1a time , i ndi cation that 

Prtoident !loouvcl t is turning towards a n1ore ortho­

dox policy, end improvement in thE American commerc i al 

balance , 

BULLI '1"1' 

cmb 
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TOo Secretary Morgenthau 

FR<IJ: Ur • GutOD 

fhe GoTernment • a Stake in lbd.at1ng Cotton Stoaka. 

(l) Cotton Loau 

Amount outlt&ndin& Oil pre-19:57 oropa • • • • • • • • $116 ,0l2, 019.U 

Bati.mAte ot loana en 19:57 orop 

Jul7 1. 1958 •••••• ••••• •••· • • •••••••••• • 260, 000, 000.00 

or &bcmo amount loana &lret.dy •4• u rollowe• 

By C.C.C. •••• •• ••• $2S 1 6S9, S84. 96 

By baDka 1n South • 107,1771 .08. 72 

(2) Prioe .&djuataent hyaente 

1 .. ' 
-~v 

It ia eatbo&ted by .L! • .l. that tile tull U>OIIDt 

aet uide ror th1o purpoae will be expended Uso,ooo,ooo.oo 

(:S) Soil CCIIUern.t1on &nd ~MMrit h:ymento ....... t 70,ooo,ooo.oo 

fetal •· ·••••• ••·••••• • • ••••·•· ·• •• •• •• · •••••• t676, 012, 019.$& 

While tM GoTenmeAt'a inwataent in tbt 19:57 oottcm orop &nd 

exiati~~& atooka or oottcn ~ be regarded aa elllbno.oiJ\c all or tbt &bcmo 

ite..a, IIIIa oert&iDJ.y tbt rate ot loana •ountin& to an eat~ted ~76 

milliona will be direotly &!tooted by U>:¥ method wbioh F""' etteoti .... 

OJl the lllal"ltot dtu&t1on. Gowm-..t npenditllrea o.N &lao l1lcel7 to 

be &!tooted iJl another ~~ -lT the UIOIUZt ot Wor!ta Prop-eaa &Dd other 

reUet wbioh will be Jlleded in the Sonth during the water, It wu tM 

opinion ot Mr. Stenna that praotioally oTerJ' &dd1t1on&l dollar ot pq­

roll npcd1tun iJl tM textile il:lduotry would be reflected i1l & re­

duction ot relief expeDdituna. the ..-..t whioh it 1a prapoaed the 

GO'nlrDMnt apllld tor pr.-otion purpoaea - cme 111ll1cm dollan - 'II'Ould 

probably be eQUi'ftl111t to a bont &00 000 11'0r!ter tan. fbe ~~~plo,.ut 

ot 60, 000 &dd{tion&l people iJl the ~xtile aill• l orW.. 4q• W\114 ott­

eat tbh upeaditun it ture h tbe d1reot relation iJldio&Wcl betooND. 

textile e~~plo)Wt ed reUet ~ate. 
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December 2, 1937 

HW,Jr called Secretaey Hull at 10: 30 this morn­

ing and read hlm the following me88age to the Pr eeident 

which HK,Jr had sent the evening before: 

•ror the Preeident: 

Am dining with the Chil)eae •\mbanador 

Thursday night and would like to have your advioe 

before seeing him on the following t wo propoei­

tione atop 
Firat comma in view or the poeaibili ­

tiee or Japan declaring war am inclined to tell 

t he Ohineee t hat we will buy another !i tty mil­

lion ounces or eilver !rom them over a period or 

t he next ten weeke atop 
Second comma our agreement with the 

Chinese permitting them to borrow foreign exchange 

against gold on deposit with us expires December 

thirty first stop I would like to extend this tor 

another year stop 
Would appreciate your sending me an 

answer by radio Iindeet regards (Si g ned)Uorgenthau• 

HW,J r then read to Secretary Hull the !ollcwing reply 

received !rom the President: 

•r rom the Pr esident. 
To The 8ecretaey o! the Tr eaeury 

0001 in regard to your euggeationa 

please aee the Secretary o! State I have informed 

him by wire that I was inolined to go along with 

them but that both O! Jt hem might be affected b7 

any later declaration or Neutrality. In the ab­

sen.ce or any such declaration or neutrality we 

ehould continue our friendly policy Just ae i t 

there existed no ~ontl1ct . 2345. 1 

HW,Jr aeked Secretaey Hull to call him on the tele­

phone and discuss the msseagee attar be had had an oppor-

tuni ty to go over them. He also told Kr. Hull that 

Oliphant hae ruled that enn t hough t hey put on the 1n­

volunart neutral i ty aga1net China and Japan (eee carbon 
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fO& ftl rua,.a.JJ1.-rr 

.a. 41D1ac wttb Uae Cbiaeae Aabaaaa4or '!tlurMq 

lli&bt _. would l1.ke \0 ba•• • yolll' a4noe 

before IH1nl b1a Oil tbe tollow1Dc two propodUODa 

atop 

nrn ••-• 1a n .. of tate poadb1Utha of 

lap• 4ed.ar1D& war • 1Ael1ne4 w tell \be Ch1neae 

that .. wUl '11u7 aaotller flft7 a1ll10D -••• of a11Yer 

tJooa tala OYI1' • ,.,.1o4 of tu DUt t• ••*• atop 

laoo.~~d oa o our acro-t wlUa the Cbineae 

peralt \lac tba:a \0 ~rrow forelp aoh•1• •l•iaft 

cold Oil dapoal t w1 Ua u apll"'a DHalln tbirlJ tun 

nop I a 1• UJie w at..S tbia r.r -Uaer ,.., 

atop 
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of Oliphant 1 1 • mo of Jul1 1& , 1~'1 and h1 1 •- of 
Septeaber 3rd, 1937, attached hereto) that we oould 
oont1nue to bQ7 gold from Japan and 11lver frotl China. 
Hll Jr eaid that while he bad the 'benefit of 011pbant1 e 
ruiing , he, RK, Jr, wae juet being doub~J oautioue and 
that wa1 the reaaon he had eent hie me11&3l to the 
Preeident. 
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COP>' ot contidont!\!.~ ... ~1 C-.nioatioM, 

From Tho President: ( COI;FIDErtTIAL) 
To : The Secretary of The Treasury: 

0001 in regard to your suggoetiono please see the Seoretnry of 

State I have informed him by wire th t I was inclined t o go along 

with them but that both of them might be effected by any later 

declaration of Neutra lity. In tho absence of any such deolarction - . 
of neutrality we should continue our friendly policy just 4ir~f 

thoro existed no oontliot. 2345. 
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TREASURY DEPARTME~ ~ ~ 
IN'RR OPPIQ COMMUNICATION 

..... SEP 3 1937 

r ou uk..t 1JI 7tJIID" telep-aa ot .lucuat .31, tor a clear.-cat 

positi .... etatn•t troa • as to what duUes would tall on the 

'l'r........, bl case the President ahould iJI....te tbe leatrallt;r .let 

api.nat CbiDa aDd 1•Jla!1. or aq Atbfr..::~t.r:f.. Partl.oularl;r, 7011 - """ 
whh to know whether n would be pendtted to cont111ue to IW'­

eha3e gold, silver and foreign exchange troa tbeae eoUDtriea. 

The follow111g would be the legel situation• 

1. The lfeutrallv l et would not street t he lepl oi tue­

tlOII of tbe freasUJ'7 et all. Its prohibition ot tilwleial traDe-

actions witb belligerents does not appl,y t.o the United St.ltao 

co ... rmmant because it was net •entianed 111 the lfeutr&llt;r l et 

aDd tba ao...reign 1a not bound b7 legislation Ullleu speciticall;r 

naaed tberebl. 

B. Beaidea the leutrall t;r l et, n baft to eex~s1der the 

c-era1 rules ot 111tem.ati0ftal. law as to \IIID8Utral acta. The 

etteet ot tboae rules an the Trea81117 would be •• tollowaa 

l. It would not be an Ulllleutral act tor the 

TrMallzT to CODtiDue, 1JI the ordiJIU7 course, to deal 

111 tore!~ azchlmge with • bellipreat, the purpose 

beag not to ute4 • liD• ot credit, but to proteot 

the dol.la.:r 1JI t oreip acbanp • 
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2. It .oul4 be • -•t.nl an tor Uaa !reua17 

to ._ca a lllla ot oraUt to a ~t. 011r out.­

at&dinl arraDI••t ld.Ua Ch1na u aD arruc-t to 

..s-ea oraUt. !ba taot Ulat tb1a arnD,_ct .u·...s. 

before a at.ta ot ear 1111Uta4 -u DOt pr ... ct tba U­

n~~ci.DI ot oradlt UDder it beinl.., 1111DM1tn1 act. 

