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December 17 , 19~7 

9:45 a. m. 

Present: 

llr. Bell 
Colonel Harrington 
llr . Roas 
Kr. Keene, Budget Bureau 

HM,Jr: Good morning , gentlemen. 

Col. H: I got back to town this morning , having 
been away tor two days. J.lr, Roes and llr. Xeene, in 
the meantime, have had discussions along the line that 
you i ndicated when we were i n here last to t he end or 
arriving at an agreement or the amount or money that 
was available and one or the two or them will explain. 

HM,Jr: Guess we had better hear !rom the Budget 
t1rst. 

Mr. Ienne: The actual amount that ie available 
is $11,6oo,ooo in the emergency rolls or 19~7 . 

HU.Jr: When you eay $11,600,000 you mean $1 billion 
160 million. 

Kr. Keene: No; this is over all the things the 
President b&.s earmarked. 

Mr. Bell: That's unallocated balances . 

1 

Mr. Keene: Unallocated balances or ERA o! 19~7; • 
in addition, about 7,000,000 unallocated status , col-
lected runds, or t he ERA or 19~6 and 19~7 combined and 
18 million in process or transfer into the unallocated 
status, 2,000,000 or which has been on warrants tor over 
two months. 

HU,Jr: That ' e a total or how much? 

Mr. Xeene: Total in process or being transferred 
to the 1937 fund or 1n the 1937 rund or ~6,600,000 . Now 
1n addition to that t here is about ~9,000,000 shown in 
the status reports or the Treasury ae unobli gated balancee 

Regraded Unclassified



-2-

that are not being continued under allocations in the 
1935 and 1936 Act. These are very widely scattered 
and i t will be slow and di fficult to obtain anywhere 
near 39 milli on . The freight bills have not been 
rendered i n many cases and the Comptroller w1ll not 
countersign warrants transferri ng t hat to an unallo­
cated status until everything is cleared up, so that 
we mi ght get $30 ,000,000 w1th1n a reasonable time 
t hat 1s 1n t hree or four months more. 

HY,Jr: January. Februa ry. March. 
have 1t by April? 

You will 

Ur. Keene: I should say by the middle of April 
we might get another $30 ,000,000 ot it.~~~--~ 

Ur. Bell: We will know what we can get by April. 

HUjJr: Cert ainly would have it to spend in the 
month of une, 1t necessary. 

Mr. Keene: It necessary we would have it by June. 

HM.Jr: But t hey can' t oount on it today. 

Ur. Keene : Not tor a long time . 

llr. Ross: You have substantial amounts ot WPA 
you could count on. 

Ur. Keene : We have been 
you since the first ot August. 
t his week. 

trying to get t hem from 
You gave us 15,000, 000 

l~. Rosa : You have had 30 ,000,000 in all. It ' s 
Just the process of getti ng it; no question ot getting 
i t . 

HY.Jr: How much of that 3? million is in t hn t ? 

Mr. Keene : About 30 million. Pretty close to 
t hat . 

Ur. Bell: Most ot that . 

HM,Jr: That ' s 30 milli on plus 33. 

Mr. Keene: I wouldn ' t want to say muoh more t han 

2 
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lfhatever they have t hat ie ooming back. 

~.Jr: About 36 million? 

Kr. Ieene: 36,000, 000 we have already started 
back to the fund and t hen there will be 30 m1111on 
that we will have sometime in April probably. 

Hli ,Jr: That ' e 63 m1111on. 

Mr. Keene: 66 million. That' s the most that 
we have to oone1der and much ot that won't be ready 
until April . 

HM,Jr: I s that on top ot the l bill ion 3? 

Mr. Ieene : It's on top ot everything the Pr esi­
dent bas allocated or pr omised. 

Mr. Bell: About 16 million over and above what 
he allocated . 

Mr. Bell: We esti mated 1n June that we could 
pick up 159 million and we asked the President to write 
letters to each one ot the ageno1es -- not all of them, 
but WPA, Resettlement Administration and one or two 
others -- that he was willing to allocate so much money 
and he allocated the 1 billi on 659 million, we will say , 
and then he set up certain reserves against each one 
ot those and in the WPA letter he says, 1 I am allo­
cating to you l billion 300 million. 

HM ,Jr : That's written as of whenf 

Mr. Bell : July 1. 

HM ,Jr: That ' s July l - - l billion 3 . 

Kr. Bell: That's July 1. An~ be said , 1 I have 
set up against that l billion 3 a 100 million reserve. 

HU,Jr: Is that inside the l billi on 3 or on topf 

Mr. Bell: Inside. 

FW.Jr: Wit h1n. The 100 million is part ot the 
1 billion 3. 

3 
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Mr, R9se: Are you sure of that? 
think eo. 

I don't 

Mr. Bell: Yes. This was not an official 
allocation in t he sense it went to warrant. It was 
merely that WPA was notified how 11111ch money they could 
have to plan their program. Then he said ' I am going 
to allocate to you definitely , by quarters, l billion 
200 million. The first quarter will be 350 million; 
the second, 300 million; the third, 300 million and 
the fourth, 250 million. And then he said 'The re­
serve of 100 millions will be for future allocations 
for unforeseen emergencies that might arise during the 
f iscal year; He told them in that connection that 
the 1 billi on 3 included administrative expenses , 
National Youth ' Adm1n1stration and Land Utilization of 
the Resettlement Administration and also i ncluded any 
proJects that they might approve as WPA proJects for 
t he various Departments. And he told them that he would 
allocate , in addit i on to the l billion 3, $35 ,000 , 000 
for t he first quarter for the Federal ag~nciee. 

Hlt ,Jr: I can see t hat Colonel Harrington from 
the way he is acting has not seen this letter. 

Col, H: No. 

HU,Jr: You had better read that letter. 

Mr. Bell: That's July 1. That's t he program 
we have been working on and we allocated the first 
quarter and then we said we will notify you for three 
months ahead eo you can plan your program;at this moment 
we are up to February 28, under that program. Any 
additional program that is launched now ought to be 
planned within that amount of money set aside or there 
ought to be a change in the letter from the President . 

Now we have gotten today , as Mr. Keene has Just 
told you, $159 million. We have got in addition 
$11 ,000,000 on the books above that. We think we 
will get $60,000,000 additional. 

RH.Jr: On top of that? 

Mr. Bell: On tap of t hat . We don ' t know def­
initely, but w~ think we can get it. 

4 
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Mr. Keene: The i60, 000,000 includes the 
$11 ,000,000. 

5 

lo!r. Bell: Oh, I should have sa1.d about $50,000, 000. 

HU,Jr: How muoh on top of the 1 billion ~ have 
they a reasonable hope of getting in addition to the 
1 billion 3 . 

Col. H: $66 ,000,000 , i sn ' t it? 

Mr. Keene: That would mean the President kept 
nothing for any other agency that has an emergency, and 
it means using the $66,000,000 that he counted on towards 
balancing his budget. 

Ur. Bell : The $60,000,000 -- it no" looks as 
though we would get it. 

Hll Jr: What I think we should do, inasmuch as 
the PresiAent has asked us to work wi t h Col. Harring ton, 
if I were i n Colonel Ha.rrington ' s shows , you want to 
10ork on this letter. As I underst and that l etter, the 
President does not release -- he has not released the 
$100,000,000 yet , So I think in fairness to you and 
in fairness to us, i f there is any chang e it shouldn't 
be the President told Hopkins or this was a dinner con­
versation I had with Hopkins on such and such a date - ­
doesn ' t make awfully good t estimony before Congress -­
and as I &et it from listening to Mr. Bell, as far as 
the Budget is concerned, t he amount of money they are 
working on is the 1 b1ll1on.200,000, 000 basis. 

Mr. Bell: That 1 a right . 

Hll Jr: If there is going to be any change, i t 
ought to Se in writing in a letter from the Pres i dent 
to you. Now I think from the President ' s standpoint 
after all, I put all my cards on the table -- I would 
recommend to him a t this time to make the third quarterly 
payment come within the 1 billion 3. I would recommend 
that to him and I think Bell would do the same, but I 
think at this time he sh ould still keep that 60 milli on. 

'Mr. Bell: Yea. 

IDl ,Jr: I think you and I are in accord on that . 

Regraded Unclassified



- 6-

Ur. Bell: Yea. 

HM Jr: I think he definitely should keep the 
$6o,ooo,o60. I think there should be a new letter 
and I think these people for the third quarter ought 
to have a fair proportion or the 1 billion 3 , also 
lea ving - - how much would you leave t or the fourth 
quarter? 

Mr. Keene: We have half a year t oget her. We 
could split it . 

Mr. Rose: VIe need much more for the third than 
we do for the f ourth. 

HM,Jr: Again , I am a sort or go- bet"een and 
what I say does not bind Mr. Bell ; does not bind any­
body . But to save tine, my inclination would be to 
shoot the $100,000,000 into t he third quarter and then 
take our chances on the fourth; i n other words, what 
were t hey a llocated tor the fourth? 

Mr. Keene : $2501 000,000. 
$50 , 000 ,000. 

It was a cut or 

HM,Jr: I would keep the fourth quarter 250 
millions a nd I would add 100 mi llions to the .third 
quarter and take my chances on the fourth . Now I told 
Hopki ns -- I am going to k eep my word wi t h Hopkins and 
am sure Bell will back us up , that we won' t give the 
$60 ,000,000 to anybody without giving Hopkins a chanoe 
to plead hie cause . 

ll.r . Bell: That 1 e right. 

HM Jr: That ' s my bargain with Hopkins as Sec­
retary of ! fie Treasury, which does not bind Mr . Bell, 
but you go along on that? 

Ur. Bell : Absolute ly . 

HH,Jr: So what the picture would be - - how much 
under that letter do they have for the third quarter? 

l4r. Bell: 
$650 millions. 

$300 m1llionsi· t he first two quarters , 
Now I don ' t be ieve they will obligate 

6 
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all of that $650 millions in the first half year. 

HH Jr: The first quarter they were shy, they 
did not obiigate by '33 millions . 

Ur. Keene: Of course, you reali~e that WPA 
had transferred to other agencies some of their money 
so in your statue re9orts it doee not ehow as an ob­
l i gation of WPA. You have got to add to their obliga­
tions the 'obligations of the Reolamation Service and 
obli gations of the Land Utilizati on and rlood Cont rol -­
three things. 

HM.Jr: Let me do it this way. ·You start with 
the President 1 s letter in which he g ives them in the 
third quarter $300 millions. Now we say tentatively, 
subject to the President ' s approval , we add $100 millions . 

!.lr. Be~l: For t he third quarter. 

ffi!,Jr: For the third quarter. Plus anything 
that wae left over. I got a figure of $33 millions 
f r om the first quarter they did not spend. 

Mr. Bell: I think 1t wae $18 millions. 

HH,Jr: How muoh is left over from the $650 mil-
lions that won't be spent t he first three months? 

!.lr. Keene: About $18 millions. 

H!.I ,Jr: And in t he other agenoies? 

Mr. Keene: That includes WPA and the agenoiee 
to wh1oh they have transferred. 

HH ,Jr: $18 milli ons all that will be left over? 

Mr. Keene: That' s all. You see , these other 
agencies are now going into operations. 

HM ,Jr: Woul d you add that? 

!.lr. Bell: It is already added. 

HM,Jr: Then t hey have another $18 millions? 

7 
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Mr. Bell: Whatever they carry over they have; 
they understand that. 

Wr. Ross: We can ge t by i n the third quarter 
w1 t h the $418 millions and make good on this 350,000 
incr ease. 

Kr. Bell: This question comes up: can you get 
by in the ! ourth quarter if we are not able to r a ise any 
more than the *250 millions? 

Mr. Roes: No; by no means. 

HU.Jr: Can you get by with $30Q mil l i ons? ----..= ~ -
llr. Ross: It will t ake us about $315 millions 

the $250 ~llions plus t he $60 mi lli ons would get ua by 
the fourth quarter. 

HM.Jr : Well , you a re all right . 

Mr. Bell: Includi ng what t he President ' s l et t er 
included -- Land Utilization, tlational Youth? 

Mr. Roes: This do es not include the miscellan­
eous Federal agencies . 

llr. Bell: How a bout National Youth? 

llr. Ross: Yes. 

llr. Bell: How about other Departoent . You ap­
pr ove tor other Departments that are WPA funds. 

Mr. Ross: That's the bi g question. They are 
not in this h gure and when Mr. Hopkins said 1 billion 3 
I am convinced he never t hought of those agencies. 

Hl! ,Jr: Oh, I think you are wrong. 

Col. Harr1;ret on: The difference is i n phrasing. 
In WPA Federal Proe cts we i nclude projects t hat a·rs 
operated actually by WPA. We don't i nclude proJeota 
in which we turn t he funds over t o the War Department , 
Reclamation Service or any other agencies . That il 
the phraseology we use in our s hop. 

8 
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Hr. Xeene: You have turned over 6 million 600 
to Reclamation out of your quota or 1 billion 2 or 1 bil­
lion 3, which of course is gone. Two dams in Texas 
and one in Montana. You turned - - the President di ­
rected you to reduce your quota by 22 mi llion 500 on ac­
count of Flood Control projects that the War Department 
was going to operate . I n effect he has reduced that 
by 22 million 500 and you reduced it yourself the 6 mil­
lion 600 fbr the Reclamation proJects and you are re­
duci ng it probably some 15 millions for Land Utilization 
pro jects. Now after deducting those , t hen you see you 
won ' t have the whole 1 billion 3 to spend. 

Mr. FDse : The poi nt I am tryi~~ to make , that 
in all of our internal statistics and all Mr. Hopki ns 
bad before him, t hose other agencies were not counted 
and were not in hie mind as part or the program. 

t here. 
FW,Jr: Now don ' t say that with that letter 

Mr. Rosa : Yes , but that ' s six mont hs ol d. 

Mr. Bell: It has not been changed. 

HM ,Jr: Don' t make statecente like that. You 
have the letter and you don't pay attention to it. You 
don ' t read it. 

J.!r . P.osa: Oh, certainly we pay attention to it. 

ID,.Jr: You can' t say you don't understand it 
when there is a letter from the Presi dent or the United 
State s giving you your orders . The whole trouble is, 
if you don't mind my saying it, is we get the i mpressi on 
over here that you people don't read letters or don' t 
want to read t hem when t he President or the United States 
sends them, 

Ur. Rose: That ~s not the situation, but there 
is a new situation that has arisen and considering the 
new situati on when l!r. Hopkins was reviewing it be had 
figures in front of him when he waa considering them • • • 

ID! ,Jr: Who gives t hem his figures? 

9 
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Mr . Rosa: I do. 

HK.Jr: Did you have that letter bef ore yout 

Hr. Rosa: Not at that point . 

IU-. Bell: WPA is going on a progrsm or men and 
the President oan1 t go on a program with men unless he 
knows how muoh money he has got . 

HM,Jr: In order to save everyone's time, Colonel 
Harrington has not seen this letter betore . He has got 
it. I want him to come back Monday, I want h1m to 
live within the letter ot what ' s in that letter or say 
that he can't . 

Col. Harrington: Yes , air. 

HM.Jr: I oa.n1 t, and Ur. Bell can't , and nobody 
can attord to be kidded about unemployment, That 's the 
one thing we oan1 t play tast and loose with it. I am 
not and I am sure you are not. You have your letter 
and what we are trYing to do is gat a new letter and we 
don 't want to write a letter t hat's impossible t or you 
to live up to. What lam suggesting is that Hr. Bell 
draft a new letter which he will present to you on ~onday 
morning so you can come prepared to say I can or I oa.n1 t 
llve within that letter and if we get the President to 
s i gn it-- here's the money Hopkins' organi zation say 
they can or oan 1 t live uithin it-- we can't go any 
rurtherf I t hink you had better see them. But , if 
you don t mind, that letter was written because we had 
exactly the same kind or a situation batore and I don't 
want to find myself -- we are not dealing with a machine; 
we are dealing with human beings. You have that letter. 
You know now exact ly where you stand. Mr. Bell and I 
are willing to recommend that you get whatever the 
savir.gs were trom the fir st and second quarters ot money 
allocated plus t he $100 m1lllona allocated !or t he 3rd 
quarter out ot the 1 billion 3, but that 400 milli on ia 
tor everything. 

Hr. Bell: That ' s right. It's all the money. 

HK,Jr: What we have in mind -- what we want to 
aek t hem is will that $400 millicna, which is everything 
that we have got, carry on thia program and then we want 
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to ask them t or the fourth quarter that t hey have $250 
mill i ons plus whatever we can eorape t ogether. Isn't 
that the whole ·p i oture? Nothing to trade about. You 
know now everything that is there. There ien1 t any more . 

Col. Harr ington: Yes, sir. 

fill Jr: What we want to fi nd out -- Mr. Bell 
will have lor you, Monday , a draft ot a letter and you 
ca n come back. Is that agreeable to you? 

Mr. Bell: That's all right. 

HM,Jr: We will present that letter to you and 
you know now what will be in that letter. 

Col. Harrington: Yes, sir. 

HM,Jr: It will be a draft ot a letter covering 
the second six months? 

Mr. Bell: Yes; that' s right. 

differ ? 
Hll,Jr: Are you and I entirely together or do you 

Hr. Bell: No. I go along wi th that . That's 
all right with me. There is 11 ttle doubt about the 
60 millions; t heir getting that. 

Hli ,Jr: You can describe t he funds and say what­
ever they are. 

Mr. Bell: Whatever we get they can have. 

HM,Jr: Not only is it high time that Colonel 
Harrington knows what the situation is, but high time 
that the President knows whether they can or can't live 
within what we have got and it Col. Harrington oomee baok 
and says ' I oan1 t 1 and gives his good reasons , it ' s most 
important that that is conveyed immediately to the Pr es­
ident, because you and I have to give him a budget meeeage. 
All I try to be around here is to be realistic. 

Kr. Bell: We set up a reserve tor Resettlement 
ot $14 millions . That's gone . 

11 
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Mr. ~eena : Every cant ie gone. 

Kr. ~u: What I can ' t understand 
is spen~ng just as much t hia rear or 
year without anr drought program. 

i a Resettle­
more than 

~r. ~eene: Ther will spend more th1a year. 

HM,Jr: Is that t he construction program? 

Mr. Ross: That ' s a minor part of their program. 

Mr. Keene: $25 million 900 t hey have had allo-
cated so far. 

Kr . Rosa: But the Land Grant program is larger 
t hJ.s year. 

HU,Jr: Is 10:30 all right with you, Uonday? 

Ur. Bell: Yes, I thlnk so. 

HU,Jr: I hope, Colonel Harrington, we can do 
this within these figures. 

IDi,Jr: 
Colonel Harrington: So do I . Before you leave, 

is there anrthing thiit you don't understand or any addi­
tional information? Haven't we given rou the whole 
story? 

Colonel Harrington: The discussion Uondar 
morning is going to be on the basis t hat t he 1 billion 
3 plus t he 160 millions has got to include Federal agen­
cies? 

Ur. Roes: Certain of t he Federal agencies. If 
I could i nJect one question. 

Mr. Keene: I sn't it all in that letter? Except 
Flood Controif 

Hll Jr: Give Colonel Harrington the subsequent 
letter. ~7 I eay, a step further, if there is anything 
bearing on this after t he first of July, please give it 
to Colonel Harrington eo he has the whole pi cture because 
evide ntly he has not got it . Is that agreeable to you, 
Bell? 

12 
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Ur. Bell: Yea. 

Ur. Roes: Wi th particular -- the $20 million 
item, for exampl e, there are certain or these proJects 
that we have sent pieces or paper over saying we would 
like this charged agains t the 1 billion 3 , but the 
20 nnl l i one i n Land Use we were told on both or those ••• 

Mr. Keene: Right in this letter. 

Hr. Ros s : We di d not s end a piece or paper on 
Land Use or Flood Control. If you charge on Flood 
Control, i s that included i n the $60 millions? 

Ur. Keene: I t's part or the $60 millions . It' s 
included in the $60 mi llions. 

Ur. Bell: It' s all part or the 1 billion ~60. 

Mr. Roes: You set up a statutory or some kind 
of a ch!f¥!if~~ the Corps o f Engineers for 654 millions. 
The $20 - - y8ti a l so charged against us and t hat would 
be included in t he $60 mill ions? · 

Mr. Keene: Yes. 

Col. Harrington: One question I would l ike to 
ask . WhY Flood Control ? The lat ter onl y took 22i 
mill i ons and ·not an additional 30 mill i ons. 

Ur . Keene : It was the $22i million figure the 
Corps or Engineers estimated t hey could ac"ually use 
under the provi s ions or the Relief Act fro~ both bills. 
Just a coincidence . 

Ur. Ross: If the discussion, Mr . Secretary, 
could be put on the baeie or wiping the slate clean , t he 
potent i al amount or money available to u s , what we could 
go int o , t hen we would not get into t hat situation or 
whether the $20 millions s houl d be charged as part or 
the l billion 3 or not . 

Yr . Bell: It Just reduces the amount ot money 
available ; it does not make any difference to us , but 
you people are passing on t hese proJects. We don't 
know how much should be used against Land Util1~at1on. 
It's always been part or your program. If you want to 

13 
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aet it aside and give ua enough money, we will reduoe 
t he figure . 

Col. Harrington: But you can' t count it twice. 

Air . Bell : Oh, no. It's not my program. It' a 
one worked out between you and Resettlement. Maybe 
it ian1 t necessary. 

· Colonel Harrington: Land Uaa7 

Mr. Bell: Yea. 

Colonel Harrin~ton: Well, we cut it pretty 
nearly in halt_ .._ . 

HH,Jr: Have you got all the pieces? 

Colonel Harr i ngton: I think so. 

oOo-oOo 

14 
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lb' dear llr. Ac1111Alrtn \or : 

.l. o \Iader tbe Pl"OY1&1DAI of the &aerceooy" Reller Ap.-oprle\~ Ao\ ot 19)7 M 11441\iou.l. r.da .U1 "be •de nailable tor relief or work reUet duriJl& tho flaoal 7111r 19)11, it wUl be o-•..u'T to IU!.h t.be appropr1Bt1oto coAtaioed fohereio 1ut duriJl& t.bu\ etire ruoal ,.eer. 

I u ree~rYio& t !lere!"rocl, tl , 300, 000, 000 to prOY1de for aU obll&atioaa to be ioolll'J'tld t or fohe w.lllioia\re\1011 &Ad work relief proJeoU of Jour AdloWatraUoa, iocludliiC \be lletlonal. tolltb Ad ­aioiatr• tioa, aa nll u the land utU1aat1oa proJeote or t.be ReHt\l-t l.dalnu\retloa. 1ft add1t1oa to the torecolq uount, I aa prepared to approYe direct aUooatiODa, Do\ to axceecl t3~ 10001000 duriJl& the 1"1ret halt of t he f!eoal ,.eu, to Federal aa-iel to pl'OYida _pl,_t 011 work relief proJeoh tor ·­••er• ot oert1thd worltera •• 7 011 reors e 1
• 

You are diraoted to eo a.s.iniatu \be t'\mde - de an1lab1e to JOur A"DinhtraUoo that obll&*U ooM ioclll'J'tld allell not exoeecl t.be follcnoJA;: uoUDta tor t.Ae perioda 1od1eated. 

Firat quarter 
Seooud quaa-tu 
nird qoarter 
Four\h qii&J"t.r 

t .3~,000,000 
300, 000,000 
.300. 000,000 
2~,000,000 

'fbJ.a •ill lMYe a reHrYe of Uoo,ooo,ooo t o be allocated b)' • to JOIII' ..,_,.tetratloa to ..n uq lllltore- Mer,.CCJ wb.lola ~ arue d11riq \Aa t1~ Je&ro 

1D o...S.Z. t.ba\ 7<MA • 1 be able to IIAI<e autt"icleot 1'liD4a niLU­al»u to t.be ate\e 1Lcla1Aiatra tore t o -.able thee to pliLo t.beir worir 110re art1o1eat}¥, I haft allooatecl fob• ! ollo•iJl& .. oiiDh t or fohe tire\ qoart.er ot t.be tleoal J&er : 

1 '" ... o 
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lor abU.U•• iAourNd !Mer UahaU. a . . . . . ~ 
• • • • • 0 
• • • • • cl 

• • • - I"JJM\• .,...,. 
_..,. tae ... r1 Q a.u.t AfPiapla\S. 
.t.c\ ot 193~ aDd \be IIMI'Ifto7 RaUer , ,...._ 
Jl'laUoa Ao\ ot 19)6 

lor olll~U•• loollr'J'ed tor AdloiAbbaU• 
Oeunl 
8u.,anobo17 

..... ooo,ooo 
12,000,000 
17,000,000 

7,000,000 

260,000,000 

10,000,000 
2·fm.g 

total allooa\iMl ••• ••••••• 1319,@,000 

rua lM'fU 130,600,000 t01r dl••U• laol.U.C r.4a tw 
laDd •w .. u .. JWOJeot• ~ t.lla 8eM\111m· o\ •a•'n'abaU. wUia­
la t.11a $)50,000,000 tor t.ll• t l.ra\ q~. 

llaovl.d U be f ollad ~~ \!Ia forecoiJI& d1a\ri1>11Uillll d- 110\ 

~ -- r.ct. 1A - ·--- aad PI'Oridloa •-.1• ,..... 1A ot1aer •nn-w All adJan..\ .. , t». lla4a abOOI\ \he aSddla ot 
AIIIU\ ._ I al 1 ooa\a twad• tn oblipUoa 1a lotObar'. -

8~ JOIIJ'•· 
(aS..iMl) n•m m D. 11D08&QLt' 
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X IUL 27 19)'7 

1 line •U oooW boa t.be approprlaUoa ia t.lle b IIDC)' 
llallaf .lppropraUoo ac~ of l/37 CS2, S001000 to t he B.r Dep<.rt­
_,, Corpe ot Jb&iAeera, npre-tl.D4o !&do euaariled bJ Ule 
ler Deput.act Cbll .Approprlatioo .Aot of 1938 tor t he ex­
cl~~abe 11ae of tao.\ De~eDt OD tloo4 control ;>z'OJ eote. 

1 aa a4rtHCl tbat, alt.lloll&ll tile liar De~t Cirtl .Appro­
priat.ioo .t.ot. --~• • • • Ualllo o7,SOO,OOO ot t ne t orecoinc a11oca­
t.la oo flood oootro1 proJ eota 1o \he lower ll11111ei_w1 VaUey 
tNe !roe t.lle renr1a1.1aca &Dd 11aUet1ooa ot tile llllerc•oy 
a.liaf .t.pproprlatioo :.at or 1937, t he llorpe ot JlniiDeero oao 
11M \lieN twacla laCier aliOb reatriot1ooa u d 11ait.t1ou1 ud 
\bet. u.., aaa - ns.ooo.ooo or t h&\ a.lloca.tioo oo flood. 
ooo\rol ,..oJeo\e elo...tMN •llicll CaD be .a prooecute<l. I aa 
\llentwe olla.rcill& &22,500,000 or t.llo roncoinc illocatioo 
apion tbe tuada reNJ"Yecl for \lie lorlla Prolll'••• Ac!~inre­
\la for oblipUoa d~&rio& tlla filoal yeer 1938. Tn&> a=UAt 
you •en aot.llorhed by~ let.ter of lu'J.J' 1, 1937, to obUcate 
1o ... '\'ll&rter or til• r1eoa1 7 .. r 1938 wW thl0%'tlfcre be 
rectaaed by t5,625 ,000. 

1\ 1e tleaired th.....tore thAt 70\l 11pproore ouch proJaoh 
11ib111\W by "'- la.r llepa.rUet. f<¥r Of&reUoo rtt.ll tile tore­
COI.ac t-.da ea - be pro-•ed ...a... tile ,...artai..,. of the 
llloeqiDQy RaUer .t.ppropr1n\1a AOt. o! 1937. 

SJ.aHnlo¥ youra, 

S.Onllle !!any 1.. Bopk111a, 
.A41a1ns..\rat.or, ~ Plopua 

MaSnt a\NU.. 
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H.!.!.Jr: 

Operator: 

H.M .Jr: 

0: 

H. !4.Jr: 

0; 

H.l!. Jr: 
!Jiss 
Scul ly: 

H.lLJr: 

S: 

H.!J .Jr: 

S: 

H.L!.Jr: 

S: 

H. M.Jr: 

S: 

H.I.I.Jr: 

S: 

H.U.Jr: 

S: 

H.U .Jr: 

S: 
' 

H.L!.Jr: 

S: 

Hello. 

December 17, lQ~?. 
ll:4Q a.m. 

!.!iss Scully, the chief operator­

W.llo? 

!Jiss Scully - 5-0-U-L-L-Y, the chief operator. 

Just - all right. 

Go ahead. 

Hello, Ulss Scully? 

!Uss Scully speaking. 

Thi s is ~. Uorgenthau, Secretary or t he Treasury. 

Yes. 

I ~ant you to take an ex-report Government call. 
I want you to handle it yourself tor me, will you? 

18 

All right, you're - you're very diete.nt l.!r. !Jorgenth&u. 

Well, can you hear me now? 

Yes, that's much better. 

Rignt. I want to t alk to Sir John Simon. 

Is that John Si mon . 

Yes. 

Yea. 

He's Chancellor ot the Exchequer - Chancellor. 

Chancellor o! t he Excllequer? 

Yes. Of Great Britain . 

Ot Great Britain. 

Yes, i n London. 

And that's London, England. 
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H.U.Jr: And I want t h1a - what you call the d1plomat1o 
channel. 

S: D1plomat1c. 

H.U.Jr: Now I don ' t care who ' s ahead of me, but I'm going 
to ask you, that I want this call put through, 
unlees there's a State Department call ahead of me, 
I'd 11ke the right of way. You understand? 

S: Yes, I see. 

' H.I~.Jr: I mee..'l -

S: Does the operntor at Washington have your number? 

H.U.Jr: Well I'll put my own op,retor on, but I want to 

S: 

H. U.Jr: 

S: 

H.!J.Jr: 

S: 

H.U .Jr: 

0: 

H.U.Jr: 

0 : 

impress on you that I want , right of way, over any 
commercial calls. 

Yes . All right Secretary Uorgenthau. 

Now, do you understand? 

Yes. That wil l be put i mmed iately. 

Yes, and I want right of way over any - I want the 
utmost secrecy - frequency . 

Yes , we ' ll uee t he privacy - maximum privacy. 

All right. Thank you. Now, walt a minute , you 
can talk to my own operator . 

Yes, sir. 

Take t hat . 

All right. 

19 
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RE POSSIBLE CONTROL OF JAPAN' S CREDITS 
AND PURCHASING CHANNELS IN UNITED STATES 

December 17, 19J7 
11:50 a . m. 

Present: 

Oliphant: 

H. lo! . Jr: 

Oliphant: 

H. L! .Jr: 

llr. Taylor 
llr. Lochhead 
Ur. Oliphant 
llr. White 
llrs Klotz (at ):20) 

Where ' s Barry White? I don ' t want to do this twice . 

(On phone) Vfuere ' s Harry White? - All right . 

Now, this is triple confidential, a nd the St ate 
De~ent-doesn't know . It isn't to know it, and 
nobodY' s to know it. I'm acting d irectly under the 
Pr esi dent's orders, see? 

(White comes i n) 

Come on, Barry, sit down. 

(On phone) Ask Miss Chauncey to come in a minute . 
I' m waiting f or tha t overseas, you know. 

Have you (Oliphant) got a copy of your memorandum? 

No, that one you•ve got is the only one. 

The Presi dent kept that . She 's got one; I gave 
t hat extra to Mrs . Kl otz . 

I•ve got my longhand . 

That ' s all right. 

In the fir s t place, to bring you all up-to-date -
I haven't got all the pieces , but I •m going to give 
it t o you now. 

The Presi dent asked me •• • • 

(Miss Chauncey comes in) 

Memorandum from Mr. Olipha.nt; I want a. carbon copy. 

Now, the President asked me several days ago wllom 
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"?8'P'" JQ SICRftABI +RADfiWJ 

The excballga reatrietioae Wider the 1933 •"""--t to tbe 

Tra41t~~-with-tb&--En-.:r .Act would be 1net1tut.d bT a Praaideatial 

ProclaatiOD daclar1ng a natiooal -rs•OT, aco"'"P"n' ed by repla­

Uons deacribi%11 the prohib1t.d and r .. tric ted treDeactioDII. 

(1) The Procl.uoation could be drawn in sener&l teru recitin& 

the naeau1ty for foreat.allhll e ... nte which aisht pl11118a this country 

into war, for quarantin1%11 a war eituation da!lleroae to the peace of 

the United Stetaa, and eonseque~ for prO't'1d1.ng a baeie of 1nd811111t:r 

as well as protection -cainat f'utura aote. 

(2) The resuiat1ona would then be drafted to apecif:r the acta 

and troneaet1on11 which it ill intended ehould be covered. Tha:r could 

axpreaezy prohibit banld.Dg and f oreign exchallga transactions and eon.­

tary exports in which t he Japanese GOTBnment 1a d1rectl;r or 1nd1ractl;r 

interested; and for the purpose of u!d%11 that prohibit1oa effact1va, 

could require llceneea f or all auch daeJ'nc• which inTOlva the Japm-

eaa :ran or the treDuiaaioo of fUnds or credits to or f rca ~ place 

or periOD in territor;,. under the control of Japan. The Uceneea for 

transactions of thia character which, upon 1nnaucat1on, Pl'C"ad to be 

outside the prohibition would be granted b;r t he Tre&SU1'7 upon applloa­

t1ona llllda throush the various Federal reserve banD. These banb 

would lll&ke a prell.u-r,. innat1sat1on and recor=andatioo on anch ap­

plleatiooa . Provision could alao be ...S. for requ1rin& reports of ~ 

international """"tar;r trauact1oa whether or not covered b;r the resula­

t.1oaa, 11' required bT the Treuur:r. 

L 
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,., ... m &ICBIT''' rn=w 

PNc~t.ioa c1eelarlac a aat.ional - ... .,.,. acuepaet..t bT ,..al.6-

u ... 4eacrii>111C tile proh1b1t.d acd .... Vic'-4 tnDM cU ou . 

( 1) Tbe Procl.uatlon could be clna• 1a c•-t t- I"HlU., 

1eto Kr, tor q......,\1e,1nc a war aituat.iol> 4uc•,_ to the peace f/1 

tile !Jalt.d S\at.aa, u4 coonq-U;r tor p......t41Pc • baa1a or tncl=nltl' 

u ..U u ;>rot.ectioe ~t t'latun a ct.e. 

alld truaecti.,... w.'\1ch it. 1e lDt ended aboW.4 be co...,rad. fbey colll.d 

ozopraee l,y prohibi t bull~ and torelp ucbaoca t.n .... aetioae ud • ­

t.ary u,orta 1JI wbl ch t!la lapueM 0....-t ie 41 r ac\l;f or 1Dil1reoU;r 

••• yae or t!oo t.r&AMt .. 1• or r~ or eradlh to or t roa NT plaoe 

o r pet- 1e t.errltoey ador t.be CODt.rol ot .fepu. Tho l1CODMe f or 

t raaaeeti oae ot t l)ie chuaet.er which, upon 1DY .. t.1cat1oa. pro9ed to be 

oDte14e tho prol)ib1U oe ..,!WI be 'rut.d by tllo froee1U"7 ...,.. appU­

tioee .. .so \llroQcb \Ito ftr1.au Pe<ier&l ,..,..,. beau. Tbeao beaU 

-w .U. a ..,..u.lP1U"7 111,.eU,atioe u4 roe r hU. OD ...- ep­

pl1cat.1<:>~~e. Prorteloe ooul.4 aleo be ..._ ter roqeUiJ1c ...,on. ot .., 

1et.araaUonel • na\a17 t.rueectioe ..t..tber or oot eo-.1 tit' \lie "IUl,.. 

ti••• 1t raqll1rad b7 t.ba Troanry. 
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Lochhead: 

Oliphant: 

R. U.Jr: 

Oliphant: 

H • • &. Jr: 

Oliphant: 

R.M. Jr: 

2l 
-2-

he co ul d get to give him an angle on how he could 
lay his hands on J apanese funds in this country 
if he wanted to do so, and I told him there was 
no better man in town tha n Herman Oliphant . And 
I had him do it and then these two f ellows (Lochhead 
and White) s epar a te, to let me know what there was·. 
When the Pres i dent r ead this, he said, "ly Ood, I 
complet ely forgo t about i t. • 

Now, let Ule get t his thing . I •m a little upset. 
You (Oliphant) better make notes . The fir s t thing 
he wants - you better al l make mental or - or notes. 

I f he did t his , put into e ffect t he Trading with the 
hnemy Act, would i t ( 1) Rave the eff ect automati cally 
of stop~lng imports and exports from the United States 
to Japan? 

Shoot from the nip on tha t , Ar chie . 

It woul dn ' t necessarily, jus t by its effect, stop 
imports and exports immediately . Ther e could be 
exports and i mports tha t are not being pai d for , 
t ha t t re bei ng c arried on ba lance . 

May I answer? The way it ' s drawn, in answering •••• 

Yes. 

The pl a n proposed would involve t he licensing of 
all transactions 1n yen or transfers of payments 
involving the J a panese Government, a s well as 
transfers involving priva te i ndividuals. That is, 
we lay down a blanke ting license system invol ving 
everybody in Japan, so as to get a chance to 
scrutinize them . 

Everybody 1n Ja pan? 

In Japan, public and priva te - all Japanese 
transactions - gi ving us a chance to scrutinize 
jhem. Then you would license ordinary commercial 
transactions and r efuse to license transfers of 
funds to the Japanese Government. 

Well , how about commer ci al? 
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~ou would license them. 

But I still- that doesn't a nswer the President ' s 
question . Would it automatically affect imports 
and exports? Wha t he means i s this . You still 
haven't - now, let ' s - what he ' s got in his mind is 
this . If we impound all funds belonging to the 
Government of Japan , does t hat - thi s i s the word 
he used - automa tically mean that it stops flow of 
trade in and out of the United Sta tes to J apan? 

No. 

It does not. You' ve got to make another thing. 
You 've got to go into the licensing . I mean -
in o ther wor ds , whLt he' s trying to think of - 1f 
he impounds al l funds, could he just sit back and 
say, "Well, all I d id wa s to impound the money," 
but wouldn ' t it go a l ong ways towards stopping it . 

It 1vould make it 11 little difficult for t hem, because 
they would no l onger have c ash here . 

The immedi ate resul t would be tha t t hey ' d rush every­
thing they hao on their boa ts and get i t out -
e verything they bought. 

Let ' s distinguish b e tween priva te funds a nd J a panese 
Gover~ent f unds. 

lie ' re first t a lking about J apanese Gover llJient f unds . 
We i mpound thos e . 

Thos e we just f reeze on to - t hen what happens is 
th~t we refuse to issue licenses, just s it there. 

But wouldn't t~t mean, if we i mpound all Government 
funds , that that would put an awful kink in the 
commerci al transactions? 

1 don' t t hink so 1 Wr. Secretary, because we don ' t 
know what proportion of t hat is Government funds. 
liay be very small. They could transfer it over. 
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But you gave me a figure of 72 million. 

Japanese - not Government. 
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Taylor : You haven't got any breakdown of what the Government 
funds would be. That ' s all in the Bank - I mean the 
Bank of J apan stuff probably, isn' t it? 

Lochhead: Bank of Japan would be the only one that could give 
you thot , because even the banks on this s ide would 
not know. The Yokohama Specie Bank on this side, 
holding deposits of the Yokohama Specie Bank in 
Tokio, would claim that they didn' t know whether 
they were entirely Government funds or not, end the 
Yokohama Specie Bank i s the only one - the one that 

- ·has the large balance of the deposits here . 

Oliphant: Does be want the minimum interference with private 
trade? 

H. :J . Jr: Wha t be bad in mind on tb1s first tiling is, if he 
did this , would this - how f ar would this go toward 
s topping t r ade, without his doing anything else, you 
see . 

Oliphant: ~.anting or not wanting to stop trade? 

H. IJ .Jr: Wanting to stop trade . 

White: It wouldn't go f a r unless the J a pa nese Government 
got sore over i t , but if the J apanese Government wanted 
to trade here, it wouldn't interfere at all . 

H.!J. Jr: It wouldn 't? 

Oliphant : lolay I a nswer that? Want to t ake a little time now . 

Assuming that you set this thing U'>, that the thing 
you're going to stop a nd t ake - s eize , is Japanese 
funds- tha t's the proclamation; now, there's two 
types of mach.inery you can set up. 

We can say that it is unlawful for anybody to export 
funds belonging to the J apanese Government, and we 
can leave it t o the banker or the broker or the mer­
chant to decide whether or not funds, credits, he has 
belong to the Japanese Government. See? That would 
be a minimum of interfer ence . 
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Or we can say tha t everybody exporting funds 1 publi c and private, involving the yen, has to 
get a license . Now, how much interference with 
private trade would depend on the speed with wh!cb 
tha t - for example, the speed with which tha t 
licensi ng system operated. 
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You may have to do more than that, because supposing 
they converted their dolla r balances into sterling. 
That's what they'd do. 

That's what they do, sell the gold for dollars and 
t hen they sell their dollars for sterling . 

i hey 1 r e already doing it. Just had a phone call 
this morning ••.• 

n'ait a minute . One a t a time . 

•• • from New York. 

All saying the same t hing . 

Phone call from New York this morning. 

Go ahead, Barry. 

In which the man in the Federal Reserve Bank of New 
York who had inst ructions to keep us informed cur­
rently of any bits of news • • • 

Yes. 

••• said tha t they Jus t - they got word that Japan 
is offering some dollars in London, and he said that 
the amounts are not very large, but they look - they 
suggest tha t they are beginning to convert a little 
more of their dollars into sterling . 

"Continuing" is tile word . 

Continuing . And this seven million dollars of gold 
tlla t 1 s coming in - he thinks t hey're going to take. 
care of it tna t way. Notning serious, but a possi­
bility. That shows now they would do it. 
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Tha t ' s wby I want to call up directly Sir John 
Simon, say wha t we're thinki~ about, and if 
we did it would be Join us - {1) - and (2) if we 
went turther we could possibly use the tripartite 
agreement. I•ll come to that in a minute. But 
t his is one. There's no use our doing it unless 
the hnglish ••••• 

They could also go 
with the English . 
or deal in marks. 

I ' l l come to that . 

f urther . They ' d not only deal 
They coul d deal with Italians 

This proclamation and the regula tions under it -
we 're t alking about "di rectly or indirectly" and 
a ssuming tha t you put in tha t wider licensing 
system - it would be up to us to determine whether 
it was i ndirect, and we can opera t e t hat at any 
speed we please, a nd you can completely control 
private trade . 