3. 81Dca it -u be juat u _..-cict tor Qdca 

to llqlddata har told DOW 1111dar eanoar1t hare u to 1et a 

Una ot oradlt 1mdar our arrang•ct 111tb har, tba Daxt 

quaatitm u u to tba law IO"'«miAiilfr diapoldticlll ot thia 

(IOld. 'lhia iD't'OlTaa tour quaeUcmaa Coul.d the Treuu17 

buT her 10ldt Could m Aaoarican b8lllc buT har toldT Could 

aha take tba 10ld to t.dcD md ..U itT Could aha traa­

ter har aarurk to llrit.iD, tbe gold r-'D'DI haraT 

(a) !bare are DO preoedcte oee WT or tbe otbar 

oe tba quewtioe ahatbar it -u be an 111111•tn1 

aot tor tba treuuzT to buT told or a11Yer bw a 

'belJ.1carelt ao•aa-t, tba purpose ot Uaat ..,....,_ 

... t be1D1 lr:Doc to be to aoqu1ra dollar oraUte witb 

lll:1oh to pq tor ear •tarUl•· ~. Uoa 

~ ~ '1119' aold or dlnr rr- a bell.1&-t 

10••-t or dacliDa to clo ao, ot.ptlldin& oe bow Uaa 

broad quawtioea ot poUq :bl'f'Olnd _. ~-. 

t s.z 
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I "-line, howeYer, tb&t the IIOIIDder position troa the 

poiDt ot ~- ot inten.tiotl&l. law would be tor this 

govemaent to retrain trooo bu;y1.ng gold or aU ver troa 

a belligerent. Ob~oual;r, ll'llch broad questions ot poliq 

should oo eonaidered bT the ldaiDiatration u a whole. 

'(b) It would not ~olate the Jleutralito" l et and would 

not be an Ull!leutral act tor an Aaerican benJc to bqr the 

gold China has on ean.rk here, but, tor the 'l'reaauey iA­

aediatel;r to bqr this gold trca the laerican bank would 

c011te close to rllieing the unsettled question Jlentioned in 

{a ) above. 

(e) The Treaauey would have to give the .Laerican bcnk a 

license to bqr this gold, but it would not have to do •IV'-

thi.ng it China withdrew the gold troa earmark e.nd sent it 

to London for aal.e, and that would oo all right, both 

llllder the Jleutrality let and under international law. 

(d) 1'~, Oh1Da could lea..e the gold here, transferring 

the earearlt to Britain. The frea8Ul'Y would han to author­

he this, but there would oo no violation ot '.be Neutralito' 

let or ot international law. 

It 1a not believed that an opinion of the 1tto""'7 General would be 

helpflll at this t!Joe. However, there haa beaD prepared tor possi ble ue a 

request tor hia opinion on all the pointe ooYered bT the foregoing, together 

w1 tb the UIJII8l opini011 of the OeDeral Counael to accaapaDT 81lch request • 

~ .. a«;& ~ 
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Herbert 
peU: 

H.JA.Jr: 

F: 

H.li.Jr: 

P: 

H.loi.Jr: 

F: 

H.II.Jr: 

F: 

H.I.I.Jr: 

F: 

H.J.I. Jr: 

F: 

H.II. Jr: 

F: 

H.M.Jr: 

!!": 

H.!J.Jr: 

At a Departaental aeaaion,on tnoae t wo po1nta 70u 
ra1aad, 

Yea. 

And \h1a ia about \he upehot, which I -• aaked 
to pau on to 70u, t1rat aa to the purohaaa ot 
ail'rer. 

Yea. 

Aa tar aa we oan eee, no oouent. 

Uh-huh. 

Go ahead 1t 7ou want . 

Uh-huh. 

No couent to ll&lte. on the aecond -

Yea. 

The Secretary aaya he th1nke hia intormal advice 
would be -

Yea. 

To keep 70uroelt tree ot an)' co.aJ!taent that 7ou1d 
have to tollow through abould there be either a 
declaration ot war or an application ot the 
neutralit7 proclaaaticn, or both. 

U.h- huh. 

You aee. We'd rather not even have to talk 1t out 
with you, aa a aatter ot general 1nternational law. 
That ia, we'd 11ke to not aalte a precedent and not 
1n &07 way l1ait our poaaibla tuture treed~ ot 
action, and that'e why ha aaked ae to put it \o 70u 
aa a aat.t.er ot 1ntoraal advice. 

Well now, I - 70u aea - Jua\ let. ae take a a1nute -

Sure. 

Oliphant holda and eo adv\aed ae t.hat it the 
Neutrality Aot ia invoked, that that particular 
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K.ll.Jr: 
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K.I.I.Jr: 
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K.U.Jr: 
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K .lot.Jr: 

F: 

K.U.Jr: 

F: 

H.LI.Jr: 

F: 
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F: 

K.LI.Jr: 

F: 
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-a-

arrang .. en~ with Oh1Da would no~ be atfeoted, eeef 

'ftlat' 1 right, under the lleutrali t.J Act. 

Yee. 

The question of the ouatom&r1 rulea of international 
law. 

Yea. 

Ullder the ousto111a17 rulel ot international law, l oan• 
by a Governaent to a bell1gerent Governaent are oon­
t.rar.Y to the ord1Dar1 rulea or neutralit.Y'. 

WeLl, th11 ian't a loan. 

Well, it'• an advance. 

Yea. 

Baoked on epeoie. 

Yea. 

And our legal adv1eor holdl that 1t would go against 
the oustomar,y rulel of neutrality. 

Nice apot. 

That's onlY 1! there's a deolaration of war. 

I see. 

It and what you get 11 an applloation of the 
neutral1t.T aot . 

I get what . 

· Juat an application or our neutral1t.J aot. !bat'• 
a looal aot1on on our part. 

I aee. 
And what the Hell, the rulu ot international law 
would be. 

I eee. 
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H.U.Jr: 

F: 

H.II.Jr: 

F: 

F: 

H.II.Jr: 

F: 

H.U.Jr: 

F: 

H.II.Jr: 

F: 

H.ll.Jr: 

F: 

H.II.Jr: 

F: 

H.II.Jr: 

- ~ -
II 80re ditticlllt.. But. abon all elae t.he Depart.­
aent. t.hinU troa Ue point. ot Tiew and troa 70ur1, 
it.'• beet. t.o aToid aaking anrt.hins t.hat. could be 
coneidere4 a tormal precedent., 70u eee. But. t.o 70u 
t.o ret.a1D complet-e libert-7 t.o &To14 anr coamit.t.aent. 
t.o thea •• to aak1ng advance• ehould there be either 
a declaration ot war or lhould we appl,y our 
neut.ralit7 lesielat1on. 

Uh-huh. Well , well - here '• t.he po1Dt.. 
thing exp1ree Deceaber ~let. 

Yee . 

we - I t.h1Dk under our arrangeaent., haTe t.o let t.hea 
know b7 the lSt.h ot Deceaber. 

Yea. 

'lfhet.her we're soing to renew 1t . 

Yee . 

so that part., I would like Oliphant t.o have a 
d1ecuaa1on with 7our couneel, how•a that? 

Yea . -
M to what we ehould do between now and t.he 15th 
1D regard to t.he utene1oa -hell"' 

Yee. 
In re&&r4 t.o t.he extenl1on ot that 
which let'• oall it. 

sure. 
You eee t he7'Te sot titt1 million dollar• wort.h 
ot sold here now, againet which t.hq han 

borrowed. 

Yee. 
!h1rt1 a1111on dollare worth ot 7uan. 

Yee. 
And which thl1 put liP t.h1rt7 a1ll1011 dollar• 
wort.h ot 7uaD on t-heir bonlte, 1D Ch1Da, to our 

credit. 
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H.!.I.Jr: 

F: 

H.JA.Jr: 

r: 

F! .LI.Jr: 

F: 

H.U.Jr: 

F: 

H.U.Jr: 

F: 

H.U.Jr: 

F: 

H. W.Jr: 

F: 

H.U.Jr: 

r: 

- . -
Yea. 

And we alec have the gold against that ae 
collateral, you see. 

Yea. 

Now, I think the beet thing to do ia to let -
I think that you and your oouneel and Oliphant and 
LOchhead and White had better lit down and have a 
little meeting on that, 

Whenever you want , but - and now I waa t.h1nld.ng 
from your point of view, ae well ae trom ours -

Yea , well I -.. 
I can see pretty stronglY t he way the minds of our 
legal adviaor officee are operating, and if you can 
get into a formal legal dieouaeion of them - with 
them, we' re going to get, I'm atraid, eomething 
reetriotive. 

Yea, but now, wait a minute . Between - I ' ve got to 
give these fellows - what am I going to do , let 
thie thing expire ? 

Well couldn't you -

I mean -

Couldn ' t you carry 1t along wit.hout an agreement? 

No. 

Well all right then, certainly yee whenever you 
want to eend Oliphant and the reet over, tine or 
wheneveryou'd want Ackworth and h1a group to come 
over. 

Fine. 

You have Oliphant - do you want Oliphant -

well, I mean we 've got to do one ot two things 
between now and t h e 15th. 

All right. 
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We'•• got to either extend it or let it drop. 

I eee. 

Now the nonuJ. thing, not knowing U17th11lg about 
1117th11lg would be - would be to extend it - not 
neceeearilJ tor a 7e&r, let 1 e eay three ~nthe. 

That ' • right. 

I mean the nol'll&l thing would be - would be Juet 
the one exUting today with Mexico, I wouldn •t 
eYen eay - let 1 a talta Oanada. It we had one wi t.h 
O&n&da that expired on the tiret or Janu&r)', the 
cnancee are I wouldn't •••n aek 7ou rellowe , I'd 
Just extend 1t. 

Yea, but auppoae 70u d1d extend it and then 70u 
got a declaration or war. Would 7ou act under itt 

Well, I - I would continue until 70u people adYUed 
ae to etop. 

I eee. 

See? 