That ' s r ight . 

I mean within limits . Because it' s for you to say 
whether it's directly or indirectly . 

25 

On tha t, Berman, then, what I' d like to get from you 
next is for the President another sheet showing wha t 
we could d~ the various steps tha t we could take, and 
what they would affect. 

There are two types of structures to be bu.il t up . 
Do you f ollow me on tha t? 

Yes. 

One for Government - one Government and the other 
would be commer c ial as well. 

AU- inclusive. 

That ' s right. 

But tha t would take care of that answer . You s ee, 
I need another memorandum. 
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I get it. 

~hat ' s the right a pproach. 

What? 

Tha t ' s the right approach. 

Well , I need tne one - simply, the first one would 
be a threat, and if you really meant business, you'd 

The threat would merely be followed by taking - if 
you were t o threaten in any way at all, that 70 
alillion v.-ould d isappea r like that. In a half hour 
probably get rid of it, don• t you think, Archie? 
'o'iell, a couple hours. 

It would take two days to move out their spot stuff. 

That woul d be a ll over the United States in two 
minutes on the tickers, and can be put on the bond 
tape and wheat t ape and commodity tape, and no 
banker in this country will move unti l he has con­
s~lted the Federal Reserve Bank . 

• he Yokohama Specie Bank in New York would move . If 
I :.tnoill' the Yokohama Specie and the Japanese, they're 
going to move and move very fast . The bulk of the 
money is kept in Japanese agency banks . 

Now, everybody •vi ll have a chance to talk . Please . 
I 1m t he only one that can be excited, a nd I ' m not 
very excited . When you 1 re through - are you through? 

I ' m through . 

Now, Barry . 

If we 're golng to move at a ll on this , and if y,ou 
want any effect, I think you've got to take prac­
tical extreme measures which he suggested in the 
second instance, tha t no funds be moved at all, 
directly or indirectly; and you ' d have to go right 
to those banks, practi cally, and do something 
right - the first intima tion that they would get 
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of any a ction, I think, may have to be •••• 

Nell, what you do i s the way we did t he other 
thing . You do i t at f ive o ' clock a t night; get 
George Harrison on the telephone, a nd he ' d call 
every bank, so when these fellows woke up in the 
morning, it would be done. He did that for us 
once . , 

Nobody would buy their dollar balances . Nobody 
is to buy their doll a r bala nces without per miss i on • . 
Uut i t would be no good unless you did the whole 
thing. 

That ' s right . 

They could operate in London, but you're going to 
take care of tha t. 

That would be necessary, because they would sell 
their dollar balances to London. That ' s their 
usual procedure . 

Supposing Britain says, "All right, but you have 
t o cover Holland ." 

l.nd France. 

27 

"Could you do it?• I t hink they ' d have to cover the 
tripartite countries . 

I think tney could sell 1t in a good rAany mur kets 
pretty quickly . Unless the word go t around, t hey 
could sell i t in France, they could sell it in ••• 

There would have t o be transfers of dollars on the 
books here, though. They would sell it, but the 
actual transfer would ha ve to take place, and that's 
where we 1d have to stop them. 

There is where you might be able to. If it quickly 
got abroad tha t those funds were not safe, then they 
would have difficulty selling them anywhere. 

Well , they 1 ve got to make delivery. 
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Now we 1 re going to get down to it . 

How they going to deliver tnem 70 mi~~ion dollars 
if we don ' t give them a gold license? 

Have to draw on their various deposits, and you 
could s t op that. 

Not only that you stop payment out, but you would 
stop any receipts in any place of Japanese funds. 
It would be both sides . 

In talKing to Sir Jobn Simon - this bracket here 
is all Government funds , isn• t it? 

No, no, Japanese funds. We don't know how much. 

Well, how much has the Government got? 

Don't know . 

Well, this is short-term funds? 

Short-term funds. Now , all ••• 

•• lult? 

All we can say about that is that it' s pretty 
accurate . 

But it 1 s short-term . 

Short-term funds, deposits and bills, both in San 
Francisco and New York, 

All right, now get this . He shot - gosh, he was 
tickled with thisLbecaus~ this is t he first real 
fight he 's had. ~nen he raises the next question, 
would this be a way - a method of quarantining the 
goods, you see, going in and out of the country 
through foreign exchange? 

Through foreign exchange, yes. 

Through their foreign exchange . 

28 
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Of course, they've got a little that ' s pai d for 
already . They could take that out, but it doesn't 
amount to much. 

But this would q uarantine .. .. . 
Oh yes . No transactions in foreign exchange - no 
direct or indirect. It ' s that "indirect" that ' s 
important, because then the decision whether it ' s 
destined for Japan •... 

AlJ. right, now, the next <;uestion is, would t .. is ••• • 

Way I interrupt there Just a minute? 

(On phone) Hello . Yes . Thank you. 
hnd leave ~ord with the messengers that if 

~rs. Klotz comes back I want her to come in. 

Apropos of tha t l ast question of the President' s 

Sir John Simon is between the House of Commons nnd 
his residence. 

This sta tute under which we a re operating doesn ' t 
in terms refer to g oods a t all. It r efers to our 
control -bank credits, gold, and that sort or thing. 
No1, the quarantining of - this is the present 
set-up: The movement of goods to and from the country 
will come as a result of t he way we oper ate the control 
of funds &nd credits, the speed with which we operate 
it, the strictness with which we operate it, etc . 
But I don't •••• 

Incidentally, when this was set up before, for some 
rea son or other the Pres iaent brought in a man from 
the outside to run it, see? Vlhat wa s his name? 

Kent . Frank Kent . 

But there is no rea son why this shouldn' t be operated 
by myself . 

It should be. 

You' ve got our division . Our division still stands 
up in the Federal. We took Kent out, but the nucleus 
is there, and we have Raymond . 
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Under my orders? 

Entirel y. They're entirely under the Treasury. 

olell, I mean the machinery we ' ve got here - there ' s 
no rea sop I can't s i t her e and tell them wha t to 
do . 

Absolutely not . You can do it. 
Raymond there instead of Kent. 
to do it . 

You•ve got Mr. 
You 1 ve got somebody 

I can get Knoke to do it. Raymond i sn• t good enough. 

I 111 tell you frankly, a s far a s being good enough, 
rlaymond r an it for Kent. 

ole only pay aim three thousand . 

Three - only pay him five thousand . That• s just 
s i mp+y - tha t ' s the point . 

I've never seen- even seen Raymond . Don't even 
Know wha t he looks like . 

'rhey •ve kep t him just ~s a divisi onal man in there . 

voes he kno~ this stuff ? 

••orked on it all hi s life . 

Vlhy not • ••• 

I • d like to- see him . 

I' d have him in here tomorrow morning, if tha t ' s the 
fellow. Vlhat? Have him here tomorrow . 

I feel we ' l l have full cooper ation. 

J.re you s atisfied e.s to IUs ability? 

I•m satisfied with nis ability and , as I say, not 
only that, but he'll be working with Knoke and 
Harrison, and so forth. They ' re all right there 
together . Should be absolutely no difference ot 
opinion at all. 
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May I make a suggestion? The thing, if it's going 
to be done at all, unquestionably you want it 
properly done so there would be no slip. In that 
event, don't you think, Archie, that if you had 
both Knoke and him down here - one may overlook 
some little angle; you never can tell. 

Have them both down . 

As a Joint t hing, possibly . 

Have them both down. 

As I s ay, Raymond has ~torked on these from the very 
day they set them up; worked on it every day. 

Have them b o th down. I will. When I get this 
thlng, I'll tell Harrison, because he likes to 
get in on the Treasury business. 

(On phone) Governor Harrison, N.Y. 

All right. 

Just going to tell him to have a man come dovm, 
that ' s a ll? 

That 's all. enough for his Executive Committee 
on Foreign Affairs - Ur . Owen D. Young, Ur. - Inter­
national Business - wha t ' s his name? 

•Ia tson. 

Watson . 

i'iell, anyway . Would this create non-intercourse? 

What kind? I mean ••• 

I mean commercially. 

Because it would probably give rise to the other kind . 

It would put it on a credit basis . 
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Depend entirely ·on how you wanted to operate your •• • • 

Hell, let me go a step further . · Would this create 
non-intercourse? Would it be helpful 1f we had the 
tripartite supporting it? The whole tripartite, 
you see, because the Pr esident s ai d, could they go 
into t he Dutch Vles t I ndies, so forth and so on. 

Then, if we did this - let me run through the whole 
thing , 4uestions he raised - have the Governments of 
Germany and Italy and ••••• 

Raymond? 

Raymond . 

(Phone rings.) 

(On phone) Bello . (Conver s a tion with Governor 
lla rrison follows : ) 
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Hello . 

Governor Harrison . 

Bello . 

Hello. 

George. 

Hello, Henry . 

Good morning . 

Good morning, sir . 

December 17, 1937 
12:ll p.m. 
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On strictly Treasury business and for nobody else, 
I ' d like Knoke and Raymond to be here tomorrow. 

Kno~te and Raymond . 

Yes . On strictly Treasury business . 

All right. 

Foreign exchange . But - I mean this is - when they 
come back, I have no objections to their telling 
you what I'm doing , in f ac t I want you to know. But 
I don' t ~ant to even say it over the phone . 

¥/ell, all right . Well , tha t ' s <,uite all right. What 
time do you want them? 

Oh, let them come down on the midnight, or whenever 
they - come to Archie ' s office at 9, 9 : 30 tomorrow 
morning. 

I ' ll have them there g o ' clock in the morning . 

Yes . This is one of those things that we ' re - fiscal 
mat- - I mean you as agents f or t he Treasury. 

All r ight , I understand. 

And I can t ell you even the State Dep~rtment doesn't 
know. 

All rlght, t hat' s first r a te. 
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O.K.? 

I 111 have them there . 
Thank you. 

Ah - by the way, your friend Ukawa has not been to see me . 

34 

Well, he asked to come to see me Tuesday, and I - I 'll get word t o him that there ' s no use his coming to see me until he's seen you . Bow' s tha t? 
That 1 s all right . I - I Just thought,.jou ought to know that he has not been to see me . -
I - I 111 take care or that . 
Yes. 

I saw the Japanese Ambassador and be asked me about it, and I said, "Has Ukawa been to see Governor Harrison?" He said he didn't know. 
Well, be basn•t . 

Well , I 1 11 get that word to him . 
Ah- Henry, can Wrs. Klotz give me a pass to your Treasury vaults? I ' m going to Louisville - Fort Knox -to visit ~ sister for Christmas. I' d love to see them. 

I ' 11 ba ve one • • •• • 
I wouldn't want t o do it without asking you f irst. 
I'll trust you to take a look. 
Oo you think it would be all r ight? I 1d love to go in • • •• 

Oh, or course . I'll have one mailed down to you. 
First r ate. 

Righto . 

Thank you. 

Thank you. 
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(To reporter) Governor Harrison wants a pass to 
the Tr easury vaults at Fort Knox. Be want s to 
see it . 

35 

!.lr. Llorgenthau, may I point out one thing , speaking 
of t he British, and that is, the first thing they' re· 
going t o s ay is they ha ven't got the machinery ·.ve 
have for this klnd of business . 

I think you•re wrong . 

tonen I s ay tba t, I kno.v tha t if t hey pass the word 
a rouna, it' s tne same thing, but they may say they 
naven•t got the legal machinery . 

I tnin>t you're wr ong, because they have the right t o 
~eep a nybody fr om selling any securities, ~nd all 
t hat. 

I ~now , but it's not done in a completely formal •••• 

.'.'ell, you don' t know wha t t ney•ve got. 

I think the answer t o that is, Mr . Secretary, if 
they don't want t o do this , they can g ive a lot of 
good rea sons ; if they do want to do 1 t , they can 
do it . 

All true, but don ' t take my enthusiasm away , see? 
All t r ue . 

I' m just pointi ng out that that may be t heir answer; 
a nd, a s Barry s ays, the other answer - i f t hey want 
to do it, t hey can do it. 

Cr edit . 

"bat? 

Cred1 t . 

lhat about credit? 

Buying on credit. In other vrords, the J apanese can 
oraer things here ana promise to pay six months froa 
now, ~ year from now, i t aoesn1 t matter what t hey buy, 
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tlnd there would be no exchange transaction. It is 
not likely, but it is possible that t hey would . 

ilouldn 1 t we interpr et that as a foreign exchange 
transaction? 

ooe ' d like t o look into that. 

Xou mi s ht . Foreign exchange and credit. Xou mieht. 

The thing that I have in mind - suppose the Germans, 
J aps a nd some other third party - I mean Italians 
or some other third party , are willing to t ake 
Jvpanese credit and operate for them. 

1'hey 1 d do tbe t . That IYOuld be their next step . 
If .. e had goods t nat t ney 90anted, t ha t i s their 
obvi ous channel . 'Ihen ~·e ;yould have to determine 
~netner that's indirect. 

How coula you t ell? You ' d never .tnow &bout it . 

No . Mlght merely Ulean they'd buy copper her e and 
t iley 1 <1 us e their other copper t o ship to the Japs. 

1he shoe ' s on the other f oot . 
a nd 11e don 1 t issue j;ny l icense 
vinces us we ~ant to do so . 

','.e 1 r e sitting nere 
until somebody con-

1 1m t al king about- s till no t- Japanese bal cnces 
shut off, everything quiet, no transactions a t a ll. 
They make c. deal .vith X country - doesn• t make a damn 
bit of difference what country it i s - by which <> s 
of " given d a te, why , they will pay for wha tever those 
t hings are; a nd the other country opera tes, puys cosh, 
renders its own credits , and so on. 

••nd in fact you r10uld ha ve a di fficult time saying 
tha t t ha t ' s "indirectly, " because supposing GerMany 
bought copper ••• 

No tie-up a t a ll . 

( 'l.'o t<ie l ey) '!.'111 y<:~u ge t .vor u to the J~> ponesc 
hmbt.SS) t.na t I ao not .•ish t o see l!r . Uknw~; on 
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Tuesday unless he sees Govermr Harrison f irs t. 
I suggested that be see Gove.rnor Harrison !n 
New York first, end Governor Harrison informs me 
that be bas not yet seen him, and unless he sees 
Governor Harrison I don ' t care to see him . 

I asked Knoke this morning whether Okawa bad been 
in there . He said he hadn 1 t been in to see Governor 
Harrison, but he had come in to apologize for the 
incident . 

r or doing wba t? 

He bad oooe in Lnd apologized ~o Knoke for the 
inci dent . 

!•hat i ncident? The Panay? 

Yes , the Penay . The finLOohl men are coming in and 
apologizing . 

Th&t makes it unanimous, then. 

No, it ~oesn ' t . The Emperor hasn ' t done it yet. 
'Xbat •s the whole question . 

Oh yes . 

I mern wh~o t a re t hey going t o do? I mean t hat• s •••. 
••he t ' s the Emperor going to do? No , t be Emperor 
doesn't ~now a bout 1t yet . 

They h~oven • t complied 111th the r ec,uest yet . 

I mean the Emperor of J apan doesn't Know about it 
yet, you see . 

You didn 't finish going through that list. You 
s tarted . 

No, I haven ' t . 'Xhe t • s o good point . 

"ell, this credi t thing is terribly important. 

That •s all right; they 've raised it, and the boys 
h~>ve got to study it. 

llo;:, on this ..,uestion of getting cooperation to make 
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it effective, the President raises the question 
of making this ·a tripartite matter, you see . 

Now, the nex t thing be raises is this : Supposing 
we do make this a tripar tite matter . Have I taly 
~ Germany the raw material sources necessary to 
send to J apan? 

./hite: No . 

H . .. !.Jr : 

'llhi te: 

U. l.! .Jr: 

'Nhite : 

H. :J. Jr: 

White: 

H. r.! . J r: 

lihi te: 

H. :I .Jr: 

.\hi te: 

H . ~~ . Jr: 

Now, wait a mi nute . Vlhot are the r aw materials 
necessary to J apan? 

.le have that and we can get more. They have a 
report that should be almost ready. You want me 
to contact them? 

Tell them for Christ ' s sake to put the steam on. 

In other words, if the President kept using this, 
m&de a non-intercourse pact with the tripartite 
countries , you s ee first what r aw materials does 
Jap~n need and t hen what have Germany and Italy 
thut she could use? I mean if they were thrown 
entirely on Germany end Italy. 

If tney were taro;vn entirely on Germcny lind Italy . 

I mean ,;bEt could Germt.ny tnd Ital.y do, and what 
uoes Japan need? 

Yes. 

Now, the thing t ha t be pointed out, which isn' t in 
here : How much United States dollars and assets can 
the J apanese t i e up? 

Yes, we have that too . 

You didn ' t give it to me • 

llo, you didn ' t ask for it . 

hlso, how much good propert y bas t he United States 
got in China that Japan might lay its hands on? 
I mean he was hitting on all six this morning, s ee? 

38 
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. Furthermore , he says - no t in this lis t - : How much 
are the total number of Japanese - dollar value of 
Japanese bonds which are dealt in - the face value -
on the New York Stock Exchange - quoted, you see, 
and what pr oportion of those are o .med by United 
titates citizens? Now, he says for instance, if we 
do t his - I s ee Ja panese bonds are quoted at 65; he 
says th~ most likely will go to 5. 

Now, tha t ' s the whole picture . In othor words, 
1f t hey get ugly, they say , "All r ight, you did 
this ," and what can they do to us? Now, that ' s 
tile whole thing, And as I say, he was ... , • 

Hitting , 

He was hitting on all six . And 11e was Just delighted 
you could tell, it was like a breath of fresh air. 
hnd God , di d I have to chisel my way to get in to see 
him this morning ! 

Shall we suggest some of the loopholes that would 
have to be plugged up on this now? 

No~<, while I 1 m on this - this is just a paragrapl1 
that has nothing t o do w1tl1 this . ( Dicta t es paragraph 
re Mexico, transcribed separ ately) . 

(On phone) Hello . No, I' l l ta~ to nobody but 
Sir John Simon. Nobody but Sir John Simon . 
... hanK you . 

":Jr . Hopkins will talk." This is not the unemploy­
ment problem . Who ' s Hopkins? 

I don 1 t know; secret~<ry 1 probably . 

On the tripartite, I tnink we ought to keep this 
t hing out - wh, tever is done out of the framework 
of tne tripartite. 

!Lll. Jr: Huh? 

Taylor : " e 1 ve got to keep it out of the framework of the 
t ripartite, on the b&si s that the tripartite is 
pur el y monetary. And also, you're not going to be 
able to do i t with t hem anyhow. 
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I thought it was purely democratic. 

Oh yes . 

nell, mn.ybe we won' t do it as a tripartite thing, 
but maybe we ' ll have a l l the countries in. 

lhnt ' s something else aga in . 

The sume countries . No .v , whether you need Switzerland, 
I don ' t ~<now - or whether you need Belgium . You cer­
t ainly need Holland, you cer tainly need France . 

In fact, the members of the tripart i t e could •••• -... 
•layne, let's recall b ~< ck -when the t ripartite was 
announced ; when it was announced, whLt was the world 
r eaction? "At last the great democracies of the world 
have demonstr ated their willingness to act together . " 

'J.ha t ' s all right. I t hink you c an get the same 
countries, but you ought to keep it out . 

It was b step to.vard mai ntena nce of pence E< nd 
stability . 

And to increLse - break down barriers a nd incr ease 
trtde . llo.;, be careful ; you've got t he t in it too . 

'Ine right kina of trade . 

11e11, the impor t ant thing 
in to m&ke .lt ef fective . 
is as sweet . 

1s to get enough countries 
;, rose by r.ny other nll me 

If you do it on tha t basis, I would have somebody 
aiscover the strange coincidence tha t it is those 
countries . 

Let somebody else point it out. That ' s all r ight . 

Tne loophole tha t you (Taylor) talked about is an 
important one . 

Damn 'right . 

That ' s the impor tant plug so fa r as we ' r e concerned. 
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Well , it mi ght t ake me a good while, in thvt case, 
to deci de v1hether or not I t aly was the agent of 
Ja pan . And we have a doctrine of " f ecit per a lia , 
fecit per s e,• which, b eing r endered, means YOU're 
s tucK if you act tnrough an agent. 

you 
derman, how would;aandle this? 

You (l t yl or ) sa id a l i t t le bit ago, "flow would you 
know? " \'/ell, you j ust don' t get the point. .Ve 
don ' t worry about how we know. l:hey worry 1 how 
a r t. they goi ng t o convince us ? 

><ll right, you ' re not licensi ng any of these 
ot her countri es . 

•• e a on 1 t have to worry t t all about f inding out 
any of t his myster i ous stuff about t hese rela tions. v.e haven • t asy worry a t all. The worry i s on the 
other s i de - can t hey convince us t hat it is no t ? 
:lee? 

·•e ll, would you - I mean g etting back to t his 
ques tion .••• 

Now, do you mind Just a second .• . . 

Not a bit . 

Can you hold your thought? !low let me Jus t rehearse 
Naa t I 1m going to s ay t o Sir J ohn Si mon, will you? 
"111 you hol d ever ything? This is what I want t o 
say : "Now 1 Sir John, I • m talking with you 11 t t he 
s uggestion of t he President of t he United St ot es. 
~his i s for you 11 nd Mr . ~hamberlain only . Nobody 
else . If you don• t mina , I .vent t o t alk on t ha t 
basi s - just for ~r. Chamber l ain and you. Whi l e 
we 're wa iting t o hear from the Emperor of J apan, 
we ' r e t hinking al ong t he following lines , e xplor i ng 
various thlngs wbicn we may do in case we don ' t get 
a sa tisfactor y answer f r om t he J apanese. We ha ve on 
our books, which undoubtedl y you can get, a Trading 
with the Enemy hc t of Uarch, 1933, which permi ts t he 
Pr esi dent• - and I ' ll r ead it from here - "he is 
aut horized t o d efine and declare tha t o no tional 
emer gency exi s ts for r ea sons of necessity t o f orest all 
t! Vents wll!ch might illunge thls nation int o war and to 
4uurunt1ne a .var sit uation dangerous to the peace of the 
United $ t a tes, " ana so forth . 
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" Now, what we ' d like to know is, f irst , if we 
should do such ~ thing, would you and Kr . Cham­
berlain be t hinking over whether you would a lso 
s i multaneously put into effect measures which would 
be a s effective as these, because we r eali ze per­
fectly tha t the money which the J apanese have on 
deposit here - 1f we do this alone, it will simply 
flow to you. 

n~urthermore, in thinking this ma tter over and dis­
cussing it with Mr . Chamberlain, would you also 
think that i t would be necessary to invite any 
other coun~ries to Join us 1n this? But we are 
principally interested in knowing wha t you think 
about tnis , ana woula you join the Uni t ed St a t es 
Trehsury in simult aneously doing something along 
these lines? ~o you think it NOuld be effectiveZ 
"'nd we 1 d like to have your frank reaction. " 

Now we 'll go arouna the r oom cl ockwise . Herman, 
what do you think? 

I t hink tha t' s - I think that's all right. I 
nave ..•.. 

Well , that ' s what the President sa id, tha t he 
wanted to get tnis thing directly , and the only way 
tog et l t direct to this bird is to call him up . 

Ko!Y, a r e you calli ng 111m a t the r equest 
President or with t he suggestion of the 
or with the appr oval of the President? 
request or with the approval? 

of the 
Presi dent, 
At the 

42 

••ith the approval - with the knowledge and spprova l. 
••i th t he knowledge and approval. 

l hat 's right . 

loith t he knowledge and approval. And this i s a 
Tr easury matter and no~ a dipl omatic matter. 

That ought to be added . 

And I ' d say, "And frankly , at tnis particular stage 
our Sta te Department knows nothing about i t .• Because 
I don• t want t hem t o s t art - s end an in.(iulry back here 
to Lindsay, and for the time being I 1d like to keep it 
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out of diplomatic channels. 

Oliphant : "And just between the three of us." 

H.M.Jr: "Just between Mr. Chamberl ain, yourself, the 
President, •••• " 

Oliphant : "Just among the four of us." 

H .~.Jr: Yes . 

Oli ?hent : Nell , I think t ha t ' s all right . 

Taylor: Do you ':ant me to be Sir John Simon for a minute? 

H. U. Jr : Yes, put on your monocle. 

'h.ylor : n,•;ell, the t 1 s ve ry interesting, l.!r . Secretary . 
Now, for how l ong do you contemplate this, and 
under what circumstances would you r emove it?• 

H • ..! . Jr: I couldn ' t answer thu t . I wouldn't - I don't know. 

'£uyl or: \'I ell •••• 

U. t.t .Jr: I don't know . 

Taylor : That ' s a pretty good question, isn't it? 

B. I.! . Jr : /lell , I thought you were going to ask, "Under what 
circumstances would you put it on?" 

Tuylor : "Well, having put it on, under what circumstances 
would you remove it?" 

Oli phant : I would a nswer that by saying tha t we would remove 
it when the emergency declared by the President to 
exist had passed, tha t emergency being det ermined 
in the circumstances by the necessity to take action 
to forestall action and events which might plunge 

43 

- this nation into war and to quarantine a war situation 
which is endangering the United States, and to assure 
reparations in order to ovoid the necessity of 
resorting to force . As long as the emergency d eclored 
by the President in his judgment continues , the measures 
would of course continue. 

• 
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Yes, but - I mean that • s fine, but if I were 
Sir John Simon or Secretliry ldorgenthau, I'd 11ant 
to know, fi rst, what you' d put it on for , and 
second, particularly under what cir cumstances 
you ' a remove it . 

nell now, I thlTh< tht: best answer to that is the 
legal - the legal answer . 

!luch as? 

'rhis thing tha t I have dug up for the President 
is not one of t hose lawyer things . 

I kno .v th~:.t , Herman, but I 1m looking, say 
1 

two 
years from now. You have to know under what cir­
cumst6nces you•d r emove it • 

44 

.. ell, I Cltn remove it ·•hen the Japs will agr ee to be good boys • 

.t:xactly . When the emergency which the President 
describes ceases to exist. 

When the Japs agr ee, which would mean - leave this 
here so I can grab it - which means - what? 

Yes . 

•.• ~>hen tiley agree to r ecognize J.merican property 
and American life and conduct themselves like 
gentlemen at the t able of international nations; 
I mean when they begin to conduct themselves like 
uod-feoring people. 

In other wo r ds , I don't t tunk - I•ll bet ten to 
one he doesn't ask that question, but if he does: 
"When the J aps learn how to behave tilemselves.• 

I•d like to suggest, Henry, •••• 

That is, towar d us and the British? 

Tile world . 

'!he world . All right, how about the operations that 

Regraded Unclassified



' 
( 

B. !JI . Jr: 

Taylor: 

OliphGnt: 

H. :.!.Jr: 

c Oliphant : 

cl . il.Jr: 

l 

-24-

they are engaging in with their pals the Cb~nese? 
Oh, Wayne, I think you •re conjuring up th~ngs . 

No, 1 1m ~~ te serious about it. 

45 

I think if you will t like Wayne ' s question the way be asks it, •.vitbout getting to the details, it ' s lin i mportant question to be asked . I think your answer t o it i s eosy, Henry, lind I think it is very importa nt jus t the way you answer that question. Say that the thing will end when the emergency which the President has decl ared cea ses to exist, and it i s described in this document. Nobody can be more definite. And t hL t is sufficiently d efinite for anybody. Do you 
follo~1 me? 

I under stand . I hear every v:ord both of you are saying . 

;ihen t he emergency .vbicn is declared by the President ceases to exist, b oth the authority to continue the measures and the r eason f or continuing the mea sures will cea se . And the reas on I think tha t form of answer is important is beca use you ar e now talking to a r epresentative of a forei gn po~er, end the face you di sclose to him ought to be the face that you' d be willing to uisclose to the world, and which you propose to oisclose to the world. 

Listen, i f he asks me that question, I'd simply say , "Sir John, I•ve got to have time to think tha t over." I ' m not going to answer one single thing, because wha t I •m authorized - I'm not going to find my self in any mess; I have the President's approval, 
and I went over this thing - I know where I stand . I can go just so f ar: What does he think if we do this? 
He ' s not going to ask me - I ' ll tell you wha t Sir John i s going t o ask me . "Well, llr. llorgenthau, this is very i nteresting . I ' d like to think it over . How can I re~ch you?" 

I s ay, "'Nell, Sir J ohn, if you ' ll tell me approxi­mately when, I'll be a t the Treasury, and I'd like 
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t o have you telephone me if you could . What do 
you say is E reaso~ble time? Say Sunday or 
Monday, whenever it s reasonable .• 

He'l l come back . He isn't going to say . •It's 
very interesting . Thank you.• He'll r epeat so 
somebody can ~rite it down, and he 'll say, •Let 
me think this thing over , and I'm going shooting 
t omorrow, and I'll call you up Monday . • 

ui th one exception . He may ask this question: 
"Could you g 1 ve me an i dea of wha t measures you 
pr opose , wha t measures you t ltink will effectua te 
~ ~ol~cy, and what measures you expect us t o 
cooperate wi th?" 

lhat tniro paragraph there; it's right there in the 
document. 

I t says right here, •to pr ohibit bankin& and 
for~ign exchange t runsac t ions and monetary exports 
in wnich the J apanese Government is directly or 
indirectly interest ed . " 

Those e re t he specific things you ' r e going to ask 
cooperation on . 

This reference is t o ••••• (reads portion of 
memo in monot one) " Those privately O'Hned 
a r e being studied further .• 

Whut we•re thinking - using •all-inclusive• - is 
to apply s trict exchange control to all J apanese 
negotia tions . 

Dir ect and indirect . 

46 

Transactions . See, Wayne? Then he comes back, asks 
me something . I cun say - I'll stall; I won't - on 
this tning, I wouldn't give i:lio an answer unless I 
KneN t he President or the United States was a 
hundred percent behind me . 

Just one suggestion t hat I'd 11ke to make, a correction 
of what you were going t o say when you said, •VIe know 
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that the money will slip from her e to England . n 
I wonder if you could 6.l ter that snd say, "We know 
th6t without the cooperation of Engl and, our own 
woula be less effective," without specifying Just what it i s . 

47 

/leU, we know it, end v.e ~peak to the Bank of 
~ngland , we tell them when money is being trans­
ferred back end f orth. We've been working very 
closely wi th England e nd the Bank of England on 
these J apanese gol d transactions , and we - remember, 
we t<~ reed tha t we ' d let each other lmo¥ when ;ve 
bo~ht a ny further gold 

You Kno.t, this is the kind of thing I get a great 
kick out of. I en joy this because I love to come 
tnrougn on so~etnin& for the President like ~is, 
when ne•s in e tough spot . 

~his will be a bombshell t o Simon. 

Huh? 

He ' ll be the most sux· pr i sed ma n tn the world . He 
won't snow it over the ,Jhone , but he ' 11 certainly 
be ~ surprised man. 

Inci dentally - wait ._ minute - do you know wha t this 
will ao? 'lhis will stiffen the Britons . 

They •11 love 1t . 

They ' ll like it, because t his will - they ' ll say, 
"Oh gosh, we can go aheod , but just think, if we 
don ' t , tbe Uni ted States i s ready to do this . " And 
this woulu solve the lolexican problem and a lot of 
problems . Incidentol!y, they could get some oil from 
Mexico, couldn' t they? 

(Nods ye~) 

You' d have t o thi~ about wher e they can get this 
stuff . Don 't overlook Uexico . 

Nh~o t &bout Russia ? 

They won• t g:; t anything except from !lorth Sakhalan. 

Regraded Unclassified



H. M. Jr: 

,\'hi te: 

H • .;.( .o~r: 

;·;ili t e : 

R. L! .Jr: 

Vohi te : 

• 011phlint: 

H. li . Jr: 

Ol1,>hant: 

H. lJ.Jr: 

Ol1pluint: 

!l. lf.Jr: 

Oliphant: 

Wher e from? 

Fr om t hat island North Sakhalan . 

Get it without taking it? 

Yes, tney have contracts which the Russians are 
meet ing . 

How ubout the Dutch .v"est Indi es , oil? 

~hey can buy a l ot ther e . Got a very big s upply 
there • 

Nould you like to hear this, White? 

Ylha t' s tllis? 

I mean whbt tluit thing, when you read it out a 
l i ttle further , means. 

Go uhea<.! . 

Her e would be the r egulations issued under •••. 

Little louder . 

Here would be the r egulations issued under the 
procla!llli tion. 

"Except as hereafter s pecifi cally a uthorized i n 
licenses issued by the Secretary ot the Treusury, 
transactions speci fied in Sub-division B (which 
1 111 come to in' a minute) hereof are prohibited" -
see , we prohi bit anything unless we license; we 
s t ar t there - "it t hey involve (1) Funds, credit, 
or foreig n exchange in which Japan i s directly or 
indi r ec t l y int er es ted ; (2) the transmission of 
funds , credits, or foreigb exchange, directly or 
indirectly, to or from a ny place or person within 
the territorial Jurisdi ction of the Japanese 
Government; (J) the Japanese yen. • 

!low, let me pause just a minute to explain that. 
'Ihe first clause cover s the world, if Japan 1• 
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directly or i ndirec t ly interest ed . 

Thct covers North China . 

49 

~overs the world - France, Germa ny, Italy - i t covers 
the :,oorld , if Japa n i s directl y or indi rectl y 
interested . 

And t hen the s econd clause covers transmission of 
funds , credits, or foreign exch~nge, oirectly or 
inJlrectly, to or from a ny place or person within 
tne t erritori6l Jurisuiction of the Japanese 
Gover~ent . nnd f in~:.lly, then, the Jap&nese yen. 

No<, the thin~s thLt a re pr ooioited, coming to the 
"B" you s ee - "" ' 11 ,::o back and reed again : "Except 
:..s nered"ter specificully author i zed by license 
issued by the Secretury of the Tre~sury, tronsactions 
st)ecHied in Sub- st!c tion B hereof a re prohibited if 
t hey inv.:>l ve .•. 11 - no:1 oere, are the t r ansactions -
ull t he folloNini. are pr oh1b1 ted if 'Hithin the 
,H·ovisions ot" Sub-section " • which I jus t r ead: 
11 (1) -"ll tra nsfer s of credi t between Wly banlting 
institution witnln the United Stat es and any banking 
instituti on outside of t he Unit~d St a t e s , including 
a ny principal , ~t~ent , hotat office, brancn, or corres­
;ondent outside of the United St a t es of t bf nking 
ins titution ~ithin the United Sta t es . (2) All pay­
ments by any banki~ ins titut i on within the sui d 
Uni ted States . (J) hll tr~:. ns~ctlons in foreign 
exchange by ~:.ny pt:rson ,;1th1n the United Stetes . " 

Just one i t em it doesn ' t seem to me to include . 
::.upposing Japan sentgolci to Italy in e xch~:.nge for 
purchases of copper . Italy sells J apan copper from 
her own supplies . Italy in turn uses this gold to 
purcnase copper for her own supplies f r om t he United 
St a t es . It did not involve c redit, i t did not involve 
the ...• 

Well now, they would hllve t o s a t isfy me. We woul cln 1 t 
have to make bllY in<,uiry c t ~< 11 1 but they would have 
to satisfy me, have to bring i n enough evidence to 
sa tisfy me thot tha t wasn ' t r eally a plon to get 
copper from the United States to Japan. 
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No credit involved. They simply buy it, a s Harry 
says . 

'I hey send gold . 

Don' t even k.no., where they send the gold . 

Halt a minute, what &bout getting the copper 
out of here? 

"'S f tu· as we know, they ' r e a bona fide purchaser 
of copper. 

so 

That begs the question. I say, Wayne, they would 
have to get documentary evidence, and so on, to 
convince me that they weren't acting really a s 
agent f or the Japanese Government. !low, men they 
ac t in this country, then tha t involves payment and 
transfer s in this country, see? 

nnd evidence mi ght be i f they were buying copper a t 
u high~r rate t han t hey had been buying over o 
given period , which you might select for your pur­
poses . 

Yes ... e wouldn't have to look ct all for sny evi­
dence that 1 t was an agency . 

•• ell, suppose they buy it from Mexico . 

Le t me finish that . We wouldn't have to 
for any evidence t hat it was an agency . 
have t o d ig out evidence tha t it was not 

look ~> t a ll 
They would 
an agency . 

Make it a littl e bit difficult, because, as !say, 
if the Credito Italiano opens a credit here for 
so many t ons of copper - now, it's just their 
oroinary line of custom~rs , and s o on, that t hey ' ve 
t.lways had . nre we going t o question - I mean how 
are we going to do about that? This appears as an 
•tal l an transaction right on its face. 

J.ll I 1m trying to say i s tha t the extent to which 
you can control the situation depends on the rigor 
Nlth which you administer it . 
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More than tha t, you can't expect t o stop Japan 
from being able to pick up r aw materials t hat are 
a floa t in the world . They will do it; but where 
you hur t tnem is in their not being abl e to sell 
in order t o get the gold which which to pay tor 
it. They ' ll be able to pick up r ubber her e , copper, 
silve~ gold there. but the mor e countries you get 
in on this, the more difficult you make it . 

~he v ery countries in which they could get it would 
be the least willing to l e t them go . 

Italy could give up her copper, but t hen, if she 
t nought there was a possibility that she couldn't 
replenlsh her s tores , she ' s going to be careful 
about letting i t go . 

If you could get the Briti sh bopire as well as 
Britain, tnen ••.• 

Well, here ' s - all right, you get a signed statement, 
from whatever evidence thut you want , from the King 
of Italy or the Christ Almighty, I don' t care who 
it is ; t hey s ay , "This i s f or my a ccount and nobody 
else •s ." N071, you•ve got to accept that unless you 
want t o ge t into a jam wi th them too. · 

Vlell no N, Wayne, if it r eally is for their account 
and is not e n indirec t me t hod ••• • 

~ha t they give you i s a signed sta tement - •Thi s is 
for my account . Il Duce .n Wha t you going to do 
about it? You can•t say, nX ou son of a bitch, you' re 
a liar ." 

uon• t say anything . Just happens that the governmental 
license doesn't go out. 

Well .••• 

There ' s a lot of stalling you can do , Wayne. · You 
can delsy. 

On this thing - this thing - i n the first place, 
if it were 75 percent good , I ' d say it would be 
wonderful. 
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Uell , that ' s ••• 

The political effect, too . 

llobody wants to do it any more tban I do. I'm 
just thinking of ~hat you ' re up against. 

But, Wayne, if this i s 75 percent good and i f 
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Grea t Britain will join us - i t i sn ' t 25 percent 
good unless Great Britain joins us ; but if Great 
Britain joins us and we can get Holland and France, 
see - France will c ome in because she wants t he 
(wor d not understood) on her forehead , see? She 'll 
come ln . llby, these boys - listen, when these 
fello"s go around and you get t he y,•hole J apanese 
!le vy apologizing t o the personnel of the United 
States !levy, well, t hey ' re pr e tty swell scared . 
dut we don't Know yet whether they ' re scared enough 
that the ~peror is going t o know about it. And I 
think the President is a thousand percent right t hat 
this ls the time right now. We ' l l never be in a 
better posit~on t o simply put a pist ol to these 
fellows • stomach anct say , 11 Now l ist en, either you1re 
going to treat us right or we shoot, n because we 1 re 
i n beautiful shape; *e 're in beautiful s hape . 

You have a full appreciation, I am sure , of the 
position of tne unperor i n Japan. Be's almost like 
a divine being .•• 

That's all r ight . 

•• • among the J apanese . I don ' t say i t shouldn ' t 
be asked . 

lie need a little of his divinity right now . 

•iell, he needs a little bit of humanity too . 

hS someboay remarked in one of his comments, that 
may be the case over in J apan, but over here he 
isn1 t . 

Be ' s just another king . 

I gave the State Department that fig ure - Jus t t he 
total. Approximate t ota l . Now, I . • •• 
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I a sked the President whether I had to give the 
State Department these figures and he said it was 
not necessary. 

Jus t gave it to tbe11 roughly. 

Just gave the11 rough fi gures . Be was there at 
my doorstep . 

I said as long as we said between 100 and 200 
million, sometning like that • • • 

r put it bet ween 75 and 200 . 

Jus t a rough figure . 

•lo 11ore . The President said it •s not necessary. 

(On phone) Hello. - I'll take it in the other 
r oom. (Steps out to t ake phone call) 

This may be the deciding f ac tor in whether this 
world is going to have democr acy or become all 
dicta t or ships. 

The fi r st s tep t hat's ever been made in opposition 
to th~ march of those three gover~ents . 

"hat we •re t alking about here may be • • • 

First poli tical step. every time they have receded, 
receded, receded. 

I•ve told the President several times - he ' s asked 
me about Japan and I've ~lways said the only .ay 
the Treasury could do it was t hrough this method . 
He asked - he appointed a committee a couple years 
ago - at t hat time poor Barry Roosevelt and IIYSelf -
what could ~e do economi cally to stop Jap~? 

(On phone) Bello . \'ell now, don ' t bother me, 
but I•m going to let you handle it. I want Dr . 
Viner here tomorrow morning, and it•s important . 
If he says no, I want to talk to him. If he says 
yes , you handle it . And ge t out the Secret Service, 

Regraded Unclassified



Taylor : 

B. JI .Jr: 

Taylc.r: 

R. U. Jr : 

Taylor : 

H.M.Jr : 

Taylor : 

B. iJ. Jr: 

Tayl or : 

1;1..:4 . Jr : 

Taylor: 

H. M. Jr : 

Taylor : 

I:I. II . Jr: 

-JJ-

if necessary; i f they fail, you t ry Coast Guard. 

You've got me worried . Break off diplpmatic 
relations with these boys? 

I don't Know. I •m Just doing one piece for t he 
President . 

All right . Going to fight them? 

If necessary . 

llel l , under what ci rcumstances? 

~hey 1 ve sunk a Onited States battleship and killed 
three people . 

Sure . 
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Nov1 I 1 ll ask you a couple . You going to sit here and 
.vait until you wake up here in the morning and find 
them in t he Phillippines, then in Hawaii , and then 
in Panama? Vlhere would you call a ha l t? 

I• d wait quite a while . 

.. ell, I disagree a taousand percent . Economically, 
psychologically, financially, on a war basis we ' re 
ready. llhy wait until these fellows - why wait until 
we have these fellows - they can d raw on four hundr ed 
million Chinese to put them in the army? 

•I ell, of all the cock-eyed things i n the worl d t hat 
we can do t hat would be more cock-eyed than the last 
•'orld l'lar we got int o, this would be i t . 

NoV/ listen, •rayne, I ' m under great strain; I can' t 
alNnys stand haVing you do this to me . Now, this 
is what I ' m - and I have yet to find you come in and 
say , •1'/ell, Henry, I' 11 help you on this t hing . • 
But when you say t hat this i s - what the President 
wants is cock-eyed, I object . 

I said to ge t into war would be cock- eyed . 

All right, you :.ay t hat . I obJect. 
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L didn 't say t his would do it. 

You ' ve got to remember, I'm tryi ng t o do tnings ; 
! want suggestions . 

So &Cl I. 
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but I say if what 1 1m trying to do for the Presi dent -
if you s ay it ' s cock-eyed , then I can' t work that way . 

•lha t I said was tha t to get ••• • 

I con 1 t do .• •• 

•••• to get into a war with the Japs would be the 
most coc .. t-eyed tiling tha t I could think of . 

Has anybody said we were going to get into war? I 
s ay to you tnis is what the President wants . I think 
it ' s a ll right . I ' c going to do what he asked me to 
ao . But I can' t al11ays work under this terrific 
strain and al ;vays have you feel - "well , this is 
cock-eyed " - what I ' m doing . Now, be reasonabl e . 
I mean I ' m - I' m only a human being , Vlayne. 

./ell, Cod knows I don• t always think so, as you 
kno·N, or even close to it . But I t hink thLt this 
particular thing we ha ve t o think through, a nd I 
don't th i nk we have. 

.ie ll, I 1 m very sorry, but tills is what the President 
o~ants . Personal~y, I t nink it ' s e marvelous idea . 
I tnink it ' s a time to call a belt when a United 
St ates bat t leshi p has been sunk and three of our 
people have been killed . F'or us t o l e t them put 
their sword into 01~ insides ~nd sit there and toke 
1t and like it, and not do anything about it, I thil)k 
is un-American, and I t hink that we ' ve got t o begin 
to inch in on those boys, a nd that ' s what the Presi dent 
is doing . Now, if you ' ll let me see t hr ee s t eps -
one, two, tnree - I don 't know wbat it will lead t o, 
but 1f it should lead - I mean there is such a thing 
LS exposing both cheeks and one ' s behind in this thing, 
and one ' s human life - there ' s a limit to whot you can 
do . 

::ertainly. 
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Now, how lone are you going to s i t there and let 
these fellows kill American soldiers and sailors 
a nd s1nk our battleships? Now, I a sk you that. 

A bel l of a while. 

hbat? 

~ hell of a while . 
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Well , that's - tha t's t he fundamental - a dif.t'erence . 
hnd al l I can tell you i s tha t certainly Ur . Hull 
doesn't feel that way . Ur. Hull is begging and 
pleading for three new ba ttleships . 

I KnOI'f . 

hod I want a ll the advice t hat I can get t o do 
this thing technically correct, see? But as to the 
4uestion, is this a good policy or is it not, then 
I've got t o a sk you - that ' s for the President to 
say . But l can't - I understood you to say tha t this 
was a cock-eyed pl an. 

I s ai o it would be a cock-eyed war . 

.kll right . 

vr all the •::&rs that I c ~on t ili!L< of t ha t would be 
cock-eyed, that woula be at the head of t he list. 

You might be interested, h'ayne, in knolling tha t I ' ve 
been going over the American cases, and while the 
Cons titution puts the power to decla re war on Congress, 
the American c ases a r e pr etty clear that where on the 
outsi de, like this , we have violence, authorized 
violence by the executive end of the government , and 
cuthorizea resistance by it, that cons titutes a state 
of war. 

uell, that ' s ell very pretty, Herman. !low, if 
under any circumst ances this particular move can 
lead to war, I' m absolutely opposed t o it. 

\Vayne, it ' s not that simple, for U.is reason : tha t 
not making tnis move might lead much more quickly to 
.var t hun making it. 
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' That 1 s what I don 1 t know. Tba t ' s my background t or 
any discussion - I mean war with the Japs, war with 
the Italians, war with t he Germans. 

I think, Rayne, you can't dismiss wllat I s ay by 
saying f OU don't ~ow - I mean i f you're fair to 
me. ~le re in a situation where not acting is just 
as fraught with conse~uences as acting, apparently. 

:.ha t I d on't know . But the only language the boys 
will understand, t~t they'll pay any attention to, 
is war . 

No, wha t I meant by this - i f you don't mind this 
discussion while we ' r e waiting? ..._;- :._ 

<~hat I understood - the r eason I g>t angry, I thought 
it was a r eflecti on on the President . 

(Nods no) 

If there was no r efl ecti on on the President, t hen 
l don ' t get angry. 

There ' s no reflection on the President and there ' s 
no r eflection on you. I'm t alking about the possi­
bilities of g~tting - of going through with this 
thing , and wher e do you go? 

••bat you were practically s eying was that the 
Pr esident and his i deas were cock-eyed. That's 
the reason I got angry. If that' s it, it ' s ell 
washed up . 

I•m thinking about the possibilities of our getting 
into war with J apan, and I ' m .... 

Nof, I say to you - you sit in this chair nod let 
me sit there - ~nd if t he Presi dent says to you, 
•Henry, explore this thing; I want to know; I want 
you to find out; I don ' t want anybody to know that 
you' re doing this. I went to know in case that I 
don ' t hear and ge t a sa tisfactory answer, what can 
I do?" - what would you de? 

Do exactly wha t you're doing. 
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That ' s all I want t o know. That's a ll I want to 
tenow. 

Ana I would add t o it any commen ts that you felt 
should be added to it as a result of any of the 
conv~rsa tions th&t may h&ve been made here or any 
other place . 

1h&t1 s ull r ight, but &ll we ' re doing at this time 
is exploring for the President so that he can have 
a ll the cords . And now, Ntten he gets thts t h ing , 
cert~ inly he isn ' t go1Q6 to do a nything host~ly • 
.But he 1s entitled to kno .. from ni s Secre t a ry of the 
Tre• sury ~<h> t he can do . 

nbsolutely . 

1 ntl t hat' s sll. llo , wher e 1 t .tould lend, I don ' t 
~now . uut as to my ,er sonol opinion, en honest 
o~inion , and from what I hG ve seen going on ell 
over t his world , I feel ver y, ve ry str ongly, and 
tr1ere you end I jus t ht ve a fundamental difference . 
I feel very~ very s trongly tha t this is tho t ime for 
till' Un1 t ed :>tates Gover•nment to tell Japan, "Now, 
you ' ve got to beh&ve yourselves , and if you don ' t, 
we •ll ta~e the necessory s teps t o make you behave 
yourselves . • Because if we don't do t h&t , it ' s only 
a mttter ~r f i ve or ten ye&rs before we ' ll have them 
on our nee~ . 

.. ell, th~t 1 s where I disagr ee . 

That ' s all right; you ' r e entitled to your opinion 
~nd I •m entitled to my opinion, and we can have an 
hones t differ ence of opinion . But the only thing -
well , I won ' t gob ack a g1dn. But as to e xploring 
this, you ond I ere in agreement . I Nant ~11 the 
technical ~nowled;:e , ell the assi stance; I Wl'nt as 
netr perfect a job of getting this thing f or h1m -
I me~>n t he most nearly perfect technical ·way tha t we 
cLn do this t hing . 

* * * • * * 
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3 : 20 p.m. 

Hello, everybody . 

Vell, I renlly - I wish you could have been at 
this Cabinet meeting, particularly in vi ew of this 
conver sa tion . It started orr when I wc s there t his 
way . The Presi dent pulled out a memor andum f r om 
his pocket - Oliphant ' s memorandum - doesn't t ell 
them whose it i s - 11\'/e want these power s to be used 
to prevent war. 11 He sai d, "After all, i f Italy and 
Japbn have devel oped a technique of f ighting without 
declaring war , why can• t we develop a s imi lar one?" 
which i s very inter esting . 

Then he goes on - Wallace says - well that was Jus t 
incidental; but the Vice President turned t o Cordell 
and sai d, •Do you think mor a l persuasion will hove 
any effect on J apan? Don' t you think the only thing 
that wil l have any effect will be r eal force?" 

Well, the President kept saying, "The trouble wit h 
Engl and is tha t they are 25 years behind times and 
they don ' t r ealize that there is s uch a thing as 
using economic sanctions without declaring war, end 
ttw.t• s what I -I want to get that techni<;.ue . " He 
says, •I want - 6e don't call them economic sanctions, 
but call them -.uarantines . 'Re want to develop a 
techni~ue which will not lead to ~ar . We want t o be 
as smart as Japan nnd as I taly . We want to do it in a modern way. n 

1hen he says t ha t I and Hull and Cummings should get 
together ond di s cuss this t hing . He doesn' t tell 
whose memorandum this was . So I l eaned over and told 
Cordell t hat we had hod three days• head s t ar t on i t 
and if he want ed to c atch up he could see you (Oli phL nt ) . 
Tnat is, l.:ummings . 

You told this to Cummi.ngs? 

I told this to Cummings . 

Oh, to Cummings . 

That i f he wanted to c a t ch up, because t he 2resi dent 
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said the t hree departments should get toge ther. 

But it ' s interesting - what ' s-his-name, the Secret ary 
of War - of Navy, I mean, said, "The way to let Japan 
Anow ~e 1 re r eady is t o send all our battleshi ps into 
dry dock a nd have their bottoms scr aped . That will 
be notice to Japan we ' r e getting ready . • 

(Hearty laughter) 

I t hought thut was about us •••• 

Well , tha t ' s uninteresting idea of t he President' s , 
t o develop a peace technique - develop a modern 
t echni4ue of peace. 

He sai d , "This is a modern technique . Italy did it 
f irs t . ~hen t hey went out of the League of Notions, 
no one sai d they decla r ea war . They didn~t decla re 
war on t he League of Na tions . • He said, "Tbis is the 
modern way . I don 1 t wa nt t o go to war , but I want 
to do t hings in a modern way . n 

Well, I t hink it! s very inter esting, .and I thought 
particularly he might have been listeni.ng here, you 
see . Tha t make you (Ta~·lor) feel a little ha ppier? 

(Nods yes) 

Gooa . I hope your lunch was better than mine . 

Honestly, when the President descr ibed this line 
they wanted - he said, •we take the Aleutian Isllin<is, 
Hawaii, ------- , «nd t lut t othe r l s land aown in the 
Pni111pJ) Lnes" - wha t 1 s the other island? Anyway , two in 
the Pnill l ppines . "Then the French, English a nd Dutch 
t ake the Phillippines to - dPwn as fa r as Singapore." 

hnd then a Cabinet member whose name should be 
unmentioned s ai d, WWhere would the British base, 
r.lr . Presi dent?• 

He s ai d, without a cr ack or smile - he sa1d, "Singapore . • 

Then the other thing which I t bought was interesting -
Wallace said, •Well, if we did this, we ' d have to 
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look out •.• " - I wrote it down; Wall ace said, "71e 
should be careful not to work econom~c hardship 
in the South because of the loss of the cotton 
exf?.rt market .• Be does not seem to know that 
we ve s topped exporting cotton for three months -
we haven't sold them eny cott on. 

The President had e class there. 

I can ' t tell you how much I love coming over here 
to join you people . 

Thank you. 
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(On phone) Where ' s Johnny ~~mon? All right. 
l•lu. t does Garner say, tha t t hey don ' t respond to 
a QYthing but what? 

F or ca . l.lr . Hull s&id it would t ake an hour to explain 
it t o him. Been expla ining it to Congressmen and 
members of the Cabinet so long . VI anted to take an 
hour to take him aside b O d explain it to him. Vice 
Pr esi dent ' s been riding Hull now for l ast two or three times . 

That they , naving developed a method of waging war 
without decbring war , we ought t o develop a method 
of cont inuing peace wi thout a decl aration of war -
of waging peace without ~ declara tion of war. 

He sai d, •We ' ve got t o devel op a tectmique - Jefferson called it " 

rleprisal? 

(H . U.Jr. calls in Miss Chauncey to r eturn 
eye glasses t o her ) 

Tecnni~ue for peace. 

W"ru. t are you cu:nbli.ng? 

He •s coined a new phros9 here tnat •s going to publicize this. 

I think tha t's very inter esting: • technique for waging 
peace .• 

• 
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That ' s what he sai d . Be sai d, "Great Britain 
na sn' t learned it ye t." 

(Phone r in&s) 

Oh gee, tell Harris not t o come in . I just buzzed 
for Harris . Tell him not to come in. 

(On phone) Hello. 

Kr . John Simon. Go ahead . 

(First portion ot conversa tion with 
Sir John Simon f ollows: ) 
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Simon: 
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Simon : 

Friday 
December 17, 1937 
J IJO p.m. 

Sir John Si mon 

Yes. 

Can you hear me all right? 

Pretty well , thank you, I s this Yr . Vorgenthau? 

Yes. 

Bow are you? 

I ' m very well , t hank you . The reason I •m calling 
you up is the f ollowing. I am doing so with t he 
knowledge and the approval,. of the 
what I ' d like to discuss with you 
f or your own information and t hat 
l ain ' s . Bello? 

But I didn 't hear what you sai d . 

Well , I 1ll do it again. 

I ' m sorry . 

~i1ient - and 
wOlll!e. be Jus t 
of Mr . Cham~er-

I say, I'm calling you up with the knowledge and 
the approval of the Presi dent. Di d you get that? 

Yes , I got t hat, thank you . 
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And what I ' d lilte to say 1f I - would be only 
f or your own informat i on and that of Mr . Chamberlain. 

Through Kr. Chamberlain? 

No, I say, whet I ' m calling you about I 1d like to 
give - I' d lilte to discuss only with you - --

No, I don ' t understand, 

Bello. 

own information and not with ••• • • 

And fo~ Mr . Chamberlain. 

Chamberlain. Of course you ' ll appreciate that 
in this Countr y 

HUJr: Yes . 
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everyone objects to information , -

Oh, they do? 

Oh yes, certa1n1y. 

I see. Well, I ' ll have to leave it to your good 
judgment. • · 

Hello? 

Hello . 

hello? 

I say, I'll have t o leave it to your good judgment. 

Yes, very well. 

But t he reason I put it that way was that I would 
liked to have done it as between Treasuries rather 
than through a diplomatic channel. Hello? 

Yes. 

Did you hear me all right 

Yes , sir. Yes , Mr. Korgent hau. 

All right. 

In foreign a f fairs we have to stick to our 
you know. 

I see. 

I'm sure Mr. Chamberlain would think it right, 
but even so, if you would just tell me what you 
want it you th.ink it well to do it on the telephone. 

Yes, Well, let me tell you what I have in mind 
ltnyway • 

Yes. 

While we are waiting here to hear !rom the 
Japanese Government Bello? 

They 1ve 

Hello? 
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Hl.!J r: 

ill.IJr: 

Simon: 

d'!Jr : 

-)-

They ' ve -

Bello? Should I try and get a better t ele-phone connection? 

(Short Pause) 

Bello? 

Yes . 

I• m afraid we have a very poor connecti on. 
l:>houla I try and ask tbem to give me a better one? 

(Long Pause) 
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Nell , at least ~e are getting our lesson in 
~nglish government . 

r orelgn Secretary nas to sit in on anything that 
deblS with foreign affairs, was t hat wha t he sai d? 

No, he didn' t say that . He said, "We do things 
over here as a Cabinet. 

'lho t may explain why it took so long to get him . 
,·.anted to get the others . 

I wonder if it's necessary for them to notify their 
embassy here. I think I ' ll ask them tha t, because 
then if it is, ! think I better send it as a cable . 
<ltt>t 1 s just what the President doesn't want . 

" Ould you want to get in touch with the President 
and tell him tha t they have to lmow tllat before you 
go further? 

No . !lis instructions were to get it to them a s far 
£S and as secretly as I could . Well , I cnn1t do 
1 t any better tnan t his . Jiow ii' they want to t ell 
it - I coul<i ask bim, n.Ls it necessary to shoot it 
buck here? 11 

You appreci&te tha t it has to be disclosed to the 
C&binet. 

nell , it ' s necesse_ry - is it necessary - do t hey 
have to notify their embassy here? 

Make thut point that you ' re taking it a s a Treasury 
ma t t or. 

I ' 11 t alk to him and then argue with him afterwards . 
And ttl en be knows it. Don ' t you t hink so, /layne? 

(Nods yes) 

(Phone rings again) 

(On phone) Hello . ;,ir John Simon . 

(becond portion of conversati on follows:) 
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HllJr: 

Simon: 

HUJr: 

Simon: 

111!Jr: 

Simon: 

fii.IJr : 

Si 'llon: 

li.tlJr: 

Sia~on: 

li11Jr: 

Simon: 

HL!Jr: 

Hello? 

llello . 

"'ir Joan Simon . 

Yes . 

-.3-

I can hear you much better now. 

That 's r ight. Thank you very much . 
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I am going to give you the information that I have 
in mind . And then when I am through I would like 
to impress on you tbht the less people t hat know it 
t he better, if that ' s 6greeable . Hello? 

Yes . 

Can you near me all right? 

Nell, not very clearly. You were going to say 
something about some suggestion? 

Yes . 

'lie, here, while we are Nniting -

Yes . 

-to hear from Japan •••• 
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I ea. 

- in answer to our note, we are explorin& various 
methods of what we might do •••• 

Yes. 

- in case we got an unsatisfactory answer or got 
no answer. Hello? 

Yes. 

Now, · under a law of Karch, 1933 • ••• 

I 1m very sorry but I don ' t understand· what you're 
saying • 

Under a law of March, 1933 

Yes. 

- so-called, "Trading with the Enemy Act. n 

Yes . 

We have the authority to declare a national 
emergency . 

Yes. 

And under such an act the idea would be to keep 
this nation quarantined against a war. Hello? 

I ' m sorry, but I 1m afraid I don 't follow what you 
are saying. I hear you refer to a "Trading with 
the Ene=Y Act" of 1936. That is an American 
statute, is it? 

Yes . 193.3 . 

19.3.3? 

Yes . 

And after that you have a power 

Yes. 

-in case of an emergency • •• • 
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Yes. to put our - what amounts to exchange 
control •• .. . 

Yes. 

• •• which would be complete exchanse control over 
all bank credit or exports or import or gold •••• 
Bello? 

Yes. 

Hello? 

Yes. 
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Now, what •e'.re simply explor1ng is the possibility 
of using tnls a s a quarantine against J apan. 

As a what? 

What we call a 'quarantine ' •• • • 

As a quarantine? 

Ye·s. 

Yes. 

Against J apan. 

Yes. 

Now, I simply wanted to let you know that we were 
thinkins about this. 

Yes. 

And wondered whether you might think it over because 
unless we had cooperati on it wouldn ' t be very usetul. 

Yes. Now, look here, Doctor Henry Korgenthau, thank 
you very much for even consulting me. I do appreci­
ate your speaking about a rather technical thing. 

Yes. 

And, or course, when you use a long-distance tele­
phone it's hardly possible to grasp details unless 
I shouldn' t for the present tin.d out the details 
and I am certain that it we are going to do this 
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that we must really have the opportunity of looking 
at this act you speak of and considering it in some 
detail . 

or course. 

With t his to think of, i f you don't mind my sug-
g esting i t , you - I suppose t hat Lindsay 1s in 
Washington, i sn 't he? 

Be is . 

Sir Lindsay is a completely confidential person 
and I think he has a very 

Yes . 

And our foreign of f i ce i s afraid - I t hink 
i t would be much more practical, if you would excuse 
me for suegesting it, I hope you 1 l .l forgive me, but 
I think if you would t ell Lindsay what is in your 
mind he could t hen of course send hi s own telegram 
through the Foreign Office perf ectly confi dential 
and priva te and we should then get the t hing and its 
wher eins in plain terms, don ' t you think so? 

Well, quite frankly I di d and t hat ' s why I'm 
telephoning you, but I will take i t under con­
s i der at ion. 

You see my r eason, don't you? 

Uh 

A mere telephone message is very easy to be 
misunder st ood. 

Well, we <lidn' t 
put it in writing. 

frankly we didn ' t want to 

No, but then wouldn't you send for Lindsay and 
tell. him? 

Well, I will. have to think that over. 

Well, I wUl do my very best t o deliver the 
message but I have not found in the past that 
long distance telephone messages on publ ic 
aff airs are always quite under s tood, and I 
don ' t want to get into any further Misunder­
standing . or that I IUD su.re. 
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Simon: 
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Well, I understand what you say and I don ' t 
mis - it ' s quite all right. 

But, look qere. What I will dO is I will, or 
course, inform the Prime Minister or what you 
have been kind enough to S!IY on the telephone • •• 

Yes. 

•• to t he best or my ability - describing to me 
a statute that I have never seen, which of course 
Lindsay can copy out in detail - - -
as I haven't of course grasped all the implica­
tions, but I will certainly tell the Prime 
Minister . Of course, I don ' t know that I can do 
it tonight, for in this country you see we try to 
conduct our business from our offices as far as 
we can and I don ' t know. where the Prime Minister 
is tonight, but I will try . 

Ylell, of course, I put 1n the call at 12 o ' clock 
Washington time. 

Yes . Well , you see, it' s just half past eight 
here. I am just dining at the present moment. 

Well, and if • • • 

And I couldn 1 t very well send him a note tonight, 
but I will certainly try to let him !mow t omorrow 
morning . Shall I? 

Well, that ' s entirely up to you. 

All right, I will do that. 

Now, just a moment, please. 

But certa inly ••• 

If you don ' t mind, I would appreciate it that if 
we decide we don't want to tell Lindsay about it-

7l 

Simon: Yes. 

HJ.\J r : - that if you don ' t mind, I would greatly appreciate 
it if you would not cable to Ambassador Lindsay 
what I have told you . 
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Ohl No l We shouldn't - DIY dear Sir , I shouldn't 
dream of·doing i t , of course, wi t hout your authority. 

Yes . I am making Quite a point or t hat. 

Of cou.rse. 

- that I wouldn't • •• 

What I don ' t want is I don ' t want t here t o be a 
misunderst anding . And I don ' t want it t o be said 
hereafter that a suggestion was made t o us and I 
didn ' t under stand and the consequence i s that i f 
they had only acted differently something else 
would have happened . You know that happened 1n 
the case or Stimson. And I don' t want there to be 
any misunderstanding. 

V:ell , I di dn ' t know how you felt about telephone 
calls . 

Yes, I don't t bink well of them for this sort of 
pur pose, to tel l you t he truth because I can' t 
make a proper record . 

Well, I assure you I will not call you again on 
the t elephone . 

It 1 s all r i ght. I t ' s a great pl easure to bear 
your voice. 

And - but I just want t o make this point again. 
I will f ind out if the President t hinks it' s all 
right to discuss t his with Lindsay . If he doesn•t • • • 

Yay I just try t o repeat , Mr . Morgenthau, what I 
understand you t o have said to me because I must 
gi ve tbe message as well as I can. 

Please . 

I am down in the country - just a little house -
With DIY wife, and we ' re having dinner, but it ls 
just a little difficult here on t his little 
telephone, but I will do DIY best . 

Please. 

I understand you to say, first of all, that you 
have a Federal l aw, which I think was passed 1n 
1933, called, "Trading with the En~ . · 
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Right. 

Do I understand you to eay thst under thst 1n 
certain circumstances, the Executive - or the 
Presi dent can declare an emergency? 

That ' s correct. 

All r i ght . Then do I understand you to s~ 
that if that was done, then the result, amongst 
other things, of establishing an exchange control, 
I suppose, for certain parties overseas to clear 
debts and payments. 

That • a right. As i t would attect t he Japanese. 

As it would affect a par ticular Power . 

That• s right . 

Yes. And t hat either of these 
suggestion and you were wonder ing whet her that 
sort of suggestion would be a usefUl one and you 
would like to let us know because you telt that 
1.f' any t hing ot the sort were done it ougbt to be 
done all around. 

That ' s exactly right. 

Now I think I understand it , but I didn' t tell 
you that I will at once coll!.lllunicate if I can t o 
reach the man tonight or in the mor ning. 

And if I may again say I will take your suggestion 
under consideration, but it we decide • •••• 

The difficulty is that I am afraid we must give 
you or someone must give you, an answer. 

Yes. But the only way I could get an answer then 
would be, would be, ah, well, would t hi s be agree­
able t o you it after having a chance t o talk t his 
over with the President thst I would call up 
Kr. Butterworth on the telephone. 

Would you? 

And t hen ask him to get i n t ouch with you or with 
somebody 1n your office and suggest to him that 
we will continue this by cable or how we would 
like to r eceive the ,answer? 
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liMJr: 

Sioon: 

IUIJr: 

- 10-

That ' s quite all right. Did you understand, Mr . 
Morgenthau, I want to do everything that is helpful 
and frankly it is very difficult -- our own methods 
in this country are rather the mode of our habits 

We11, we all have our habi ts and 1n America we have 
gotten so we use the telephone very freely . 

(Laughing) Yes, I know, but this is a small country 
and so we try not to do it. We have a system that 
is completely confidential and there is no need. 
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\'/el l , I understand, and or course I will get word 
to Butterworth and ask him to communicate with 
your office and let you know how we wish to continue -~ 
this conversation, if we wish to continue it at all. 

Well, thank you very much. 

Thank you. 
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I think the t elephone works . 

I can be Just as rude as he can. 

He got tne point. 

The nicest one ·you got across was the one about 
habits - •we all have habits; our habit is to use 
the telephone . • I t hought that was the best one. 
It just isn't done . 

ae said he had some misunderstanding with Stimson 
on the telephone - I don 't know - tha t was over 
Uanchukuo, I guess . 

I suppose so . 

He got into a terrible Jam. 

It 1 s Sir John, too . He ' s ••• 

But I think •.• 

Oh, he got it. 

15 -

I think I held up my O'Nn end . I also told tum we 
would not call him on the telephone again, because 
the ~nswer is - the only way now to do i t is to do 
it tnrough Ur . Hull ; I wouldn 1 t dream of doing i t 
any other way . I mean I' m not going to l et him 
tni~ that we don ' t trust Hull . And that's wha t we -
the OnlY way to do i s through Hull. 

I 1 m going back over there. 

Ott:ar1•ise it would look as though we di dn 1 t trust llr . 
Hull . 

Then this picture - f r om that standpoint, bas the 
picture chenged from what nappened over in Cabinet 
meeting? 

,••ell, the President wqs s till playing 1t awful cl ose 
to his chest . 

I 1 ll go back . 

Regraded Unclassified



B.IJ. Jr: 

Operat or: 

H.M.Jr: 

Operator: 

H.!LJr: 
Jacob 
Viner: 

!i •. L Jr: 

V: 

B.:.I.Jr: 

V· 

H. tLJr : 

V: 

H. !.Jr: 

V: 

!I. '.!.Jr: 

V: 

B. :.t.Jr: 

V· 

l:l.l.I. Jr: 

V: 

B. !ol. Jr: 

76 

• 
December 17, 1937 
1:21 p.m. 

Bello . 

Dr . Viner will talk t o you. 

All right. 

Uo ahead . 

.Bello . 

.Bello . 

Jake? 

Yes, Henry . 

llhere are you? 

I'm a t Cambridge, Uassachusetts - at Harvard. 

Oh. .Bow long you going to be there? 

Why, I was planning to be here until Monday morning . 

Well, we ' ve got a ver y important thi ng on our hands 
down here, approaching a crisis, in your f i el d . 

Well , you think I ought to be there? 

\'/ell, I - it' s important enough that I sent for Knoke. 

I see . Well - and you' d want me ther e tomorrow 
morning? 

I think so . 

\'/ell , I' 11 have to s ee about trains. I must - I - you 
see, I 1 ve come here on a speci al engagement, and I 
must be here this evening . 

Oh. 

But if I can get a train leaving here this evening 
t hat gets me t o Washington tomorrow morni.ng, I' 11 be 
t her e . 

Well , if you get here at noon tomorrow it's time •• •• 
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Noon !s all rigbt? 

Ob yes . 

-2-

Ob well, tben I 111 be tbere a t noon tomorrow. 

Yes, i f you get here at noon tomorrow it's all rigbt . 

Oh well , I•ll be tbere at noon t omorrow. 

AnJ if you could stey with us, we - we'll 
something we want to do in case something 
doesn't happen, see? 

I see . You will not? 

What? 

. " .. 
else 

Well then, all right, I'll get tbere by at least 
noon tomorrow. 

And if I 1m not here •• •• 

Yes. 

.... Taylor and Oliphant know wbat•s goi ng on. 

It 1 s 

All rigbt, so I 1ll speak to Taylor and Oliphant if 
you're no t t bere . 

Yes, but it ' s a strictly Tr easury matter. There ' s 
nobody outside the Treasury. 

Nobody outside . 

Strictly Treasury . 

All right, Henry. 

Tbank you. 

Tban.t )'OU. 
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MWI'!JUJtQ( 07 fD DAY'I .AC!JTtfJD 

Dec•'ber 17, 1937 

To: The Secretar7 --J'rom: llr, ~11 

1. Tax rerl aion 

Aa reported on the ne" Uclter, the wbcoai ttee b7 a part7 Tote 

rejected llr. !reador&711 propoeal to repeal the W141atributed proflh 

tax and to reduce tbe tax 011 c.pltal CalDo t o 12l percet. !he drath­

aea diacuaaed with the co.odttee t he detal1o ot the llDaoD propooal 

!or a aoditled undistributed protlto tax ud eubotaDtlal17 co~~pletod 

tho commltteo diecuoeloD ot it. 

We erpect to take up with t he committee toaorrow a au.ber ot 

loft-oYer aatter s, moat of which are aot of creat importaace. !he 

aubcommittee 11a7 meet agalD next week but will ehort1y adjourn for 

the bolldayo. !he eul>coaal the report CaD hardl7 be completed mch 

belou t he aiddlo of JaDUar7. 
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TALK VIIm F . D. R. RE !lEXI CAl/ FINANCES 

December 17, 1937 

I told the President tha t I bld had a long tolk 
- itn Sunner Welles a bout Mexico; th~t llexico ~as fina ncia lly 
broke; tha t t rying to do a patch•ork job would not be of any 
:ssistance; that .. e •d have to treat r.lexico the way you would 
r ~:organization of the Missouri Pacific Railroad or any big public 
utili ty, and we ' d have to do an a ll-inclusive job . 

I point ea o ut that he hod laid down the princi pl e in 
the c a se of public utiliti es, of r a ilroa ds, or of individual 
f oroers, th6t tl1e thing to do was to write down their debts to 
<- point wher e t lley could afford to pay the interest a nd amortiza­
tion on such I' debt; that thlit 1 s .1hut we•a have to do with Mexico . 

I t old him I haa suggest.ea t o SU!IUler ;·elles thu t either 
~.11. Pr esident of the United S t a tes should invite Presi dent Cardenas 
to cooe here with a commission, which I t hought was the best 
tnin.; , or if tho t •• &sn 1 t possible, ~ nd i f it was agreeable to 
t ue Presid ent of llexico, tha t he should ask Sumner Welles a nd 
myself, plus 1. commission, to go to Mexico; tha t the i deo of 
nvndling i t this way was entirely agreea ble to Sumne r Welles . 
• n<~ the ? resident sa id, "Fine, 11 ~nd that he •::ould make the next 
.ovt: &no c~<ll in Hul l , Welles , a nd myself to t a lk i t over . And 

he ~<g reed thut t his is mos t importa nt and be agreed .11th my con­
t ention that i f .. e didn't do sotae t hing like that , we ' d see Geroe.ny , 
It~ ly , ~nd Japan there wi thin a year - ln »exico . 

H . I&. Jr. 
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H.W.Jr: 

Decemb&r 17. 1937 

Bell, Lochhead, Harris and Mrs. Klotz were present . 

At this time I am not worried so II!Uch about 
gover~ent l ife but Federal Deposit Insurance 
has 33 million or about 9 per cent of their 
government holdings in 2-7/S's and the only 
purpose of FDIC having 2-7/8' s was that we 
used their tunds to buy 2-7/8' s when the 
market was weak. Now the market is strong 
and I do not think that an organization like 
FDIC ought to have 10 per cent of their 
governments in long-term and 1 thei'l!ioPe; Jr '­
want to reduce their holdings . 

In the case of Postal Saving~ve 100 million 
in 2 per cent Treasury notes so that if again 
the government market is weak we can use Postal 
Savings for investment fUnds. I would like to 
sell 70 million dollars for Postal Savings and 
put it into a 2 per cent note. When the time 
comes around, I want to sell 20 mill ion of the 
Civil Service Employee Fund and reinvest that 
in 4 per cent certificates . 

Bell said, if we sold IIIUCh now we would be taking money 

out of the market and he thought it better to walt until 

later on when we got more money in before we engaged in 

any more of these operations . 

B.M.Jr: I will sell 10 million for FDIC and then not do 
anything until after January 1st. 
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EG 

SecrEtary of State, 

Washington. 

GRAY 

Paris 

Dated December 17, 1937 

Reo ' d 2 :35 p . m. 

1747, DEcEmbEr 171 5 P• m. 

FRO!.: COCilllAN 

Early this morning French Chamber voted by 547 to 

25 ordinary budzet f or 1938 carrying receipts at 

51, 600 , 000, 000 francs and expenditures 1,229,000 francs 

less . ~tdgct now coco to Senate where debate expected 

to begin DecEmber 26 . In Chamber budgetary discussion 

l!inister of Finance Bonnet took tl''1ept1on to arguments 

of Re ynaud tha t over 40 billion francs will have to be 

borrowed next year. Bonnet places this figure at twenty 

billion. HE claims r.igbt billion f rancs in cash avail­

able for end of this year. Rennet reiterated his oppo­

sition to cxchanzc control .1m' fidelity to tripartite 

agreement . 

Exchange mar lcEt reacted favorably to massive 

majority for balanced budget but sains were lessenEd by 

continuing 3loom over big borrowing necessary next year. 

Observers fEe l that Bonnet will be obliged importantl7 

t o draw upon Trea sury ' s credit with Bank of France to 

provide 
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provide the tight billion cash mentioned abovc and which 

will bt sufficient to mttt only aomt of the Govcrnmtnt 'a 

"prtftrrcd" year end rcqu1rcmcnt~ . Continuing talk of 

cxchangc control naturally tends to ktcp expatriated 

capital out. 

Control took advantage of such 1mprOVEm£nt in 

sEntimtnt aa there was to strcngthtn franc stErling 

ratE which was broU5ht to 147 , 19 apparently without 

fund yielding much ":'<Change . Btlga slightly weakEr 

on salts from London and on mcasurt btfort Belgian 

Chamber favoring redemption before January 15th next 

of Frcncb loans totaling 1,153, 000,000 French francs . 

CSB 

c 'fl~:l. 

' " 

" 

BIJLLI'l'T 
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December 18, 19~7 

9;01 am 

From his home, thie oorning, the Secretary spoke 
on the 'phone to Butterwont h and read to him the attached 
message for Sir John Simon. The Secretary had written 
t hia out himself and his pencilled notes are attached. 
(There was no recording of the telephone conversation 
because the Secretary spoke from his home, but see diary 
entry of December 21st where reference ia made to the 
telephone call of December 18th. ) 
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Pleaae,in strict confidenoe , inform Sir J ohn Simon 

aa f ollows: 
' 

QUOTE I n pursuance my telephone conversation with 

you it ls obvious that the subJect is correla.ry to 

but an essential part of naval conversations and 

studies about to be made. The British Ambaeaador 

and your foreign offi ce have been advised. With 

full concurrence of Secretary of State Hull we are 

asking t h e Amer ican officer who will shortly arrtve 

in London to see you and obtain your views on the 

economic phase which I discussed with you by tele­

phone Friday evening END QUOTE 
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i!- r'1 ., I! ~i: CO!:TROL OF JAPAN 1 S CRLDITS 
, :,u "Ciil SING CHJ.I<NELS I N ONITLD STATES 

Decembe r 18, 19J7 
10 : 45 a . m. 

i'rC3&r.t: 

nito: : 

ti . • J r : 

:Jr . Taylor 
Mr . Oliphant 
Dr . Vi ne r 
..Ir s Klo t z 
Mr . Lochhead 
Mr . llhi t e 

~e t me take a couple minutes . Mos t s ec r e tive g uy 
r ever saw . ,/e l l , ;.nywny , going beck to yest&ruay 
~orning , going b~ck tnreb , f our day s ago , the Pr esi dent 
~ skeu •e who t o er-e v.~<s L r-ound t o1.n woo could look up 
:·or nim <. aevice so th~. t ue 1u -.no .. wha t ' s ;,this 
oisposal i n case oe got a n unse tis f fc t ory a nswer 
from Ja"an • 

.. o:o , i n o r aer t o t; i ve you - so you could t hink ? f 
tnis t hing , whe t ' s go ing thr ough h i s mi nd i s t h i s . 
He feels to~ t t his is t h t t i me f or him t o find out 
unt t is the r eal a t ti tuae of the Japanese towar d s 
us . r mea n do t hey f eel to.verds us the way they d o 
toNl r ds t he bngli sh, thr t they st&l l , f ive t hem t n 
lpology but not t oo p rompt , not too zuuch; s hoot the 
/mbr s st.do r i n the u: c k vnu Slly, 11';/el l , a mi s u nder -
s tr nding ," so for t h Lnd so o n - neve r expl &in whto t 
h&ppened t o t he officers . And, looking for wt- r d -
in o t her Nor as , he w;.nts to s ee no..: shar p e re the i r 
Leeth a nd .vn~ t ' s their r eal reeling toovard s us . He 
reels t h i s i s t ne time t o do it, i n v1.ew of o ur sit ua­
tion i n toe Far East ~nJ future ac tion; he keeps 
sayine, "Fu t:ure . " I lllt:6n tney l:polog1ze t his ti 11e, 
next t ime t ney d o so.Jlethi ne else . You see? J.nd tne 
.. ay t o do i s to be ex tremely stiff a t t his time. ,,e 
have tne Pn1llipp1ne s itut tion - 11lu.t , 1 45, ' 4J ? 

i"it.nt t o end i t in 1)9 . 

v:e11 , ~o nyway , <~e s til l ha ve tne Phi l l i ppines . J•nd , 
t o g ive you his philosophy , tha t :·1e ct n affor d to be 
ve r y s tiff a nd see, do t he Jn pr ne se r ea l l y want to be 
f rie nds or do the y look to us &s 11 po t enti a l e nemy 
f ive or ten yea r s he nce? Uo yo u see? So wha t he ' s 
trying to do i s to g o all a r ound &nd s ee wha t the 
t h i ngs a r e tha t he c vn pick up, a nd he a s ked me 
wuo r bad . Well, I s&i d , •No be t ter per son tha n 
Olipha nt. " hnd Oliph En t pi cked up thi s Tr ading wtth 
the bne my Ac t, wnich t he Pr esident sa i d he compl etely 
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f orgot about. 

Tnen, for wha t I 1d like to do with the Trea sury -
I haven ' t got the slight est idea if he ' s going to 
use i t or not, but I' d like to be able, i f he pr esses 
the button a nd says , "At five o • clock tonight I want 
to put in exchange control," to s ay, "Mr. Presi dent, 
the r egul&ti ons ~J re r eady ." I feel t hat ' s whllt my 
Job is, and tha t ' s t he way I ' d like to run i t . I•d 
much r a ther burn the oil now to put on a thing which 
i s a s delica te and with all the impacts and raai f i ca­
tions than no t to do it well . 

I ncidentally, you ( Viner) might t ake a look at the 
last t110 pages - t he whole l es t cable tha t came froa 
Basel. :.lontagu Horman says t he t ripartite is good; 
then they lis t nine or t en things , and tbey now admi t 
for tne firs t time the Tr easur y bas a techni~ue and 
.<nON!! hos to run a s t &bili zati on fund . The first time 
they' ve &dmitted it . ' ery interesting . 

llo.v , the Presi dent actually doesn ' t Nant to g i ve this 
thing in writ.l.ng. l ht>r efore , ne is discussing - in 
discussing it with nim yes t erday , he sugges ted, have I 
any way of ·r eaching the British . I sai d, "Y es , I can 
telephone . " l•ell, I t elephoned Sir J ohn Simon yesterday 
~ t t his time, a no I interruptea hlm b t his dinner, which 
upse t nic very much, and I for got it ~as Friday night; 
I shouldn't have calico him until Tuesday morning . 
uut after s puttering ~ round, remindi ng me t~t t here 
nad been a mi s unders t anding, evident ly tnrough using 
the telepnone, Nitn Mr . Stimson, and he dian 1 t *ant 
the St imson c ase repea t ed again, I sa i d that ' s why 
I wa s phoning him, and I didn ' t want to do it 1n 
writing • 

.lell, I r ead it to nim over the telephone, llnd he 
didn 't seem t o - Kep t sputter ing ; but then he ssi d , 
" Now let me see if I h8ve this str ai ght," and word 
for word ne r epeat ed the whole thing, did it exactly. 
He di d some more s puttering. • Well , I can ' t reach 
iJ r • ..:hemberlain t onight. I' m in the country. I' 11 
get him first t hing in the morning. " 

·::ell, noN was ne going to get J~ord back to me when 
I s ai d I d idn ' t want to t elk through the British 
.bmbassy? 

You also told nim to be darn sure you woulcn 1 t • • •• 
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Then I also t old him, ni can assure you, Sir John, 
tha t I will never telephone you again, although in 
J..merica we use the telephone quite commonly." 

tio he said, "Well, of course, we • re a little country 
here, not used to those things . " 

Ver y nice little conver sation. But I assured him 
I never would telephone him a gain . I wouldn ' t. 

Well , the President - I went back last night, Lnd 
since - during the day , or something or other, the 
Pres ident has ~nd of cooled off a l ittle bit on 
t his t hing; he ' s not in such a grea t hurry. And all 
I can tell you- I can't tell you who or what it i s -
ne ' s s ending somebody to Engl&nd , and this per son 
will get in t ouch with Sir John Simon . And t he person 
tha t ' s going - someone the President selected, but 
ne 1 s going with the ful l knowledge and approval of 
Mr . Bull . So I called Butter worth on the telephone 
this morning e nd read to him what t he Pres ident 
dictated t o me, t he substance, which simply is tha t 
this man wi ll be coming , a nd when he comes will Sir 
John Simon s ee him ; and he will communicate to him 
tn& economi c part of wha t the President has in mind; 
bu t he has other things i n mind which he doesn' t want 
to put in writing . 

!.lay I ask this question . 1"/c.s that the substance of 
your conversa tion with Sir John Simon , that the man 
was ;:omlng? 

No, the substance wa s t hat we were thinking of putting 
i n e xchange control , we r ealize that we can' t do t his 
t hing a lone, and we •d like to know how England would 
feel about i t. 