Yee . 

I would oont1nue until 70u people eaid no. 

I eee. Well I th~ 7our euggeation ie the beet 
euggll t.1on. 

I a ean I - don't mieunderetand me I'• not tr,ring 
t o put the State Department on t he spot. 

Oh, no, I don't - 7ou•re not. 

And on the other hand -

we were - real.l1 were tr,r1ng to aYoid putting 70U 
1n one. 
Yll. Bat what I aa tr.r1n6 to do i.e - the terae or 
the Adainietration - reaeon I raieed it wae that I 
wae tryinA to avoid an e~b&rraee1n6 situation. 

ExactlJ. 
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l{.u.Jr: 

r.: 

K.!J.Jr: 

F: 

i! .U.Jr: 

F: 

H.!J.Jr: 

F: 

H. I! .Jr: 

F: 

H.U.Jr: 

F: 

H.li. Jr: 

F: 

H . !A.Jr: 

F: 

H. LI.Jr: 
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B~t I don ' t aee wh1 witho~t any memorandua wh1 
thia can't be diac~aaed -

I agree. 

See? 

All right, and Oli phant -

As to the sil ver, buying fifty milli on o~oaa, 
yo~ people have no comment. 

No comment, no objection either in law or 
pol1c;r. 

Now, all right, well th18 is what we ' ll do. We'll 
tell them to make a committment along those linea 
tor the silver yo~ aee. 

Uh-h~. 

What? 

Yes. 

Beoa~ee, wall I'd franklY like to help them 
o~t, beca~ae I think 1t ' s good tor United 
Statea Government. 

ExactlY. 

Yo~ check on that, don't yo~? 

ExactlY. 

Yo~ Emba.aay 1n Tokio told ~s not so long ago, that 
eoaebod;r in a Government bank t here aa1d no more 
gold the reat of t hia year. 

Yes. 

·Wltho~t by yo~ leeve or enythi ng alae they p~t 
another aix million - they p~t twenty f1va m1111on 

yen on the boat , J~st - J~st came over th1e 
m1n~te from - :rom the State Department. 

It's arrived bare. 

No, t hey - here's the thing, December 2nd, 11 a.m. 
Referring to Department's telegram and ao forth -

now find that - well -
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practi cally thirty two tboueand oertified bare 
of Japaneee gold have been ehipped on -

Did you eay th1e wae from uef 

Yee , it Just oaae thie eecond. 

No - I probablY haven 't ret seen it. 

It Just came thie eecond, e1gned by Scott. 

I - · I-
Wbat ' a the use of tlleee people tell"tng your 
representative over tnere they're thrOugh and 
then tney ah.ip anot.her twenty five million ;,en -
I mean t.o arrive 1n San Francisco, December 15t.h. 

Uh-hull. 

I mean it. , lt1nda makes 111e sore, but. I don't. want -
I can a,v that to you wi thout saying 1t to the 
Jape . Think about. it, will you? 

And taken 1n conj unc tion with that 1nforlllation 
that you've got. 

Yea. 

That t hey're building up t heir balances here. 

Yee, you Jtnow what t hey are don't you? 
Forty five million dollar•. 

Forty five million. 

And here co111ea anot ner twenty five million ;,en. 

Yea. 

I don't like it. I mean -

Wall, if you want ua -

Well, I - I've got to take gold, -

You've got to take it, and furthermore 1f - 1n 
one sense the quicker t hey uae it up, I mean -

But I'a not goi~ to eay anyt.hlng, except to ;,ou, 

but -
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.Ul right.. 

I aean what. '• the uae of sending an official 
of t.be American Embaaa1 1n Japan over t.o t.ileir 
nat.lonal bank and t.lle7 tell bla one thing, and 
t.llen - just don't mean anyt.lllng. 

I know it.. Tllat. 1 1 wllat. h&ppena to ue the world 
over. 

R1gllt.. 

Exaot.l1. 

All right, now Herbert. 

Yea. 

I'll tell our Cll1neee friends Just about. 
t.ll1e. WDat. k1nd of a oable dld t ile President 
sen~ Ur. Hull on t.llil. 

I ' ve got 1t. here. .walt. a m1nut.e. Oil, to ue? 

Yee. 

Not.lllng. 

Oll, d1dn 1 t. be? 

No. 

ibf 

Well you notice 1n ~ cable be ea1d I'm eend1ng 
ur. Hull a aeuage • 

Well, let ~• aak Haa1lton, t.ne head of our Far 
Eaet. wllo ' a sitting here. (ae1de) Dld we get. 
an7t.ll1ng r roa tile Preeident. on t.ll1e • . -
Oh, all 1t. did wae to aek ur. Hull to con!er with 

70U, 

I get. you. 

Tllat. ' e all it aa1d. 

Well, then t.h1& thing 1& oloeed, and I w111 tell 
~lor, to arrange !or a meeting with 7ou and 
the people over t.llare. 

At bia convenience. 
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Right . 

Right. 

- " -

Well, Jue t let ae take a minute. 
Did I tell you about the Holland thing? 

You cUd. Hae that gone through? 

Y.. . And be - COlle t.llrougb next week thougbl 

Good. 

But -

I euppoee the heade of the newapapera will 
i nterpret ae a send out -

No, beoauae we're handling it through the Stabil1~at1on 
Fund and 1t won't ehow up at all. 

011, good. 

It won't ahow up at all. 

Good. 

And incidentally, in the last fifteen minutee , 
t oday, the stock market went up tllree pointe. 

I wonder why. 

I don ' t know. Randolph Burgeaa was 1n hera 
and be ee,ya it 'a beoaue Llarriner Eccl .. 1• on 
the Hill. (laugh&) He'e not 1n here now, but 
I mean he was 1n here when the market cloaed. 

Well if he oan do it we'll give him roller akatea. 

No, be ien' t 1n here now, but I meant when he wae 
1n here before. 

Yea: 

All right.. Thank you very auoll. 

Tllanlt you. 
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TREASURY DEPARTMENT 

INft" O l'f'IC& COMMUNICATION 

Secret&%;' Mot-genthau 

Beru.n OUpba.Dt 

..... 

You asked in 70ur tel egram ot August :n, for a clear-cut 

positive statement troa ae a s to llhc.t dutioe would fall on the 

Treasury i n caeo the President llhould invoke the lleutrcli ty Act 

ngainst Cbi1111 and Japan or &n1 other country, Particularl,y, you 

vl.sb to know: methar we would be paraitted to continue to pur­

chase gold , ailvar and foreign exchange troll these countries. 

The follow:ing w:ould be the l egal aitu.:.tion: 

A. The Neutral ity Act w:ould not a.i'i'ect the legal aitU&­

tion of' the Treasury 11t all. Its prohibition of i'innncicl trans­

actions td.th belligerents does not appl,y to the llnited stetea 

Government because it -.as not aentioned in the Jleutrality Act 

I1Dii the ao .... rei~:D ie not bound h1 legial.Ation unles s spec1tiC4ll;r 

n£Jaed therein. 

B. Besides the Neutrality Act, we bo.ve to consider the 

general rules of international law: a s to urmeutral acts . The 

effect of tho&e rulee on the Trensury would be as f'ollow:at 

l . It would not be an UDJ~eutral act for the 

!reasury to continue, in the ordJ.Dnry course, to deal 

in f'oreip exchange vith a belliprent, the pla'JlOM 

being not to extend a line of cr edit, but to protect 

the dollar in foreign exchange. 
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2 . It would be an unneutral act for the Tree.aury 

voluntaril,y to oxtend e. line of croclit to a bel.llgerent . 

It ill not clear that such nn extcMion of credit would con­

stitute a •1olat1on of international law if 1t were granted 

pursuant to an agreement with tho bel.llgerent govern.ent 

entered into pri or to the outbreak of war , for a narm.1 

peacetime purpose and wi thout relotionohip to t he existence 

of" state of war . H011ever, it ill not necessary to reoolve 

t.his question because the agree111ent with China does not 

constitute the noking of a loan or an extension of credit but 

is an exchange transaction constitut~ a t>8l't of the tlnited 

States Govornaent ' s legi timate ):ll'ogrnm to stabilize the value 

of the dollar in terms of foreign currencies . 

J . Since i t would be just as convenient f or China to 

llc;uidate her gold now under elll'llBl"k here as to get 8 l1na 

of credit under our arrangeaent with her, the next question i.e 

88 to the low governing her disposition of' this gold . Thi.e 

involves f'oar questions: Could tho Trenaury btV her gold? 

Could an American bank bey- her gold? Could she take the gold 

to Lo~on o.nd sell it? Could she tran&fer her earmrk to 

3ritein, the gold reMining here? 

(a) There arc no precedents one wq or the other on the 

question whether it would be an unneutro.l act f or the 

Treasury to t.w gold or s Uvor from a belligerent govern­

ment , the purpose of' that gov£rnment being !mown to be 

to acquire dollar credits with which to pay for war 
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•teriale . Ac~~, the Tree.eury could blt' gold 

ar sUrer fro. a bellJ«erent g'"en.ent or declinlo 

to do ao, dependillg on bow the broad quesUone of 

pol.ic7 imolnd were detarained. 

(b) It would not Tiolate the lleutrallt;;r Act aD1 would 

not be an unneutral. act for an Alleric&n bank to blJ' 

the gold China bas on earmark here, but, for the 

Treasury i.DuDediate~ to b'IV' this gold from the Allcrican 

bank would co• close to ra1ail1g the unsettled question 

•ntioned in (a) aboYe. 

(c) The Treasury would haTe to g1Ye the .t..rican bank 

a license to bqr th1a gold, but it would not haTe to 

do aeytbing it China withdrew the gold from eamark 

and sent it to London for aale , and. that would be all 

r~ht, both under the Houtrallt)' Act and under inter­

,.uona1 lew. 

(d) P~, China could leaTe the gold bere, trane­

ferring the eel'lllll"k t<J Britain. The Treasury would 

have to authorize thia, but there would be no violation 

of the Heutralli;r Act or of intar..tional lew. 

It 1a DOt belieTed that an opinicn of tha Attorney Geoeral would 

be helpful at thia tiM. RmreYer, tbare baa been prepared for poauible 

uue " request for h1a opinicn on all the points corered by the torecoing , 

together with the utual opinion of the General Counsel to accompal\Y 

such request . 
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H.li.Jr: 

operator: 

H.U.Jr: 
Walter 
CWIUD 1ng8 : 

H.ll.Jr: 

0: 

H .I.I.Jr: 

C: 

H.ll.Jr: 

C: 

H.ll.Jr: 

C: 

H.lA.Jr: 

0: 

H.I.I.Jr: 

C: 

H.!.I.Jr: 

C: 

H.W.Jr: 

0: 

H.U.Jr: 

Hello . 

llr. CUIIIllinge • 

Hello. 

Hello. 

Walter Cumm1nge? 

Deoeaber 2, 1937. 
3:28 p.a. 

Yee, hello Henry, how are your 

I'• t1ne. 

Tll&t ' • good. 

Walter, I'd lUte to have you eort or c.lleok with 
your Governaent bond people. 

Yee • . 

, 7'' - .. 

And let me know how they reel about our tinanoing 
next Monday, aee7 

Yee. 

We put out th1e morning what we're going to do. 

Yee, I got that . 

And the arguaent 1181 between a rive year one and 
three quart era and eight year two and a halt. 

Yea. 
And I 1d lUte to know how you people !eel and what -
what you ' re adv1oe would be. 

Yee. On the - on the one and three quart. ere, would 
that be on the t wo eevent)' rive exonangel 

Well, we oould work 1t th18 way, that whatever we 
did, we'd give the February the r1ght to oonvert. 

I eee. 

See? 
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Well - ;rou lmow I can tell ;rou r1gbt. ott beoauae 
I've been g1v1ng a good deal of thought. t.o t.h1e, 
and t.o tell the truth, I wae hop1ng ;rou m1gbt 
oall me. 

Well, eboot.. 

All r1gAt.. I think ;rour note 1eeue 11 t1ne, one 
and three quarter• . 

Yet. 

You can make 1t. a l1ttle aborter t1ae, 1! you 
want t.o. The second one 11 ab'eolutelJ right, 
eight year a, two and a halt. 

~ 7., 
- ooJ 

Well, eome people think we should do a note, • 
eome t.h1Dk we should do both, eome t.b1nk we ehould 
on11 do a bond. 

No, I'd do both, Henry. 

Do both? 

Yea, you bet. 

Well now, 1! we d1d both, and bad t.o d1v1de the lour 
hundred and !1tty, how would ;rou d1v1de 1t •• be­
tween a note and a bond? 

I'd put. out. - I'd put out. the tour hundred and 
t1tty ot bon de. 

Four hundred and t1tt.;r ot bondeT 

Yea. 

Well, where would the note come 1n? 

You've got a good oh.anoe. Well ;rou•re go1ng t.o 
1eeue two seventy seven, the report. came - two 
eevent;r t1ve and tour t1tt.;r. 

No. 

Ob, well, the report• came t.o ae wrong. 

No. What. - what. - the t.h1ng 1e th11 -

They - they quoted you wrong then, Henry, over the 
t.1olter. 
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Jlo the Dow-Jonn bad it all r1gbt. 

Did the.r? 

What we're offering ie -we're off ering tour 
hundred and titt.r a1ll1on dollara oaeh. 

Yea. 

And then the Febru&r7 -

Yea. 

Yea. 

The right to oonYe~it .into whatever pieoe ot 
paper we otter tor the tour hundred and fifty . 

All right, then .rou1 re going to have tour titt.r 
plue two aevent.r t1ve then, aren't .rou or - let 
me get thie etra1ght now, beoauee I'• contused. 
Don't .rou need the t our hundred and titt.r new 
mone.r? 

We need tour hundred and titt .r new money , and 
tb&t'e all. 

And that•e all, the reet will be Just an exoll&nge. 

Tll&t.' e r1gbt. 

Uh- hub. All r ight .rou get tour t i ft)' and two 
eevent;r five. 

That'e right. 

Let ae - I ' ll call ;rou baok. 

Wb&t? 

I '11 10011: over -.r a lip to be eure I •a r1gbt on 
th18. 

Now let me aa;r it again. We're offering tour 
hundred and titty m1111on. 

Yea . 
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ror oaeh. 

:r ... 

Jfow ••'•• got to 4eo14e what that'• go1ag t.o be. 

Yee . 

An4 whateYer that'• go1ng to be , then the rebru&r7 
note w1ll han a r13ht. to ooanrt 1Dt.o that . 

Yee, I eee. 

Do )"OU get 1t? 

Yee, I get 1t. 

Yee. 

1.11 r13ht, I'll call )"ou beck. 

T.bank )"OU. 

T.bank you. 

, 
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Hello. 

Hello, He~ th1e 11 Wal~er . 

Deoeaaber 2, 1~~7 • .17':; 
~:67 p.a. 

Yee. I don 1 ~ hear 70u awtllll7 well. 

Oh, hello, Henry , ~h1e 11 Wal~er CllDIDI1nge, 

Yee. 

Hear ae now? 

Yee. 

He~, our !ire~ oho1oe on ~Aa~ wollld be, or oouree, 
~o 1eeue all bonde. 

What? 

Our !irs~ ohoioe would be ~o have 70u 1eeue all 
bonde . 

All bonds. 

Yea, I ' ll tell 70u why. You've got tour hundred 
and !i!ty !ive aill1on due in llaroh. 

Yea. 

Like to have 70u olear ~here ~o be 1n a poe1~1on ~o 
1eeue notee there beoauee we know tha~ the7 will 
take, next Waroh and t.ba~ wollldn' t oo11pete with an;r 
deaande tor oap1~al . 

I eee. 

'l'ba~ would be my !ire~ o1:101oe . 

Pirs~ oho1oe, all bond& . 

All bonde , e1gl1~ year bond& a~ t wo and a halt . 

Uh- hllh. 

Now it - 1! you deo1de tha~ that 1en't ~he wieeet 
~hing ~o do Henr.r, then I wollld orrer tor oaeh 
1n exoll&Dge the new 1eeue, t he rive 7e&r one and 
three quarter note e1gl1~ 7ear t wo and a hal! per 
oent bonde and let it !all wherever 1t would. 

I eee. 
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You ••• t4en you'd be - you'd be dead eure, you 
know t.b&t the entire otter would be accepted. 

Yea. 

And to eb.ow you how I feel about tnoee bonde, u 
tar u our banlt 1• concerned, we would jlu'beor1be 
the U.a1t and be glad to get til .. , and I tb.1nlt the 
bond 1 .. ue would go onr •ney good r1gllt at th1e 
t1.ae and I'd rather .ban the - placed 1n bonde 
now when we're pretty aure they'll take 1t rather 
t.b&D take a ob.anoe next llarOA. 

I see. But your banlt would take the l1JIU on tile 
boDdl. 

Yea . We'd take the l1a1t on t he bond•. Happy to 
get thea. 

How u.D7 - IIDder your l1.a1t Aow ll&n:f could you 
eubeor1be to? 

Fort7 .t1Ye aUUon. 

HOW ID.UOI17 

rort1 f1YI or .t1tty a 1ll1on. rort1 t1Ye a1ll1on 
we can talte. 

U4-huh. 

I •a eure that our here 1n tl111 ooiiDtr:r that that 
otter would be - that their bond 111ue would go 
oYer good. 

HaYe you talked to any of your oorreepondent banltef 

Yea, we're 1n touch w1tll thea all the t1ae. 
Praot1oall1 nery day. Had one of theiR - well we 
haY I thea eYery d.a,r, we' n been tallt1Ug tl111 th1ng 
for two weeka, Henry. 

Yeo. And that 1 e t.Ae OODOeDIUI Of op1n1onf 

Yea, t.b&t 11 out here . 

Well would ot4er banlt1 do the eaae th1ng out 
there? 

' 
I - I can't - I can't aniWer tor thea. I don't 
know. But I'• sure that tl111 would go - the bond 
111ue would go oyer Yel')' good. You aee, you haYe 
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no maturities then, you know, i n 1945. 

Y .. . 

LOokine; ahead ,.ou've on~ got one aatur1t,. 

Yea. 

DUe at t.bat elate ot a aillion tour hundred thousand. 

Yea. 

What I'm concerned particularly Henry, i s looking 
ahead to llarch. 

Yes. 

You lalow the notes will go tine. 