Nell, may I suggest t hat if you are working along 
tnnt line, you ought right at the s t art to bring 
Canada int o t he picture. 

o'lho? 

because 
ev&sion 
pate. 

it 
to 

would be a very convenient channel of 
both countries if Canada d idn't partici-

1 
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I told you Jake could - he'd pay for his carfare. 

uell, that holds true of the whole British Empire -
xustralia, British India. 

They're out of the way. American transactions could 
be handled on a wholesale scale with Canada . 

I told you he'd pay for his carfare . 

•·hen I c alled you (Viner) yesterday, I thought this 
was something that might be done Monday or Tuesday. 
Now, unless - of course, it might still happen . I 
mean there ere two stories going a round from the 
papers this morning. One is that the Japanese 
imperor is taking this thing personally in hand and 
is going to withdr aw one f leet and substitute another . 

Withdraw one? 

••ithdraw one fleet - going to withdr aw the whole 
fleet as an apology. 

hs a gesture of apology . 

I understand that most of the flee t will have to be 
withdrawn soon anyway, because those guns need 
to be worked on . 

Lven so, the gesture is an apology . 

I mean if t hey Hithdraw tb a t whole fleet - I mean 
as a gesture, and the Emperor - even if the Emperor 
took cognizance of the fact - I mean no one could 
ask f or anything more t han that. 

But I just feel here thut I don't want to be caught 
short, and I wanted your brain on it, because after 
all, this a ll was - can 't have too many brains on 
this thing. 

The reason I ' m not ha ving Knoke a nd the other 
fellow - we • re t alkine policy here; they ' re down 
here purely on mechanics . Which are two entirely 
se?arste things. 

And then the other t hing we were t alking about was 
that, of course, we'd have to bring Bolland in, on 
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account of t he West Indies- I mean Dut ch •••• 

.<:.ss t Indies . 

last I na ies . And I don ' t know - a s I say , it ' s -
liS I told these gentlemen yesterday, I jus t feel 
thut unless democracies show a united s tern front, 
11ny , five or ten year s from now these people are 
going to be so s trong tha t they ' re Just going to 
o~.n the l'lorld , t ha t ' s all. 

Now, you t ake the Uexican thing. I want to tell 
you about t hat . Tney 1 r e up here, a nd they ' re broke • 
.. hey • re a bsolutely broke. They• re not only broke, 
but t ney 1 ve pledged JO million dollars in advance, 
haven ' t they? 

In exchange . 

How foolish they ta lk . The Government is drilling 
wells . They ' r e a lready t a ldng about pl edging oil 
11ells wllich they hcven ' t f ound, which t hey expect to 
se t ten months hence. I mea n tha t ' s how fooli sh they 
ar e . See? And I 1 ve sugges ted that 'He go d own t o 
Mexico so tha t we don ' t find we have a nother Sp&i n 
on our hands ; t hat the President make up hi s mind 
ei ther to invite Ct rdenus up her e a nd t r y to do a 
reorg~nization f or them, with t heir approval - comple te 
reorganization, end help t hem wri te down t heir debts 
6nd everytaing else, and not Just keep fussing about 
individual t hings, but do tne whole thing, so tha t 
•e have a friendly, prosperous n~tion to the south 
of us; or other Ri se I'm sure .nthin the yea r we' ll 
f ind Italy a nd Ger many and Japa n in there . They1 ve 
got eve rything those countries need . Everything . 
And w1 th the cry for colonies - I mean !lexico would 
be the richest colony in the wor ld . 

Wh:::.t t he Pr esidlmt says he• s l ooking for is a new 
technd,ue to comba t peace. 

'lo combht? 

To comba t , Jus t like 

To promote peace. 
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To promote peace without declaring war . Now, that's 
t his t hing, you see. We're not declaring war . 

It's economic sanctions. 

Yes, but doing it with a lot of.talk about peace, 
you see . 

Oh, for peaceful purposes . 

Yes. 

It's policing, internLtional policing. 

Yes . Now that - I mean be says they have developed 
a new techni~ue of going to war without declaring 
war . We have to outsmart them and develop a new 
tecltnique to quarantine ourselves against that sort 
of thing and promote peace . And he thinks this is 
it. And he hasn't said so, but he wants us to 
explore this thing Jus t a s f ar as we can. 

I've told - have you (Oliphant) heard from Justice 
or State? 

Justice was over here last night . 

(On phone) State Department, Mr . Bull, please . 

I want to tell him . 

-.ho? 

•lell, l a te last night Justice's man called me up. 

Litt le louder. 

Judge Townsend over there called me up, said he'd 
been up to the Attorney General, who had told him 
about the Cabinet meeting . I shut him off before 
I told him on t he telephone . Be came over and t alked 
with Opper about it. Incidentally, •••. 

Go ahead • 

••• t he Attorney General had given the President 
a memorandum on all his powers . 
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(On phone) Bello . (Conversati on w1th Bull follows:) 
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Hello. 

Oeoember 18, 19~7. 
11: 0~ a.m. 

Good morning Mr. Secretary. Just one moment, please. 

HellO. Hello. 

Hello, Henry. 

Good morning. 

What•e going on? 

Well Cordell, you remember yesterday, the President 
read that memorandum. 

Yee. 

About e.xchange control. 

95 

Yea, I told my oh1et, 
thing and report to me. 

to go over that whole 

Well , what I wanted to tell you, we've had three or 
tour days head start. 

Yes. 

Hr. Oliphant is prepared and be glad to cooperate with 
anybody that you will designate. 

H: Well l.lr. - l.!r. Hackworth. 

H.U.Jr: All right. Well, we- we've got -we've had three to 
tour days nead start. 

H: Oh, that ' s tinea I - we 'll be glad to get a copy ot 1~ 

H.Ll. Jr: 

H: 

H .l!.Jr: 

H: 

H.!.I.Jr: 

H: 

And so would you like me to send you a copy ot what 
t ho President read? 

I ' d be delighted. 

I'll send 1t over to -you in 15 minutes. 

That' e tine. 

And ae I say, we've - we've bAd a little head start, so 

Yes. 
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AnYthLnS that Hackworth wants, 1t you oo-.Dn1oate 
with Oliphant, we ' ll be 110re than pleased to report 
t o him. 

Well , yes, thank you eo much Henry . 

All right. 

Thank you very much. 
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(On phone) 
please . 

IUss Cha uncey. Ask her to come in 

He had given t he Pres i dent a memor andum ... . 
Yes . 

And hod overlooked t his one . 
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.. hen did he do t hat? I never get these little 
by-plays of the Presi dent. He sai d he completely 
forgo t this t ning , tnen didn't look str ai ght ahead . 
J. see . 

Townsend nad pr epared it . 

Have you f urnished t hem with a copy of this? . 
What? 

Uave you furni shed t hem with a copy of thi s? 
Hove you given Mr . Cummings one of these? 

No . 

Vlell, I 1m going t o . 

Cummings? 

:ies . Sure . 

( To Ki ss Chauncey) The Attor ney General and t he 
~ecretary of State - eacn one 6 separate letter . 
"Uy dear J r. X: I am enclosing her eNlth a copy of 
a memorandum ~bleb was prepa red by Wr . Oliphant, 
vener al Counsel of t ne Treasury, for the President. 
Needless t o say , we consider this memorandum of a 
most confidentia l nature , and would a ppr eci a te if 
you would treat it as such. Yours si ncerely . " 

•iell, ther e ' s the whole story, J ake. 

l.!ould I ltnoN what the drif t of t het memorandum is, 
what that deals wt th? I 1 m not clear as to t he t . 
I s it involved i n this story? 

, 

Yes . I noven ' t got another copy, J ake; otber~ise ••• • 

Can I s t a te the substance of it? 
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Well , why •••• 

Or aft er the meeting . 

~ell , why don't • • •• 

All right, I Jus t want to be sure that I • m not 
missing an essenti al step. 

I don 't want you t o miss anything. Whenever I 
call you in, I don't want- I want you to get the 
whole t h.lng . 1/ha t I want you to do is t his - not 
so much- Knoke and what's tha t other fellow' s na~e? 

Raymond . 

Raymond and this fello·N could work out t his. 

uell , I•ve been working on thut alreudy . 

de ulready made a contribution this morning . 

llell, you've got everything but what's in that 
memorandum . I•d give it t o you, but I - there are 
only two copies in existence; the President• s 
got one a nd this is one . 

:;ell, I'll get it from Herman. 

You get it from him, and then after you• ve soaked 
this up I'd like to see you. 

Yes. Well, there's another tngle that I didn 't 
r aise when t a lking to them. But if you're going 
a t tha t, there is still another area that I'd like 
to see explor ed tha t isn 't Treasury, but tha t oughtn't 
to be overlooked, &nd the t 1 s clearances- harbor 
clearances, shipping . It•s a very important 
step, because 

No a uthority, Jake . 

uel l , you're sure there isn' t? 

Yes , I ' m sure . 

Well then, I'll ask some questions later on. 
I 1ll ask you some questions. 
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Have you seen Oliphant a t all on this? 

No . But I 1ve been talking to Opper • .&ut we •ve 
been talking only of t echni 4ue of exchange transactions . 

How long you going to be here, Jake? 

"S long a s is necessary. 

The way this t hing is now, there is no need of 
anybody working on Sunday , you see . I mean I • d 
wor k thr ough today, but there ' s no need of anybody 
working on Sunday. I mean we save our Sundays to 
work wnen it's necessary, you see. But it 1 s not 
necessar y t o work Sunday . 

So I again say, what would your plans be? 

I 'll s t ay her e until I s ee thn t there is no reason 
for staying longer. 

'I• ell - I mean I 1m not feeling extra well, so are you 
going to be here tomorrow? 

.. ell, I ' ll be here until the 24th of December if 
necessar y . 

,\'ell, I mean will you be har e t omorrow? 

Yes , and iolonday and Tuesday and ''ednesday, 11' 
necessary - and Thursday . 

All right . You're staying a t the Hay- Adams? 

l:es. 

Then if I feel all right t omorrow, I'd like you to 
come up and we can take a walk tomorrow . How' s 
that? 

Fine. 

But there is no necessity for a nybody to work tomorrow· 

Would you want those Federal men to stay down here? 

No. 
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No . 

They ca n r eturn. 

You can get t hem down ..... 
• 

Pa rdon? 

¥ou can get them down on Monday or Tuesday . 

uell, I think - you people decide that, Taylor . 
I mean I don ' t ~ow how that ' s going , you see, 
but you people decide . I don 't know how much we 
need Knoke end Raymond, you know . I f you need t hem, 
I •a let them go home tonight and come beck Monday . 
But there ' s no necessity for anybody worki ng tomorroN. 

I would t ninK that tha t would be the thing to do - is 
to let tnem go ba ck a nd think about it. 

I mean I .•.. 

Because you ' ve got t nem •••• 

The way I was talking yesterday morning , I thought 
i t Nas somet hing be might want to do Monday . Now, 
it ' s a ~uestion of sendi ng s omebody overseas ; it ' s a 
matter of ten days and t~o weeks . But I sti ll say 
I could see him wak~ up tomorrow morning e nd have 
aim get a message, ~no does the President of toe 
United States tolnA he is?" and he ' s going to send 
a message to the Emperor, see? And if tney slap 
toe President ' s face , I could see him call me over 
there sad say, "Are you ready?" 

tio I s t ill say, let ' s get ready , but I don' t think 
tha t I want you people to work Sunday . 

Now, does anybody wan t to ask me o question, e xcept 
I ' cvn wal k back and soy hello to Raymond and Knoke. 
Where ar e t hey? 

296 . 

You mean in t he private suite of Dr. Vi ner? 

Dr . Viner ' s pr i vate suite . 
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I'll walk down and say hello . Besides that, anything 
you want to ask me, because you won't get another 
chance until Monday. 

Here ' s something outside of this which you'd be 
interested in. 

Incidentally, for your information, the Belgian 
loan was a complete flop. The baniers had to take 
70 percent of it. I still say the farm boy as 
Secretary of the Treasury •••• 

knows now to sell tipples . 

knows how to sell apples . 

hOd gray strawberries . 

This gives Archie, next to being able to chisel -
the Chemical Bank, is it? 

No, I don ' t have any particular 

He plays no favorites. 

Chisels tnem all . 

11e Just sold this gold, converting 80 million at 
one quarter of one percent . 

Ta&ing 8J million in gold . Incidentally, though, 
.ve will not give it to them right away; still make 
them comply with the for1Dhl1t1es of telling who it's 
for a nd what it' s for ; they nave to. They 've asked 
for 80 million dollars in gold . 

1ney•re converting balances into ••• • 

Into gold . 

••nd t hat €akes it out of the inactive? 

Out of the stabilization occount just now. 

But you can take it out. 

•'e can take it out ss you need it. 
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I'll tell you whet I ' m doing . This will give us 
in the St abilization Fund roughly 150 , 160 mill ion 
dollars . 

'.l. he only point - I mi ght have to t ake 10 mill ion 
out of the inac tive . 

been 
Vlhat we •ve/doing up to now is , we only t f.ke it out 
of the lnacti ve ; 1~e wanted to fill t he St abilize tion 
Fund with dollars, c a sh . Then as t he money left the 
country, actually left, we 1c snow it . Well , up to 
no>V >~e' ve had enough gold i n t ha t fUnd for a nice 
cusnion . J apanese gol d came in, 15, 20 mill i on -
t nd t ne ~exican a nd Canadi an stuff - just t ake it 
in and a s gold left t he country we ' d s how it . Tha t's 
.vht. t 1.e 1 ve been doing up to now. I think so f ar it ' s 
been all right. I 1 ve been tempt ed a t times to show 
4\l or 50 million, but t his seems - while it ' s les s 
dr amatic, s eems more pr acti cal . 

I ' ll s tudy that . 

You Know, Holland took 50 million . 

I uon •t t hinK you ' ve been her e s ince Bolland took 
tue t . 

dolland t ook 50 million. 

"!ne Swiss hove a lso 6Sked us not to show it, you see . 

So we ' re ver y rich . 

>.nd inci denta lly, we •ve got the final New York Times 
i ndex - tomorrow wi ll be up two tenths of a point, 
notwithstanding s everal things . So I mean t hat ' s 
tha t . Ther e ' s severa l big things h&ve happened . 

But when you s t op and think, first the Swiss sold us 
al l this gol d t hen not over 30 days ago t hey had a 
commissi on he~e studying how they could convert their 
o~sb i nto raw ma t erial s - within tbe l ast 30 days . 
Did you know tha t? 

( Nods no) 

ui t hin 30 dayS ago t ney had a COJDJDiSSi On her e; t ney 
wanted to buy war me t erials - war r aw ma teria ls . 
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Viner: 

tl .. • . Jr : 

Vlner : 

H . .. Jr : 

Vin(;r : 

( 
H.w. Jr: 

Vi ner: 

R.li.Jr : 

Viner : 

ri . J .J:-: 

Vi ner : 

Now t ney 1 re buying 
1f this keeps up a 
speech. 

-14-

gold . I 1m going to give, 
litt le bit longer - make a 
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• here ' s one other toing that has nothing to do 
with whet 1 s been ~aised tnis morning , a ques tion 
I ' ve asked before and it ' s still alive. Douel as 
orown, of the Soci al Securi ty Board, is still 
bother ing me about wanting ••• 

Uf Princeton? 

Yes . 

He •s been here . 

•·ell, their Advisory Couittee - I don' t know just 
whet it is - wants to t alk to me about t heir reserve, 
and I keep on telling toem the t I don ' t know the 
Tr easury positi on, that I've got contact with them, 
and I don't believe it ' s good public admini s trati on 
to f r ee-lance . So I 1 d like to get enlightenment a s 
to tha t . 

llould you mind - he was her e , and would you mind 
talking to Magill about t hat? 

All right . 

Because he came down; I had everybody - I had eight 
or ten people here t o meet him . Be went away entirely 
s atisfied and spent t he afternoon with Magill . Now, 
we designated cer t ain people to go over t his with hi m 
and it • s not quite clear in my mind 'Rhat t hey did, 
but Uagil.L has it, so will you t alk to him? 

You see, I have some per sonnl i deas on the subject, 
I •ve had t hem all the time, and I want to know just 
Nhere I stand and where thb Tre&sury stands . 

Waybe you oould f ind out where t he Treasury stands 
and l et me know . 

All right . 
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a.:.t . Jr: 

Viner : 

H.•J.Jr: 

Viner : 

Viner : 

H.M. Jr : 

l'ny lor : 

Olipiu<nt: 

Taylor: 

H.H. Jr: 

t aylor: 

H ... . Jr: 

Viner : 

ii. ~ .Jr : 

u·ni t e : 

d • .: .Jr: 
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I've got something to add to what Jake is t alking 
about. 

Well, look, this can go over to Monday . 

It ' s i mportant , but • • • 

Right now let ' s concentrate on gold and foreign 
exc~ange . But be did come down here and he did 
ha ve s good • • • • 

I•ve been asking this now for five Reeks and I 
naven ' t gotten a ny light. 
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- I ned a very peculihr lunch which t ies right in 
with wha t Jake i s t alking about. 'Rhy they picked 
on me I don ' t know . But it wa s more or less along 
the lines tha t I ttlink J~<il:e has in his mind. 

I keep on saying I can1 t t alk, say anything , until 
I know. I ' m trying to find out . I have t o tell 
t hem that t he Trec sury isn' t telling me , see? 

l•'i ve weeks? That ' s nothing . 

t.!snana, manana. 

Por la manana . 

NhPt these fellows were doing was trying to t i p the 
Trea sury off tha t we ought to be much closer to t hat 
situation than we e r e . 

1/ell , •. • 

As I say , why I 7&, measured for it I don ' t know, 
but t hat was tne purpose of it. 

All r ight . You'll be here Monday . 

I ' ll be here Monday . 

All right . And then if I feel all right I ' ll get 
in touch ~~tn you tomorr ow . 

One questi on. You a sked certain questions . The 
presumption is we are to c ontinue; t ha t is, ~ · m to 
continue a t work answering those questions wni ch you 
~> Sked . 

Yes . 
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!'r<DI 

:Ar • .llorgcthall 

llro Shoup ~ • 

I a submitting to )'Oil t~ toPo llleiiOI'IID4& Oil the reftnlle-eetimat. 
probla that •• clhOil .. ecl o.t the oonter- 111 your ottioe lut tbllreclq 
and at tbe llhite Boll&e Thllr..s.y atte....-. 

<kle _,r&Dd.-the loa&er onot-deearibee the plan tor ehittint; the 
datu ot colleoting the inoome taz ud the clo.te tor ellblitt1nt; tbt r._e 
.. tl.coate. The aclftnto.&e• &Dd di-.dftnto.&•• or the pl&A o.re &lao ,s. ..... 
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'!'he plan 1a o<llle1llh&t re'rl .. cl, u o. reault ot fllrther .tucly &Del o-aatiol18 
with llro Taylor, Mro Bell, IC"o O•Dolmell, &Del othera, oa..po.red with the 
plt.n ao preoented Tb~&raclo.y, but eeaential.J.tit 1a the ...., plano 

The other II<IIIOr&nclwa diaOilaaeo briefly the aoro reatriotecl propoeo.la 
that might be oonaiclere<l it the o.bow plan o.a o. 'lllhole •• not cleaire<le 
lloweYor, tho.t plan oo.rriaa eo~ adftnto.&ea tho.t 1t - cleo~ bett.r 
than any ot the more reetriot.cl ooea. 

In a t hircl -rud- that 111.11 reo.ob )'Oil Jlo~, I aho.ll d1aouu 
briefly the po .. 1b111ty or o'-ginr; the clo.t.a ot the t1eoa1 ,......_.,., to 
ll&b i t ooinoicle 111 th the oo.lenolar -r-z• 

I •ball be 1Dllew York Oftr the welc-ea4. At Oolwobio. tJlU.,..raity I 
hue olaeeoa aohecllllecl tor e&rly .lloliday 110rnin,r; ud Tuuclq mornint;, aD4 
orcllnarily wolllcl not be buk in Waabingtoll until 1Jadneaclq. IA '"--• ho-.Ter, 
of t ho oonter- o.t the 111Ute HoWle aohecllllecl t ar I o•oleok ~ o.tt.rnOOA,, 
I aae~ae tho.t, unlaaa I heo.r h-. 10U to the oontro.ry, I ebolllcl tq .S..... to 
'll'uhin&tcm IIDnclo.y aorninc o.tt.r olo.a••• whiob wolllcl get - to the treo......,. 
Building about laSO or la415 p ... , o.nc1 t~ returD to •• Yorlt ill the ~· 
It )'Oil th1nlc it 1a ad'rlaabla tor • to get here eo.rUer 11Dnc1&7, p1eo.• 1 .. 
.. blow, &Del I oo.n o"' ODe olau aDd get here &bout l%aSO, or oo.n out both 
•h•aM &Del .,_. a.... Sllllda¥ nipt. 

I oo.n be r .. ohecl ....,,. the weJc-ea4 o.t &61 Wut 2S8 street, •• York City, 
'Phone l!al.itu: 5-0872. 
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t o s l!r. l!orge.ntb.au 

From• l.!r . Shoup q'J 

Deoaoer 18, 19:17. 

'rbe ~illlpler Plana for Deali~ with the E.timo.te Probl..,. . 

rne propoa&lJI for mo<lif;y1Df> buc!Set clatea , eto., tMt ha .. e b"n 

under considerati on in tho put f- clay8 are ranked below in tho 

ordor of their complexity (the ailllploat first) • with a SUJ!I!lW'y a tate• 

, ont of what would probably be tho chief oonsequenoea in each cue. 

1. U..ph&ahe in the budget mou1041e the large eleaent of gueu­

work in the r wenue es tilll&too for the enauiiif> fi.ocal year . l u ue 

r oviecd ostilllatea month by month. (While this plan would make the 

aituation more und.orstondable to those who cnouo to listen, it would 

bo aubject to misropresentotion u & confession of inoonpotenoe, 

and would do nothin.:; toward ll>&!cint; it possible f or the exeoutiTe and 

~o Co,.;ress to pl&n for the enauinr; fiscal year) . 

2. Amend tho income t&x law ao that in the place of the Maron 

15 &nd Juno 15 oollectiona tnere would be a July 16 collection of half 

tho tax, althou.;t~ the !..arch 15 returna would still be required. . 

PoSi ibly toe present SeJ>1'«DD>er 15 &lid Deo«Dber 16 collection dates 

would be shifted ahead a monto. (Thia plan would ID&Ico an eoti• t e 

cl' incono tax revenue i'or tne enauinG fiscal year lll.loh euier toan 

it 1a at present, ainoe tho es timate would not be submitted until 

at'tcr the oloso of the calendar year whose eoono.,io condition would 

dotornine the income tax ;yield for that ensuing fio oal year . For 
oxauple: An estilll&te in J&D.Iary, 19:18, of iDOome tax oolleotiono 

tor tho fis cal year July 1, 1938 - June ::10, 1939 , would have to tole• 

into account t he ecollOIIlio oondi tiona only of the calendar year 1937 -

not at all oi' 1938. UorooTor • the taxpayers would have the uee of the 

nonoy f or four months lon&er than usual - a moderato inflationary 

devi ce that mignt be helpful in the preaant period of reeeae ion. 
Furt., er . tne revenue to be attrl butcd to toe fiaoal year 19:19 would 

l>o l.roa1>er than undar tne present plan, assumin;; tnat calendar 1938 

Wi ll be a poorer year than calendar 19::17. On tno other hand , t here 
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1o dnn.;er tilat juut beoaueo of this illlprovOlUont in 1939 f i guro.o , 
opponents WOUld Cl>&rge trickery and bUd(;et tomperint; (this m t;llt be • 

obvi ated by e. stron& disclaimer of U>;t particular pride in thia 

ootternont in the 1939 e1 tual>ion) . lloroover • the impr ov..,ent would 

oo .;tJ.ned at tno expenae of a perlNlllellt increaae in "he debt r eproe­

enud by t he exponaea of gover.,...,nt durin& the four monthl . There 

v:ould be some, but pr obably not unduo, deor ee.se in coll ections owing 

to increased i llllolvenci es • etc . ) 
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z. Chan&• tile oolloot1on 4ato aa in (2) abo ... , t.Jld abo uen4 
tho l&Jr t o require tho taxpayer to aubmit, in tiOYCIIber, a rougll ou­
pa&e onimAte of hie inoome for tho current calendar year. ('l'hb 
'11'0\lld t.dd Gf'O&tly to the certainty Of tile M~tee, Mpooially when 
D<>t only bueineea conditione but alec aubatantive prOYiaione of the 
tu; law bt.d undergone ooneiclerabl• OAang•• On tile 'Whole, there woulcl 
prooaoly DOt be IIIUoh clifterelloe betwean tne total incoo:e ahown on theae 
uuta~ive roturna and on t ne final returna . But the requ1r01118llt llli&llt 

110~ be prnot icablo to enforce on all inclivi clual taxpayera , and tnere 
zci.;t>t be an OU1;0ry a g&iMt •w:mooeuary" paper WOrk and 0. "uaeleaa0 

h&rUoint of the taxpayer . 'i'hia objection gaina in 1aportenoo when 
it ia recalled that tile moderate o.nd hit;ll individual (rather than 
oorporntion) inoon ea aro probably the chief oouroo of unreliability 
ol' oetl.matea , owing to tho oenaitivity of t h o otoeply graduated r ate 
aot.le, tlonoe it would be on ouch iDdividuala tnat tile demand for 
prelininnry returna would need to be moat ri&iclly enforced. l!owevor, 
i~ ai.;~•t be pouiolo to got thio preHmlnary infonu.tion on an informal 
bu ia , a..,ewhat o.a tile ,ljritiah clo , t.Jld by a umplo motllod ratber than 
all atteapt to etudy all r eturn& within t:no higll-iaooo:o t.Jld corporate 
G-TOUPI • 
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4, Ue e the prooodure junt outlined in (:1) above , o.nd in t.dclit1on 
aubnit n seooad or "dofini tive• rovewe eatim&te for the ensuing tieoal 
year on April 15, lly thie time t he March 15 roturne would hove boon 
oxQOinod and the estimat e woulcl be very olo•e to the final result. (Tho 
aclvon~&J>&a and diandvo.nto.uoo nro the same o.a in (3) above, plWl theBO 
oon.:idorlltionas it woulcl be helpful to have thia aooond eati.J:Iate , Iince 
It would still not be too late to adjust appropriation and revenue billa 
If need be; but t bo fact that ouch adjua1a0nt might be contemplated 
"OOulcl have a aoi:lfthat unaottli~~& effect on tho work pr ior to April) . 
(. oto t h41: this •second oatuate• fee.1:>1re could be u .. cl simply witb 
tho a hUt in oolloot1on d&toa - tnat is , without requiring tho !loveooDer 
••timn~e fran the taxpayer) . 

5, ~bift t h e oollootion dat es (as in ( 2) abovo) o.ncl make no 
r ovouuo estimate until April lS. :;ul:anit "ordinnry"- expe.Ddituroa 
os tlll:nto in January o.a usual , but postpono ostimo.t oa of "oontroverlial" 
or "rloxible" oxpendi turea until April 15. ('l'hit plan ia cloaoriood 
in detail in 'l!r!l otber memort.Jldum of today, . ... . "lleviaed 'April 15th 
1-lon• f or lt!ald.n;; Eatl.matoa Dependable. ") 
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fot Jlr. llor&entbau 

rro:o, llr. Shoup aJ! 

ReTieed "April lith Pl&~~." tor V.k1n& BatiM.t.a Dependable. 

Thia .,emor&ndum deaoribea the plan tbet •• 41eouaM4 1n. youz ottioe 
lt.at 'thure4.y -rnillf; and. leicl betoro tho Proa1Uilt tbet ~ut 
the preaent clra.ft oCDtain.a ..- ....nn-t8 eugoetocl by o....-..roati-.. I 
haft had a !.nco then, p&rtioularq thoao w:l. tb llr • f~~Ylor, llro Boll, and. 
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l!r. o•Donnell. '!hia plan, wb.1ob •7 be oall..S tbo •.t.pril lith plea,• wo~ 
'be t.e 1'ollnaa 

1. ll.t.roh 16 Ul4 JUliO 16 oollootiona would. be poatponed. to J~ u. 
Pouibl.J the Sept.-ber 16 Ul4 Deoesber 16 oolloot1ona 1110uld. be poatp-4 t. 
October l& and Janut.ry 115, roapaotinl;yo 

2o The d&t. tor tl.li ng roturna would. ~1n unobellf>ocl (Mo.roh 16) but 
llJ:f tentati ..., return. 110uld have to llbDir en appro~t. ti&U" tor DOt 1n­
~cr.•, and. ne oxtenaiou ot t1ae tor t111n& tull raturna WDuld. be all.....t 
wlthout tho tillng ot Nab tentative retaru. 

~. Thd January b~ot atat.eat would ocatalna 

(a ) a d.etiDit. provam tor the ordinary (or •o .. ential." or 
"ro..,uar• or •roourrl.nc,• or •DOD...,ontroveraial" ) ~tun­
that h, tbo o:rp~1turoa that would be_... ahloat rop.rdloaa 
ot what tho bualneu oond.itiona •uld bo 1A tho onauinc tiaoal 
7•t.r end. almoat reprileaa ln..iaa ot ....,t taz roTCuaa woult 
be awJ.lablo 1n. that t1-1 year (an ... t,_ .-ple 1a lnt.roet 
011 tho publlo d.obt1 aa to npendH:uzu ot tho lepaloti .... , o1Til 
olepartlleata aD4 &&-loa an4 tbo j ud.1o1az7, •t1oaal d.et-, etc., 
perhapo a 1...., e~a 1n. oaoh - equal to .....,.t bad ~ appropriatocl 
tor the upi rlllf> t1M&l ;year could be tontat1nq put 1A thia 
p-oup) . 

(b) a llat ot non-ord.1UZ7, oto., aoti '1'1 tioa, ~ upeDil1 tuzaa 
for 11h1oh cannot bo ro .. onabq ett.tot ill tetillit. fi&U"• u onrl.J 
u January, booau .. tl» •-t t. be ~repriatod. d.~ o1th• 
011 tho -.;y boaine&l oond.1tiona U....lap .. ,., rol1ot) .r Clll the 
rolatiTo abulld.anoo or aoaro1ty ot the rn.uaa that wUl 'bo rooe!...­
<••1•• oortalJl tlazi'blo 1~ ill a capital ...tlq pro.,-, aa tw 
ut10Aal •et-:rl, (no ettoot,_ ~· rr::::::..rtfd be ~l.Y 
axteblh& •• a p~tioo - hail ....,.1 1a 
tbo put t• ,. .... w:1. til reOipOCiio to rellet.) 
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ID'• llorgontlwl - a. 
(o) a nat.-t to the etteot that rn.w.a wre being~ 
end that b)' .April 16 a preeiH ata~ tor the -uc tboa1 
'JMr woul4 be p.-. 

•• FrCIII JIIDlary to the lli«le ot .April the c~ .. would be debatinc 
aDd enaotl.DI appropr1at1cm bUla tor the •--oontroveraial" it.u. The 
CODgr& .. -.ld al.ao be eDpgecl 1n ratoraa of the tax eyat.a, 1n ao tar u 
these rei'<>l'lM wre not deaig~>ed to atfeot great17 tba •- total ot rnemaa 
(thil 11 the prooeclure being tolle~ at preaent b)' the aubo_,ttee ot the 
'!liLya and J.!eens C.aittee). 

6. From llarch 16 to April 16 the l'reasury would be eetiaatinc reT«<IUe 
tor the enaul.Jig ti-l year. Aa to the ino0111e taxea, the reWnul rece1T8Cl. 
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011 or about xaroh 16 would be uaecl, ~ a high degree ot acouraoy poaaible. 
Aa to other tax .. present teelmiquee would be ueM, but the taak would be 
easier than at preeent0 einoe tba eat~ting would be done about eix 11021the 
later. 

e. On April 16 the Congr,..a would be giT<m a dotinitin reTelllle eetillate 
tor the ensuing thoal year, allld abo a progrea tor the •oontroveraial" 
oxpendi turea • 

7. In oaee the April 16 elate •- teo late, it oould be IIIDYed up to, 
·~, AprU 1 or eTa llarob 16, provided the tazp&yere wre required to tile 
"oatilot.te-ot- ino"""'" returna on lolaroh 1 or February 16, reapeotl:nl1• 'rhie 
requirCIIIent h to be avoided it po .. ibla beoauee ot the reaietance it woul4 
oroato. Realiatioa1ly ooneUarM, April 16 mq not be too late, eTG in the 
extreme oaee that Ccmgre .. h not willillg to atay in aeedon that longr tor 
if Congreaa 1a in auoh a hurry to acljounl, it auat, perforce, under .,,. plan, 
rel¥ on an UDoerta1n ...-e eatimate (or none at all). 

8. Let it be aaiJIIIIIed tba t the ohangea required 1n the la1r by the abon 
plan could not be made =til ..... tlae 1n Jan,.ry or Febn~ary, or eTen IIArch. 
1938. It would th• be DOOOaaary to present earl.11n Jan~&ry, aa ueual, an 
estimate ot the tieoal year 19158 yiel4 UDdar the eziatillg 8)'etaDo But thia 
utl.ute would be '-m• trca oritioi aJ by the aubaequent ohaDCe in the 1-
(aay in FebN&ry or llaroh) the entire baeia tor the tuoal year 1939 •~to 
would be changed and tlwre would nenr be u:q ot'i'icial figure tbat wouU alww 
whether or not the eatU.te deliTerecl in Jam:ary, 1938, -. in arror . 

Thie plan oan be tlatendecl ae a p...--t atop 1n iaprcving tba blldpt 
ayote.t on the tollO'IIing groulllda a 

1) It eliaoinatea praotioa111 all ot the unoertainty at eett.&te at 
izlo .... tax J'e'NIWAia ud reclUHa the .-.rtainty • the other it-a to an 
inncnaiderable ~t. 
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2) I t teD41 to 111 the oyolioal. ni"&l ill lit- alishtJ.7 beh1114 
t1.s 0)'0110&1 lwi"&l i ll OuliJieU. Th\1.1 the 0o ... ~t 1 I 11Ailelt rn.we 
perio4 would ocaAI, not praoti~ ill the tro\llh ~ the depralliCIII, but 
alight]J' beyond, Clil t he QPni"& of riOOYery • n.. period or beaTi .. t 
reTCUI would - acaewlat attor b\1.11Deea bad etartod to reolde. n.. 
Importance of t bue f aotore..:, not be ueat , but with 1 r- 117atoea 
u ~matable u that of the lhited St&toe, th117 problbq bl.,. 1 Taluab1e 
pf>~ho1opoal. illt1uenee. 

S) It r eoop.Ue a a natural 4 1vii1CIII betwen npCiildlturea thAt -

1 J 

(or cuat) fluo~e -.rkedl:y with both bua ill .. a OCildltiou and aftllable 
ronnue and ~ that do not 11 n uotuato. !hia d1T111an ...., iiGt be .-.. 
preohe~, but • ...,. a roulh dlvi aion 11 probab q bettor thllllllalllo The 
aatllletea of the rluotuati"& rl"ffllllll -u be at~tted within three~ 
of the Op&lliDt; Of the ti loal. :year 1 llOt liz -thiJ thue l"&tlr 100\11"&0)' 

would be poaaible. 

Tho pl an ~ alao be defell4ed, an ~late UOUJlda, 11 a -•ure of 
reliof t o t&xpa:yera a.t a t U. 1lbell tbll7 ~ be bird preued for oaab, owiJII 
to the buaiuaa reoeallan. 

The plan 110uld illOree.ae the rl"fflllle t or r tloal. 19:19 (•••1Dill& oa1endar 1918 
will be 1 worae bu.~illeu :year than oe.l.eDilar 1957) b)" trca tsoo,ooo,ooo toe 
$400,000, 000, i t baa been oc:wputed. .lt tirat lilht t bil r ... ture aipt -
to han adTanta&&• I t aisht be ae i ald upcm, ho•...r, to • iarepre...n the 
1111t1re plan .. a. ~~ere triolt or oeaaouna.ce• It IILisht be •ll to dl ... ..- apeo1t1-
cal.l,y 1111 t.tt.lpt to better the 19:19 fill"'• aDd retuae to take f1f>:1 oredlt t or 
tho bettenoeut that WDuld illonitabl:y be lhotm. 

The dlMAITt.lrt&gea of the plan area 

1) The d~iolt f or the f i aoal :yeer 19:18 would , it baa bee ec.putld, 
be inoreuect by froa $1,:100,000,000 to $1, 400,000,000. Thia a1sht oreatoe u 
unfavorable publi o reaotion. 

2) The 1'ree.aury 110uld, pr .. ~bl:y, ban to borrow ..,.r $l,ooo,ooo,ooo 
more, about IIU'oh 15, 19:18, than 1 t otherwiM would. 'lllile part or thh 
addition to the debt IILipt be pei4 ott w!IOIIl the J\al:y 15, 19SB, ~te -
lll, Jl&rt of i t """let b e a peruD~~Dt ldditi aa (lostoe.U:y, thia ~t ldd1t1• 
to the debt would be equal to the &4 u-...a ..U ill the perio4 loarola 16-
JU]J' 16, 19:18). 
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a) It ..Uo tor - .....&.1~ of tlw or..- tit ,.......,.,.... ot tlw 
- or u. Bu4&•t u4 fill tloo Appropriatica c..ittleeo, l.a new of t1oo 
41YioiOO bo- • o1'4111.U'7" &Ad "¥tzo- ~a1· exp..Utur.e. Pouibq 

tho Caaqeoo •uld fMl itMlt - rueiwcl l.a Setti"' tloo latt.r updl­
throO&Jl bo- April ll u4 J""• ao. 

•> It ~.a....-o .. o...U.t the o'-- et leoi"' taz-, tbro"Sh 
IMOl'""'"l'• etc> . , on tho port ot the~·· 

U tllio pl&A 1o iho\15bt too .abi t i ouo, att-ticm ~ bo directed to 
tho oiJipler pl&Ao outll.aed i n rq otbor -rand- ot toU;(J 1t not .abitiou 
-;~~. to tbo -"""'- ca ohaDp l.a tlw t iooal yMr tbot I ahall oula1t 

• llomla7 ( DH..b_. 10) • 
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n- SU!l!AISSION TO CONGRESS 
~F R!.VlNUE £STI IUTES 

Dece~ber 20, 1937. 
9:30 a .~ . 

Present: 

d. . Jr : 

:Jag ill: 

H ... . Jr : 

~t.;ill : 

B .... . Jr : 

Wr . l.!agill 
llr . Taylor 
IJr. Oliphant 
Ur. Viner 
Mr . Haas 
Mr . White 
.&r . Seltzer 
.Jr . Bell 
JJr . Gt.ston 
:.lr . Upht-m 

well , let 's 
est1.l!la tes . 
any l onger. 

start in with this thing of the 
Ile 111 go right ahead; we won't wait 

,;ha t Shoup has here is, first, an outline of what 
was discussed - Thursday morn!~ , wasn't it? 

(Nods yes) 

Then s econdly I sugges t va rious other possible 
moaifica tions, for the mos t part, you might say, 
mor e extreme than that propos al . The chief change 
in the origi~l pr oposal which he ha s made here is 
intended to g et ar ouna that objecti on thEt was 
r a i sed t hht between the f irst of January and 
hpril 15, woen the esti~ste would come out, Congr ess 
wouldn ' t have anything to do on appropria tion bills . 
He suggested the possibility of dividing appropria tion 
bi lls , estimates of ap1>roprhtions, into two c&tegori es 
in the budget; that is, those i tems of ordinary 
expenditures which are going to be made irrespective 
pr ac tically of what the total receipts will be; and 
then, secondly, what he termed non-ordinary expendi­
tures , by which he evidently means something mor e 
than relief expenditures , b ecause he suggest ed that 
possibly whether the Government purcha sed two battle­
sbips or three might depend on whether the recei pts 
11ere going to b e good or not going to be good. Then 
the idea is that in the period between J anuary and 
Apri l the Congress could worK on these ordinary 
ap)ropria tion bills, wnich in general would be the 
Lpproprla tions f or the r egular Governnent departments, 
for interest, so forth . 

You mean only make a partial estimate? 
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~~at he proposes to do is to divide the two 
expenditures, a s I get it, and suggest that he ' s 
going to ~ive a definitive statement in April 
&S to wha t the r eceipts will be , und t hen what 
cun be done on these non-ordin£ry e xpenditures • 

• <ell, now f ur does be mean? I still don ' t ge t it . 
I mean do I give a statement, for instance, as to 
tne estimates of everything except income tax? 

No . //hat I ' m speaking of has to do simply with 
expenditures . 

~>ppropriations . 

Let me r est ate it this way . What he wants to do, 
~ s he 9roposed on Thursday , i s to give his statement 
of es timLted r eceipts on April 15, and no't on January 
J or wlu. tever it is. Now then, in order to meet thP. 
crit icism thut we ' ll have Congress in session in 
J anuary and they mont to work on appropria t ion bills, 
ht< sa.ys why not divide the expenditures into - some­
Nhat us tney have already been done , into ordinary 
expenditur es end other expenditures? Let them work 
on the ordirwry expenditures , which can be estimated 
a s of tho first of J anw.ry uith some accuracy, and 
leave the others until you see where your r ecei pts 
:; re going to be . 

I oon't think that ~ould help 11t all, do you, Dan? 

.. ell, I don 't 

I don' t thin-< th&t would help at all. 

I - .vell, I don ' t know exactly what he means by 
oroin~ry expenditures . If he means elimin~te t he 
emergency or r ecovery and r elief items ••• 

~bat ho me&ns is interest on the public debt , expendi ­
tures of l~gislative and civil departments, Judi ciary , 
na tiona t defense . 

Let me state the proposition for - some of you hove 
got part of it a nd some of you hoven•t. The r ecson 
I asked you in - t his i s terribly i mportant , we haven ' t 
got a n awful lot of time , so I want to get the a dvice 
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of t he people that think in t erms of fJnance . 

Haas comes in with the very best esti mate that he 
can give me; I mean - naturally extra-confi dential . 
He goes through the r egul ar thing and does the best 
job that anybody can do, seeking advice, and so for t h, 
and tnen he gets this. Our estimated r eceipts for 
19)8 are six billion three; that ' s down some )00 
mill ion from October 19 . They estimate f or ' 39 
five billion nine . 

Now, George, I •m going to do this later on again, 
and I can't just l ay ~ hands on that report which 
you had showi ng how much they are up s.nd doflll -
pr~vious ones . Bring it in next t 1me you come in, 
becuase we 111 continue this . I 1 ve got two appoint­
ments in b e t ween . But you kno:• t be one I Olean. 