You aean -

. Put thole out any t ime and ,.ou 1d have no trouble 
next Karo.b on that tour hundred and t 1tt,. five 
million and nobod;r could 883 that the Government 
was competi ng wit.b induetr,y or anybody else tor 
money. 

Well -

T.bat 1 e ~real raaeon. 

Could ,.ou talk to aoae ot ,.our triende and call me 
baclt to110rrow afternoon and let ae Jtnow whether the,. 
feel the aame w~t 

Yea, I'll sound out a tew more Henr,y, and call you 
toaorrow. 

Will you do thatt 

Yea, I ' ll do that. 

Thank ,.ou . 

All right. Goodbye . 
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December 2 , 1937 

To: SeoretiU'y Uorgenthau 

Froo: Mr. tlagill 

1 , Tax Rerlaion 

Tlle .,.,et1ng ot the ,..,.. and ){,oana SubcCIDittee ,.. -.._ 

oollad orr todlly on account or the absence ot Oongre1~ Vinson, 

Vlllllon celled ..., in the afternoon and aaid thet he •• cccpletel)' 

exhaus ted yeeter<lay e...,n1ng and stayed in bed this morning, He 

expects to go on with the meet1ng scheduled tor tamorr~. 

You l'll'lY be interested in the following items beering 

upon tbe general e1tuat1on: 

(1) lo!r. !tent 1ntoiWed .., this morni.ng that he 

baa had eeftral otter a to so into prec tioe 

and ia considerhiS acoept1ng one during the next 

raw month&, He doee not ree,l that " gOft~nt 

career ia aa attract1..., ae the position he might 

aecuro in preat1ae. I told hill that I greatl)' appre­

ciated hie good work and that I knew, at aourae, that 

he IIOUld not wish to realgn prior to the coo!)letiOD 

ot our work on this reftnue bill . He agreed and 

said he would let 108 know 11baneftr 4111 turther deftloP­

ments occurr.d. 

(2) lolr , Dou!!hton asked""' to Uaten to a abort 

speech wbioh ia to be read tor h1m Mxt Tuea­

da:r at a ..,at1ng ot the National /uleoc l atioo or Tax 

Administrators in Atlantio City, Alt~ the speech 

1e eupposed to be on o .... rlapping ot Federal and State 

te.xee, l.!r . Doug!>. ton deYotee it all to pnorel retD&rks 

on tba ..ubjoot ot tbe undistributed profits tax and 

the tax on oapi~l gaina. Be elao apende • good deal 

or apace in atteok1ng .... ot Senator Harrison' a re­

mark• in bla recent radio apaech. I sog£e&ted to lolr . 

llouellton tblt b., ouellt to 1101111tion at laut that the 

CCIDittee 1s eoM14er1ng other t opioa thAn tbeee two 

and aekad him whether be wanted to IIIO.ke as poi.n~d 

aritiaima ot Selllltar Harriaon aa he bed done , He 

raela ftry oritioal or the Se~~&tor dnee it 11 hie new 

tbet the Senator' a apoech ia intended to out aaparsiona 
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upon the \Mya lllld Means CO!II!littee on &COOWit ot ita 
ado,tion ot the undistributed protite tftx 1D 19}6, 

(3} Mr. Olipbant spoke to •, aa I be line be 
did to you, reeardiDa hie Nettna with titt:;r 

conaru.,..n under tbe chatn.nehip ot Conare.-n 
!!aTorick. Ae I unders tand 1t theM consre-n will 
put up to ue the question ot proTidiD& them with 
i otormattcm on ~.ueations now pendina betora the Ways 
and Means Cannittee , in order to enable the conarses-
""'n to l'llllce apeechee on the floor . ll' the telephone 
cell trcn l4r. Vinson this afternoon I IM.y heft had an 
ec!lo trcn this maeti~~&• Vinson aaid he .,.a Wormed 
that Mftral Senators were ae,Jing t hat the;y understood 
that th~ proposed undistributed profits tax rates _..., 
too low a nd tbet the;y lmll.d not yield auttiotent 
rnenue, Vinson td t that these Senatore had obtained 
int~tion ot the President's position wbioh he thougbt 
no one ouG)lt to know except the Treasury and llesl!l'a . 
Doushton , Vinson and Cooj'ler. I said t hat be lliWit realize 
that the Senatore' information did not oaoe tram me and 
he assured me that he had no euob idea, 
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December 2 , 1937 

Uy dear Mr. Ambassador: 

This will confirm our conversation of even date 

in whioh it •was agreed t hat the Uni t ed States Treasury 

purchase from the Republic of China an amount of 50,000,000 

ounces of o1lver . 999 fine, the proceeds t o be used for t he 

ourpose of maintaining the stability o f the Chinese JUaO· 

I will instruct the Federal Reserve Bank of New 

York , as fiscal agent of the United States, to cable bi ds 

through t he Central Bank or China for the amount of 10,000 ,000 

ounces saoh on December 15, December 31, 1937, January 15, 

January 31 and Februry 15, 1938, based on the market price 

f or silver on the date t he bi ds are made. 

Sincer ely youre, 

(Signed H. Uorgenthau, Jr. 

Secretary of the Treasury 

His Excellency 
Chentlng T. Wang, 

Ambassador of China, 
Ohineoe Embassy, 

Washi ngton, D. C. 
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•ere sent to t he rollo•inc b)' 
the Secret&rJ on Deceaber 4, 19J7: 

The President 
The Secy . or State 
Tbe Secy. or War - (Att 

Colonel Strong 

IDl\S 

ters of transmi ttsl were dated 12/ 4/J7 
were signed by the Secretary.) 
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TO 

TREASURY DEPARTMENT 

.NT& .. O P'1'1C. COMMUNICATION 

Secretary Morgenthau 

l!r. He.a11 

.,. .. December 2, 19"H 

subJect: CUrrent United States trade with Japan and China 
(Preliminary data) 

t he first four 
weeks of Novem er 

(1) United State11 exports to Japan during the first 
tour weeks of November were considerably lower t han during 
~pe first four weeks or October of this year. 

United States exoorts to Jaoan 

First tour weeks of 
November 1937 October 1937 

lst week $ 1,180,000 $ 1, 727, 000 
2nd week 4, 813,000 a· 446,000 
3rd "'eek 4, 711-5,000 , ~2, 000 
4th week } 1 1JO ,OOO 6, Zo},OOO 

Total 4 "'eeks $14,46t, ooo $18,728,000 

Mont h of 
November 1936 

For 
whole mont h 

~24,100,000 

(2) United States imports from Japan during t he 
first tour weeks of November were slightly higher than 
the imports during the first t our weok11 or October. 

United States i mports from Japan 

First four weeks of Month of 
November 19'H October 19}1 November 19}6 

let "'eek $ 3,24a,ooo $ 3,328,000 
2nd week ~· 65 ,000 3,484,000 !'or 

~rd Teelt . 356, 000 ~· 19,000 whole month 

th week 4 ,021, 000 ,o60 ,ooo 

Total 4 weeks $15, 282,000 $14,791,000 $15, 3ll-o,ooo 
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secretary !crgentbau - 2 

(3) United States export ot cotton t o Japan remains 
necli eible. 

November 1937: let week 
2nd week 
3rd week 
li-th week 

Total 

$ 97, 000 
llj.9.,000 
266,000 
161,000 

8673,000 

November 1936, whole month t llj., 701, 000 

(lj.) The major items i n our exports to Japan during 
th~ firs t tour weeks or November 1937 are given below, wi th 
p ccoparieon ot t he exoorte during the first tour weeks ot 
October 1937: 

Petroleum products 
Copper 
Industrial maohinery 
Iron end steel semi-mfrs. 
Paper base stocks 

United State s exoort s to J apan 

First four weeks of 
november 19>7 October 19>7 

$ lj.,lj.51, 000 $ 4,216,000 
1,570,000 l, lj.lj.l,OOO 
1,~i, ooo 1, 345.000 
1, ~, 000 i , 500,000 

9 ,000 , 106, 000 

Vehicles, part e & accessories glj.Q, OOO 
6~, 000 

6alj., ooo 
9 1,000 Cotton, unmanufactured 

Scrap iron and steel 5 , 000 ~94,000 
llr a88 5~, 000 ~.ooo 

Hides and skJ.ne 3 2, 000 83},000 

Ferro- alloys ~56,000 279,000 
Fert1lir.er r~ . ooo 208,000 
Illduetrial chemicals 2 6, 000 13~ , 000 

Pl g iron 201, 000 gg , 000 

Coal tar products 181,000 255,000 

Wood ~lj., OOO 19.2,000 

Pig lead 1, 000 167, 000 

Photographic & projection goode 13,000 ltl,OOO 
Other 6lg, ooo 2 8, 000 

Total $llj., lj.6g, OOO $18,728,000 

~ 8. 
- r 
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secretary ~orgenthau - 3 

(5) The major items in our i mports from Japan during 
the tlrst tour weeks ot November 1937 are given below, with 
~ comparison of t he i mpor t s during the first tour weeks or 
October 1937: 

Sillt 
cott on manufactures 
?ish 
Silk manufactures 
Wood and manufactures 

Tea 
Pyrethrum flowers 
Perilla oil 
Porcelain and chinaware 
Pe.per and manufac tures 

Earthenware 
~yon and manufactures 
rood products - veget able 
Glass and manufactures 
i.ool and manufactures 

United States imoorts from Janan 

First four weeks of 
november 1937 October 1937 

$ 8 . 09~.000 $ 8,021,000 
979,000 1,119, 000 
~,000 ~~:~ :t45,000 

3,000 3,000 

~>p,ooo 4t,Z· 000 
3 1,000 2 , 000 
35 , Ot.JO 304, 000 
308,000 37 , 000 
26o, ooo 237.000 

220,000 19~,000 
205,000 35 , 000 
193,000 15~, 000 
189,000 13 ,000 
183,000 272,000 

163,000 331,000 Inedible animal products 
Flax, hemp and ramie manufactures 1~2 , 000 13~,000 

13~,000 15 ,000 !:etals and manufactures 
Chemicals 2 ,ooo 189,000 
Lily bulbs li9,000 183,000 

Other 1, 484,000 256,ooo 

Total $15,283,000 $11>, 791,000 

~ 

l 
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secretary Morgenthau - 4 

United States trade with China during the first four weeks 
of !lovember 

{1) The value of our exports to China during the first 
r cur weeks of :;ovember 1937 is already cuch hi gher than our 
ex corts during the whole of November 1936. 

rtovember 193] 

1st 2 11eeks 
1rd week 
4th "~<eek 

Total lst 4 weeks 
o'! november 

United States exports to 

North China 
and l!anohuria 

$ g54, 000 
1,2~9.000 

573. 000 

Shanghai , South 
China and Hong Kong 

$ 710,000 
1,616, 000 

616,000 

$3, 002,000 

For r,hole of China , llanohuria 
and Hong kong 

Whole month of November 1936 

Total 

$1,624,000 
2,g45, ooo 
l,lg9 ,000 

( 2) The value of United Sta tes i mnorts from China and 
··~nohuria during t he first four weeks ot November is consid­
er~bly hi gher than during t he whole of ~\e same month last 
:·e .. r . 

November 1937 

l et 2 1veeks 
>rd week 
flth week 

United States i moorts from 

North China Shanghai, South 
and l.le.nchur1a China nnd Hong Kong 

$ 797, 000 
396,000 
6152 ,000 

$1,49g,ooo 
1,121, 000 
1 , 279 .000 

~ot~~ let 4 weeks 
o~ tlovember $1, S45, 000 

For whole of China. ~!nnchuria 
and Hong Kong 

Whole month of November 1936 

Total 

$2,295, 000 
1,517, 000 
1.931,000 
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secretary Uorgenthau - 5 

( 3) Lendlng export items to Ohintl 

(a) North China end Uanohuria, first four 
weeks of November: 

Iron and steel semi-manufactures 
Veh1oles, parts and accessories 
Petroleum products 
Tobacco 

Cotton, unmanufactured 
Wood, unmanufactured 
Other 

Total 

e1,51o,ooo 
312,000 
267,000 
197,000 

16S, OOO 
61,000 

141 , 000 

S2, 656, ooo 

(b) Shangh.a1, South China ports and Song Kong 

Petroleum nroducts 
Iron and steel semi-manufactures 
Tobacco 
Vehicles, parts and accessories 

Edible vegetable products 
Printed matter 
Industrial machinery 
Other 

Total 

s gog, ooo 
524, 000 
33},000 
231,000 

201,000 
133.000 
130,00l> 
642,000 

/}3,002,000 

(4) Leading imports from China during the first four 
~e~ks of November 1937 

(a) From Norm China and l!anohuria 

Bristles 
Wool and manufactures 
Leather 
Perilla oll 
Other 

Total. 

s ~4:~ 
9S,OOO 
63,000 

4o3,000 

$l,g45, 000 

~ 8 1 
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seore tST1 Korgenthau - 6 

(b) rroa Shanghai, South Oh1na porte and Bong tong 

Wood oil 
Tin 
nax, hemp and ramie manutaoturee 
Raw eilk 
Inedible vegetable product• 
(other than wood oil) 

Brietlee 
Food products - vegetable 
Wool and manufacture• 
Tea 
Other 

'l'otal 

$ 624,000 
622,000 
423, 000 
4ll!,OOO 

255, 000 

194,000 
142,000 
139, 000 
132,000 
955·000 
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TREASURY DEPARTMENT ' 8 ' 
- v 

INTP OI'Pica COMMUMICATIOH 

...... 

•o Secretary Morgenthau 

,_ Aaslet&nt Secre~ Tqlor 

On Dece .. ber 3 a. confer ence wa.s held in "'¥ office, at which the question 

of extend!~ the Chinese f ordgD exchAnge agreement wa.s discussed . There 

were present Meaors . Feia and Ha.ckworth, representing the Sta.te Department, 
nnd !tessra. Olinhant, Lochhead , White, Opper and myself , representing the 

'"r eas:uoy. The question wae a.tteckod f'rot:~ the sta.ndpoint of' the lleutralit:r 

.let, on the one hnnd , and t he ganera.l rulee of interna tional law, on thoi 

otl'l'r . l.lr. !!ackworth wns ot the opinion that, 1f this were a loa.n and nr 

were actua.lly declued botr.oen China end Japan, i t would be a violation of 

l.ntennti oriAl law for t he United States to enter into tho tr~saetion . He 

"'"" not prepared t o say, hOTrever , that tho sa.me t hing would be true 1f 
t her e •oro ll previously exi,oting cOtllllitment to IJ<L'<e such a. loa.n. I (lllthered 

t '>at llr . P'eia did not place so great en emphasis on the internntioca.l law 

p::ohibit ion &a lo!r . Hackworth. 

On the question of the opera.tion of the lleutrility Act, the r opreaenta.­

tivos of the Sta.tc Depertll:ent agreed that t he lleutrnJ.it:r Act would not , by 

itc teros, forbid the trnnanetion, but t'elt thet it would be a. s eriously 

debata.ble policy for the United Sta.tea to enter into 11 loa.n or credit trans­

aetoon which the policy of the lleutra.lit:r Act forba.de as regllrda private 

irx!i vi duals. 

So:ne time wa.s then consumed in explainiq; the real purpose a.nd effect 

or t he nrrMsement from tho sta.ndpoint or the int<~resta of t he United 
St<tes in the ata.bUizing of t he dolla.r . It was pointed out , a.mong other 

t' .ill.'ls , that the transaction wa.s not cntorod into for the benefit of China, 
but for t he purpose of sta.bilizing the dollar, which wa.a a function of the 

1 rocs>.D'7 and a subject in which the United Sta.tes was vitall:r interested; 

t~.at China could obta.in doll&r exch&nge by selli~ ita gold and the fact 
t ' " t it h&d not sold the rold to us was to our advan ta.ge; that t he trans­

notion ha.d been entered i nto or igina.lly a t a time when there was no 
thought of war, 8lld tha.t if it were er.t ended i t would merely be a continua­

tion of an arrnngeoent which ood no relation to the existence of " ata.te of 

r.ar; and , f inAlly that it oould not be co::Jpe.red to a private transection 
since ita purpose' and intent wa.a not to extend credit but. to r egula te f or­

~i.gn exchange - a •tter with which private interests are not authorised 

to deal . 

At the conclusion of t ha discussion , it appeared cllllll' that Mr. llack­
rortb lw:l no doubts a.a to the legal questions iuvolved, and t hllt, oven in 

so far ea it lli.gbt be DCCe&S&rl' for the action to be justified 1f it were 

' ttacloed, tba foNgoitll and other aspects discussed would furnish conaider­

Ltions upon whict the a.ction could be justified. Be aaid, however , that 

Ito thoU8ht the policy question was gener ally one which hia Depertaent 

11l gbt want to consider further . ~ 
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Deoember 2, 19~7. 

Herb en 
1eie: A\ a Depar1.aent.al .... ion, on t.ho .. \wo po1Dt.1: 70u 

rahed. 

J:QIJr: Yea. 

1 : And \1111 ie about. the UPehot., which I wae aell:ed 
\o paee on \ o 70u, fire\ ae to the purchaee of 
e1lTer . 

HIIJr: Yee. 

1: AI tar ae we oan eee , no co.ment.. 

HIIJr: Uh- huh. 

1: 

HKJr: 

Go ahead 11' 70u want. 

Uh-huh. 

r: Bo ooament t.o sake. On t.be eeoond -

HIIJr: 

P': 

HIIJr: 

r: 

HKJr: 

r: 

HMJr: 

F: 

llliJr: 

Yee. 

'!'he Secretary aa71 he thinll:l hie informal advice 
would be -

Yee . 

To keep 7ouraelt tree of .zu coiiiDiitaent. \hat. 70u 'd 
have t o follow through lhould there be either a 
deolarat.ion of war or an application ot the 
neutrality proclamation, or bot h. 

Uh-huh. 

You eee . We 1d rather no\ eTen haTe to ta111: it out 
with 70u, •• a aatter of general 1Dternat.iona1 law. 
That ie, we'd like to not aake a precedent and not 
1n any '1183 limit. our poeeible tut.ure treedom ot 
action, and \hat.'• wby he a sked me t o put. it t o 70u 
ae a matter of intormal advice. 

Well now, I - you eee - Just let. me t.all:e a ainute -

Sure. 