Yes , I know. 

Op to date I ha ve e s timated it four times, I 1 ve been 
right three . In the previous Administra t i on, 1 )0, 
' 31 , ' ) 2, and ' 3) , they had t no Secret aries of the 
Tr easury, ~ellon and Mills; they were off as much 
a s 48 percent in their estimates . 

(On phone) 
1t free . 
I get it . 

Yes . Yes . Yes . 
Pardon me? NoN, just 

y es . Yes . 
I t ake orders . '!haru< you. 

- I ' m to keep 
say it egt.in so 

Lll right. 

~agill, Bell and I a t 12 :)0 . 
~tith the President and 1 1m to 
this afternoon. 

1 1 m to have lunch 
m&ke no ~ppointments 

12: 30 . 

Yes . 

Let me call. 

You (Upham) go outside, find out what Szymczak 
\¥ants. I've got a message from the l'fhite Bouse. 
He w'ls coming at ten. I need those 15 minutes, 
and the President has asked me to do something for 
him, and a s soon as I ' m free he ' ll b~ the f i rst. 
See i f you c an find out what he wants . Terribl y 
sorry. 
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Do you wa nt Shoup down here? He has cla sses o t 
Columbi a . He can come down on a pl ane. 

115 

Too l a te . At 12: 30. Let me jus t go ahead . Don' t 
;vorry about Shoup . Let me g ive these - Bell and I 
h&ve t o mee t with t he Hopkins organization a t 
10:15. Be ha l f an hour . Le t me tell you ho• • •m 
thinking , get t hese people up- to- date . 

All right, 1 39 . As I sayL wha t ;ve 're s aying here 
is triple-confidential . The e s t i mates now ar e 
fi ve billion nine. All right, now let • s say I 
teke Haas ' s esti mates , al t hough I think he ' s five 
per cent high . But let ' s just say for argument' s 
sake we t ake whet he ' s got, which is five billion 
nine . 

Ur . Bel l te l ls me, again in triple confi dence, it 
looks ~s tnouga t he expenditures will be around 
seven billion oollars, which means tha t the President 
sends u budget message up showing an estimated 
deficit of a billi on one . 

Now, I want - as I a lways am, I'm hones t wi th 
you peopl e . I wasn ' t thinxing naturally of the 
conclusion you ' d jump t o . In f act, I didn' t know 
these figures ~hen I hit t he cei ling . I didn ' t 
know . You (Bell) jus t got that to me. But what 
I'm worrying £bout is the uncertainty which you 
add . I mean you Just have to take my woro a~ f ace 
value t hPt I didn' t know t hose f i gures . In f ac t , 
I oidn ' t ~now t hem uniil tnis morning, di d I , Dan, 
<~~>lkine down. vthet bother s me is t he uncertainty 
of having a Secretary of the Tr easury or a Director 
of the Budget or the Pr esi dent of the Onited St a t es 
aga in ma ke an e s t imate Wh i ch might be 48 percent off . 
And L say - what I sai d t o t he crowd here was tha t 
for any Secreta ry of t he Treasury, any Director of 
t he Budg~t, or tne Presi dent , to estimate wha t ' 38 
business is going to be, and what the first si x 
months of ' 39 - that it ' s jus t a physical impossi­
bi lity, bnd I think u person ought to have the 
courage t o say it can ' t be done, sho~ the r ecord 
of tne year s •JO to ' J3 i nclusive, that it wesn•t 
done, th~ t they were off f r om 24 to 48 percent. 
~he President hs s s ai d ~galn and again he ' s going 
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to balance t he budget, so the answer i s , well , how 
can ne do it and do it intelligently. 

So I t old tnese felloo~~s I A'ouldn' t sign t rti s thing 
bec~use I didn't t nink, with no reflection on 

1 

bnybody , it w&s worth anything . It w~s the best 
t ney coulo do matbe~atic~lly . Tney had the best 
auvice : people l ike Ayres und the statisticiun of 
Genera l ~otors and Tel & Tel, end the fellow up 
in New Yor k - what• s his name? 

Edie . 

~ie, nnd the stb"isticiun of tne First Nat i onal 
Ba~ of Chicago . 

Licntens tein . 

.• e 1 ve nad people like tnt: t her e , so .•e ' ve got ten as 
good ~:uvice as anybody can get . 

NoiY, I put this up as I! chullenge : '1/ha t can we do 
to ove r cotoe it? And Shoup cwne .ln with t his sug­
gestign - I want to give him the credit - t ha t we 
send up an estimate of expenditores but not of 
r eceipts until Apri l , when we o~~ill have t he Uarch 
r eturns in; let the people make the Waren returns , 
and after we nave looked e t them we can give a 
really accurate estimate of wnbt business was in 
1 37 und fo recas t wnat tne r evenue will be for the 
yea r, based on .~hat we actunlly AnOW business w& s 
after we take a looK at the r eturns . 

Tne Pr esident said, "That ' s out of the window . I 
.vant to get Congr ess away from her e . We can 1 t .vai t 
fo r tha t .n 

Tnen - I don 't AllOW, I think tnis i s hi s idee -
out of that group came the suggestion, whicn I 
th!.t:k o~~as nis - at least tn1s is the end; whose 
it was I don 't ~now, and it isn' t important, but 
tac t ' s the wcy we went, end you (Bel~) correct me 
on this . 

Ht: said "\Vl'IY can' t we si,nply continue the Government 
t he sec~nd s ix months of •38 on the same basis of the 
same appropria tions we have now, jus t have a continuing 
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appropriation, ~nd then simply say it costs for 
six months just so much to run. Just continue 
the appropri a tions. Th~ t ' s been done before. 
Then we'll start t he calendar year on January 1 
bnu put the Government on r calendar yesr basis." 

Ana then nis suggestion wes that 1ve will 6sk 
business in November to send us the information 
blank which wi ll give us their best estimate as 
to what their 1 38 business would be, and then 
bbse it on tha t . He doesn't like t he idea of 
w~iting until April until >'18 h~o ve a look ,. t the 
Uarcn r eturns, althougn I understanci that's what 
taey ao in En3land . 

1! 7 

Of coo.~rse, 1t could be shifted. ''le could mtke the 
fellows come tnrough with their returns in February . 
I think that if we could get - whether we get this 
country on a calenda r year ba sis or not doesn ' t 
p~rticularly in~erest me ; I don ' t think it's 
import ant . But I do tnink it ' s important, terribly 
important, that for future accuracy in balancing the 
buoget :1e do get a look CJt the man' s r eturn for his 
calendar ye~s r before we es timute or guess what the 
business is going to be. And v1hetller it ' s a 
calendar year or any other year, I think i i' we 
could get a look a t nis r l! turns and then put the 
estima tes in, why, then «e put an estimate in th~ t 
is worth something . 

llo·1 , £side from everything else - you don't mind my -
I've presented i t ~bout rlgbt, have I? 

Yes . 

Dan, about right? 

"ight . 

No:: when I vtas doing this I was being very noble 
~tnd ' doing tnis thing purely, as I put i t -·I didn't 
Nant to send up a figure that would - be a purt of 
the machinery sending up a figure that isn ' t wor th 
the paper it ' s 1vr1tten on, ul t nough I again s ay 
it ' s as goo~ as anybody cun do ; don't misunderstand . 

l<o .. , 4alk1ng do wn .vit.h ~r . Bell, I suadenly go 
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political, see, again beine t erribly honest . 

i.y influence . 

Under the influence of Mr. Bell . 

1: 8 

~nu I say t o you people here, how the hell can the President of tne United St a t es .... I ' l l t ake- I 've 
lOt tnis fello« - ;;ait a c inute - I•ve got h.iJD s;reating, NorKing on a new f igure . This i s based on production 
of 95 ~ s the aver age f or next year - Federal Reserv~ . 
So I say I won't t ake it and to ma ke it 90 . So he says it will t eke three weeks to do it. But let's 
Jus t take hi s f i gure ; we ' ll t ake 95; we ' ll t ake it on thet basis . Now, if the President of the United 
St Ltes senas up a aeficit of one billion one - now, 
I say I 1 1D gat ting political , and I say after all 
Lnt t he ' s sai d - l eave me out of the pi cture; doesn't 
m~ke any diffe r ence about me. But ho;r the hell can 
ne send on January 4 an e stimate tha t shows a deficit of ~ billion one, and whicn wi ll show u deficit t his 
year of ut least £ bi llion? I just ask you . · You can call it poli U cal , or let' s uso Viner ' s words and 
"le t ' s be pr actical" or whatever you use . I say t o you f ellows - and it only struck me this morning -
I just don't thl~ he cen do it . 

You mean he could postpone it ror three or four 
months . 

No .. , he J.Oesn 't KOON these figures, s ee, I nd r•ve been doing it - I .vent to - up to tnis morniOl, until I walKed down with Bell, I •IBS just being sci entific. No w, after a 45 minute t alK with Bell, I 'm being 
politi cal. 

.".'ha t did I say tha t changed it? 

You gave me the figures of ;vh~>t it ' s going &o cost, 
ttnd I had no not i on, t.nd I say the Pr esident can't sond a t ning up showing a deficit of a billion one . 
My God, he Just ca n't do it, tha t ' s ell . 

!low, unner t hose cirCU.'IIStances, doesn1 t i t ee t down t o - Ne ' r e seeing biro at 12 :JO - doesn't i t get do~ 
t o a ,,uestion of s resolution - nobody knows about 
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these things - of Congress, asking them to extend 
tnis f i scal year for six months . You could drew it 
up in four lines, simply extending this thing on a 
basis of six months, so that we start the cclendar 
year and we will continue the appropr i ati ons so that 
July will get the same proportiona te amount as we 
spent last July, and not one-tNelfth of the total . 
See what I mean? Not one-twelfth of the total, but 
#e will spend in July next year what we spent in 
July this year , which is low - I mean we•re way down 
on our expenditures . I mean not give them for July 
one-t»elftn , but the President will explain- he'll 
hlve to a sk a continuine appropriation for s ix months, 
but explain that in July we ' ll only ' spend what we did 
last July, end no more , and t t1e same for .t.ugust. Then 
ne'll trot out the years 13J, 1 31 , and 132, ~no show 
wn"- t ;.!r. :Iellon and !Ar . !Jills did , that t hey v aried 
:;:4 to 48 . 

l•nd I r 11 tell you, 1f he shows tnese confidential 
f i gures to tnose four leaders , I ' ll bet you they 
eet along and they ' ll get o resolution through 
about mid.nigh t llednesday night , 1f somebody ' s there . 

~f course, t oe comparison you just cited • •• .• 

.le can build up a beautiful picture why he should 
do it . I think he's got to do it, and do it the 
1aylor way, ~hich is the calendar year . That's 
wh~t ?aylor ' s been crying for . 

No.~, I'o giving fir s t the scientific and the 
intellectual reasons; now I ' m gi~ you the 
political reasons. You've got the •aylor plan, 
you ' ve got the ~agill pl~n, ~nd you 've got the 
l:lell plan . 

Magill plan? 

No , this is terribly- I don 1 t want t o crack up, 
I mean, a nd I •m g etting funny about it. I 've bad 
about all I could take last week. 

If the only r eason you give the President for 
operating on this bosis is the evidence t hat the 
jlrevious administration over-est1JIIated their 
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revenues so drastically in the years ' 30, ' 31, 
una 1 32 ..... 

.~<nd 1 33. 

120 

•••. and 1 33, and tha t i s given t o Congress too­
tha t r et son - and the public , isn' t tht t sort of 
telling the public that we think the chances thut 
we l re going to reproduce the down movement, the 
1 31- 1 32- 1)3 experience, are high enough that we 
,,ant to avoid particular technical estimating 
procedures which lfOrked badly t hen? In other words, 
wouldn 't it be core pessimistic t han is justified 
b. the circumstances to give tha t sor t of an explana­
tion? 

\t ell, I IO'ould say - well, I uon ' t - I mean you ' re 
not telling G.nybody bnything that ever ybody doesn ' t 
~now - s teel ingot ' s on 28 percent production, t nd 
t ake all those figures . I uon•t see - it ' s no news , 
and you simply sey to the people and explain to them 
that nobody ttnows , that you' ve got toe sti mt te this 
thing by, fi rst , whet 138 business is going to be, 
plus what tn~ first ~ix ~onths of 1 39 ere, and that 
thing is just cnzy; ond t.hat no business ma n in the 
United States will vut his n~me on a pi ece of paper 
saying .vha. t business is going to be the first six 
.nonths of ' 39 . No .. , why should the Presi dent of 
toe United Sta t es do wnat no business man will do? 
It ' s unbusiness-like, it ' s unretsonable, and it ' s 
foolish . 

I agr ee oi' course with t ne logic of that . The only 
aifficulty I see is t~ t tne tieing of introducing 
it is chosen r ~ ther unfortunLtety . 

That ' s true, J ake . 

That ' s alwiLYS the Cl.se, of course . 

Yes . 

All that i s correct , but please remember I ' ve got a 
pistol t o my head , he ' s got a pistol to his head . 

You' ve got t~ do t he best thing that is c va116bl e , 
and none of thee are going to be ver y happy . 
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All true . If you s e i d t o people, "For God ' s sake, 
Nny didn't you thinlt of it sooner?" - I thought of 
it the minute I saw the figures . I couldn't think 
of it any sooner . The minute I saw it I called up 
the Presiaent, said , "I ' ve got to see you. " I sow 
nim wi thin 24 hours. So I 1 ve ac t ed as pr omptly as 
I c ould . I mean I' m not doing it - I'm not kidding 
anybody - I' m not doing it because I want to put 
the country on t. ca lendar year basis ; I'm trying 
to think of t damn good r eason - bow to get out of 
this oole . As to timing, it couldn ' t be worse, 
but 1.e• re f acing a sit ua tion; now, I ' m aski ng, who t 
the hel l c&n &e do about it? I want & good excuse 
tntt doesn't loo~ too phony in t he eyes of the publi~ . 

Just see what would hllppen if be came out .vitb e 
bil- ion a oll &r defi cit prognostica tion within a few 
Clonths after the pr evious one . Then the public wi 11 
s&y, "Be ' s certai nly not going to over-esti mate it . 
de must be under-es t.Ltnll ting it. Ther efor e , the 
Gover nment i s t lready f i gur ing on probably a two or 
three billion dollar dt~ficit, and i f they feel so 
vessi mi stic , goodness knows what ' s going to happ.m . " 
·•her eas if he t akes thu position you suggest he toke, 
Gnd i f it i s couched in the proper t erminology, I 
tnink it 111ll bt accepted t. s much more r ea sonable 
rnd ;ill be apt to be much less pessimistic . From 
a political point of view, as well as from the logic 
or tne situation , it ayyears to me there is much t o 
be gained by presenting it in th~ light you sugcest , 
r a ther t han cocing out Nith a bill i on dolla r deficit 
estim&te a t this time. 

ng&.in, I'm beingterribly honest. I don ' t care 
bnyt hing ~bout myself. The ~ct that I•ve been for 
u balanced budge t doesn't meke a damn bit of difference 
to me - I mean bec~use I aon 1 t na ve to run for office, 
and &.11 that . But for the Presi dent t o come out - I 
just - I d on ' t want to get ill over it, but - Herbert , 
l'ih&.t do you th~nk from the vublic r el a tions angle? 

I •m thinking about the politi cal end of it and the 
?ublic r el& tions effect . loly opinion now is th& t the 
political and ?Ublic effect will be worse by failing 
to submit a n estimete t han i f you submit one with o 
billi on dollar def icit. I taink that t he inevi table 
aeduction if you refuse to submit an estimate now 
&nd just go along - pr opose to go t long for another 
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six mo nt hs on the old ttpi)ropria tions - tha t will 
be t~ken as a confession th&t you are not t ble to 
hr ve t bsl&nced budget, the t you are going t o hove 
~ deficit of unes timnted proportions, and that you 
tre refusing t o admit it because of the f act thot 
;ou have given indicltions thot you have hoped to 
ntve t balanced budget, und consequently you oen•t 
;.~r ive yourself now to admit the real f ac t , which 
is th&t there is goine to be e wnopping big deficit . 
"nd I tnink the effect will be ::JUch .. orse then 1f 
y ,u come out .1 th Ugures predicting a deficit of a 
billi on dolla rs, but s~ 1~ tw t this is the wty the 
prt!sent sitw. tion is, end Lht.t tuese foro'IErd estimLt.es , 
~~c~use of tne great c lfficulty, ere subject t o n 
v~r. lerge ~argin of error . 

1 11 r ight, th.,n I come back - this is • press 
conftrence ·nd you ' re tha Presi dent . •hll right, 
"r . ''rt<si <ient, .)'Ou stid you wanted a bal~nced 
bu.g.: t ~ nd no· you ' re f"t cinr L billion dollar 
~Lficit . You ~oin~ to &sk f or any i ncreased 
t~xLs? •iht t you s otne to do • bout iha t?• 

You' re Just exbctly tn tha stme situa tion &s if 
you w~ren' t Lnnouncing your estimates . 

No , but thli t ' s tne 4uestion: "'lihat you going to do 
bout nes uxes? You going to ask for ll bi llion 
doll~rs ~ore tax~s?• 

"!io . " 

"Then you ' ve e iven up bll nore of bal£ncing the 
budget?" 

"Unless conditions improve . " 

"Uuless estimates prove to be excessively pessi­
mist ic . " 

1es , yes . 

I tnink the tning to do in a time like this is to 
buaget the e xpenditures and leave your tax system 
tlone and take ~bet time brings you that way . But 
booge t your expenditures . 
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You mean don't send up eny estimlite of revenue? 

01t
1 

send up an e s tima te of revenue, but don ' t -
uo &ny move t owurd budg et-balancing you .vant to 
on the expend! tures , but not on the taxes . !tnd 
jus t si,mply - you c &n e stitoa te the expend! tur es · 
th1t is wh& t you h11 ve under control , or can hov~ 
under control . 

123 

Let me just a rgue ~uietly here . 
not only - ~e • ll use t ht ficure 
.;ee? 

In the first place, 
that Baas tus here, 

b; t he way , I 1 11 h~ve anothe r figure for you by a 
uarter to t.~el ve . 

:1111 you? ~>11 r ight . .;e • ll use the f ive billion 
nine f i gure . Now, when it co:nes to expen<iitures, 
I tuKe 1 t .vnen you t ol d me seven billion dollHs th& t 
you (Bell) nau in ~ billion for relief . 

'lnat ' s right . 

,,u r ight . 

'l'h~ t 1 s a rough figure . I mlY t:e t it l ower th~> n th&t . 
If 

/tne Presioent s t. i d t o me, "Do you t hi nk £, billion 
Jollar s wi l l do for next year, under present cir­
cumst ances?" I ' d sty, •No ." I don ' t think he can 
s;.,y it . I bu te to see niDI p\lt it ln, Ei na I 1 d hD te 
t o put himself out f or a billion dollars for r elief . 
uo tha t's another Lrgument why, i f he could postpone 
this thing f o r six months - s na tnen i f the countr y -
~nd his argument is simply this : • No , I' m not ducking 
this t ning , but I don ' t .o<novt what the relief figure 
sboulo be . If, as mos t people s eem to thin~, tnis 
is h rgely an 1nv~:ntory m~ t ter and when the inven­
t ories ere deple ted t hey ' ll go t l ong, wnile we mcy 
no.t be a s good as ' ) 7 , t.e m~y be &s good ns ' .36, 
und things will go a long; why , along a. bout April I 
can tell. I want to toke 11 look D t wlw t business 
d id i n ' 37 I want to see those returns . And .. e •ll 
continue o~ t he pr esent L~propri£tions ar.d we ' ll 
postpone t his thing. I don ' t know- things are too 
uncer t a in, end r a ther t hen t o give the country 
misinformatio n I'd r~ ther give them no inform~ tion . 
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But jus t as soon a s I have i nformat i on, and once 
I do see what business did in • J 7, t hrough the 
'Ireasury Depar t ment we ' ll announce wha t t he scale 
of business was in 1 37." 
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Now, I can ' t t e l l , nobody can tell - i f t he Presi dent 
sa. id t o me, 11 Henry , wi ll you r ecoounend a billion dollars 
for r e l ief for next year ?" I ' d say, 11No , sir, I 
... ouldn' t dream of doine i t. I don't know whether a 
billi on end a h a lf will do. " 

Bell and I a re seeing the relief people ~ t 10 : 1 5 
~ nd ;;e•re completely up in the a ir . 

You ' d ha.ve been in a bad positi on in 1930 on th~t 
besis . You had € spring upturn in 1930 . Along 
Lbout hpril you made your e stimates , in the midst 
or r £ ther promisine bus tness conditions . No sooner 
d i e your estimates get out tnan you had a shfrp 
downturn . 

"11 t rue , but - all Lrue, but somebody helped me 
.vrite a speech i n which I said conditi ons wer en •t 
the same as they wer e in ' 30 . I don ' t think they 
r r e . But if you ' ll give me January and February, 
I •d be willing t o make an estimate for the returns 
f or 1 38, after I s ee whr t happens i n Janua r y and 
rebrua.ry . And if I •o ge t two months behind me and 
under me, I •d feel a lot different about 1 38 thr.ll 
~ woulc now - and if I didn ' t nave to forectcst for 
tne first six months of 1 39 . Sive me t wo months 
or • 38 - wouldn' t you feel a lot different about 
' 38? Never mine about ' J 7 . 

,Yell , personally I wo..lldn ' t feel as if I could get 
E lot from J anuary , wnich i s seasollblly such a l ow 
month. February would 

Well , we • r e asking for t hr ee m'!nths , J anuar y , 
I•'ebruar y and March • 

..!or eover • •.• 

You may want t o wait until t he March retur ns are i n . 

I may wan t t o wai t until the !.lar ch r eturns a.-e l:n . 
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:Joreover , if it becomes apparent as a consec.uence 
of this kind of st~tement that the r eaction.ha s 
been negl i gible, when !.larch comes around , ! f you 
feel a s much uncerta inty, there may be other 
alterna tives tha t you will have . 

,!ell , look, if we Her e going to conti nue on a 
continuation of present appropr i ations , couldn't 
the President ca ll a sessi on of Congr ess immediately 
t fter elect i on next November to pass on approprit tion 
bills for the calendar year 1 39? 

.. 4>11, sure, ne could . 

I ~e•n c ouldn 't we wai t until November 15, call a 
session of Congress November 15 , 1 38, put in- Lnd 
nave everything r eady , your be~rings f inished? 
Isn't that; what 11e suid anyw10y, f r om November 
15 until .•••• 

He r eferr ed to it as vn tppropriation Congress . 

<>nd put in f r om November 15 to Ja nuary 1 our 
Lpyropria tion bi lls Lnd just have them si t on that . 
"nd. then, we woulo t no. n be working on a ppropri~o t i ons 
for tne cillend£<r yevr 1 39, and we 1 d know then where 
.,e ' r e at . ·:;e 1o know whllt our r elief situation was 
&nd everything else . 

You Nouldn ' t be in any different s i tuation so far 
&s estimating your revenue ~as concerned e t t h£ t 
time . 

Oh well, you coulon• t be any worse than we ere now • 

.'/ell, you ' d be in the same s itu ... tion, practically . 

No , you ' d have the experience of nine, ten months 
of the year . 
You ' d have t o e stimate for your cal endar year ' 38; 
Noul dn ' t have the r eturns f or tha t . 

But you ' d know whether this thing was a r ecessi on 
or Eo depression . 

~xactly . This year seems to be one t hat will be 
cruc i a l. 
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• You Know wh& t you've got - you Know whether you're-
you lrnow whether these boys t.re right tha t the Feder81 
Reserve is going t o be 95 or 90 or 85 or 80, or wh~st 
it' s going to be . 

uell , it seems t o me tht t this budget message has got 
to be optimistic, whether you like it or not . 

hell, th~ tt s jus t a 4Uesti on Of •.. • 

r or tn~ sa.<e or t ne countr y, I tnink we ' ve got to 
t &Ke an o~timistic a t titude . 

•hr. t ' s Hoover. 

Lt isn't Hoover . You can' t put into a buoget 
~esssge that the prouuction level is eoing to be 
Jown to 80 as opposed to 95 today . You can't do thct . 

but do you need to say anything? Couched i n the 
proper terms - and I think that ' s awfully important -
couchea in the pr oper t erms , it can be made to s eem 
llke a very r easonc ble thing . You hope th11 t the 
revenues a r e going to be such End such, b ut the 
business s ituation has developed since then so as 
to give you a little ptuse, and r ather t h&n make 
tne err or or over-"stimating, t.nd r ather then give 
the ~ublic the impression t hat you'are constantly 
ovet·-estimating, y u ' d r t thtr ,,~.it a little .. bile 
• nd s ee :11\E t we can r el' soru. bly expect; and I t hin.< 
the r esult would bt a vuri w~r.tea increase in confi­
J ence in the ~ederal Government . ~uch r ather t htt 
tiu,n & mere s tE.tement tht:t you're going to have a 
billion dollar d eficit. Then everr body .vill iau:ned­
i Ltely say, "Good night, if it' s a bil l i on now, 
they r eally thinK it ' s going to be taree or four 
billion, because they t. lw~ys mr.ke ~:n optimistic 
s t~o tement . n 

I hat I' d like to ask you people to do i s this . I've 
110t a meeting ;,.t lv : l 5. I ' d like to meet IVith you 
people again a t 11 . 'l'here is nothing more i mpor t&nt. 
" ny don ' t some of you people go i nto t.tagill ' s room 
t nd have a good argument, t ake your shirts off, see? 
Bell has to be Nitn me a t 10: 15 . but I'd r eal l y like 
you to go in and just fi ght t his t hing out. 
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lond there 1 s one thing in di scussing this - would.n r t 
tnis mean that a mo n wouldn 't lmow what tti s income 
t ax was going to be until next year on this year ' s 
basis? '1/ould he know? rlould a man of business 
know - I mea n he woulun 't know wha t his ' JS r eturn 
was going t o be . 

No, he ~nows now, unless ne hopes that !ir . Treedwny 1 s 
bill is goine to go t hrough • 

.. lll't his payments , r ather then his returns, are 
going to be . 

I don't ~no~ of Eny thing more illlportant . ~hen we 
go over there at 12:JO, 1 1m jus t going to put it 
up t o the Presioent this way - naere are the f acts" -
Lnd see now he reacts, that' s all . 

You' re (Bell) going to be with me at 10 : 15, aren't 
you? 

ce l l : I thought it was l O: JO . 

H.' . Jr : 

U;nu a: 

rl . 1 . Jr : 

U; ilc:!l : 

Bell : 

U~hr.m : 

!! .rJ . Jr : 

Uphtnn : 

ii •• Jr: 

~here ' s no banking m~e ting t oday . Di dn ' t you (Upham) 
cdl it off? 

No . 

I thought you said ••. 

No, I've heard nothing fbout it being called off . 
AS f £r as I Anow, they 're coming . 

\Ina t time is tha t? 

lO : JO . 

I t hought you said hccles couldn't be her e . 

"~ post poned it a week f or him . Re couldn ' t be 
ner e las t week becouse he wus 1aaking t na t s peech 
in Chicago • 

• iell then, we • 11 jus t - I bad 1 t and crossed it 
off; well then, you ' ll just have to - I can't do 
1 t tomorrow. 
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You can postpone relief for ... 
No, no , I want thn t . It ' s e ll a part of it. 

You (Upham) call up and let ' s make it 10: 30 tomorrow, 
see? I 1 ll make the banking tomorrow, because I 
really- I don't went t o ge t my mind off t his . 

I t i s n ' t important. 

Tell t nem somet oing nas come up that I ' m wor king 
on. Bet ter go right nRay . 

Harriugt~ is coming a t 10 : 30. Tnen we can continue 
.,itn l:lN.s crowa ~t 11 . No, I don' t want t o get it 
~ixed up . Thi s is t oo important . Please. 
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S: 

H.li .Jr: 

S: 

H. l.I .Jr: 

S: 

Operator: 

H.IJ. Jr: 

Operat or: 

H.ll.Jr: 

Bello. 

Szymczak . Go ahead . 

Bello, Mr. Szymczak . 

Hello, Mr. Secretary. 
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December 20, 1937 
10:16 a . m. 

I'm terribly sorry, but I 1ve got something special 
I 'm working on for the President. 

Yes, that's perfectly all r ight. 

And ... . 
.~>ny time. 

I t may run a day or two. Now, my switchboard is 
all right if yours is . 

All right, may I speak to you? 

Please . 

O.K. Just one minute, I 'll close the door. Just 
one minute, Mr . Secr et ary. 

I was called a week q o Friday t o New York by George 
Backer . You know him. 

Yes. 

And Judge Fisher of Chicago was there. 

Yes. 

And Mr. Waldman. Bello? 

Bello. 

Been cut ott. 

I•m sorry. Call you back. 

(Pause) 

Hello . 
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Szymczak. Go ahead. 

Bello. 

Bello. 

Ne were cut off . 

Yes. Well, at any rate • • • • 

!30 

I heard you say Mr. Backer; t hat ' s as far as I heard. 

Backer, Judge Fisher, and Wr. Waldman. 

Waltman? 

Yes, Dr. 'Naldman, the social leader . 

Oh. 

Now then1 they - Judge Fisher was the first to talk 
to me, told me he had a very important t hing for 
me, and said that he had come from Chicago purposely 
for the purpose of discussing the Jewish-Polish 
problem or the Pol~sh-Jewish problem. 

Yes . 

And tha t they have decided upon trying to help 
Poland economically. 

Yes . 

They thought the pr oblem was purely economic. 

Yes . 

And that by, for example, increasing the exports 
from Pola nd and helping in that way to r ebuild Poland, 
Poland wouldn't have this problem. They think that 
that 1s because of conditions in Poland and that by 
el~nating those conditions the ~ng would take 
care of itself, because it isn't the Government •• 
attitude, it' s the a ttitude of some of t he people 
in the Government. 

Yes . 
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And t hey thought tllat perllaps someone could go to 
Poland to tell some of tbe individuals in the 
Gover111ent tllat there are people here who are ready 
and willing to assi st on expor ts from Poland to the 
United States, and in return for t ha t all they 
require is a Just at titude t oward the Jews in 
Poland . They were going to a end a delegation out 
there from the American Jewish Committee, deci ded 
at the last moment t o ask me to go tlere. 

Yes . 

And asked me whether I would be willing to go, 

Yes . 

nell , I said before I could say anything about it 
I ' d first nave to study the situation ~self, knowing 
nothing about it; secona, I would have to speak to 
you and the President and the Secretary of State; 
and then, after having talked to you and the Pesident 
and the Secretary of State, I would go back to New 
York and get more information from them. I told t hem 
that it was rather a delica te thing because as a 
member of the Board somebody might misinter pret ~ 
mission. Tbey said tllat this would be purely a 
private mission, that it would not be an offi ci al 
thing, but I would Just go out there and give them 
this message for t hese people and come back and t hey 
would follow it up . 

I would not enter into any agreements or contracts . 
Now, that ' s the purpose of my desiring to see you. 

I can t alk very frankly to you. 

Yes. Yes, sir . 

On tnes e Jewish questions, I have kept myself 
entirely out of them. 

Yes, I know. 

And - I mean .... 
Ob yes, I know. The onl y reason I'm speaking to you 
is because of ~ position on the Board, you know. 

I understand . 
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Yes. 

And, quite frankly - I mean - I mean I think you'd 
have t o see the President ••• • 

Yes . 

••• and the Secretary of St ate. 

Yes. 

And •hatever t hey decide I'm sure would be wise. 
But when it co~es to - whether it's the Jews in 
Germany or the .Jews in Poland •••• 

Yes . 

•• I - I just lean over backwards . 

Oh yes , I know . And the only - the only reason -
I can understand that perfect l y. And it places me 
in a r ather embarrassing position because I'm of 
Polish extr action. 

I understand . 

I could go over there only as an American. 

Yes . 

And there would have to be no confusion between 
~ citizenship and ~ mission and ~ membership 
on the Board . And all that I would want fro~ you, 
if this t hing would ,york out, is a <roo .>ledge that 
you would know what I'm going there for, that's all. 

I appreciate that, but I couldn' t advise you to go 
or not to go . 

That ' s right. I can understand. 

Because I'm here for - if you don1 t mind my s aying 
it, for lJO million people . 

That ' s right. 

knd I Just never let my own religion interfere with 
my Job. 
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That's right. 

b ut I appreciate your talking to me . But I 
couldn't advise you one way or the other. 

133 

Vlell , here ' s what I have done up to date . I've 
talked to Jim Roosevelt and gave him the whole 
s tory , and he said he would talk to t he President. 
And if the President wanted me to go over t her e to 
the White House t o t alk to him, I'd be gl ad to do 
it; if not, why, t hen Jim could tell me what to do 
or what not 'o do. And then I would call on the 
Secr e tary of St ate or someone there. And then I 
would go back and see George Backer and tell t hem 
just what the situation is and how I stand on it. 

Well, I' m sure if you see the President and the 
Secr etary of State, why , you couldn ' t get any better 
advic e anywhere . 

Yes. 

But you'll just have to leave me out . 

Yes. Well, after r•ve checked with all these people, 
well then, I'll •••• 

I'd like to know what you d ecide . 

Exactly . 1•11 let you know just wha t ! 1m going to 
do, so t hat ••.• 

tlell, I appreciate your courtesy . 

All right . Thank you, Mr. Secretary . Then I won ' t 
need to take up your time. 

Thank you v ery much. 

ThanK you again. 

Regraded Unclassified



... 134 
TREASURY DEPARTMENT 

INTI:" O r iFICII COMM UNICAT10N 

.... Dec . 20 , 1937 .. Secretar~genthau 

ur. Haap/1 
Subject: The Cotton Situation. 

SUIIIIII8ry 

Developments in the cotton situation this week i nclude: 

1, A further advanoe.in raw cotton prices to the 
highest lev~inoe early Ogtober, largely in 
response to increased aot1v1ty ·in the textile 
!118l'ket •· 

2. Expansion or the textile buying movement, which 
has broadened to include all types or cotton 
goods, and has brought prioe advances on a wide 
variety or auoh goode, 

) , Improvement or the prioe outlook for f i nished 
goode by a f urther curtailment in goods pr oduc­
tion during November , as indicated by reduced 
cotton oon.umption by domestic mille. The 
November figure or ~5,000 balee comparee n th 
526,000 bales coneuaed during October. (Table 1) 

~. A decline in r o.rward1nge or .American cotton to 
mille, particularly in foreign countries, which 
t ends to oon!lrm repo.rta or a leu satisfactory 
textile situation abroad. (Ohart 1) 

Prices continue to adTanoe. 

On continued heaYy textile sales, cotton prices this 
week advanced further to tbe highest lnele einoe early 
October. The buying or cotton futures by mille to f ix prices 
as they sold t heir finished goode was an important aarket 
tactor. The prospect or an errectin acreage control pr ograa 
under t he pending f arm bill was a further bull1eh influence. 
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t extile buling e:mande. 

For t he second consecutive week, cotton textile ealee 

han exceeded current production. I. rurther e;q>aneion of the 

buying movement this week, which has broadened to include a 

ride variety or finished goode, leads aarket obeerYere to 

believe t hat a general bu;ring monment ie get1jing under way. 

fha denand from mail order houses and other important buyers 

this week was sufficiently large to reeult in increased prices 

on a broad 11et of cotton goode. A considerable YOlUIIe of 

buying t or spring requirements remains to be done, according to 

trade report s . Some confirmation of this appears in Census 

Bureau tabul ations of the orders on mill books t or certain 

types ot knit goode, which on October 31 were 4o to 73 p ercent 

( in quantity) below the corresponding t1guree tor 1936. 

!.!111 coneumnti on of cotton declines in NoYember. 

A further curtailment of cotton goode production, which 

appears as a strengthening f actor in the textile markets, is 

shown by a reduction in the consumption of cotton by mille to 

~.ooo bales in NoYember, a e compared with 526, 000 duri~ 

October . This reduction, while greater than that in 1936, 

(see Table 1) is about comparable in percentage to the anrage 

liovember decline during t he preVious t1 Ye years. A rather 

~ drop in cotton consumption may be expect ed during 

Dece=ber, due to seasonal i nfluence s , which normally would be 

followed by an upturn in January. 

l'orward1nge ot cotton to 1111lls decline. 

Tending to oontil'ID recent renorte that the mill situation 

abroad hae t urned untaYorable, the forwardings ot Alllerican 

cotton t o foreign mille during the ourr ent week, according to 

orellainary figures, haYe dropped b elow t hose of last year, 

1see ~nart 1 ) despite the record large orop and l ow prices. 

For t he aeaeon to date t hey haYe aYeraged 12. 6 percent higher 

than l ast year. Current adrtcee trom most European countries 

1nd1cats a declining tendency in mill actiVity due to a reduced 

volume or orders and to narrowing mill margine. Indian mills, 

however, are running at a record high r ate, and 111111 aotirtty 

ln Japan is down only slightly from recent h1gn leYel e. ror­

~ngs or cotton to m111e in the United States continue 

below t hose of last year. 
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fable 1 

lUll conaumpt1on ot ootton 1n the t7111 ted States, 

by months, Ootober through JamJ&r)', 1932 to 1937 

Consumed during JaOnth (thousand balea) 

I!!t Ootober lfovtlbtr pea ember Janu&l'7 
tollo!lqg 

1931 461 426 415 435 

1932 502 ~t 
4110 470 

1934 5o4 ~t ~ 

193 523 4&> 551 

1935 553 512 500 590 

5-Year 
479 424 aYerage 509 5ll 

1936 646 627 693 679 

1937 526 41!5 

Souroe: New York Cotton Exchange 8erv1oe. 
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December 20, 19~7 

10 : ~0 a . m. 

Present: 

Colonel Harrington 
l!r. Bell 
llr. Keene 
L!r. Ross 

Colonel HarringtOn: Well, I think we have got 
a ceeting or minds here this morning, Vr. Secretary. 

(Wr. Bell handed the Secretary drart or a letter 
!rom the President to the Administrator or WPA. ) 

HN,Jr: May I read it now tor t he first time? 

Everything is clear to me except the $42,655 ,000 
I understand that they got it, but where do you get it 
baolt? 

l~. Bell: That's taken out or the unallocated 
balances. 

HK,Jr: Where were we talking about $70,000,0007 

llr. Bell: You mean $60 1000,000. What happens, 
1! you leave it in, you in etteot give them l bi llion M~ 
so it1 a l eaving WPA clear tor their own projects with 
1 billion ~ and we ti nd other money to finance these other 
departmental projects. 

HK.Jr: As I reme mber, you thought they had 
i3o ,ooo ,ooo and you thought you would pick up another 
330 ,000 ,000. 

Mr. Bell: Comes out or that. 

HM,Jr: They release the $~o .ooo ,ooo they think 
t hey have got? 

Kr. Keene: They re1ea•ed all their money. 

Col. H: That leave• a poea1ble $18 ,000,000. 
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HU,Jr: I won't ask too many questions but 
Pan you relieve them of the $42 ,000 ,000 and pa~t'of 
t hAt comes from t h em? 

Mr. Bell: Comes from old funds . 

Hl!,Jr: Old funds? 

Ur. Bell: Yes, s ir. 

HW,Jr: A nd you (Col . Harrington) have seen 
this? 

Col. H: Yes, s i r; we have seen this . 

HU ,Jr : Per fectly happy about i t? 

Col . H: Except for one point. Except we 
would appreo1ate if a phrase or sentence were a dded 
t hAt any additional funds would oome to us. 

Mr. Bell: I can' t agree with t hat . 
for future consi dera tion. 

That ' s 

HM,Jr: All you oan have~ -- you have Bell's 
and mY assurance -- at least I speak f or myself and Bell 
can say yes or no, that before I recommend any addi tional 
funds be given, I will t i ght tor you fellows . 

Mr. Bell: I think we have always done that, 
but I don' t think the President should start out in Jan­
uary and promise pvery dollar t hat comes back when I know 
they won' t get i t . I have seen this situation develop 
trom t i me to time. 

HI.! ,J r: I think you are right . In other words , 
then he can eay 1 What I put i n wri t i ng , I mean' • 

. Mr. Bell: They "have got 1t on record . Thi s 
1& what they ought t o f oll ow. If something comes up 
be tween now and March 31 and they require a l i ttle more 
money , let's review t he situation at that time. 

HU,Jr: I would put it t his way . I won' t ask 
YOU it you are happy. I wi ll put it this • BY• Do you 
t eel , oonsi dering t he unemployment si tuation as it ia 
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today,ae tar ae your moet honeet Judgment, that you oan 
take care ot the eituation it you recei•e the letter aa 
it is written, as you see the eituation today? 

Col. H: Mr. Secretary, I can' t say that. I 
mean , we don1 t know what the situation is going to be 
this winter. It may be such that the President -- that 
is ultimately up to t he President as to what may be neoee­
sary to meet the needs or the situation. All I can eay 
to you todaY is we can take t h i s money and we can operate 
a progr am covering t he 350,000 inorease. 

IW ,Jr: Say that again. 

Col. H: That- we can taFe the i&Jid; that are 
Clade available under thls l etter and can carry on a pro­
gram including t he increase t hat llr. Hopkins has announce4. 

Mr. Bell: What peak or unemployment do you 
reaoh on this basis? 

HM.Jr: I was going to ask that. 
money , what is your employment schedule? 

Col. H: MaJcimum or 1 , 900 , ooo. 

Taking th1B 

HY,Jr: It you receive this letter trom the Pres­
ident , you can put thls schedule i nto etfect? 

Col. H: That rune $14 mill i on over the 1 bil­
lion 3, but that is something that can be adjusted in t he 
latter part of the year provided t he situati on permits ue 
to come down. 

HY Jr: Can't you do thle? Can't you give me, 
so that I oo~d say to the President , or Bell could say 
to the President , that i t you receive this letter they will 
work on eucha basis. Let ' s have the facta . Baeed on 
t hi s letter, I would like, I thlnk it is fair to aek, how 
much employment can you give . I would like you to reYise 
t his to come to 1 bill i on 3. 

Col. H: All right, s ir. 

HM.Jr: How long will it t ake you to get that out? 

Col. H: Get i t to you by noon. 
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llr. Rosa: It oan be done today. 

HK.Jr: Bell and I are going over at 12: 30. 
I don't know t hat we would get to it because we have 
the whole budget meaeage. 

Mr. Rosa: I could revise that over here i mmed­
iately, before we go back. 