Oliphant. bolde and ao advised ae that. i f the 
Neutrali ty Act. i e i nvoked, that. that. particular 
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r: 
HMJr: 

r: 

HKJr: 

r: 

HlUr: 

F: 

llliJr: 

r: 

HJUr: 

F: 

HKJr: 

r: 
HUJr: 

F: 

I!I.IJr: 

- 2 -

arrangement with China would not be atteoted, aaeT 

That'• right, under t he Neutrality Aot. 

Yea. 

The quaetion ot the ouetoury rulee ot 1nternat1onel 
law. 

Yea. 

- 9 ., 
~ ... 

Under the ouetoaary rulee ot international law, loana 
b7 a Government to a bell igerent Government are con­
trary to the ordinary rulea ot neutral1t7. 

Well, thie ian 1t a loan. 

Well, it'a an advanoe. 

Yee. 

Backed on epeoie _ 

Yes. 

And our legal advieor holde that it would go againat 
the ouetomary rulee ot .neutrality. 

liioe apot. 

That'a only 1t t.here 1 a a deolarat.1on ot war. 

I aee. 

It and what 70u get ie an application ot t.he 
neutrality aot. 

I get what . 

F: Just an application ot our neutralit7 act. That'• 
a looal aotion on our part. 

HIUr: 

Jl: 

HIIJr: 

I wee. 

And what the Hell, the rulea ot 1nternat1onal lew 
would be. 

I eee. 
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- 3-

Ie aore dittioult. Bu\ above all ell8 the Depe.rt.­
aent tll1Dlte tro• ita point ot view and troa fOIIl"a, 
i\ 1 a beat to avoid aaking anyth1Dg that oould be 
ooneidered a t oraal precedent, 70u aee. But to 70u 
\o reta1n ooaplete 11bartr to avoid anr ooaa1\aen\ 
\o thea aa to aaklllg advanol8 ahould there be either 
a declaration ot war or ahould we applJ oar 
neutralit7 legialation. 

IIIIJr: Ula-lluh. Well, well- here'a the po1nt. 'l'h1a 
thlng exp1rea Deoeaber 31st. 

P: 
toUr: 

HlfJr: 

1: 

HKJr: 

r: 

fOUr: 

r: 

HKJr: 

r: 

Yea. 

We - I th1Dlt under 0111" arrangeaent, have to let thea 
lmow b7 the USth ot Deoaaber. · 

Yee. 

Whether we're golng to renew 1t. 

Yea. 

so that part , I would 11ke OUphlnt to have a 
d 1aouas1on with JOur counsel, how'• that? 

Yee. -

u to what we ahould do between now and the 15th 
in regJrd to the extene1on - hello. 

Yes. 

In regard to the extension ot that 
wh1oh let 1 a oall 1t . 

Bill" I. 

I!IIJr: You aee the7've go\ t1tt,y •1111on dollara worth 
ot gold here now, asaln•t which \hlf have 
borrowed. 

r: 

HUJr: 

HMJ'r: 

Yes. 

Th1rt7 aill1on dollars worth ot ru-n. 

Yes. 

And which the,y put up thlrt7 a 1111on dollare 
worth of ruan on t heir 'booke, 1n <rl11nA, to our 
ored1\. 
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r: 
!!IIJr: 

r : 

RliJr: 

r: 

fD&Jr: 

r: 

-. -
Yea. 

And we alao baTe t.he gold aga1net. t.bat. aa 
oollat.eral, 70u eee. 

Yea. 

Jfow, I ~1Jlk t.he beat. thing t.o do 1a t.o let. -
I t.hink t.bat. 70u and 7'0ur oouneel and Oliphant. and 
Loohhead and 'lh1t.e had better alt. down and ban a 
11t.tle aeet1ng on t.bat. . 

Whenever 70u want, but. - and now I wae th1nk1ng 
troa 70ur po1nt ot T1ew, ae well ae troa our a -

Yea, well I -

I can aee pret t.7 at.rongly the wa7 the alnde ot our 
legal a4T1aor ott1cea are operating, and it 70u can 
get 1nto a t oraal legal d1aouaa1on ot thea - with 
~ ... we're going to get., I'• atraid, eoaethlng 
reat.r1ct.1Te. 

!liiJr: Yee, but now, walt a a1nute. Between - I 1Te got to 
SiTe theae tellowa - what aa I going to do, let 
th1e th.lng exp1re? 

P: 

HKJr: 

F: 

HliJr: 

r: 

llliJr: 

r: 

HII.Tr: 

F: 

Well couldn't. 70u -

I aean -

Couldn 1 t 7ou oarr:r 1 t. along without an agreeaent.T 

No . 

Well all r1ght then, certainly yee wheneTer you 
want t.o aend Oliphant and the reet OTer, t1ne or 
wheneTer you'd want Ackworth and h1e group to ooae 
oTer. 

11'1.ne. 

You han Ollph.allt. - do 70u ~t. Oliphant -

Well, I aean we 1Te got to do one ot two thinge 
between now ano the lfith. 

All r1ght. . 

s. 
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!DIJr: 

r: 
HJIJr: 

F: 

HIIJr: 

F: 

HMJr: 

F: 

IIIIJr: 

r: 

i!I(Jr: 

F: 

HKJr: 

F: 

HJIJr: 

P: 

HKJr: 

r: 

- 5-

We've got to either extend it or let it drop. 

I eee. 

Now the no%'111&1 thing, not !mowing an;yth1ng about 
anything would be - would be to extend it - not 
neoeeearil1 tor a year, let 1 a aa.y three aontba. 

That • a right. 

I aean the no%'111&1 thing would be - would be .luat 
the one exieting today with Kexiao, I wouldn1t 
even aa.y - let' a take Canada. It we had one with 
O&nada that expired on the first ot Januar.y, the 
ohanoea are I wouldn't even aak 70u tellowe, I'd 
Juet extend it. 

Yea , but suppose you did extend it and then 70u 
got a declaration ot war. Would 70u act under itf 

Well, I - I would continue until you people advhed 
ae to atop. 

Ieee. 

See? 

Yee . 

I would continue until you people eaid no. 

I eee. Well I thi nk your suggestion ie the beet 
euggeation. 

I aean I - don ' t aiaunderetand •• I ' • not ~1ng 
to put the State DepaM.aent on the spot. 

Oh, no, I don't - you 're not. 

And on the other hand -

We were - really were ~1ng t o avoid putti.ng 70u 
1n one. 

Yea. But what I am ti'7ing to do 11 - the terae ot 
the Adm1nietration - reaeon I raieed it waa that I 
wae ~ing to avoid an embarraeeing situation. 

Exactly. 
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HIIJr: 

r : 

IIIIJr: 

F: 

III&Jr: 

,, 
HKJr : 

,, 
HKJr: 
,, 
BKJr: 

,, 
BlUr : 

r : 

HIIJr : 

P: 

IDIJr: 

r : 

HIIJr: 

-. -
But. I don't. ••• t11a7 wtt.llollt. &ll7 ....-..ut• tda7 
t.llio ONI 1t. be dleouaoe4 -

I aar••· 
8oo? 

All r1gl!.t., u4 Ollpballt. -

Aa t.o t.ho oUTer, 'b!V'lll6 fltt.7 all.llon ounooo, 

70u people UYo no oo.aut.. 

No ooament, no o'bJootlon o1ther 1n law or 
pol1Q7 . . 

Bow, all rlgl!.t, well thlo 11 what we'll do , We'll 

toll thea to ll&lte a .-tt.aent alo116 tho10 llneo 

ror t h e ollYer 70u ooe. 

Uh- hllll. 

What? 

Booauoo, well I 14 trankl7 Uko t.o help th• 

out, 'beoau10 I thlnk 1 t.' • 15ood ror tJnlt.e4 

8t.ateo 00Yorn.ont.. 

B:uotl7. 

You ohoolt on that, don't 7011.? 

baot.l7 . 

Your EQaoq 1n '!'oklo t.old ua not. oo lo116 &150, that. 

ooao'bod7 1n a 00Tern.ont. 'balllt thoro oa1d no •ro 

&old the root. or t.hlo 7oar . 

Yeo . 

Wfthout 'b7 70ilr lean or &ll7t.h1116 oloo tho7 Pllt. 

uot.her olz a1111on - t.ho7 put. t.won~ !1Yo a1111oa 

7u on the 'boat., Juat - Juat. oaao onr t.li.U 

a1Dut.e rroa - troa t.ho et.at.o D..,.n-t.. 

It.'o arr1Ye4 here. 

•o, t.hq - hero' o t.ho t.h1D6, Doooa'bor 8nd, 11 a.a. 

Rotorr1116 t.o Depart.aont.• ,, t.olocr- u4 oo tort.la -

aow t1D4 that. - nll -
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F: 

IWJ'r: 

F: 

HWJr: 

F: 

HKJr: 

F: 

HUJr: 

F: 

HJ.Ur: 

F: 

HUJr: 

F: 

HUJr: 

F: 

- 1 -

praotically ~1rty two thouaan4 oertifie4 bare 
of Japaneae gold ha'fe been ahipped on -

Did you aay thia waa from ua? 

Yee, it Juet came t hie eeoon4. 

No - I probably ha'fen't yet eeen it. 

It Just came thie aeoond, signed ~ Scott. 

I - I -

What 1 a the use of the1e people telling your 
representati'fe over there they're t hrough and 
then they ship another twenty t1ve m1ll1on yen -
I mean to arrive 1n San rranoieoo, Deoemb~. 

Uh-huh. 