141 

!Ul..Jr: Could 
th1e cleared up today. 
w1ll i t put to work and 
and a.hd' a. 

you? Because I think we can ge t 
I know he will ask how many people 

I don't want any 14 m1ll1on if1 a 

Yr. Bell: Isn' t your estimate for December a 
little highr 

llr. P~aa : That 1 a auppoeed to be the average on 
the 11th. 

HM,Jr: I don't want to go over there. I know 
the first question: How many men ia it going to put to 
work? 

If you get this signed , under t he circumstances 
1t'e the beet you can get ; there isn' t anJmore, ie there? 

Col. H: Apparently not. 

Ur. Rose: We think there are sizeable sums. 

Wr. Bell: There u.y be and we may get it. 

HK,Jr: I think you have done darn well. 

Wr. Roes: There are funds around. 

HM,Jr: The i mportant thing ie you know where 
you stand. 

Col. H: That' s right. 

llr. Secr etary , I would like to have a clear 
understanding on this one point . You a s k me whether th11 
w1ll meet t he situation and I oan' t say that i t will. In 
other words, i f a eituation ae to need arieea in t h1e 
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country in t he next two or t hree months , that Justifiss 
t he President asking for a defioienoy appropriation , that 
would be his deoiaion. 

Ur. Bell: That's another problem. 

Col~H: And I Just .ant to r.~e i t clear that 
I di d not want to go on record with you • ••• 

HM Jr: I understand. On th~ other hand, what 
I have been trying to do i a to find out where Mr. Hopkins 
and his people were going to get the money to put on 
350, 000 extra pe ople and when he made that statement I 
dlu. not know where he was going to get the money. I did 
not know. I know now, and you know. You have something 
in writing to work on. 

know I 
hope I 

Col.K: I think that's very eatiefactory. 

H!!.Jr : 
wo ul'dli'O t 
was going 

I think it ' s highly satiafactory. I 
want t o be putting 350,000 people onan~ 
to get the money. 

Col. H: I thought it ~as so satisfactory that 
i n t alking to one of our people up in Rochester, Saturday , 
that I asked him to tell Hopkins t hat we had t his arrange­
ment I t hought was going to be consummated this morning, 
"h1ch I t bought would be good news to him. He 1 s probably 
on t he operating table this mor ning. 

l!l.! ,Jr: Oh! lfnen you hear, let me know. But 
you thought it woul d be good news? 

Col. H: I did. 

HM,Jr: When we read this to the President, sup­
pose he says to me, What does Aubr ey Williams think? I 
don• t know. 

Col. H: We discussed this with Aubrey Williams 
Just before we left . He thinks it's all right . Re'e 
wcrried about t he need situation. 

HW,Jr: Wel l , so am I . 

Col. H: But a s f ar as this operating procedure 
with f •tnde available, he thinks it's all right. I Just 
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l eft hie office . 

HM,Jr: Will you and Aubrey Williams be avail­
able in ca•e the President want• youl You may be called. 
I am go1ng to try to get this sig ned between 12 a nd 1, with 
~r . Bell's help. Am I moving too fait ? 

Hr. Bell: No. I am ready. 

oOo-oOo 
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t\1:. • LDIIISSION TO CONGRESS 
Or !\LV SUE E.01IiAATES 

December ~o, 1937. 
11:10 E. m. 

P r~~.nt : 

l! . . Jr: 

).(I' . ;.:agill 
Jr . Taylor 
Mr . llliphant 
Mr . Gaston 
t.l r . Selt zer 
Ur . Viner 
:J r . Upham 
!4r . Bell 
:Jr . o •Donnell 
'lr . Kaas 

I ~on ' t tni~ tna t - t his i s what he's got now. 
Li ten to this , Jake, please, if you don't mind . 
He goes ao~ to 80 in J anU&ry, Februery 85, March 
91 , hyril 92, May 90, June 88 , July 87, kugust 87, 
~~ptemb~r 91, October 94, November 97, December 97, 
J a mury 1 39, 97, end t he r est of tha t 98, for ' 39 . 

Now, am 1 going to - this i s Summary - this is 
Table A, would you call it? 

f·•~v 

0 1 uonn" ll : Yes . 

d •• Jr: 
c:'" ' 

Tnis is B - December 20 . 

llo.v, uon 1 t say sooetning to please me, but after 
you 've aone it now uo you feel? Whicn woula you 
rhth~r stick by, the fir~t one you di d or this one? 

o · ~~nnell : I tninA you mient f eel t l ittle safer ••••• 

d .. Jr : 1 a i dn• t say me . 

J ' vonntll : 11e I'e l t l'ai rly confident on the one l est week, l.lr . 
~ecre tary, but we ful l y r ea lize the difficulties 
of trying to for ecast it in times like these . 7/e 
don ' t have e ny r eal confidence - we ' d like to heve -
in forecasting t he future . 

iihr3 : I ' d take the s econd . I think Al feels tha t way too. 
Bt' t ter to be on the under side i f you're go!ng to 
have an error. 

•1ne r : The secona was a 9J aver &ge for ' 38 and t he first 
oVhS 95? 
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H • ..t . Jr : 
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Th~ t was the concensus 

Fir s t goes 1n January to 85 ~nd fi nishes the year 
ti t 102 . This star~s a t 80 ~ nd fini s hes the year 
e t 97. The first group- t hey figur ed next year, 
' )9 , a t 103; this group figur es it at 98 . 

George, are you going to bri ng in tha t t able - you 
>< uow, showing the e rrors bofore; have you got tnat? 

il'~s : Yes . 

~ .• Jr : You 've got & copy of tha t f or me . And may I say, 
iia'-S1 I t hinA t ha t your estino. ting g r ouo did a s.~ell 
Job in doinz t his LS fast as they di d . "o •oonnell . 

0 1Jonnlll : Yes , sir . 

H . •. Jr : I ' m pleo.sed that you were abl e to do three weeks 
i n t.hree days . 

O•uonnell: Yes, s ir . Tha nks . 

u .. ~ . Jr : 

il . · . Jr : 

~b&ill : 

Oli.m~<nt : 

Jegill: 

Oli;mt.nt : 

They worked night a nd day. 

~hows now much can be done . 

All right , Ur . Magi ll . 

I put up three ~uestions t o them, and &s I spent so 
much time discussing t he first one and I was s ucn a 
good chairman, I couldn't get into so many arguments, 
we got the first one worked out, but not the second 
a nd tnird . I thiDA I cen make a report on ~hL t they 
thi~ on it, though. 

'~~<Y I t<Sk, just &S e farm boy, wa s it too many 
lawyers or too many economis t s tha t embarrassed you? 

They .-;ere about e4ually spunky • 

You and I , you mettn? 

'uh.y , I don ' t t hink ther e were any l awyer s ther e 
except 

Lxcept Upham. U,;~ham ana I dido' t s ey anything . 
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'leei ll : 

o.n,~ : 

ri •• Jr: 

Jt•llill : 

1S2 
-3-

All r i ght. 

O?ham, I understand, feels so violently that he is 
Efr Ei d to blow off steam . 

"!'raid to talk . 

•tell, we• 11 g ive him a chance. 

o'1ell, onyway, the first <; uestion I presented to them 
liS s wnethor or not the budget es time tes of receipts 
for ' 39 ought t o be submitted in the usua l r ashion, 
ECcompenied by some type of s t atem&nt as to their 
possi bility of error, and so_forth; tha t i s , Elthough 
everyboay .. an tee! t o t ellc 1r l-oot about thnt pangrr.ph 
~ n~ tn~ stttement, we didn't outline that . There was 
substtnti£·1 unanimity, exce,>t possi bly Harry •hite, 
to tne effect th~t an estimate o f receipts for ' 39 
ou.:;i1t to be presented a t this time; tha t more hErm 
«oulo be CLUSed by failin~ to present such an es timbte 
a t tnis time than would be caused by pr esenting one, 
~ven though tne one pr esented showed e deficit of 
proportions of e billion dol l a r s . 

The seco nd ,,uestion I asked th~m w~s whether or 
no t the budget sta tement should also contain a 
recommendL tion i n some f'orm of incre~sed taxes to 
make up the di!'f'e r ence bet.:·een the estilllated receipt s 
ana e stimat ed expenditures . On tna t there seemed to 
be gree t difference of opinion . I don't think tha t 
one could give Eny sense of the meeting . Some of 
them ~ore s trongly in f £vor of such a statement Bnd 
some or tnem seemed to be e<lUBlly s trongly opposed 
to it. 

The t hird 4uestion was wnether or not some recommenda­
tion LS to i mprovement in buJgetory procedure snould 
be m&de . 1her e see~ed to be gener&l agreement tha t 
sucn e st&tement should be made, th&t recommendations 
of improvements ought to be included in the budget 
st& t ecent, but I coulo find no agreement as to whnt 
t hose improvement s should b~ . The Division of 
aesearch ~nd Statistics seemed to be violently opposed 
to Shoup ' s pro~osal , a s nearly a s I could make it out . 
~r . Taylor, I g F thered , was somewhat in f avor of it, 
witn some vuriations of his own. And I don't know 
Nha t Mr. Viner thought . He was essentially critical 
or everybody. 
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Vlno.r : 

lit .::ill : 

H. (.Jr: 

Vint!r : 

B •• Jr: 

··.,ill : 

!!. • . Jr: 

n . •. Jr : 

~~gill : 

"~> Lor : 

H • .o~ . J:-: 

'tglll : 

-4-

',ell , my posi tion olbS on -,uestions 2 and J that 
there was an adequa t e ti~e to Justify answer s . 

l het ' s a good point . 

Viner ' s gotten somebody ' s goat . 

153 

I don't thinK so . No, I t hink that pa rticula rly 
the <,uestion as to t axes - tha t that was much too 
important L , uesti on to be decided a t two minutes 
to 11 for an 11 o ' c l ock meeting . In other words , 
.• e need more time, I' a say, to canvass oore cere­
fully . 

Dut tne concensus here wes thtt ~e should give tnem 
~n estimate ana shoot it in. I s that what ~verybody 
tninks? 

Yes, very much so . 

Hurry had some 4uestion, I think, about i t. 

/ihere is Harry? 

I don ' t lrnow . I tnlnk Lochhead dragged him out . 

Gee, tha t•s nice; e t'ellow ob j ects &nd you give nim 
ether. 

(On pnone) See if you c&n locc.te Dr . v:trt te . He ' s 
aro~J some~here , mayb~ wi th Lochhead . Tell him to 
come in. 

That mekes it unanimous , as long as we •vc gotten 
awt.y with White . 

~ind toe body out in the courtyard . 

Saw somebody tap nim on the hE>Iid just as we went 
across t h e hall. 

Nice people . 

No,.,, Mr . Upham, as I gather 1t - and a ll views ought 
to be repor ted -Upham' s vi ek is t ha t t he e stimate 
is t oo low on r eceipts . 
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r,el l , t h:l.t•s oy view too . 
lily view too . 

Ought to make the mistake that way on purpose . 
Lot to be said for thLt . 
I don ' t .moil •hethtor .~e •re going to ge t more receipts or not, but I t hink i£ you're going to mL ke ' mistake you ought to make it on the high s!Je a t this time . 
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I don 't tnink you ought to start consciously bny such thing . 

tlot too rosy to picture, but if it ' s a question batween 95 ana 9J , make it on the basis of 95. ·•e haven ' t got tny more ide~> .1hat 1 s going to h6p,>en in l9J9 tnan 

I'd state in the message th~>t your 1 J9 estlm~tes arc bused on a little higher sc~le of business, ana I •a so state it . 
Little nigher t lu:n what? 

• Lit tle higher taan whcit your •J8 estin~~>tes are based on. 

xre you (Taylor) through? 
'iempor&rily . 

I me~n what you're saying is we snoula tbke the 95 . 
Yes . ;.t let-st . 

Even though .e thinx it ' s hith . 
I don ' t thin~ tnybouy knows . 
~.ell tnen, v.ny not take lJJ? 
! tni~ 95 is low. 
l ' u just as soon trke lJO . 

7'hl.i t? 
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I• d Jus t us soon t ake lvv . 

You {Viner) would Jus t LS soon take 100? 

I didn ' t say so, but I say I t hink 95 is low on 
the btsis of ~ny thing we know now or c~n conceive . 

It •s 90 right now. 

Sure . 

It may be 85 i n J anuar y, but .••. 

( \'ihi te comes in) 

I refuse t o ftave you put in the esh can, Dr . White. 
~it down . They tell me 

.'layne, you ~ere deput ed to tie him up . What • s the 
matter? 

Tbylor : l'lhat? 

'Jnl! lll : You were deputed t o tie him up and lock hi m in the 
closet . 

!.;t~r : You didn ' t tell me so . 
1 1.'ht nt: l'ci like to say tnat I ' d like to see the est1met1ng 

continue to oper ate with the ~me flavor and the same 
spirit with ,,nich you turned to the chief estimator 
E moment Lgo ~nd ESked him to tell you how he felt , 
Lnd not to pleuse you, EJbqut IVhh t it would be . I 
think if Lhe Treasury ever tinkers with tha t we ' ve 
just I!Ot Len l ost f r om our moorings . 

·L . Jr: llay I point out this to you, Mr. Oliphant, thtt· the 
chlei' estimt..tor came in here October 19 with 1. set 
of est.in{ tes and I t hen sliced off 2 percent, e fter 
taey got t.ll tnrough, li'bich wt s ' percent of 7 billion -
WES whbt? I took off l5J million. 

J •u>r. nbll : look l5J million . 

•1 • , Jr : HO or 125 . 

tl : 125 . 
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Yes, 125 . 

'look off 125 million l1fter t ney all got through. 
I NHS then - a f ter I did tha t I was 330 mi llion 
uollars too h i gh, and Mr . Uelv!lring was 400 mi llion 
uoll o r s too high. So- I meon ••. 

But you conscientiously d i d the very best you knew 
now . 

•·na wnen I got tnrough they wer e perfectly slltisfied , 
I stl a , "Boys, tnls i s too hij!h . .;-here .<e ' ll f ix 
it - you can fix i t up v:here it needs the padd ing 
the ~ost . r bnd tha t wa s October 19, and t hi s is two 
months l a ter; enu be t 11een tha t date and this - 330, 
150 - they were ~rong by 450 mi llion dollars in tAo 
months . 

'!ha t • s been the history of the estim~>. ting in perious 
of r ecess i on; t hey overshoot the mark. 

or course you ha ve an unprecedented decline in 
business . 

I still mtke my point thft you 1·;ent £bout tha t 
and t ried to do the very best conscientious job 
you c ould . 

H . . Jr: Th>t ' s :;hat I ' m tr:,rint to do no01 . 

0 ' -.onm:lJ. : At that da<;e in October ther t: the t;e.~ York Times 
1noex 3tood ~t 1Jl .3 ; on December 4 , it was 85, 
Llmoat ~n unprecedent~~ drop in tha t interva l . 
hOd or a ll the bus iness experts thbt ae ca lled in 
to confer 1vith us >nd subsiLntiste or deny our fore­
CLJts subse •. uently, no t one wcs Willing to sfy t hat 
he had foreseen the extent or th' t depression which 
,,us coming . 

1"! . .. Jr : nel , that ' s true, but if you don ' t - bll v ary 
interesting, but you ' r e s till orr 450 million 
doll~rs in two months, which just shows th&t the 
humen br a in .vnen i t comes to estim~ ting even for 
two months 1 isn' t very good . hnd that is why I'm 
tryin~ to get this tnin& so we ~uit guessing &nd 
~uit calling in experts and do t his thing on s 
factual b&sis ; th&t i s , ~a fter ,,e see wha t the ' 37 
y ebr basi s looks like and then, based on what we 

Regraded Unclassified



( 

Oliphc nt: 

a. . Jr: 

157 

-8-

know and not what >7e think, then we tell the 
country the revenue will be so much. That makes 
horse s ense . Thi s other thine is just damn 
nonsense . 

I think I heartily agree; we ought to go down there 
.vith a plan ~or i mproving our estim~ t1ng machinery . 

I 1m not saying t ha t you boys ~ren ' t doing as good a 
job ~s enyboay ~lse CLn do, us i ne t he s lide rule t he 
u;..y you 're us i ng 1 t , but I t hink 1t 1 s been d emonstrfi ted 
the l~st six montns toa t th~ s lide r ule method i sn't 
L 1'1)' 60od • 

.:>t-1: l:!o:1 much of tni s JJJ million dolla r r eduction in t he 
est imates i s due to income t axes? 

J 1l.oMe.l : You mean s ince U.s t October ? 

&ell: Yes . 

O•!JoMell : I uon • t ha ve the Oc t ober estimh t es with rne , un.f'or­
t una tely , Mr. Bell. We quit ot 2 o ' clock t hi s 
mor ning . l'ie had only time to . .. 

H. • Jr : 11e11, just approximat ely . Is mo ut of the JJO 
r educt i on in t he income t ax, or is it s ca tter ed 
tnrough t he wi scel l cneous? 

J ' i.oMell : No, t he customs wer e 1uite heavily hit; the e s t ate 
t axes ere e specia l ly heavi l y hit because of the sus­
tained l ow level of the s t ock m6 rket end the optional 
va lua tion . And outside of the income t axes, those 
ur e t he t wo l ar ge i tems . 

!'ell: 7/el l , is half of 1t income t axes? 

~ · Donnell : I thi nk that ' s a f ai r estimat e . 

Pell : Yo~ pr ob l em is - the situation is be ttered a lot 
by the change that's been suggested, but it hhsn• t 
been t hor oughly c orrected , it will not be completely 
corrected by the change . 

" · ' , Jr : "ell, it y:ould i f we t ook t he original suggestion 
to cake no estimate s of wha t the r evenue should be 
bLsed on •J ? r eturns unt il ve see the •J ? r e turns . 
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!lo, becr.use you ' ve s ti.Ll got t o e s timate your 
excise t axes , your gift .••• 

158 

But you ' r e that much furthEr a long with your 
business picture , Den, ~ no you ha ve t ha t l ess f ar 
to go . 

You ' re three months beyond , but you still naven ' t 
cor r ected the whole situa tion . 

::o, not by any means . You• re absolutely right. 

o • ~_,nr,oll : vh no, never c&n cor rec t that . 

ll . ". Jr : ..:.y , lily nave you got- high ~o pressure? 

.:.·nr"!l: I don 1 t t hin.c it's particularly high . I just feel 
tru t ther e ' s as much chence O> estima tors being ~Tong 
un one s iae as on the other , hOd t h6 t under the cir­
CUlliSt £nces it i s essent ihl to tne welfare of the 
country , it seems to me, t·u1t ~e be fa irly if not 
plenty opti mi sti c . I think the t ax changes a re going 
to m~;~n a tremendous difference t o business; business 
is going to be better t hnn you t hi nk i t is . 

n •. Jr: I have a man who influences m~ - you ' d be surpri sed -
r. lot on this . I u~un not on t his tning . Professor 
••esley !Jitchel~ . nnd he spent en eveni ng •• itb me 
about a month 6GO a~ my house in the country; very 
.uietly he .vent t ilr out:h t he .. aole history of the 
so-cal l eo ;:i shful tn1tll<int; of llr . Hoover , n xl 
described to me .vhc t hbppened tnd ho• d anger ous H 
i s f or us to ao Jus t thLt kind of t hing . Ana he 
uescribed just the p&r ticula r circumsthnces of 
" ~rosperity ar ound the c orner . " r irs t week in 
J anuary ' 32, wesn' t it, tlu: t Mr . Hoover sai d thll t? 
Professor Mi tchell ~ent t o tne m& n, got the whole 
backgr ound, no~ he expllinea to Mr . Hoover but he 
oidn' t allow f or the set.sonal chr.nae a m! all tha t. 

xnd I, bS f~r LS en individual i s concer ned, my 
influence i s concerned, um not going to be a ny port 
of wishful t h1Ming , b ecuuse I t hink tavt in the l ong 
run, whether it ' s llr . Hoover or Wr . Roosevelt or 
Lnytody else, th~ t ' s the .or st ~ind of t n1ng thBt 
c&n happen to the country . Now, either I'm going 
to give t ne Pr esident what I tnink i s an honest 
f i gure of what the r evenue would be, and do wh&t I've 

always done since I've been here, &lways taking the 
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lowest - I always sai d I would take the lowest 
on the r evenue end the highest on expenditure -
or I fee l that ,\e should wei t and let the country 
ride ~.olong under pr esent !!ppropri~< tions a nd see 
wnether this is a depr ession or recession . Tha t ' s 
the .·tay it boils down. 

If I ~o to the Pr esident - 11YJe 1 re off so cony 
nun ... r eas of mil l i ons of dollars" - then he comes 
b~c~ ~nd says , "Well , do you Nb n t t o make it up 
in ne•: tt.xes?" I •m llke J oke Vine r ; I can' t answer 
tnt t in t wo minutes . I don • t .moll . It took me six 
.e.,,.s to ~ork out the ,,hilosophy in IllY speech, lind 
I certainly couldn ' t in t wo minutes get a ne~ 
,>nilosophy . ..nd wnen I ••or ked it out, I .. or ked i t 
out with the Presiaent . I me~n when I ghve thft , it 
11;,s ES much his J)hilosophy I<S i t "l!s mine . I c an ' t 
sty here whether we Nlint new t Lxes or 'Ahether we 
o.on ' t , or whether .te should continue this t hing or 
no t . ftnd we ' ve ,;ust eottE:n t hrough, Bell and I have, 
t;oing over tnis tning .;ith relief; certainly y; e know 
thut 1licture bette r tnun t nybody e l se out s ide of 
the r elief o r ganization, end tney don• t ;mow . I 
mel'n nobody knov1s - tiley sty these f actories have 
shut people uo.vn - Ahether this i s the new technit, ue , 
Nnether this is & drive vgctns t l abor, whether this 
is t. d rive e gainst the hoministrht i on, or just whether 
1 t 1 s gooa business . I 1aea n noboay .rnO:fS . I mean 
tney oon 1 t . .rno .v . 

How, the mc nufectuers ShY ~r . Hoover, a eein usin& 
hi1, urged tnem to .cee) on, t.o shar e the .rork; tney 
did it, continued to builo U? t.nei r inventories, 
~na fi rst tning they round t henselves in < r efllly 
bra ••G.Y, and they oon ' t ,.tnt to be found that way 
tt:Lin . Now, they were wrong t hen; mFybe they 're 
Krong no•1: . lo!eybe they ' re righ t now . ••hO .mows? 
t<no:1 e gree t dea l 1aore 11bout it next April. 

•·el L, Harry , as the men tht. t t hey wouldn't let 
tt.l.c , l e t ' s hear from you. 

I •m r.fr aio I t 11lked enough in there . 11ell, I can 
only repea t wha t I s&id before . I &gree with what 
you nave just saiu . I uon ' t see t nat anybooy can 
mnke &en esti mate a t all. .. e ~o ll agree as to th&t , 
of course, bu t I ' m ta1nk1ne exclusi vely of the effect 
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of a s t a tement on t he psychology of business, 
and i t is purely a matter of trying to guess bow 
the public will react; it i s not a ques tion of 
economic analysis. It 6ppears to me that the 
comment of the writers end the comment of business 
men, the l eaders who f ormulate public opinion in 
matter s of this kind, would r eact f bvorably r a ther 
tht.n unfr vorably to a s t atement such as you contem­
plated giving , provid ing, again, i t was couched in 
proper terms, which I pr esume i t 1oould be, ~>S agai ns t 
t s t &tement t ha t you no.v expect a bi llion deficit, 
which they would interpret a s being an opt:Lmistic 
one because tney .~ould put themselves in your 
position ;.nd would say, n·;:en , certainly I would 
lllbke an opti mi s t i c one, cer tainly I wouldn ' t mske 
f 1less1mistic one . " ;.nd Judgi ng from the past 
t s well as on a priori grounds, I would expect this 
estimate to be lo,;er t han you r e;;.lly think i s going 
to happen . Gover nment e conomists ha ve a presti ge 
.vhich they in no way deserve , and their statements 
bear ~ore Height tnan they should , and the business 
110rla is going to say, "l'lell, they fe el we ' r e in for 
u b1.d year ." It wo n' t be definitive in their mind, 
but it ' s another be~ rish f ac tor . And I think tha t 
a statement a ccompanying tho other approach mi ght 
be made ~bien would be more apt t o eliminate the 
possibility of tha t additional bearish feeling a t 
tll.is t :Lme . 

I don' t t hink I c.,uite ge t you . You ' ve got t o mt ke 
it ~ little simpler . U~ke it o little s:lmpler. 

Jay I ask - the choice i s this : Should I send up 
an e stimate - let' s say it ' s the best estimate that 
we can give, s ee, wna tever it is; or should I ask 
t he Pr esi dent to get some kind of resoluti on tnrough 
Congress befor e t hey adJourn postp<>ning tnrough some 
menns or other so they don ' t huve t o give en estimat e? 
Tha t ' s wha t it boils down t o . 

That i s , I under stand, the choice . 

Vlhi ch ere you f or? 

·I•m in f a vor of the second , not giving them an 
est:Lmete &t t hi s t :Lme, for the reasons I Just sai d . 
I tn.ink I can repea t tha t this is a question of 
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judging how tne business community will react, 
not a question of any economic analysis . knd 
ira that case t he opini on of a l arge majority 
cer t::inly is wortn more thun the opinion of a 
small minority . But that ' s my opinion and I 
stick to it. I think 1f there i s an opportunity 
ana if it v1ere possible, somebody might be used 
<Sa tes t tube to s ee how some of these people 
mi ght r eact , if that i s possible . I don ' t know 
thkt you have time . 

I •rn not a t al l sure tha t you really neve a cnoice . 
Congress must have the best guidance it can get from 
Lnybody , and you are in a position to give it, and 
it is your official responsibility to give it that 
bes t guidance. I f you say, "1 CHn't do it unaer the 
pr esent circumstances,• traey might say, "We can't 
legislate i n ~he absence of it, intelligently .• 

lne r esolution might be the other way . 

'l'h10 t aappened once Y.hen Secr e t a ry Gage 

l'lho? 

Secretary Gage declined once t o give estima tes on 
the e r ound that it would be pure speculati on, ond 
Contress promptly p6ssed a bill r equiring him to 
do so . 

•'ihat year was tna t? 

190) . 

19JJ , wasn ' t it , Dan? 

Tha t ' s r ight . Onder Roosevelt ' s administra tion, 
when you were going into t he 1907 panic · 

I think 1f that should huppen - I ' m a little bit 
skeptical about it, because the sit uation is 
not tne same - but should that happen, I think the 
Secr etary could be in 8 position to give an 
estimate, after t aking the position he has . He ' d 
nave to abide by tne or ders of the Congress . 
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Oh no you don 1t. 

I think the importent thing is not whether you ere 
saving yourself, but whet nelp ore you giving 
Congress in doing its difficult Job. It is tn e 
d1£ficult posi tion too. It needs to have s basis 
on which to oper ate ~nd it needs to have e respon­
sibility under the light of the information you 
give it t h8t its acts shall be as reasonably well 
des igned to the situation sa it can make it. And 
I think you are depriving them of a necessary aid 
in thei r legislative process and one v1hich you are 
re~uired b> your of£ice to give them, e t whatever 
cost lt ma y be to yourself nnd to the President . 

Well, the cost t o myself ..•• 

Or to the President - I meen the J.omini str ation; 
that is one of its burdens. 

! don't see .vhat 1t 1 s going to pt rticul&rly - I mean 
~ can take it either way . 

Oh, und I 1d say thls too, that with conditions as 
fluotue ttng and as uncertain as they are, provided 
there is r easonable good f8ith in making the 
estimates, i f tney pr ove to be sour there wouldn't 
be any excitement about that in toe sense of criti­
cizing you for it, because everybooy woo knows 
any thing Et a ll about it .cno~s th~t there is bound 
to be liability to a ver ) pronounced ~argin of 
error . 

•1ell , as fer as I - BJD I correct, Dan, th&t they 
brought Mr . Mills up on the Hill on those estimates 
.vhen they were so wrong o nd they hnd to go back? 
••asn ' t t here a terrible row Lbout it? 

Yes. I don't know as they particularly had him up 
there on tha t, but they rode him pretty hard in 
connection with the ' J~ t ux bill . Garner, •ho was 
toen - woo had been on t he .~ays and !.leans Cou1ttee, 
at that time Speaker , I believe, rode ~r . ~ills 
~retty herd about the estimates being off so much. 

or course that was a Democratic Ways and Ileana 
Committee' riding e rtepublioen Secretary of the 
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bell: Ana you migat say Mr. Garner just delighted in 
riding Mr. Uills and Kr. Mills delighted in riding 
~r . Gerner. They were the best of friends, but 
publicly they rode each other unmercifully. 

H.;l.Jr: 

Ollph&nt: 

H. ·t,Jr: 

Oli,>hant: 

H. ·• Jr: 

I Know . 

As a mat ter of fact, next t o the President I ' d 
r a tber have IJr. Gerner ' s opinion on this particular 
problem than anybody else in Washington . I mean 
I'd pretty neLr let ~r . Garner write the ticket. 

If we take the experience of the past •.• • 

Next to the President I'd r uther go on Garner's 
word about t his than anybody else . 

You h~<ve hnd the experience of the past, since we ' ve 
been here, of coming out •.vith t he unfavorable and 
being surprised how well it's been taken. And is it 
r eally true ttu.t t .he r e6ction .. • Just now the worst 
of tne news is out. ~bat is this mysterious thing 
that is unaer lying the .. hole thing? It's the way tba t 
people are thinking. And wnat will the country say 
about this request to postpone this? 

Oh, I've got the reputati on on t he Hill - whenever 
I make ~n estimate, they always say I •m underestimtiting, 
don 1 t they, Dan? Op to this year, I mean, they always 
have thought I • ve underestimated, because ~ have tlU'ee 
years out of ••• 

I think the public - I me&n the thinking public that 
are hn&lyzing the budget outlook probably feel the 
situation is going to be worse tban indicated , tban 
tha t estimate baseo on toe 90 . I tnink t hf t is 
important in t erms of the reaction. But I'm not 
sure ~>bout tbat. 

I certainly don't tnink tnat on the basis of anything 
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we AnOW toaay you would be Jus tified in making a 
for ecast for 19.39 on the basis o f a n i ndex of 90 . 
I t oink i t would be a t erribl y unfortuna te t hing 
to uo, just from one month when you Kno •1 everything 
is closed up tight . 

.. e • r e not - on t he B schedu le we ' r e forect~s ting 91! 
for ' .39 . 

That ' s t oe ena of the ye~r, i s n ' t it? 

llo , you start off J&n~U.ry wito 97 ~nd ever y other 
.nonth tney ' ve go t 98 . 

Janw. r )' 1 JB , you mean:--- -
• hl t 1 s J bnuar y 1 39 . L&s t six months of the f i scal 
;;e< r . 

l'rou1 97 t o 91! , J e ruary Lo June . 

uut th€ t ' s t he second ht.lf of t ha t f i sca l year . 
'l'he f irs t half t hey have lower . For the other half 
they have July, 8 7 1 then r wmi ng to 97 . 

Is th&t en aver~Jge or 90 over t he whole year? 

nverage of 90 for tne whole ye&r . 

othat is it no· .. , 91? 

Ou, it ' s lv.ltr t h<..n tm. t right at toe moment . 

I suspect November ,.ill _>robsbly prove to lulve been 
~1 Noen ~b get the figur e . 

"hat do you tn i nk December is? 

Maybe 85 . 

II ell , the differ ence to me - and it ' s surprising 
to me tha t t here i s such little d i fference - t here 
is a diffe r ence - one i s :l"h&t I called t he A schedule , 
wnich is five billion 919, rod t he other i s r ive b i l lion 
693 . 

~here a r e a good ma nY t axes, ~r . Secr~tarJ , t ht. t 
don ' t r es?ond either in timing or in oirect pr oportion 
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as changes in general business occur . Some sub­
stantial oources of revenue ar e f ai rly stable . 

You take even your income t ax; half or it is 
dependent on business which has already gone by 
wh~ch is a pretty good.year. ' 

I 1m surprised it's a s little difference a s tha t. 

People smoke as many cigarettes when there i s a 
depressi on ns they do a ny other time, ~nd generally 
a 11 ttle mor e . 

Bell: Smoke t hem a little longer . 

Oli~n&nt: Shorter . 

H .~ . Jr : Only 22o million dollars difference. 

J 1Donnell : That's right. 

H.M.Jr: George, when you and O' Donnell - is it? - .... 

o' [Jonnell : Yes . 

ii . A. Jr : ••• brought tnis t hing in, were you on t he low s ide 
tnen, in your own mind? 

~~6s : dhen we brougnt it in? 

H . o~ . Jr: "hen yo.; brougbt in Schedule A. 

ilt.h S: No . "ell,!' 11 give you the history of the t .11ng. 
·'hen 1ve huo these men down, I wanted to t ake tne 
lowest es timates a nybody woul d give in the room, 
~nd to f i gure th&t' s the way the Treasury wants to 
figure, and I said 90 . \':ell, they shouted all over 
and sai d , "No, you' re leaning over too far tha t ~ay ; 
don't do a tning like tha t. Take 95 ." So the 
concensus of the group was 95. So I t hought, r ather 
than have the estimate r epr esent any one person's 
particula r opinion, t~t probably we ' d come nearer 
to it by t aking what the group as a gr oup could agree 
on, and tha t was 95 · 

In back of my own mind, I figur ed this way: that 
that ' s probably about where it would work out, but I 
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thought it would look better if it worked out 
wher e the ac t ua l Wf.S great er tll~> n the estimate 
so we nad on error on t he lo«er s i de . 

! 65 

c .. Jr: You oeen wnen you gave 95 you had ~n error on t he 
lower si de . 

Hr 1 s: llo, I thought th& t t he 

VIner : 9J, you mean . 

H11s : I thought 90 would give an error on the l ower side, 
thll t it actually would work out bet t er t han 90 . 

n,tt: But t he gr oup t hought 

.!P s : The gr oup though t 95 . 

Sell : From Crum ' s sta tement t he other dey , tha t 9$ ~as 
< conserva t1 ve f i gure . 

u,,,,s : l hey thought so, yes . 

) 11Jonm:ll : You might. aucJ , however, thRt t he group thought No vember 
would ·p1·ove t o be no lower tht. n 9 5 and we nor1 have 
reason to believe that it mf y hove been 91. 

u.t!.tu : 

'i:ny lor : 

J. ' ~" l.H' : 

Viner : 

t:. 4. Jr: 

•he gr~up inought th£t the l ow point in the early 
sprine w0uld be 85 . I thi~ th1t was the l owest 
thi ng mentioned . 

Tha t wus January . 

J enu&ry or February • 

."iell, it i s possible t o s ny tn~ t you' ve gotten 
your low eh r lier Lnd Ll l thr t i s moved up, so t ha t 
you •r e goi ng t o get your bounce 4uicker . 

You s ee, nobody nus foreseen t he full speed of the 
~ ti justment to the reversal in senti ment, and tbat 
dll tend - if things work well, it will tend to 
brirlg the r ecovery earli er &l so . 

·;·ell , I mean 226 million dollar s - I mean that is 
a n easy thing; I ' d a lmost fli p a coin on tha t . I 
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don't think that thHt is .... 
I ser, on the contrary , if e n estimate on the basis 
of 90 instead of 95 lov1ers the revenue estimates only 
by 226 million, r ou' re paying a small price in esti­
mated revenue for a big increase in conservatism of 
estima ting. In other words, if tnat•s all the dif­
f erence it makes in your e s timated r evenue, then I 
would be , for various rea sons, for the 90 rather than 
the 95 . 

You' d be for the 90 . 

Yes . If it made a tremendous differ ence in the 
r evt nue, I'd say th~ t the 90 figure seecs to ~e 
excessively conserva tive . 

But if it ' s only 2 26 • 

lf it 1 s onlr 226 • • • And t hen you c an later on say , 
"Although the signs 'Net•e this , I es timatea on 90 
instead of 95 . 11 You've got ' ' defense there thtt is 
perhaps worth while t~king . 

oohat I think we ought to do, either way - I think 
•e ought to give out the f i gures . 

'.(he ba sis? 

1he basis . 

Like a forecast for business . 

J esus , what do you cell whLt we got now? 

Yes , but .... 

•lhen rou' re goine into ' 39, r ou• re making e hell of 
a bearish prediction. 

11How does ll!orgen~llau get t hat way?" 
It 

"This is the way he gets t ho t way . 

All right - • He 's crazy . It's much too low. • -
"It's much too high." Then let toe~ argue back 
and forth. •But bow did he get that way?" 

or -
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Now, all you fellows a r e a rguing tlw t we announce 
the thing in oraer to let the public 1tno•1, so thn t 
tne uncertain factors - so LS not to add to the 
uncerttlnty . >lell then, le t ' s eo the • hole wuy. 

" How aid ~orgenthEu get tha t way?" 

"Thn t ' s the wa y he got th· t .vay . Th<. t • s his bt sis . n 

:<o.v t nen , let t>l l the sh!l rpshoot t rs, a l l the 
economi s t s Lnd e ve rybouy, go - ond General Johnson 
<.nu tll t rest , say, "He •s cru~y, it •s going to be 
:nuch better," or 11He 1 s t oo high . " But "th~.<t ' s tne 
·~Y oe go t ttu.t way . " 

I 1a S~/ if 

.. n .. ttVt.: r t:u.y Sf<Y, th< t ' s trte bt.s!s of ho.. ~e do it -: . . o. J,y , tnd t ll the rt~st of t nem . 

Th> t dent b& £11 right, ,l roviuea you told' them that 
you uuven• t t;ot El'\Y ;occess to inform~o tion which t sn ' t 
b Vuil~ble t0 the outs ide ;ubl.Lc . flhat wo•lld scare 
t.uun i s if tn<:y thoUGht, ~.o~ somu of them do think, 
t l1a t t he Gove rnment ht.s secr .. t sources of lru'ormb ­
tion not ' vtll< l.>le t o t he r est of the public bnd 
therefore you ht.d S<llll£ re~oson •·hlch they aon ' t h1.ve 
for .4n .. i.:L tL.;; tning;s Ere go in~ to bt .. or s*' th~on they 
think . ilo .• , I on • t .tno .. ·~nether you can correct 
th· t . 

"ell, 1e s imply s&y - t hey s t·y , "All right , !Ar . 
'lorgentn:. u s&y!l the thing is going to b e f ive 
billion 69.3 . Ho,v does he cot thl t way? ao.v docs 
ae ~rrivt Lt tha t? " 

l .aeun it' you t'ellol'.'s suy Collj!r"ess is entitled 
t o fll the informLtion, I eo t s t ep further; t hey 
ou~:ut t o itnO. ho. tne Tre;.sury ge~.s tnis. f i gure . 
I say they ' r e entitled to th.r..t . 1nen, wn;, tever 
tney SLY, 0 • :\. 

nnd ~ soj one step ruttner, and I aon • t 
seems to me 1ve ' re confusing t ;:o things . 
t hat the sole criterion was • • ... 

think - it 
I tnought 

!.lr . Secretot•y, on tlwt polnt l l' t ' s take a hypothe tica l 
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question ~h1ch reverses the questi on somewhat. 

Excuse me, so I can r un over the stateruent . 

Get it over . 

1•11 have i t by 12 : 30 . 

•·ell, I don't need it by 12:30 . I need it by one . 

All right. (Leaves) 

Go ahead, George . 

f.ssume thl<t the estimate - the outlook right nov. , 
as we s&w it, with the best Job we could do, wound 
up in 19.)9 at about 75, and tht.t lf&S our own best 
Judgment; we t hought the thing was going down. Then 
o'ould you feel Justified in putting it out? I raise 
tois ,uestion because of the fact thet the Treasury 
puts out t s t c tement as to wher e business is going 
and that of itself £ forecast mode by a governmental 
agency of the type of the Tret sury Department would 
tend to bring the forecas t a bout . 

All right, George. Do you belteve in truth in adver­
tising? 

Yes, sir . 

Do you belibve in Pure Foods lall? 

Yes, sir . 

All right, if you ' r e going to have benzoate of soda 
in the soup, are you going to s f.Y so? 

No, it' s goo.; soup; benzoate of soda doesn ' t hurt 
t hem . 

Let tnem drink it. 

lhat 1 s a poor analogy. 

Yes, because you're thinking of something that's in 
some soup. 
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"h" t I .ant to .tno11 i s , ;ho 1 s i n t he soup? I am . 

I uon ' t thi nk so . 

No , I don 1 t t hink yo u a r e . 

uis point i s t ha t if y ou s ay ther e is be nzoa te 
of soda in t il e sou p, it .:11 t ge t i n t he s oup . 

uelL, I s ay I •,n in the sou p r ight now a nti I • ve 
JJt l o t s of benzof t e righ t •itb me . 

.. u::.t. •• oula ;, o u tn inA 11 yo u. s tt. t ea in tne buage t 
a~SSF6~ ~nt.t you hca tll of t hese e xper ts i n - I 
oJOn ' t meE.n =& t ht:m - - nd r 't se&ce~ be the 
~oncensus o~ o?inion thu t t nc business level woul d 
bt. • n ave r a;;e or 95 for tht cclendfl r yec.r 19)8 , 
bu t in m~ ~ing t nese e s tima t es ) OU have b&en con ­
yervrtivt a nd m~ke t hem on the bE sis of 9J . I don ' t 
SUi>.,>ose • ou ' d ;;nt t o l! ive 91) o r 95 , but j us t say 
t hl:. t you n&vc been s lightly under wha t the e xper ts 
Ill:! vt 31J i d . 

llo , I don ' t - no , bec~>use - any ~:~ore th&n I' d say 
ts~t I haa t nis s tme gr oup o f experts in on Octobe r 
19 c.nd t h e y 1\er e of f 450 million dolla r s . I wan t 
t nem t o come d o1m a gai n . 

I t hink your ;>reposition i s r igh t . I ' ve been t r ying 
to s a y to these fellows - nnJ I had no c ore luck 
t lu:. n yo u j i d - I don ' t Sl:l: wily -I don ' t .mo .. tbout 
these i ndex figure s , bu t I d on ' t s ee why you c r.n ' t 
r t l rtt your es t i me tes for fisc~ ! ' 39 t o present 
bu!! i ness co nditi ons .mich pe o;>le Know E. bou t , ' nd say 
th~t t his e s tima t e i br5ed on busi ness conditi ons 
whlch ar e - now, if:rom tht. r e on you ' ll ha ve t o l'l'rite 
you r o.vn t i cket - be ~ter ~h~n the exist ing cond i tions 
by s uch ~nd s uch t wny, or ~.-pproxim,tely tht: seme; 
Lt.u bt•t.t; E. bout t ne f~;ct you•r e be i n& conser vative . 
You a r e . No ,,ues t ion Lbout t tw t . 