I aean 1 t ltinda malte s me eore , but I don't wMt -
I can say that to you without BAling it to the 
Jape. Thlnlt about it, will you? 

And talten in oonJunotion with that information 
that you've got. 

Yee. 

That they 1re building up their balances here. 

Yea, you ltnow what they are don ' t you? 
Forty fi'fe million dollare . 

Forty fi'fe aillion . 

And here oome1 another twenty fi'fe alllion yen. 

Yea. 

I!IUr: I don't 111te 1t. I mean -

F: 

HUJr: 

F: 

Rl&Jr: 

Well, 1f you want Ul -

Well, I - I've got to talte gold, -

You '"e got to t&lte 1t, and furthermore 11' - 1n 
one eenee the qulolter they u1e it up, I aean -

But I '• not going to 1&1 anything, ~oept to you, 
but -

'S-, - . 
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r: 
!IIIJr: 

- 8-

All rlght. 

I aean what'e the uee ot eend1ng an ottioial 
ot the Aaerio&n Eabaee1 in Japan o•er to their 
national bank and the1 tell hia one thing, and 
then - Juet do~'t aean anyth1ng. 

r : I Jtnow it. 'l'hat ' e what happene to ue the world 

Hl&Jr: 

r: 

HMJr: 

F: 

RMJr: 

o•er. 

Rlght. 

~actly. 

All rlght, now Herbert. 

Yea. 

I'll tell our C!Uneee triende Juet about 
thle. What kind of a oable did the Preaident 
eend Yr. Hull on thie. 

r: I'•• got it here. Wait a a1nute. Oh, to uet 

IDIJr: 

r : 

KMJr: 

r: 

HJUr: 

r: 

KKJr: 

F: 

r: 

Yea . 

Nothing. 

Oh, didn't bet 

No. 

Well 7011 notice 1n 81 oable he eaid I'• eend1n& 
llr. Hull a aeeeage. 

Well, let me aek Haailton, the head of our Far 
East who'• e1tt1ng here. (adde) Did we get 
anythlnS troa the Preeident on this. -
Oh, all it did wae to aek llr. Hull to confer with 
10\l. 

I get 10U. 

That'• all 1t ea1d. 

Well, then tAU thlna 11 cloeed, and I wi ll tell 
T&Tlor, t4 arrange tor a aeettna w1th· 70U and 
the people o•er there. 

At hie oon•enlanoe. 
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!IIIJ'r: R1gb t. • 

r: R1sbt.. 

!IIIJ'r: Well, Just. let. •• take a a1nut.e. 
Did I tell 7ou about. t.be Rolland t.b1Dgt 

r: You d1d. Rae that. gone t hrough? 

!IIIJ'r: Yea. And be - oome t hrough next week though. 

r: 

mur : 

r: 

HWJr : 

r: 

HMJr: 

r: 

!IIIJ'r: 

r: 

HlUr: 

r : 

I!UJr: 

r: 

I!UJr: 

Good. 

But.-

I euppoee the heads of the newepapere will 
interpret. ae a send out. -

No, because we're l:t.aDdl1ng 1t. through the St.ab111aat.1on 
Fund and 1t. won't. show 'IQ) at. all. 

Oh, good. 

It. won 1 t. show up at. all. 

Good. 

And 1Dc1dent.all7 , 1n t he lilt. fifteen a1Dut.ee, 
t.oda.J, the et.ooll:. IIArket. went. up t.bree polnt.a . 

I wonder ~. 

I don ' t. m ow. Randolph Burgeu wu 1D here 
and he ea.rd 1t.'e because Marr iner Eccles 11 on 
the Hill. (Laugl:t.e) He '• not 1D here now, but. 
I aean he wae 1D here when the market c loeed. 

Well 1f he can do 1t. we'll g1Te h1a r oller ell:.atee. 

No, he 1m 1 t. 1n here now, but. I aean when be wae 
1n her e before . 

Yea. 

All right . Thanll:. 70u Tery auoh. 

r: Thanlt 7ou. 
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JQIJ'r: Hello. 

opera~or: Jlr. OllalllJiae. 

JQIJ'r: Rallo . 
'falt.er 
Ol*llnal: Hello. 

JQIJ'r: 'falter OuamlDael 

0: Yee, hello Hen17, how are )'Out 

!IIIJr: I '• f1ne. 

O: Tha~ 1 e good. 

Deoe.ber a, ~31. 
3:88 p.a. 

IIIUr: 'faltar, I 1 d like t.o haYe 10u eon of oheok w1 t.h 
)'Our Oo•ernaen~ bond people . 

IIIUr: And le~ ae know how t.he)' feel about our f1nano1Jia 
nex~ Mona.,, eee? 

0: Yll . 

!IIIJr: We put out tJlh aorn1na what we're so1na t.o do. 

o: Y••, I sot t.hat. 

RI&Jr: ADd t.he ars-nt llee between a f1'11 )'ear one aDd 
three q~ere and e1sht )'ear two and a halt . 

C: Yee. 

RI&Jr: ADd I'd like to know how )'OU people feel and what -
what 1ou•re ad'l'1oe would be. 

O: Yee. On t.he - on t.he one and three quartere, would 
that be on t.he two •••en\)' f1Ye ezoh•ngel 

IDIJr: Well, we oould work 1\ t.hie n.J, that whate•ar " 
did , we 'd pYe the Februal7 t.he riSht ~o oOD'IIM 

0: I eee . 

I!IUr: See? 

2oJ 
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0: 

HlUr: 

C: 

RKJr: 

- a -

Wall - 70u know I can tell 70u r1gbt ott becauae 
I 1 Ya been giving a good deal ot thought t o thie 
and t o tell the truth, I waa hopl.ng 70u lligbt ' 
call ae . 

Well, ehoot . 

~l right . I think 7our note iaeue 11 tine, one 
and three quart are . 

Yea. 

0: You oan make it ·a little aborter tiae, it you 
want to. The eeoond one ie abaolutel7 right, 
eight 7eara, two and a halt. 

tOIJr: 

0: 

HIIJr: 

C: 

Well , ao .. people think we ehould do a note, 
eoae think we ehould do both, eoae think we ehould 
onl7 do a bond. 

No, I'd do both, Renr.r. 

Do both? 

Yee , 70u bet. 

2JJ. 

HliJr : Well now, it we did both, and had to divide the tour 
hundred and titt7, how would 70u divide 1t ae be­
tween a note and a bo.nd 1 

c: 

HlUr: 

0: 

HIIJr: 

0: 

fOUr: 

C: 

IIUJr: 

I'd put out - I'd put out t he tour hundred and 
titt7 ot bond a . 

Four hundred and t 1tt7 ot bonde f 

Yea . 

Well , where would the note come 1D7 

You've got a good chance. Well 7ou're going t o 
1eeue two eevent7 eeven, the report came - two 
eevent7 t1ve and tour t1tt7 . 

No. 

Oh, well, the reporta cue to ~e wrong. 

No. What - what - the thl.ng ia thia -

0: The7 - the7 quoted you wrong then, Henr.r , OYer the 
ticker. 
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!II(Jr: 

c: 
RII.Tr: 

01 

HliJr& 

C: 

HliJr: 

C: 

RKJr: 

C: 

HJUr: 

C: 

BlUr: 

C: 

JOUr: 

0: 

HUJr: 

0; 

RMJr: 

C: 

- 3-

Jo \he Dow-JODII ~ 1\ all rlah\. 

D14 Ue7? 

'trha\ we're ofhr1D& h - we're otter1D& tour 
hun4re4 and f1f\7 a1111on 4ollere oaeh. 

Yu. 

An4 \hen \he P'ebru&l"7 -

Yee. 

Jro\ee -

Yu. 
!he r1aht to oonYer\ 1t 1Dto whateYer p1eoe of 
paper we otter tor the tour hl&ll4re4 and f1tt7. 

All r1ght, \hen 70u1 re go1ag to han tour t1tt7 
plue two eeYent7 f1Ye \hen, eren 1

\ 70u or - le\ 
ae fet th1e atralght now, beoauee I'• oonfllae4. 
Don \ 70il nee4 \he tour hv.n4re4 and f1fi7 new 
aone7? 

We nee4 tour hundred and f1f\7 new aone:r, an4 
that'• all. 

An4 tha\' 1 all, the rest w1ll be Juet. an exohange . 

fhat'e rJ.ght. 

tna-hllh. All rJ.gh\ 70\l ge\ tour f1tt:r an4 \wo 
UYent7 f1Ye. 

!hat'• rJ.ght. 

Let •• - I'll oall you baok . 

'trha\? 

I'll look oyer a:r el1p to be eure I'• r1ght on 
t.h1e. 

Wow le\ ae ea:r 1 t aga1n. we 1 re otter1DS tour 
hllndre4 an4 t1f\7 a1111on. 

Yee . 
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HJ(Jr: For oaeh. 

0: lee. 

HVJr: Now we've got to decide what that'• going t o be. 

0: Yee. 

HVJr: And whatner that 1 e going t o be, then the Februal')' 
note will have a right to convert toto that. 

O: Yea, I eee. 

HVJr: Do ;rou get itt 

0: Yee, I get 1t. 

HVJr: Y ... 

0: All right, I'll call ;rou baclt. 

HIIJr: Thank ;rou. 

0: Thank ;rou. 
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