••t t hi s t i me it migh t l oo..: c onser vL t ive . /1 t c not hc r 
titlt: • • . • The t ' s t he point . ::h;. t ;rou ' r e eoi ng to 
110 no.; i s es t t·blish this policy; if you :~ant t o do 
it under £11 circums t r nc e s , i t would be O. K. 

S t point s Ou t ' that "OU 
"t Lll a g r e e , LS t ht ecre L t'Y ' 
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get out 6 figure here of five billion nine o r 
f ive billion seven, ~nL tever it is, Lnd a t'once 
it uc4uires a sanctity which nonti of us believe 
in, end tha t is r eally whvt ,,o object to . If we 
could ge t out ~ fi gure which was just to be used 
b,, Congress in working on expenditures, whi ch 
nobooy t:ould e i ve ~.<ny particult r validity to "'e ' d 
ull be much happi er . ' 

oo,; 110 you get that point of vien? "ell, you oo 
it, f.S I see it, b~ telling the people t hat we ' ve 
..,ot n:> :!lat;ic f o r cula , .vet ve e;ot no crysta l bal l ; a ll 

e •re uoing: , using tne Secrett ry ' s norus, is looking 
: t tet. leuves . ;;hht toe figure represents is t n i s : 
"" taillk t nat b"slness t.ctivit)· is going to be 
l , ;>rori!'na tely :;nc- t 1 t ,,p !I , let ' s sa), in !:ovember, 
1?3? . .e t hinA t hat you ' r e going - th&t, based on 
tnh t lev~l of fCtivity, your e stimate f or 1939 is 
ao Lna so . If business snould be b~tter t han th~t , 
... ,~ , tn~:on it •. ill btl sucn una such; if it snoulu be 
·orse , it .'.ill be soJ~etiling else . And put in r. ll 
this business , 1f you wtnt to , thllt the great bulk 
of the t &xtlS - a goou pbrt of the taxes don ' t depend 
on business condi tlons prim~.> rily , and you ' r e pr e tty 
sure of .... 

Your actual e s timutes trenslE ting these business con­
•itlons are not mecntnicol reJponses to those things . 
ror exLnple, to uo tn tJae ,..wtt: jol> of that, you ' d have 
to snow .vh~o t t ht stoc& wrk~>t is going to be . ·:;t.nt 
to sh<>·7 th& t in ;rour esti:n& te? 

AU I ' m c.s.ting for is s!mply this, to get sooe kino 
of L ;n r c.g r aph i n th<ore th& t ina ice tes tn& t this 
figure tnat; you ' ve go t tut.rtt is b~s.:d on some «ind 
of re~soning LS to wnt t business is going t o be, 
< nu. .. ru. t the. t r et1soning i s . 

That it i sn r t ve r y important except E s a guide to. 
Congr ess, t ha t the public ougntn• t to t ake it too 
serious ly, because ther e is no r ellr;ble method of 
for ec!ls t1ng . 

r q; r ee Ni t h the Secr etury tha t you He t aking very 
lnconsistent positions . First of s l 1 , t nis is very 
uncertain, we don 't &now bou much i t; i s , and so 
for t h . Then you yut; tnbt figure in there arA refuse 
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to tell ~nybody how you got it, nhich, &S I s ee 
it, ., ivcs it 1: surface validity "nich, as you e ll 
6gr ee, it re&lly doesn't h~:ve • 

.. en, I feel this w&y . I t.t1M thE t if these 
~eople Lre going t o say yes, I've got to give s n 
estim~:te , then I sa,, in fairness t o ever ybody 
concerned , l e t • s say how we got the es timo t e . 

I think so too . 

hOd I• a jus t es leave mL ke it l ook ridi culous; 
me .te 1 t look ri alculous and s imply sGy, "All right, 
t:tis i.; ~hto WbY e do t his . It1 s the most ridi culous 
thing ; ,,e flna ourselves in the position - r s far e s 
I 1 m concerned , I don ' t t hink it ' s worth the paper 
it' s writt~n on. But COO£r ess s~ys we ' ve go t to 
~ive ~n <stim6te . Here ' s the best &nycody c~n do . 
COIJ!lress SE YS ~·e• ve got t.o do it . I don 1 t t hi M .•. . . • 

'fhct 1 s O.K. 

Suppose th~:y don't t hink it ' s r i aiculous , suppose 
tney think tnese f ellows ret.l ty 

You' ve got to t e l l t hem th&t r.e don ' t know Lnything more •.. 

Sup~osing I say, •I •m under t he lF~,• 6nci I ' l l quot e 
the 1&", rn..i "I 've got to give it . • I s a;, , •1.11 
rignt, t his is thE best t nut c~n be uone, ~ na this 
i s th;; Wb)' 1 t • s been done for t.he lE.st ten yeurs . 
out of the lust ten year s , they •ve been • r ong so 
m~ny times &nd right so mP ny t i mes . And I s8y nt 
t hu t juncture I'm doing l'lh~ t ~ongress dems nds, 
but I say it ' s riciculous .• 

hll except t oe last pnr ase - I t hink it' s fine . 5•~11 . 

"J..nd t his is the way i t ' s done . • And say, "This is 
tne ~&y it ' s crrived et.• 

Now, .. e look back over the l BSt ten years. A·her e 
is it? Ten year s , come here . Ltst t en years- 1, 
2 3 I, 5 0 7 ' ~ 10 All right , tney •ve been 

' ' ' 
1 

' 
1 Q , 7 1 

• 1 I righ t. six times and wrong four . Of those s x, 
1v"s r ight thr ee . 1/ell , they ' ve been wr ong fo~r times, 
been right s ix . But when t hey' r e wr ong, they r e wrong 
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o1ell, you can f airl y say whut seems to me is the 
nub of the wh ole thing: tha t if e boa t goes a long 
evenly , smoothly, and there ure no s torms , why , 
~ny damn fool can usti mate with a f airly close 
degree of accuracy ; but tht t 11hen it becomes r eally 
i mportant t o Know, in u time of chunging conditions , 
.. ny , nobody can t ell. •.nd that ' s the situation we ' re 
in now . 

I f )OU pick a ~articulLr number , you've go t to s~y 
.ny ) ~u pickea it . 

i ou c~~ sa, , ~They ' re none of them north~ damn, 
but 1 t>icked t his one . " 

Well , s imply s ay , 11 Th i s i s t r1e II'&Y it ' s a l.'l&ys been 
uon" in the Tr eusury , tnu t nis is tne techni-.ue . 
liow, ov..r +~::n years , tnis J. s ho11 c l ose they ' ve hit 
it . Using the same t echnh.ue they ' ve used the l ast 
t~>n ;retr s , I s ay i t wil l b(, so much, and th .. re 1 s the 
tecunil,Ue . " 

It' s no t t he same techni~ue , wr . Secr etary . 

uL~artcent store su les 1 r e so i oportant i n so~e 
ti.Jes, ;.na their rel& t1 ve !m,>or tLr.ce chtlnges as 
time .;oes on. 

uo you tninA - e xcuse rot - ao you (Gas t on) t hink 
tnnt t eve Early ' s opini on on tnis NOuld be &oy 
gooo for the Presi dent ? 

No . 

.. nat? 

No . I li~ed your oth~r suggest ion • 

.. nr. t w&s that? 

Jcc.c G~orner . 

But not Steve Early . 
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Gnston: But no t Steve Early. 

ri . L Jr: ••ell •••• 

Hner: ... here's a lot of stuff here t ha t you could use very 
well in tha t s t atement - right up at tha t table. 

H •• • Jr: Let me r ead it . 

Vlner : I t''s long; 1t 1 s too l ong to r eud it . 

H. o. Jr: Let me sit here and just by myself read it. 

0 1D,nnell : That t Eble is page 3 of the wr ite-up . 

H•ts: That ten yours goes in on page 3 of that . 

H. A. Jr : 

BtU: 

H. • Jr: 

~o~hgill : 

d. A.Jr: 

Well, let me SAim it a minute . You people jus t 
w£1t a second . I ' ll skim it . 

(Oliphant r e turns) 

ThHt ' s u good s t at ement . That ' s a good statement . 

"ell , t hcnks very much. 

;:hen lla&ill, Bell and I go over at 12: 30, I t hink 
the thing to do is to give the President ••• 

"'be rit;ures . 

the figures, state the problf!m, and let ' s 11atch 
his reaction. 

I thinx so . 

.',hat? I mean I won't- just "Here ' s the thing, llr. 
President. You can figure it on plan A, you can 
figure it on plan a.• ~how him hor we arrive at 
t he thing. •Here's what we ' re up against. Here ' s 
what ' s happened. Now, what's your reaction?• And 
then just l et him react firs t. I mean I won ' t put­
it's been of tremendous benefit to me to spend a 
couple of houra talking 1t out . Now I 'Rant to go 
over like that and let's see; he may have some very 
definite idea that he ' ll want to do the thing one 
way or the other. Let ' s see . But I'd be more - I 
think the way to do is just go over and say, "Here, 
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Mr. President, are the facts. On plan A we figure 
so much revenue, on plnn b so much. Wr. Bell 
will give you the figure on expenditures. Now, 
here 's the history of the esti mating . Under the 
circumstances, what do you think we ought to do?" 

All righb. 
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: Indust rial Index o : Index ot : gtat1et1oe 
: Production !Wholesal e : raotory : 19 Stook 
:adJusted tor:oommod1ty : Payrolls : Pr1oe 
: seasonal : Prioee :1923-25 • 100: Index 
: variation :1926 • 100: :1926 = 100 
:1923- 25 • 100: : 

1937: 
95 ~3 ~s !lovember ~5 

December 90 ~1 ~3 -· 
193t: 

~5 ~0 

=l 
~ January 

February ~ 
~1 ~6 

l!areh ~2 ~6 911-
April 97 ~2 ~6 90 
lJay 95 81 84 ~l June §~ 80 ~~ July 80 86 
August 92 ~ 82 89 
September 96 81 ~~ 95 
Ootober 99 82 99 
llovember 102 82 86 103 
December 102 ~2 87 103 

1939: 

=~ January 102 ~2 10~ 
February 103 83 10 
!.!arch 103 ~3 ~6 lo4 
April 103 83 ~6 104 
!.!a1 103 83 86 104 
June 103 83 86 104 

Calendar 1937 111 86 99.4 112.0 

Calendar 1938 95 81 84 . 7 91.5 

F1soa1 193S 99 83 92.0 93·9 

F!soal 1939 100 82 ~4.9 99. 8 
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' 
lmiOIWID!II 07 '1'111! D.U1 S AC'l'IVI!'Ih 

December 20, 1937 

fo: '!be Secretar)' 

Pro": llr. llac:lll 

1. Bu!14etary procedure 

llr. Sboup bao oome further ideae regarding a poeoible change in 
the gover nmental !iccal year. He i a going to put his idoao i nto a 
memorMdum which we will have 'fedneeday morning. 

2. lolellon ea .. 

Since oeveral coneurrin& and diutlltln& opi nione were deliYered 
i n tho llellon caoe it i o di~!icult to dot oraine precieoly bow the 
Board meabera d1Yide4. Apparently, howeYer, tho;r· otood S to 7 on one 
o! the principal i eoueo, na:ely, the Yalidity o! t ho ~e bT llr. Wollen 
of Pittsburgh coal otoclc to the Union '1'n11t CompaDT• Apparently all 
of the members agreed that llr. Wellen did not tile a !aloe and fraudu­
l ent return; and aloo agreed that the A. 'f. Mellon Educational and 
Charitable 'l'rust " Ill a Yalid trust organised and operated excluolvely 
for educational and charitable purpceeo. 

On the Pit tobur&h coal point t he aeabero were in sharp dioagree­
lltnt, t he mi nority concluding that t he eale wao obrtoualy made for 
tax purpose a only, w1 tbout 1.D7 real condderation by the ~er of 
t he character of the ueuri Ueo purc.':aaed or of the price. 'the al.norit;r 
opinion indicateo a poil>t o! ..-iaw on the part o! llr. Wellen and bit 
employees which io far fro• f lattering. 

llr. Oliphant oayo that hie 
to apPeal or not, but t hey have 
th:e. 

office hat not yet decided whether 
decided t o m8ke no etatement at thio 

19J 
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( !!.U.Jr: 
Bob 
Dough ton: 

HlJJ.Jr: 

D: 

H.U.Jr: 

D: 

H . !~ .Jr: 

D: 

H.U.J r: 

D: 

c H.U.Jr: 

D: 

H.!.!.Jr: 

D: 

H. U.Jr: 

D: 

H.!J.Jr; 

D: 

H.U.Jr: 

D: 

( !LU.Jr: 

D: 

December 20, 
4:50 p.m. 

19Sr.
194 

How are )'OU? 

Oh, I'm still golng, t.banlt you, how are )'OU? 

Oh, I'm about the eame. 

Well that's good, I Just - do you know a man by the 
name ot Whittingham, just connect with the - the -

Yes . The Alcohol -

Alcohol Administration. 

Yes. 

Uh-huh. What do you th1nlt of h11117 

Oh, I guess he 1 e all right. 

Got anything tor him. He' e been down to eee me 
two or three t1111es, and oomebod;y told him - s~me of 
the Treasury it you did - - you would gtve 
1t to h1m. 

No, I don't think that's right. I- I- I've never 
had anything to do with h1m. You kno,. that Federal 
Alcohol Control. 

Yes. 

It' a - the appointing is up to the fellow that's the 
head of it. 

Yes. 

And he decided be wanted to lay him ott to economize. 

I thought - I got the 1mpreesion trom th1e- tbpre•s 
some ot her pl~oe 1n the Tre~sur;y, not in the Alcohol. 

No, well we haven't -

They thought you might -no,. understand I'm not making 
pressure - bringing any pressure to bear. 

Well -

I'm Just do1ng 1rhat I told him I'd do. 

Well, that ' s all r1ght and I'll keep it in mind, but 
franklY there ten't anything. 

Yea. 
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195 
- 2 -

H. JJ.Jr: s ee? ~ut I undera~and. I understand you. 

D: Yea. And I hope you and youra have a yery Werry 
Chr1e~maa. 

I!.U.Jr: 

D: 

H. LI.Jr: 

D: 

H .!l. Jr: 

D: 

H.!!. Jr: 

D: 

l! .U.Jr: 

D: 

H.U.Jr: 

D: 

H.l! .Jr: 

D: 

l!.!.l.Jr: 

D: 

Same to you. You ' ve done a grand Job. 

Tha.'lk you. I ' 11 see you aa eoon aa I get back Henry . 
I think ws•re going aboard now. I ~h1nk we go~ out 
ot ~he wooda pre~ty well w1~h our tax study. 

Well , you ' ve done a grand Job. 

I ~h1.nk we've done a pret~y good Job. 

You've done a be~~er than good J ob. 

Well I'll ~ell you what we'll do now. 

Yes . 

When we ge~ baok and ~he subcommittee makes 1ta re­
ports - ~he subcommittee makes ita report, and the 
experts get t he draft of t he new Bill along the linea 
of the report, you know. 

Yea. 

'I'nen I'll ge~ ~lle f ul l oomm1t.tft a bold or 1t . 

~1ne . 

And we' 11 go ahead, w1 th ful l suam night and da,y. 

All right . 

All right. Thank you. 

Goodbye. 

Goodbye. 

Regraded Unclassified



(. R.!t.Jr: 

Operator: 

H. M. Jr : 

0 : 

196 
Deo .. ber 81, te3?. 
9:3e •·•· 

Hello 

OOYernor Harr1aon w1ll be there 1n abou~ t1tteen 
m1nutea. 

All r1ght. The 1111nute he seta there I want to talk 
to h1111. 

All right. 
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Iii ,•o...,S IBLE CONTROL 0~ JAPAN 1 S CREDITS 
1 UD URCdASU:G CHAliNELS IN UNITED STATE.S 

December 21, 19)7 
9:30 a . m. 

Pr &sent: 

,, ·, , Jr: 

rJl1ph&nt: 

li . .O . Jr : 

~>cnneed : 

rl. • Jr : 

:.o~nneed : 

!.!r . Oliphunt 
..!r . Lochhead 
u r . Viner 
:.lr . Haas 
:.! r . White 

~~here ' s H&rry White? ·•ell , I phoned him . At .leti s t , 
I think I d i d . 

(On phone) I s&id for Harry Nhite to cone in, d i Jn• t 
I? 

nell , fny .vay, I r ead the t thing -I can't Just. lloy 
oy hanas on 1 t - Oliphant 1 s t:ltmor andtm the t you g r ve 
!lle y~;osterday, ana the thing th11 t I m•nt t o ask • t•ou t 
it: since d i scussing it wi th you last time, you people 
na ve e vidently decided to e xclude the funds controlled 
by the Jap~ nese Government . It says so s pec U'ictJlly . 

Yes, tht. t is i n the form of ~ positive jlr ohibition, 
a nd t hen & gener a l licensing of hll other funds, in 
order t o effectuate t 11e t e xc l usion • 

.. ell, I me&n in tnis thing you evidently decide t o 
exclude J upr:nese- o .. ned 

No, Ja p11 nese . 

11ell, tcu. t • s t he m;.y she r eods . 

The point v11.S tha t J t.pnneso Government f unds o r e 
absolutely prohibi ted from being moved at &11 . 
Other~ - inuividUhls - might possibly be moved under 
license; but Jap&nese Govern ment funds can't be 
moved under a ny circumstr.nces . 

tihall I get you another copy? 

No , it' s right here. 

uell , let me reed it once out loud . "The e xcnunge 
restrictions under the 19JJ nmendment to the 
Tr ading with t he Enemy Act would be instituted by 
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O.l.mnt: 

. . Jr: 

. ilE : 

!! •. Jr: 

-2-

a Presidential proclamati on decl&ring a na tional 
~mergency , ~ccompun!ed by r egula tions describing 
tne prohibited and res tricted transactions . 

198 

"The proclLmation could be drawn in generLl t er ms 
reci ting the necessity for fores t a l l ing events which 
might plunge this country into war, and 4UOrsntin!ng 
E wE r s itua t i on danger ous to the peace of the United 
" tE tes bnd consequently f or providing a basis of 
indelllnlty tiS well as pr otection t.gainst further acts. 

"The result. tions would then be drafted to specify 
tne ac t s &nd transactions which it i s intended 
shoulo be covered . They could expressly prohibit 
L6nklng und foreign excnange t r ansactions anu 
mone t~;ry exports in which the Japt.nese Government 
is direc t l y or indi r ectly interested ." 

I re~u tlw t awfully fast . They could ao thB t - 11 and 
fur tne .'urpose of maKing that prohibition effective 
coulo r e4uire licenses for all sucn a ealings which 
involve the J apEnese yen or the transmissi on of funds 
or cr euits to or from any place or person in territory 
unuer ~he control of J apan ." 

rlegt !'ll1ess of who • 

" · .• to or froo any place or person «ithin the 
t~;r r i tory •...• " !iell then, th~ t would t oke care 
Of ~h>nCIHMUO . 

!lorth China t oo . 

"The licenses for tr~nsactions of this character 
.mien upon investigati on proved t o be outside the 
~rohibttions, ~ould be granted by the Tre~sury 
upon rpplication through the vt r ious Federal 
Reserve banks . These banks would make t~ pr eliminar y 
investigation and r ecommend on such applications . 
Pr ovisi on could also be made for re4uiring repor ts 
o f any internatior~l monetary transaction, whether 
or not covered by the regulations end re~uireo by the 
Treasury." 

I r ead it very hastily and I thought you were excl uding 
just the thing tha t I wanted . 
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Now let me ask you this . 
this would be technically 
leaving the country? 

Does somebody say tha t 
effective for goods 
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No , it wil l be tecnnicel l y effective for goods 
coming in, but Japan will t~ke care of the other 
angle, because tney wil l r etaliat e doubtless so 
t hat our exports will be very, very seriously 
curtailed, not so much as a consequence of our 
action as of theirs . 

Well , it ' s a 'luestion who can stand it. 

Oh, no ~uestion about that . 

hfter ~11 , silk business - about 2 million dollers 
a week for silk . 

Might be inter ested thGt i mporta tions of silk for 
the first time nave f allen of f shar ply . 

Ho11 shcrply? 

h million dollars in two weeks , almost 25 percent. 

You me6n they're bringing in a million &nd a hclf 
a weett inste~>d of 2 million " week. 

hbout t hat . That's just for t~o weeks. May or may 
not be definitive. But the first time. 

1/ha t rbout t ne seasonal f ac tor? 

The what? 

The seasonal. 

o"le ht<Ve no way of .mowing , because we have no 
previous fi~ures - no weekly figures for last 
year, only monthly figures; and the montbl)' figures 
are 1n no - show no se~sonhl varia tions, seE , so 
that if it i s seasonal it i s for those weeks that 
are unusual. 

An article in one of the papers this morning tha t 
the sales of silk hosiery .vera slackening up a 
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l ittle cnu some of th~ d ealers were apprenensive 
about the stoc~~:s they have on hand . 

There have been some conver s ions of ~itting 
machines into lisle. 

(On phone) Governor Harrison please . 

I :tant to make s ure he ' s seen Ukawa . 

2JO 

Your suggestion of the movement of goods out - I 
suggest ea to Wai t e t he poss i bi l ity o f a very close 
stuuy t o s ee i f you couldn ' t find very key co~od­
ities . 

Very ,.,ha t? 

Key commoditi es, such a s nickel, of which ther e 
might be l~rge &mounts , bu t ~h1ch they Just had to 
1\bVe in order ei ther to make their war mbcnine work 
or mli ke t heir commer ci al mGchine ?:ork. 

But if it ' s a r.ey cou1modi ty in tha t s ense, vital 
but smal l in bulk r nd vtlue, they 've al ways got 
sources for !' y e~:.r or t 110 years from which they 
could get it - indirect channels, etc . 

.. ell , t hey ' r e t llinlting 11bout t heir future . 

You mean long run? 

Yes . 

Their ability t o hold out no.• i s n't dependent on 
t neir ebi l ity ,uickly ••.• 

Herman we ' l l ~now a little more • bout t he t a s soon 
a s 1, 8 know wha t t heir current stocks ar e no,, , which 
i nf orma tioll is supposed t o be in the process of 
being obtained f or us now. 

Those mineral s t ud i es - tha~ mineral group nho h& ve 
s t udied tne special needs of Japan •.•. 

Yes , .• e•ve got that . 
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(On pnone) B~llo . All right , the minute he 
gets there I wc.nt to l!ilk t o nim please . 

It is clear accor d ing to those pr ohibitions , I t ake 
it, th&t you cun go c.s f 11 r ~s you like or &s little 
1.S you like, e xcept in so fur as Japan will r etvlia t e , 
over nhich you have no control . 

."iell , in reaoinc tnis book by Bo.man, it ' s surprising 
the amount of crude petroleum rnd gasoline - Americ~ , 
meanin,g Nortu Lnd ~outh Allltrict , produces 37 percent 
of the crude ~etroleum 1nJ 14 percent of the g1solin~ . 

Unfor tun•tely , tney a r e supposeu to nave 18 montns ' 
RL r supply stock . 

hll right, but ~nat I ~~~~ l"'~<uing U:,> to - 11 large 
bulA of t llis comes o 1.1t of 'Jexico - the l~>rg .. bulk 
of this . But it i s 1lso perfec tly true that tht t 
pa rt of the stuff which comes from Mexico comes from 
tne E; st Co&st ~. no no t fr om the ·,·:est .:oast . "' •m 
just u r&wi ne thtt t o you gentlemen ' s attention . 
It •s interesting . 

'l'ile aevelopment s Jown there last t1·1o or three days 
c~:rtbinly confirm Hnt t. ,. ~.~u s.:. id - troubl e t bout 
Po, ulE.r Fror.t. 

le:.l t hen - ~ na tht: 111.y th.,y 1 rt •• ~ndlillf th., 
Japanese . 

'In:.. t ' s a fLscim. tin., boor<, L, &ow::tEn. ...nyon~ ,.f nt 
to r eaa it? ~ehu ~obo:;l J&pun """ proble:ts . 

I investigu ted Viner ' s su&_bstiou of reg:.llc tion 
t.1rou"n clefr~nce of vas.sals , c.nd what I finu is 
tnat tnerE. is r.o ltt-• th:•t cort•esponds to the 'i'rt-ding 
Nith tne ~nemy Act in thu control of bEnks or banAi~g 
credit. 'J.he tnin_ ts t.uminis tered in the Devtrtuen t 
of ColliJllerce , unu 11 Lnything wer e aone in thL t field 
o t 1.11, it .voul.J h~v" t.o be done by deliberu tely 
bt:in& J ih.tory in ltlC p .. t·formt nct: of ;h< t is B 

s ta t1.1tory uuty • 

.. ell, sup,)ose, Hcrcu n , t h1..t you prohibited excnt~ng~ 
tr~nsaction3 end supposing J~punese had to poy docKage 
fees tnd unloL<!i~ ;'eEs . Ho.v could they P'-Y fOI' thbm 
if ~ou d~n • t pe~mit tnose transrct1ons? 
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Harbor f ees . 

Jus t the thing we could put our hands on ourselves . 
Clearing f ees . They br ing a check in. "How - why, 
we can ' t accept it . " 

I n other words , Commerce needn ' t be dilatory; we 
could be dila t ory i n dealing wi t h their r el ations 
with Commer ce . 

That ' s t rue of BnY of that . But there ' s no 
special law rel2ting to clearance of vessels . 

Who exercises the ~CtUSl YUtbority to clear 
vessels? 

Secretar y of Commerce . 

In t he harbor, I mean. 

,/ell, th6 Secretary of ComLiorce, 8lthough Customs 
does it cS nis agent . 

,\ell, tne other thing that you better look up - the 
!'resident has got u Vl·eue notion tha t be mi eht went 
to a o something about Japanese vessels going through 
tne Pa08ma Canal . I s there anythifli; he could do there 
t o reter d • •• 

.. ell, tha t grer.t struggle which ended in the Hay­
Pauncefote Treaty •••• 

That interna&ionbl treEty . 

Tne only thing is the e xchcnge r~gulations . 

He ' s got some idea . 

I •ve learned that when .•. • 

He ' s got some vague notion . 

I ' ve lear ned th~t nhen he m~es a suggestion, bet ter 
look r.t it . 

I f you r ef useo to a ccept t heir • •• • 
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They have to pay tneir fees . If they have to 
pay t neir fee s in aollars •••• 

I 1ll look over tne Panama Can~l r egulations . 

He •s Just- on account of t he gasoline on the 
l:.ast Coast . 

203 

Then he said - I don 1 t like the t wi st that it' s 
taken t his morning, you see . Now, it' s a 4uestion -
what the Emperor is going to have to do, nhich i s 
far more important - he ' s going to llsve to r eLlly 
make up his mind if he's going to run the country 
with civil authori ty or whether he ' s going to let 
the J..rmy and Navy run 1 t. The t;avy is willing to 
apologize and the J..rmy isn' t; and he ' s going to have 
to decide betneen Army end !iavy . So he ' s got a nice 
mess of pottage on his hhnas . I mean th&t 1 s what 
1t ' s gotten ao.vn to; it ' s betneen the Army and the 
llavy in Japan . 

Thr ee- cornered , in fact . 

I t •s really a • .•• 

~ivil, nrmy Lnd Navy . 

Civil, Ar::ry and Navy, wi th Jlavy having gone full 
length on t he apology . 

Of course - you spoke tbout Canada ; •e' d have to 
get them in line, ~ouldn 1 t we? 

No.1, by the .. &y, on - I ~ish you' d (Lochhe&d) give 
me o little meoore ndwn on .mere .;e stand - I 1m rusty 
on January 1 . ~ran • t we to buy monthly, or does.tha t 
expir e? 

'lhe one with !.lex! co c nd the one w1 th Canada , monthly 
t•enewal i n any cuse . Ex pir os the first of every 
month . 

Give me a litt l e memorandum on both of them . ! 
think what we 've got to do, tell e ach of tnem we •!l 
renew it f or one month. Let ' s say the President gets 
out his sil ver procl amation on the JOth of December, 
and on the )1st we ctn t ell the~ - these countries 
'"e ' ll r enew. 
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Well , it 1 s only a one- mont h r e newt.l e very month. 

uell t r.en, .vh& t t s Uexico beefing ~bout? 
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'ihey feel th& t Re prob~o<bly .1on• t renew et the end 
of t his yeLr beceuse of tne amount of silver t h&t 
ae ' ve t&ken. 

I ought to soy , whl- t is :.lexico "Kennedying" ~:Lout? 
1.l.l right? 

"Kenncdy1ng 11 about . Is tllut th~ scme t hing? 

y ;,s . 

uo .fOU .tnov. - v.nile "e' re l£ li!:ing, co you -<no .. cbout 
t n., ort;f nizt tion o!' the In t e rm. t i oru 1 !licitel Co::~pr ny? 

I ntlrm tic.nt.l ;~nico? 

I nterru. tionr l Nickel Compr ny . 

I can t, ive .)iOU that . 

ihE. t • s 1.1 key situation, 1f VIC could· get it in 
reh tion ~o s tretegi c control . 

L-.:.,; <.,> th~ rl:>ytl Co=:!.ssion re;>or t on that . You 
see, t.'le Intt;rm. tiom 1 Nicitel CoJ:~vc~' sold nickel 
to tne Germ~ns although it •lS ~ini~ it on british 
soil \.!ur ine tue 1.&r . "nd if 

Ne ht ve 4uite a l ong histor y on tllat . 

1'lell, my thought was a little bit d ifferent . 

Of the control . 

Of the ,~rsonLliti~s involved . 

uell , liDO ' s the 'President of it, &nd oll that -
Do&ra of Directors . 

I think tha t ' s 6Va 1lable . 

lie have s ome member s of the Board of Dir ectors , 
American and h nglish. 

~nglisb Canadi Ens . The Alfred ~ong interests are 

involved . 
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I don't know, those things always have underneath 
pictur es . 1hought somebody might look into it . 

Have tha t informati on for you tomorrow i f you r eally 
want it. Hon•t take long to get it. 

I don't ><no~, might very ·•ell be that the purchase 
of a blocK ol' stock by somebody might put you in 
control of the nic;(el situation for t he next ten 
years . 

Don ' t put too much stress on tha t, because they' ve 
got e fairly substantial stock or nickel, and they 
can pick up •••• 

hre you sugcesting we buy tnat wi th the Stabili£ation 
Fund? 

Yes (dn><ing) . 

.1e need some investments . 

Get pr et ty nice income on it now. 

It ' s a good stock . 

lJominate nic>tel like .ve do golu ~>nd silver. 

.. ell, .. e mit:ht have a fe ,, frh:nds get L synuicate . 
Int;{.rn& tioru 1 !lie,..~ 1 selling t t 45, lo?: 37, hiCh 7J -
International Nickel of Ctnada . Let ' s find out. Your 
ideo is to g• t control of it through stock ownership 
here in J.m~rica . That' s not impossible . 

i 'here is a nother company produci ng nickel now, or 
three tening to pr oduce 1t. •lould produce 1t 1f 
prices rose very much . 

,;here? 

I thiM it ' s in South J.fric& • 

::o", th~> t • s tna t . 

,;on • t be a g r eat deal of difficulty .11th Canada , 
because only 2 per cent of her exports go to Japan. 
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Jll, I ,don ' t think thljre 1ll be any difficult a t E.ll 
with ~anada, beccuse she i s even mor e concerned 

-

about Jtpan with r egard to her fisheries , a na can ' t 
uo ~nything ~bout it . Mi ght solve her problems for 
her . More scared about it tho n we a r e - the fi sheri es • 

.knd her 1·.nole west cot~st is exposed . 

~na ner wnole HGSt cotst i s exposed . " nd the country 
is ••ore anti - J E.ptncse thtn this country . I don ' t 
think t uer e 1 s any problem n that . 

"b&t ''loS t m t ~:.bout the Po,>ult.r Front i n Wexi co? 

l,;~oraenE s &nnounced o n Jo r i aay the t he ;;as going to 
organize a Po,>ulE.r Front . 

It ' s taking Vljry much the same course •..• 

ns which? 

"5 - ''ell, probl bly the neurer p~ r allel might be 
Czechoslovak!~< . Frunce much mor e t han Czechoslovt•k i~ -
o r as Spain ' s hus done lbter o n in the conflict . 

ihe situa tion is despe r u t e . 

Lts t night, t o mtke t recoro of it, I thlked to 
S ..u:mer 11e lles . He sci d , • Wher e do we s t and on tn1s 
t n ing, as between tne Presioent, Ur . dull t nd 
youro>elf on g .: tt1ne \lo .. n t o b r 11ss tt:c~s on Uexi co?" 
"0 I said, " •• ell , I 1 ve t&li!:ea to tile Presi dent; 
oe • s more tnE.o t~reeLble . But I'm not going to 
;>ush it, bec&use I' m 1>ushi!ll myself into £ fore i gn 
f ield . 11 

:>o he sa i d , " \'!ell , do , ou mina if I t clk to the 
P r esi dent today when I see him?" I said, " llo , 
I think t n& t ' s the pr oper t hing to do . " 

.but what I told the P\•osi dent w~; s t his: th11 t I 
forecast th~ t within a yeur , if we just let this 
thing slide , He ' ti ha v11 & ~p~nish situation in the 
south ol us . It' s just as plLin- because Germany 
doesn ' t have to look f or s colony a~vhere else; the 
richest colony i s right there . knd they ' ll go i n and 
they have everyt hing tha t Germany, I tsly end J spen 
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need . 

~xcept nmericen intervention . 

O. K. Listen, if we let these fellows get away 
wi t h the situa tion i n China , they ca n get away 
with this t hing in the south. And they•ve lea rned 
the techni4ue , t hey 1 ve lea rned the techni~ue . 
"ell nm~, they ' re do ins it right now. 

Let oe put sooetn ing ..• 

I aon 't t:nov1 ~> nytning ebout it . 

~et ~e p~t sooet tung o ver . 

Only one thing s~:eos t o me urgent , tha t .. e don ' t 
complice te t oe intt:rn••l ~ellican situation , m&ke 
i t i capossibl e f o r t he s i de 11e wsnt to win out to 
1;in out by cllo.ving the o th~;r s i de to cry, "Anerican 
lnt~;rvention, Yankee int!!rvention." 

.'/ell, there are e nough people i n the State Deport­
ment wno we know v. ould lea n over bcckwa rd s on the 
i dea of seving f e ce for bouth l•mericans , a nd we 
should ha ve no \.nought of using the big stick\ The 
s uggestion i s tho t we offer them our coopera tion~ 
to nel p them do & fi ru•nchl r eor ganiza tion tne Nay 
you do f or &ny businos~ , bus ted corporation, 1ns te&d 
of i nsisting on little pi ecemed thines , thEt tn&y 
PtY for the cotton l tmd and t hey pto y for individual 
oil business o r 1nu1vi uu6l bondholders , 1nd keeping 
e l l t ne time pecking c t t hem End not doing 6nything ; 
a nd s&ying - s ittin._ do.m «ith theo, s~ying, "llow, 
do you 'lr!!nt us to work Ni th you?• That ' s whe t I 
sey : "Do yo u Nn nt us to work with you?" 

No.v , I went so f~r us t o mr. ke this suggestion, 
tn&t eithe r the Pres ident of the United States 
invite Pr esident Ca rderu•s t o come up here for a 
couple .veeks with~ commission to s it down, or, 
l!lcking tha t , thut he usk President Ca rden .. s whether 
it ..,ould be agr ee6ble for Sumner llelles s nd myself 
to go tnere f or t No weeks .vi th ~n idea of helping 
tnem work it out . They've got ell the ms terial, 
but t ney 're jus t being choked to de .. th, f irst by 
foreign debts, and second by f oreigners hold ing 
valueble assets of the country. 
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I saw what happened in Turkey . Now the Turks 
wer e smart for t he f irs t t ime and they drove 
no t only - tney Killed six to ei ght hundred thou­
sand ~rmeniens , t hey drove a million Gr eeks out , 
cancelled a l l foreign contracts , and they ' ve got 
five mi lli on pt~ople living tht~r e in pr osperity -
also a ver y , ver y rich country. And they're 
gt~tting al ong beautifully . 

Now, ei t her the Mexicans will drive ever yt hing 
out or t hey wi ll let these Fascist countries go 
in there and get control, backed by American mi ne 
owners and oil o:mers woo ha ve given up hope or 
getting their r ights . I mean en American mine 
o~er, for instance, will say - he ' ll be approached 
by a Geroan company - say, "flow listen, we f:o e going 
in there, but ~e need your cooperation. But when 
•e get in ther e we ' ll take care of your interests . • 

J ust as in the bpanish situ~tion between the Bri ti sh 
a nd .•• 

"We ' 11 take care of your interests . " 

l needn ' t mention any names , but I can see Germans, 
Italians comin~ in- st~y, "Nox listen, .vh;.t ' s your 
government doing'/ Not.hing . Now, we ' re going t o 
go in there . {/e need your cooperation. Bu~ if we 
go in there we •llsee that your i nterests are pro­
tected . But we want you to promise thEt so much of 
the output of your mine will e;o t o t hese three 
countri es . • 

Lot of them Fasci sts at heart Enyway . 
Fasci st in the United States is one of 
holders down there . 

Well , t hat I don ' t know. 

He means Hear s t. 

Biggest 
the biggest 

A story about intending to sei ze some of his bi g 
est ate down there . 

But J ake, t his is just as plain cs the picture on 
that Nell end I ' ve painted it just as plai n twi ce 
now t o th~ rresiden~ for 45 minutes to Sumner Welles; 
end be ' s in complete Lccord wi t h me . 
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But no t the big stick . I'd like to do it the 
same way we try to do it with China give them 
the nelp and make no bond other tha~ that th~re 
is a prosperous ~hina , a nd we 1ll t ake our chances 
with the wor ld; a prosper ous Mexico, and we ' ll 
take our chances with the r est of t he world; 
not insisting on t.nytning other t han thlit they 
Just 

Have we received any hint ~< t ~11 from t hem thht 
tney might be receptive to t hat sort of t hing? 
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J &...te, I can't do tne t hing . I can talK to Sumner 
nelles, I can t alk to the President . I can't talk 
li..te t!tis; t hey ' ve got my hl•nds tied . I told Sumner 
·•elles - I said, 11 This thing is going to be a com­
plete flop ," and I sai d, •once they ge t away with 
it oere - they 1 re getting away with it in Brazil, 
gl! tting a.vay .'11th it in the //est Co~est; they •ve 
got subsidized Germans in beautiful stores selling 
mt! rch<.ndise under the most modern mercoandising 
concH t!ons . ...i ther 17e make a mouel Enci SbY •This 
i s the way we work with :.Iexico • ~·nd then take uv 
Brazil a nd ~uba , or somebody else will make a 
model out of !~exico 1.nd sty 11'his is t he way we do 
it.'" And this whole cJuesti;:m of 11 /..merica for the 
Amer icans" is up, ~tnd it ' s moving awfully fast. 

J e.te doesn't .-tooR t he r inance li inister i s up here. 

I do .mo .. , but I uon • t .rno 

tie ' s Ul) .1ere for nelp. 

Tho t 1 s what I w1:.nt to .c:now. 

He has no golo e nd s ilver . 
got a nd sold it out a~:uinst 
the man . 

(On phone) Hello
5 

06orge? 
Governor Harrison 

Pl.-deed everything he ' s 
futures. ;·:e cen 1 t help 

(Has convers~tion with 

Hepr esentative of BanK of Jop~n Nent into the Feder s l 
neserve oank t o apologize . 

Ho* much have they tolJ us is coming in those two 
snipments? • 

RougOly five million e&.ch . 

All right. Evertbody hup~y? 
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H. i.I .Jr: 

Operator: 

a .... t. Jr: 

0: 

B. r.I .Jr: 
Gov. 
Harrison: 

H.j . Jr: 

H: 

H.!...Jr: 

H: 

H. !.! . Jr: 

c B: 

B. !.I.Jr: 

B: 

li. 'LJr: 

8 : 

a .:o.Jr: 

H: 

H. :.l . Jr: 

B: 

Bello . 

Governor Harrison. 

Thank you. 

Go ahead. 

Hello . 

Bello Henry . 

Hello George? 

Yes, sir. 

December 21, 1937. 
9:55 a .m. 
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I wondered if you ' d seen Mr . Ukawa . 

Oh yes, and I meant to call you yesterday . 

You're a nice fellow. 

But he came in - the day after I talked to you he 
called up . 

Yes . 

That was Friday . 

Yes. 

hDd I was tied up. Be wanted to come at a speci fic 
hour and I had a meeting and I c ouldn' t see him. 
Be came in Saturday morning. 

Yes . 

~hat 's when i t was . And I had a good t alk with him. 
I told him tha t frankly every other central bank -
government in the world always advised us prior to 
a shipment of gold ; that in the old days the Japs 
had let us know a program of shi pment, but in r aoent 
months they'd never let us know anything . 

Right. 

frequently we never found out a nything until we got 
an application for - for entry. 
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That 's right. 

And I s aid it wasn ' t helpful to us and it wasn't 
accor ding to our usual practice and wasn't playing 
the game. 

That ' s right . 
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He said of course he hadn't known anyt hing about that. 
Be was very sorry. He had already taken it up with 
his government, he said, and be assured us that it 
wouldn ' t happen again. 

Yes . 

So I think that'll be all right now . 

Well, be didn't tell you that your assistant down 
there told him it was a ll right to do business that 
way? 

Be did not tell me that, and I asked Sproul about it, 
and Sproul said he'd never even seen the man . Never 
had met him . 

Well, that ' s just -he - well, of course I had your 
friend the Stenotype muchine here taking it down when 
he said it . 

Yes. 

So there ' s no question but what he sai d it. 

Uh-hub. 

I•m sure you wouldn ' t questi on my word anyway. 

No, I don ' t think so . I don ' t. 

No , but it - well, he very, very definitely told me 
that ~proul said t hat who t he was doing was all right . 
But you say he ' d never seen Sproul. 

Well, I - Knoke - Knoke reported t o me . He talked to 
Sproul about it, and that Sproul had said he'd - well, 
put it this way, that I know Sproul never told him that 
and I think that bproul had never seen him. 

~ell, I - I won't throw it in his face , but I'm glad to 
hear that Sproul didn ' t tell it to him. 
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No, Sproul neYer did. 

Bu~ tranklT 1t upeet ae . 

Well, he neYer d1d and I can aeeure you he didn't 
because 1t'e not the practice, and I'm eure - well, 
in tact I checked up on that, and he told me definitely 
he ' d neYer seen the aan. 

well that ends that. 

I mean never - never ~old t he man. 

That ends that. 

Yea. I think it'll be all right . 

All right, George. I'm eeeing hia at ten fifteen.- Oltsws. 

Yea. Well, he was very nice. He came acroes a hundred 
per cent. Very apologetic, and -

Did he apologize tor the Panay incident? 

Yes , and he added, •It's not my ott1o1al bueinees, but 
I want personallY to extend to you my apology, • wh1oh 
he had already done with Knoke . 

Uh-huh. Well, Cheero. 

All right. Thank you Henry. 

Goodbye. 

Well he's all right now. He's cleared up now. 

I hope so. 

Thank you. Goodbye. 
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U. 5. TRAil! WITH JAPAJI 

(1 ) U. S. n!PORTS FROio! JAPAJI 

(lllillione of dollar e) 

All Imports 

let 4 weeks of Oct. 1937 14.7 
15.2 
9.S 

n " Nov. " 

" " Dec. • 

(Last ,-ear Decellber iaports Aaa Jepan were 
S'C greater than in November. of that year.) 

( 2) U. S. EXPORTS TO JAPAN 

(4th week figures for exports will not be 
in for another few d~e. ) 

Sil.k lllporte 

a.o 
8.0 
4.9 

All Exports Cotton 
(in millions of dollar e) 

bt ) fteke of Oct. 1937 
• • No•. 1937 
• • Dec. 19)7 

• 

12.0 
10.7 
9.4 

. 5 

.s 

.9 
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RE GOLD DEALINGS WITH JAPAN December 21, 1937 
10:15 a .m. 

Present: 

H.M .Jr: 

Ukawa: 

H. li .Jr: 

Ukawa : 

H. /.I .Jr: 

Ukawa : 

l:l.M.Jr: 

Ukawa : 

B. &!.Jr: 

Taylor: 

Ukawa : 

H. IA . Jr: 

Ukawa : 

H. II . Jr: 

Kr . Ukawa 
Mr. Lochhead 
Kr. White 
Yr . Taylor 

Well, you sew Governor Harrison. 

Yes, and Mr. Harrison explained. 

Fir st I must express sincerely my deepest r egret 
over the unfortunate incident in which t he Japanese 
Navy attacked those vessels of your country by e 
greet mistake . 

Thank you. 

And I must apologize t ha t I em not familiar with this 
custom of gold shipment end I could not inform you 
of gold shipment ••• 

Yes • 

•• • before shipment was made . 

Yes. 

And I have .Just made en arrangement with the 
Department of Finance so tha t in the future I shall 
be able t o inform the Federal Reserve Bank of Hew 
York before shipment is made . 

{Taylor comes in) 

You know U.r . Taylor. 

Yes indeed . Good morning. 

Good morning . 

You 5 ay that you will notifY the Federal Reserve 
Bank •••• 

Yes • 

••• from now on, before shi pment is made. 
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Ukawa: 

a .M.Jr: 

Ukawa : 

B. ZA.Jr: 

Okawa : 

H • .d .Jr: 

Lochhead: 
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Lochhead : 

B.M.Jr: 

Lochhead : 

B.!.I. Jr: 

Ukalra : 

H.II .Jr: 

Ukawa: 
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Before shipment is made. 

Fine. Well , that's all been explained, and that's 
the usual practice . 

Yes. 

Governor Harrison explained that to you. 

Yes. And I have also r eceived the cablegram rrom 
the Vice Minister of Finance that gold shipment is 
not expected to be made this year. I must repeat. 
Gold shipment is not expected to be made this year . 

Well now, there are two shipments which will arrive 
between Christ mas and New Year 1s. There are two on 
the water, aren't there? 

That•s right. 

Except those of which the Federal Reserve Bank of 
New York has been advised . 

Well, those - we know about t hose two. About t en 
million dollars? 

About ten m.illion dollars, yes. 

And they come about bet1·1een Christmas and New 
Year's - they a rrive. 

They arrive, yes, s ir. 

Now, I understand t hat's the last. 

lhat•s the last one . 

~·or t his year. 

Yes. But it i s expected - and I am also very sorry 
that the story of the Vice Governor of the Bank of 
Japan has made you misunderstand about the future 
gold shipment and I feel it my duty to explain the 
matter f or th~ Vice Minister of the Bank of Japan. 
He was 1n the Department of Finance for long years 
and was the former Vice Minister of Finance. Be 
had also the experience of Financial Commissioner 
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Ukawa : 

B.M. Jr: 

Ukawa: 

H.M. Jr: 

Ukewa: 

( 
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-J-

in Paris and in New York. And - oh, it' s rather 
a personal matter. 

(Reporter instructed not to take succeeding 
portion of Ukawa •s remarks, which • ere to 
effect that Vice Governor of Bank of 
Japan is very well r egarded by and friendly 
with financial representatives of many 
governments ; t hat he is a good friend of 
Mr. Williams, our commercial attach~ in 
Tokio; t ha t at the time the Vice Governor 
gave out the information that there would 
be no gold shipments from Japan 1n 
immed.i a te future, such we s the bone fide 
intention of the Japanese Government, but 
that it was l at er found necessary to change 
their plans and make t he shipments.) 
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Well, I•m glad to receive the statement; but in the 
past the informetion of the Vice Governor of the 
Bank of J a pan to our commercial attache proved not 
to be very useful . 

Yes, I understand . 

And therefore, as I explained the other day, if 
we ' re goi.ng to get any information as to future 
shipments of gold, i t is so important t ha t we 1d 
like to have tbem strictly accurate. 

Yes . 

And what I • d like t o ask you today is to ask the 
Treasury of Japan if they could give me some i dea 
what they are thinking of in the way of shipment 
for the month of January. I mean what ere they 
planni.ng in the way of shipment of gold for the 
month of January? If they can let me know, you see, 
does the Treasury of Japan - can they l et me know • 
a pproximately how much gold they think they will 
sb1p in January? 

Yes, I ••• . 

I mean I don't expect you to anawer that. I 1
11 

asking you if you can find out. 
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Yes . 

It may not be possible to give me that answer If 
it isn' t , all right. But if t hey could give ~e an 
idea, say, t hat they ' ll ship bet ween t en and twenty 
million dol l ars or between five and ten million 
doll ars, or. - we don't know- but if they could give 
me some i dea approximately how much gol d they are 
thinking of shipping to us in January, so we can 
make our plans . You see , we have to pay you for it 
and we have t o maintain our exchange also, and never 
knowing f rom week to week bow much gol d is going t o 
come makes it difficult for us t o maintain tb~ dollar 
in relati on to sterling and the yen and the r est of 
the world . And as Japan at present is t be biggest 
shi pper of gold , ~e 1 d l ike to know approximately bow 
much gold . Because - if you don ' t mind my saying 
so , the recent shipment of gol d - it's very difficult 
for us to understand thot those gold shipments have 
a rela tion to your for eign e xcbange . I mean we just 
don ' t see where these shipments recently - because 
the money is piling up so heavily in New York tha t 
it looks more to us as though you were trying to build 
up a reserve of dollars r a ther than that it was en 
exchange operation . And of course, this whol e method 
of exchange of gold between central banks is for the 
sole purpose of keeping exchange from fluctua ting, 
a nd when we get these l arge shipments without any 
notice, w'hich we will get from now on - a fter all, 
we have to maintain the dolla r ~<lso . 

Do you (Taylor ) want to r ecei ve t hose people in 
your room? 10: 30 . I've sent them all t o your 
r oom . I'll be t here in £ couple minut~s . I just 
want somebody there to receive t hem. Hould you 
plea se? 

(Taylor leaves) 

So , as I say, it may not be possible for your 
government to tell me, but if they could give me 
some idea how much gol d will be coming i n J anuary, 
it would be helpful to us. 

I asked that point by cable, a nd the Government says 
it is i.mpossible at present t o say the approximate 
amount f or the next months. And t hey sai.d this year 
gold shipment there i.s not expected . 
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"ell, no more. 

And if the Government has decided to send gold to 
this country , then our Government is very pleased 
to advise the Treasury of this country . 

Pardon me, I didn't get that last one. 
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If the Government deciaes to send gold to this coun­
try, tbenthe Government is pleased to advise the 
Federal Reserve Bank. 

You see, your balances here now are so much larger 
than t hey have ever been tha t it is hard to under­
stand tha t they are so big Just for exchange pur­
poses. I mean they are far in excess of anything 
that you have bad - I don't know when - I mean your 
balances are so big here, and I just mention that. 

I see . 

•lell then, as I understand it, if and when you have 
any additional information for me from your Govern­
ment on finances, you will come i n and see me. 

Yes . 

Is that l'igbt? 

Yes . And also, when I receive the particular 
information about the par ticular gold shipment, can 
I advise the Federal Reserve Bank? 

Yes • 

.i<nd at the same time I want to write llr . Taylor 
that information. 

What do you (Lochhead) think? I think if he lets 
the Federal Reserve • •.• 

If you let the Federal Reserve know, it wi ll really 
not be necessary ••• • 

That ' s enough. If you will let the Federal Reserve 
know, that ' s sufficient. 

Then it is not n~cessary for me to come here once a 
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B.M.Jr: 

H.1!. Jr: 
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week. 

No . 

I see. 

The only t hing, it would - the only thing, if you 
will keep t he Federal Reserve advised, as Governor 
Harrison expla ins is tbe custom, tbat•s all that 
is necessary . But if you have something on general 
policy •••• 

General policy, yes. 

general policy, then I'd like •v 
myself. 

l:es. 

• 
, ..... ~----OIV .... </ '" 

I mean if there i s any change one way or the other, 
or if you want t o esk us any questions . You may bave 
some questions you want t o ask us . On general 
policy matters, I 1 d appreci ate your coming to see 
me . I f it's Just a matter of notifying of gold 
shipment in advance, Just let the Federal Reserve 
know. 

Oh, I see. Yes , sir, I 'm very glad to have that. 
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December 21, 1937 

A group met at 10:30 a .m. in t he office or ~ssis tant 

secretary Taylor to d iscuss prospective banking legislation . 

Those present were : 

Secret nry A'or gent bau 
Assistant Secretary Taylor 
l.nrriner S • Eccles, Chairman of the Board of Governors 

of the Federal Reserve Sys tem 
Jesse Jones, Chairman of the Reconstruction Finance 

Corporation 
Leo T· Crowley, Chairman of ~ederal Deposit Insurance 

Co mora tion 
'' 1lliam Prentiss, Jr., De'>uty Comptroller of the 

Currency 
Claude Hamilton, General Counsel of the Reconstruction 

Finance Corpor a tion 
! r . c. a. Upham 

Secretary ~orgenthau stated that the meeting had been 

called to see if t here was any banking legislation necessary 

for the extra session of Congress to enact . 

l. r . Crowley said that so far ae the FDIC is concerned, 

t here are a number of administrative changes which would 

bring about uniformity and coordination with state statutes 

r-h1oh, if there is to be a general banking bill, he would 

like to see included. He added, however, that they can oll 

be foregone . Mr. Crowley said that sometime somet hing ouebt 
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to be done about the situation in California for it is 

ve ry d isturbing . Restrictions should be placed on "h im," 

he sai d , to preverL any,more r eaching out for additional 

banl<s · 

t'r. !.!orgenthau said he would like to see one piece of 

legisla tion e nacted--ma king it illegal for holding com-

22;. 

panioe t o own bank stocks . ~·r . Jones thoue;ht t his "a g ood 

idea . " Asked by Mr . Crowley if the intention was to prevent 

future g ro1vtb or to compel d i ssolution of p resent holdin.g 

companies , 1:r . L'or genthau and ~·r . Jones said t hey meant 

dissolution, and ~r . Jones suggested that they b e given 

t ll i rty days to do st> . Mr. Morgent hau referred to the fact 

that t h e ~c&doo bill gave them t h ree years and t hat he 

r ol • rds that as unreasonably long . He said he t hought t his 

was th e one weak a nd dangerous spot in our banking system 

and the only t hing in t he banking p icture that ... orries him. 

:·r. Eccles said that 1f the group were dissolved, we would 

have t o p rovide branch banking in l ieu of it. Otherwise , 

those systems would go b ack to t he unit banks wh ich gave ua 

so much d11' ficult y before. 1n t he br eakup of t h e Minnesota 

eroup , for instenoe, he said we would find a small North 

Dakota bank with thousands of shareholders . That would not be 

catting a t the practical end of t h e problem. 
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J•r . Jones suggested someone should explore the whole 

ouestion and find out just ~hat the fac t s are and what 

g rou'ls would be affect ed and how . l~r . Morgenthau suggested 

that t.:r . Jones , as the largest stockholder of banks 1n the 

country, do t h e exploring and he added that the Treasury 

had a rr.ass of 1nfol'!li8. tion with respect to the problem. 

:· r . eccles said he t hought the Calti'ornia s1tution 

was the only serious one . 

t-r . Prentiss said that t h e Comptroller 's Office had 

a few technical matters such as organizing nat ional banks 

to docla re quarterl y dividends but that none of them vtaa 

worth bo thering with unless t here wee a gene ra l banking 

measure. 

l"r . Eccles said the Federa l Rese rve Board had no 

legislation and h e hadn't discussed t he matter w~th his 

3oard. There are a lot of things be would like to see 

d one personally but he ~ould not advance t h em unless t here 

nas major banki ng legislation. If there 1s to be major 

banking legi s l at i on, he will have a lot to say . 

is not , he is disinterested. 

If there 
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!Jr . Jones said the RfO had no proposal except what 

hnd already been d iscussed and announced. 

!.lr . J ones said h e ?tould be back from Texas by 

Janus r y llth and hoped to make a report by the middle 

of t h e mon t h . 

At t he close of the ~~sting u r . Taylor said with 

a ~;rin!ace that he was "delisllted to learn that Yle have 

suc h a fine banking structu re . " To which !.:r . Eccles 

sa1d that " l'le have a hell of a banking s tructure . " 

Upm 
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December 21, 1937 

Col. Harr1ngton telephoned to say that unemplo:r~mt 
t1p;uree tor the week ending December 18th were 1,588 , 315, an 
lnorenee of 30,626 over previous week. 
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11!4Jr : 

0: 

HJAJr : 
Wm. W. 

Hello 

Tuesday 
December 21, 1937 
3 : 09 p .m. 

Mr . Butterworth. Go ahead . 

Hello 
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Butterworth: Hello, sir. 

!C!Jr : 

B: 

illlJr: 

B: 

HIIJr : 

B: 

IDAJr: 

B: 

HIIJr : 

B: 

lll.!Jr: 

B: 

HMJr: 

B: 

trlJr: 

B: 

Yes, Butterworth. 

Good afternoon, sir. I telephoned to give you an 
account of what I've done about your message . 

Yes . 

Immediat ely after you - your telephone call t o me 
on Saturday afternoon • •••• 

Yes . 

••• I got in touch with Waley • • ••• 

Yes. 

••• and explained tlu•t I was instnz:ted to deliver 
t his strictly confidential message to the Chancellor 
from you. 

Now wait a minute, - what day did you tell that to 
Vlaley? 

Ab - Saturday. 

Oh. 

•• • after I talked to you. 

I see . 

And I asked him if he'd be good enough to fix an 
appointment on Monday . 

Yes. 

Ah - Waley seemed to know of your telephone con­
versation with Sir J~hn. 
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Yes . 

And he readi ly agreed to arrange the appointment •• 

Yes . 

••• but communicated with me again on Monday •• • 

Yes. 

• •• t o say t hat s ince Sir. John had to consult 
w~th some of his colleagues •• • • 

Yes. 

22., 

• •• regarding the gener al subject of your conversation •• • 

Yes . 

•••• he would not be able to receive me until Tuesday 
noon. 

Yes . 

Accordi ngly I called at t he British Treasury at 
12 o ' clock today. 

Yes . 

The Chancellor of the Exchequer began by referring 
t o your telephone conversation and expressed r egrets 
if you had been inconvenienced ~ 

IVai t a minute •• • 

by reason of •• •• • 

Wait a minute, wait a minte. 

•• • between London and Washington. 

Wai t a minute . You will have to st art over again. 
What did the Chancellor say? 

He first expressed regret - he first referr ed t o 
his telephone conversation with you • • •• 

Yes. 
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••••• and expressed regret •• •• •• 

Yes • 

•• • • that you had to be inconveniencee by reason 
of the difference in time • •••••• 

• I see • 

••••• between London and Washington. 

Yes. 

Be said there was some difficulty because he was 
in the country. 

Yes. 

I then banded him your message which be read with 
great care . 

Yes . 

He r epeated out loud the sentence •••••• 

What ' s tbat? 

Be repeated out loud ••• •.. 

Yes • 
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• •• •• the sentence which reads, "British Ambassador ••••• 

Let me ••. •. 

•• y.ou~ Foreign Office have been advised". 

British what?" 

"The British Ambassador and your Foreign Office •• ••• • 

Yes • 

• ••• • have been advised", 

Yes. 
And said that 1n your conversation with him •••• 
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Yes. 

• ••• you had asked that the British Ambassador be 
not informed of t his sub ject of discussion and 
your request had of course been acceded to. 

Yes. 

And it had not been mentioned • ••• • 

Wait a minute. We 1 ve got a bad connection. Do 
that again . Hello? 

He repeated out loud the sentence in your message 
which r eads, "The British Ambassador and your 
For eign Office have been advisedO • • 

Yes. 
he 

And/said that in your conversation with him you 
had asked tha t the British Ambassador be not 
informed •••• 

Be not informed? 

•• • be not informed •• •• 

••• be !lQ.t informed? 

Yes . , ,,of t his subj ect of discussion. 

Yes . 

And your request had of course been acceded to. 

Yes . 

And it had not been mentioned ••• • 

Bad not what? 

.. • mentioned •. . 

Bad not what? 

It had not been mentioned • •• 

Oh, mentioned? 

Mentioned •• • Be said that he assumed • ••• 
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••• that he a ssuaed? 

•••• sentence meant .. • • 

I didn't get that . 
• 

He said that he assumed ••• 

Yes . 

•• • that this sentence meant that that request no 
longer stood. 

I get that. 

You got that? 

••• that that request no longer stood? 

•• • no longer stood . He asked me about this. 

If what? 

He asked me about t his . 

Yes . 
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And I repli ed that hi s assumption seemed to be 
reasonable, but that I had no official information ••• 

Vlait a minute. Bello? 

Yes . 

That you had no official information? 

I had no official information •• •• 

Yes • 

•• • supplementary to the statement itself. 

Yes. 

I said you bad only given me the statement . 

Pardon me? 

I said you bad on.ly given me the statement. 

Yes. Hello? 
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Hello. 

Yes . 

He then said that the British Ambassador has a 
regular channel of communication; was, 1n point 
of f act, already dealing with very confidential 
communications •• • 

Very confidential what? 

Communications • •• 

Yes. 

• • • on t his general subject ••• 

Yes , that's right. 

••• and t hat it was, of course, desirable that he 
s hould be i n a position so tha t all aspects •• • 

All what? 

All aspects. 

Yes. 

••• or the present problem ••• 

Yes . 

• • • might be seen 1n due relation. 

•• • that might what? 

•• • might be s een •••• 

Yes • 

••• in due relati on. 

In due relation? 

Yes . 

Yes . I • .. 

The Chancellor also mentioned •• •• 
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What ' s that? 

The Chancellor •••• 

Yes . 

•• also mentioned • ••• 

Yes. 

• •• in this general connection • ••• 

In this general what? 

.• connection • • • 

y 135. 

• • • t hat he had communicated yo 

Yes . 

••• or Friday ••• 

Yes. 

••• to the Prime Minister • •• 

Yes. 

And that -Kr. Eden • •• 

That lliss what? 

• •• that Mr. Eden •• • 

Yes . 

ur message •••• 

•• • whom he termed, The Minister specially charged 
with all aspects of international relations, had 
also been infor med. 

Yes. 

Be went on td dissertate somewhat •• • • 

Yes • 

23: 

••• on the British systea of Cabinet responsibility. 
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or what? 

· •• • or Cabinet responsibility. 

Yes . 

••• How every member or the Cabinet was jointly 
responsible tor the acts of all other members, • •• 

Yes . 

••• which necessarily entailed that they should 
be kept fully apprised of and in accord with each 
other' s doings . 
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HMJr : Yes. 

HIIJr : 

B: 

HMJR: 

B: 

HIUr : 

B: 

HMJ'r : 

B: 

llt.!Jr: 

B: 

IIIIJr: 

B: 

He also referred t o the second part of your mcssaee. 

Yes . 

And said that he would be happy to see t he American 
officer in question. 

Yes. 

But that the views which he would express to him •••• 

Yes. 

•••• would not be personal views • • •• • 

Yes • 

••• • but Cabinet views . 

I understand. 

His general point which he elaborated on being that, 
whereas i t was desirable for conversations t o take 
place •• •• 

What' s that? 

between experts or between officials having 
;p~~ial knowledge of speciCablisu~jec~sdi~~o~:tic 
sponsible channels , both a ne an k t 
would, under the British system, have to be ep 
apprised of what was going on . 
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I understand. 

And that both he and Kr. Eden would, 1n fact 
in whatever they did, be acting, not personahy 
but as members of the Cabinet , 

I understand, 

Sir John went on to say that the British Govern­
ment wished to thank you for the information you 
had supplied as t o the powers conferred by our 
"Trading with the Enemy Act." 

Right. 

Be said that no simila r power existed 1n the 
United Kingdom ••• 

Right. 
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•• , save 1n the event of a f oreign country becoming 
an enemy and thus a state of war arising. 

What's t hat? 

.. . and thus ... 

I didn't get - I don't get that. 

••• arising. 

I don ' t .get that. 

Be said that no simila r power •• •• 

Yes. 

••• exists in the United Kingdom. 

Yes. 

•• • save 1n the event of a foreign country • • • 

Yes • 

• • • becoming an enem;r • •• 

Yes. 
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••• and thus a state of war arising. 

Uh huh. 

Or, in a case governed by Article XVI of the 
League' s Covenant ••• 

Hello? 

• •• accordingly, special legislation wou.ld be 
necessary both here and in the Dominions before 
such action could in any case be contemplated. 

Now, - hello . 

Yes . 

You are reading from a memorandum, aren ' t you? 

Yes, I am. 

Well , when you get through I am going to ask you 
to read it again to Lochhead, see? 

Right . I will, sir. 

Because, we haven •t got a very good connection 
and I •m not sure that I got it all. 

Good, sir. 

Are you through? 

-Moreover ••. . - I -

Hello. 

Hello. Shall I carry on? 

Please . 

hello? 

Moreover, the study and experience 1n earlier 
instances has convinced the British Government 
that every aspect of such proble3s bas to be 
considered together. . . · 

Uh huh, 

and that no separation should be made or 1 ;~~nomic from poli tical and strategic analys s . 
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Bello . 

Bello . 

Ye:; , I got most of it, but I am going to have you 
rend it back to Lochhead . 

Right , sir. Shall I fini sh it now? 

Yes . 

Sir John added that ~is ovm personal observation 
led him to bel ieve tha t t here were two possible 
aspects of economic pressure: one was a long­
range affair where the pr essure was not productive 
of i .mmedi ate consequences , except in fostering 
irritation. This t ype of pressure hardly see~ed 
t o rlim to acco!Dplish a worthwhile pur pose. The 
other aspect lay in the apr licati on of drastic 
economic pressure, which, if or a nature to produce 
a decisive eff,ect became, in hi 's opi ni on, indi s­
tingui shabl e from other forceful methods . Be said 
t hat he had always folt that t his was the weakness 
of Article XVI of the Covenant. 

The Chancellor particul arly asked me to thank you 
for your courteous communications and he also wanted 
me t o convey t o you his kindest r egards . 

His what? 

His kindest r egards . 

Good . \~ell , now, is t hat the whole thing? 

That ' s the whole t hing , sir. 

Now, - just a minute. 

23 i 

(Short pause) (SecretarY talks to persons in his office.) 

Hello. 

Yes, sir . 
Lochhead ' s going to a telephone where be ca~ take 
t h i s again . And - you 've go~ a me:oran um 
t here you're r eading from , haven t you. 
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That ' s right. I wanted to get it absolutely clear. 

Well , read i t t o 

Yes , s ir. 

hello? 

Read it - to Lochhead •••• 

Yes . 

• •• the whole busi ness. 

Yes, sir. 

Now, - are they - are they waiting tor an answer? 

No, I don' t think there is any answer to make. 

You don 1 t think there is any answer? 
hello? 

Yes , sir. 

Well, hello? 

You see, where we referred to - where we said, 
"The Bri t i sh and your Foreign office have been 
advised." ••• 

Yes . 
• • • What we referred to was that they had been advised 
about t his officer coming over, ••• 

Yes • 

•• • but not as t o this conversation that I had with 
Sir John. 

Oh, I see. 

See? 

Yes, I see. 

Do you see? 

Well , I think that ' s the problem. I 

Because, 1r you noticed, the thing starts - Yes,there ' • 
a period there. 
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Yes. 

Then it starts, "The British Ambassador and your 
Foreign Office have been adVised . " 

Yes . 
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And - but that r eally started P - that started 
a new sentence . 

Yes. 

See? 

Yes, I do. 

But you give the whole thing t o Lochhead and he'll 
take it down because this is terribly important. 

Yes, I think so. 

What ' s that? 

Sir John that because of 
the British Government setup, with their Cabinet 
responsibility •• • 

I know, he gave me that whole l ecture, himself. 

(Laughs) Well, I heard it today. 

Yes, he gave me that whole lecture already . 

All right, sir. 

And, you see, the reason all these good wishes 
and all that is because he was rather disturbed 
when I telephoned him down at his residence be­
cause he - he told that ' s just what happened 
when he had a misunderstanding with ar . Stimson. 

(Laughs) 

And he didn't want the same thing t o happen over 
again, you see? 

(Laughs) 

So - I can give you t hat much background . 
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(Laughs) 

But I can turn you over now to Lochhead and he' ll 
take it, you see? 

Yes. 

Please . Now, jus t stand ~. 

Operator: Bello. 

HIIJr : Ur . Lochhead is at the phone 1n Mrs . Klotz• room. 

Operator : All right • 

•. 
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TELEPHOliE CALL FROM MR , BllT'l'ERWORTH 

December 21, 1937 

(About 3 : 30 pm) 

Immedi ately after your telephone call to me on 

!'"turdoy afternoon, I got 1n touch with Waley and ex­

plai ned that I was instructed to deliver a strictly 

confidential message to the Chancellor of the Exchequer 

froo you and asked that he be good enough to arrange an 

appointment on Monday . Wal ey seemed to know of your 

telephone conversation with Sir John Simon . P.e readily 

tl(l reed to arrange the appointment, but communicated with 

l!lf' again on Monday to say that si.nce Sir John had to con­

sult with some of his colleas ues regarding the general 

suhject of your conversation, he rrould not be abl e to re-

ceive me until. Tuesday noon. 
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Accordingly, I called at the British Treasury at 

t wel ve o ' clock today. The ChanCellor of the Exchequer 

began by referring to his telephone conversation with you 

and express r egrets if you had been inconvenienced by 

reason of t he difference in time between London and Wash­

ington, He saiG there was some difficulty because he was 

in t he country. 
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I then handed him your message , which he read with 

great care . Be r epeated out l oud the sentence "The British 

Ambassador and your For eign Office have been advised, n and 

.. i d thnt in your conversation with him you had asked t hat 

t he Br itish Ambassador be not informed of this subject of 

discussion and your request had of course been acceded to 

tnd i t had not been mentioned to Sir Ronald Lindsay. Be 

~aid that he assumed that this sentence meant that that r e­

aue~t no longer stood . Be asked me about this and I r eplied 

that his assumption seemed reasonabl e , but that I had no of­

ficial information suppl ementary to the statement itself. 

He then said that the British ~mbassador has a regu­

lar chnnnPl of communication; was, in point of fact, already 

deal ing with very confidential communications on this gener al 

subject, and that it was, of course, desir abl e that he shoul d 

be in a position so that all aspects of the present problem 

r~rht be seen in due relation . 
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The Chancell or also mentioned in this gener al connec-

t ion that he had communicated your message of Friday to the 

Prime Minist er and that Mr . Bden , whom he t ermed the ~inister 

zpecially charged with all aapects of internat ional r el ations, 

! -.d also been informed . Be went on to dissertate on the 

Bri tish syst em of Cabinet responsi bilit y; how everY member 

of the Cabinet was joiLtly r esponsi ble for the acts of all 
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~ ~Gt& ef &11 other memQer~, which necessarily entailed 

th...t they should bellft.pprised ;of and in accord with each 

other ' s doings . 

He ~lso referred to the second phrt of your cessage 

~o nd s~~oid that he , would be happy to see the •·merican officer 

in question, but •t he views which he would express to him 

Tould not be person~ol~ but Cabinet views, his general point 

r.hich he el~~oboruted on being thht whereas it w~~os desirable 

f or conversr.tion to t uke pl "ce between experts or between 

off icials having special knowledge of special subJec+,s , the 

responsible ch&nnels,~ ~~obinet and Diplomhtic , would under 

the British system have to be kept upprised of what was ... - ... 
.;oi ng on and tlu..t both he and l.!r . Eden v.ould ifil\whatever 

t ney did be ~octing not persollhlly, but as members of the 

Cr.binet. 
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Sir John T:eut on to say th!.t the British Government 

wished to thankyou for t he informa tion that you had supplied 

us to the powe~ conferred -N'l our Tr!Jdi ng With The Enemy /.ct. 

He said th!.t no similar powers axist ed in the United Kingdom 

save i n t he event of a foreign country becoming &n ene~y 

t.nd thus a sta te of Wtll' urising or in n case soverned by 

•. rticle XVI of the Leugue of !lations Convenant and, accord­

ingly, special legi il&tion would be necessary both here and 
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in the Dominions before such action could in any case 

be contempl a t ed. Moreover the study and experience in 

earlier instances has convinced the Br itish Government 

t ha t every aspect of such problems has to be considered 

to~ether and that no separation s hould be made of economic 

from political and strategic analysis . 

Sir John added that his own personal observation led 

him t o believe thnt there ~ere t wo possible aspects of economic 

pressure : one was a long- range affair where the 9r essure 

was not productive of immediat e consequences , except 1n 

fostering irritation. This type of pressure hardly seemed 

to him t o accomplish a worthwhile purpose . The other aspect 

l ay in the application of drastic economic pressure which if 

of a nature to produce a decisive effect became, in his opinion, 

indistinguishable fro~ ot her forceful methods. Be said that 

he had always fel t that this was the weakness of Article XVI of 

the Covenant . 

The Chancellor particularly asked me to thank you for 

your c?urteous communication and he also Ylant ed me to convey 

to you his k1.n'dest r ega.rds . 
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"""' Dec•ber 31, 1937 
ro s~cretary Korea~ 

,._ •· toebhM4 

'" C!l!!dt.n sn .... w-t 

On February 28, 193&, an vreJ~g•ent wu made wher eb)- the llhited Statea 

':'rte.!tlcy ~eed to purchaae 1,300,000 OWICel of n""ly-mined C=ndian ellver 

.l.,r1M t he month ot li!areh, 1936, on the bade of t he !lew York market price 

tor aUver. fhb .&grl«<l&t 1L'U made on a monthl1 bull, alld upon application 

•. the Canadiana, wu renewed tor eech 8UCeeedi~ month up to and i nc1udi n& 

~rc~r~ber , 1937. 

Canada has aeked tor the r~ar extenl1on tor the month of J IIZNI>l'1, 

1338 , but we have not r eplied t o thia aa yet. 
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"""' Deceber 31, 193'1 
To secretalT Morc•tbal 

,.... .... Lochh.-4 

on Janaz'/ 7, 193«1, u VraJ!€-nt wae mnda whereb'j the United Statea 

O::r e&aury Agreed. to plJ'Cbau 51000 1000 OWIC" ot newl7-mined l!edC411\ liher 

4•.~r\ng the month ot Jom&l"/1 1936 1 on the buia of the lew rorlt IIW'ket 

;r1c~.~lver. !hh J«raemut,.. made on a monthl'/ buia, and upon 

o~;~Hcatlon b'j tba Vaicane, na renewed tor each auceeeding month up to 

om 1Dclu41nt; Daceber 1 193'1. 

l.!nico baa u kecl t or the regular utendon tor the month ot J azt.Jiiry , 

1938 , but we ban not replied to tbie ae 'l•t. 
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Deee.~er 21, 1937 

To: The Secretar,y 

!'rom: lolr. llagill 

1. :Board of fax .Aepealo procedure 

The Joint Comalttee designated b,y Chairman !lack and ~self to 
r ecommend i mprovement• I n the proc~dure for the diopooitlon of tax 
cases e.ppealed to tho :Board has Juet reported. Tho Colll:li ttee reco•­
aendo a nWI~r o! chan& .. in t he l!oard 1 o ruleo which are bein& MAe; 
•o:a chaz>&eo in procedure in the Chief Counoel ' o office and i n the 
Comiuioner's office; and finall,y oome otatutor;r changea. The re­
port dooo not go aa far ae it might but certainl,y ito r ecocmend6-
tiona will result in oome needed Improvement s. 

2. l!ureau procedure 

I dheuosed with 11r. Grana t ho pr ogreaa he h makin& in t he 
analyah of procedure ill t he I nco10o fax Unit . Although hla worlc 1o 
far froa completed, I am quite aura that a number of ver,y valuabla 
reco,.endationa will r .. ul t froe> it. He b., alroad,y ascertained. 
that t oo many r evenue &genta are aaaigned to eome diatricto and too 
few to others; Improvements can be mAde in t he aael cnaent of caoea 
to r nenue ~nt. eo t hat tha heaY;r work will be clone on the caou 
In "hlch t here h a real pr ospect of tax 4ef1c1enc1et. l'inall7, ho 
lo in the proceao of d.oviolng ordara to el iodnate aome of the tlao­
waatift4 inveatigationa where t he queation involved ia oimpl,y the 
yenr in which a particular ded.uctlon should. be t llken, without ~ 
material change in the t o tal tax clue. 

3· Tax revision 

I talked. t o Wr. Vi noon &gain tod.a,y about the futuro operationo 
of the aubcommittee . He would. like to have a oubcoamittee report 
illl::lediatal,y after the firat of t he ,year. He wanto to hold. haaringo 
betwe en Januar,r 6th and 15th; and t o report a bill, if possible, 
around. J1111uar,y 15t h. 

Wo have had. further communication• !rom Congreoeaan Kcl'arlane 
asking uo to give hb tho eon!id.entlal in!or10at10n and. reco:=ond6-
tiono which we have oubaitted. to the oubcommittee. We have told 
him in oubotance that be muot appl:t t o the cha1rllllll of t he oubcoD­
oittee, aince tbo oubcosaittee lo the vehicle through which info~l 
Uon on tax reviolon h being preoented to Congreao. He will pro 1 :f 
be irritated. ~7 t hlo reopouoe. Kc7erlene is one of tho Ka•erick k 
group with wboJI llr. Oliphant 411cuooed t he tax aHuatloa a few weo 0 

ego. 
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In reply refer t o 
FB '793. 94/ll723 

Cat-."FIDENTIAL 

DEPARTMENT OF STATE 
WASHINGTON 

December 21, :t9S7 

The Secretary ot State pr esent s his comp1lments 

to the Honorable the Secretary ot t he Treasury e.nd , with 

refer~noe to previous correspondence 1n regard to the 

f inancial situation in China , encloses , tor his conf i den­

t i al i nformat i on , a copy ot a paraphrase of t elegram 

No. 88 , under dat e December 19 , 193'7, received from the 

American Ambassador at Hankow • 

Enclosure: 
Paraphrase ot 
telegram No, 88 , 
December 19 , 1937 , 
from Hankow . 

• 
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Department of ~ate 

ENCLOSUlUI 
TO 

Leiter drarted 

B~oretar,r .. D.t. the. Tree.au..cy.. 

--

) 

"' 
• 

•' 
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l l!!A P I ! A S I 

6 '•'sO a (•\ 88)ol Duallber 18, lSia'r, r.. tale 

._rloua ,..,.._.., '' ..,.., a ... ~ .-.nuaua.llJ' u ron a 1 

Aoeo1'4blc to • lf;sl'\ ,._ • - .. llelt.n4 to"-.,._ 
liable, the I'Halclent of tho Coatro1 1\11111 t.a -.do th rol­

l owl ns 4-""• 1 ( 1 ) tho rolouo or polltloal prl1011 ... J ( 11 ) 

a r;oneral •han&• ln lll.ll1taJ7 stntocrJ (I ) the w1thdftwal ot 

all l'l ltP1 oUOM Oil ... IIDY-MJ aDd (') t!w rsa l r;:naUGil 

ot t ho ~ ot tho CGilbal PollUMl a-lt\M, W.-w 

Chln6 ... 1J Difte\02' or tho Po.Pt:r l'UblldQ' ~t, o­
Ll-l'11J lllnlotor ot r tnDU, !.VII& ua~la l&lld aU ,.. '=rt 

P&ft:r 1oa4.,., ftlolo cS-~ are bMlrscl b7 ldlltU'f 1sa1 a 

res~ as pN aa lot, 1nolud1J\s Obanc ,...-.1, OolMM1 

Stllwoll .... 1Ys4 tho abGYo lnt'ol'laUGil t.. tho ... CI8Jllsod 

tan1tow acent or u. Cb!Meo 11 •'•'- Wbo statsc! thet 1t 

11 the bops or the o a "'""" to plll -tNl or the 

'ubl1oU7 De~t ot Ulo PaftJ• Tho .,.,. .. "or rsq•sta 

~hat tho nbatanM ot tho tolocraa be rop•t.ct to U.. wu 

.-i 
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December 21 , 1937 

Lunched with Colonel Watson, Military Aide to the 
President and General Andrews of the Air Corps . Dis­
cussed with them the possibility of purchasing more 
long dist ance bombers to use on tho Pacific Coast. 

General Andrews said that the new Boeing B-15 four 
engine Bomber , of which they have one, is even more 
efficient than the B-17. The 1'/ar Department has bids 
out ror 37 transports, 26 amphibians and 13 basic trainers 
whlch will cost somewhere between 5 and 6 million dollars . 
I f these bids were rejected they would have enough money 
to buy 20 of the new B-15 Boeings which cost approximately 
400 thousand apiece. General Andrews said that• s what he 
would l ike to have. I saw the President between five and 
six and told him about m7 conversation with Andrews and 
urged him that he do something a bout it. He left me with 
the impression that he would . 

I showed the President a copy of the message from 
. Butter \Yorth which I had received over the te!ephone. He 

read i t with great care . It seems that the Counsellor 
of the British Embassy i n Washington delivered to Sumner 
1"/elles a copy of this conversation between Sir John Simon 
and Butterworth. While I was there, the President called 
Welles on the South Ameri can matter and I gathered from 
the conversation that Welles was worried that Sir John Simon 
mi~ht "leak" . The President assured him not to worry. 

I feel very much embarrassed because I don ' t believe 
the President bad told the State Department anything about 
my conversation over the week-end with Sir John Simon and 
that the first inkling they bad was when the Br1 tish Embassy 
called on them with the information. 

The President is seriously thinking of the possibility 
of going ahead with exchange control, etc ., against J apan, 
i f he does not get a satisfactory answer. He asked what I 
thought about it . I said, "On first blush, I thought very " 
well of it but it vras too important to give a snap judgment • 
He said, nor course, it would be most helpful if Engl and" and 
France and a number of other countries would follow suit • t 
But he was even thinking of doing it alone because he thouch 
we have more to gain than we have to lose . 

I then had a swim w1 th the President. I found him in 
excellent spirits. 

• 
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Ribbon copies of this memo were aent 
to the folloWing - with letter• or 
transmittal dated Decemb~r 21, 1937: 
{signed by the Secretary) 

The President 
The Secretary or State 
Tbe Secretary of War - Attention: 

Colonel Strong (G-2) 
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• 
TREASURY D EPARTMENT 

IN'TD 0 P'P1C:.: C0MMUMICAT10N 

•• Seoret~~~thau 

Mr.H7~ PiltON 

Sub jeot : Current United States trade with Japan and China 
(Preli minary data) 

durin the first two weeks of 

(1) Unit ed States exports t o Japan during the fir st two 
weeks of December were higher the.n duri ng the first two 
weeks ot November, but slightly less t han during t~e first 
two weeks or October 1937. 

United Sta t es Export s t o Japan 

First two weeks of 
j2ecember l~JZ t{ovember l~JZ October l~JZ 

l et Week $1, 704, ooo $1, 1SO,OOO $1,727,000 
2nd Week 5, ;os,ooo 4, SlJ, OOO s . z46,ooo 

Total 2 weeke $7, 009,000 $5, 993,000 $7,473, 000 

(2) United Stat es iuroorts from Japan during the first two 
weeks ot December show a large decrease co~~ed with our 
l mT)orte during the first t<:ro weeks of November and October 
1937. 

United Sta t e s Imports f rom Janan 

First two weeks of 
December 19:2Z November 193Z October 19JZ 

1st Week $2, 159,000 
2nd \'leek ) , 407,000 

"'oto.l 2 weeks S5. 566,000 

$J, 245, 000 
J , 65fi.. OOO 

116. 899, 000 

$3.328,000 
) , 984,000 

$7.312, 000 
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secret ary Uorgenthau - 2 

(3) The following items show l arge increases in our exports 
to Japan during the f irst two weeks of December as compared 
with the first two weeks of November 1937: 

First two weeka of 
December 1937 November 1937 October 1937 

Paper base s t ock SL, 314, 000 ~6o,ooo $542, 000 
Industrial 

IM.chinery 61!4, 000 526,000 265,000 
Iron & steel semi-

IM.nufactures 631,000 512, 000 2,6)9, 000 
soro.p iron and 

steel 411, 000 44,000 420, 000 
BrA.ss and scrap 

)04, 000 braes t,OOO 5,000 
':'obeooo & 1111'rs. 257, 000 nll 5,000 
"'ood, unlll1'd. 100, 000 4o,ooo 71!,000 

The following items show sharp decreases in our exports 
to Japan during t he f irst two weeks of December compared with 
our exports of the ce items during the first t wo weeks of 
l!ovember 1937. 

First two weeks of 
December 1937 November 1937 October 1937 

Copper 
Perro alloys 
~ides & skins, raw 
I ndustrial chemi-

cals 

$2)4,000 
51,000 
42,000 

14,000 

$738,000 
331,000 
311,000 

189,000 

f1377 , 000 
lt9, 000 
ll!o,ooo 

33,000 

(4) The imports of raw silk were about $1, 000,000 less i n the 
f irst two weeks or December t han in the first t wo weeks of 
llovember 1937 . The rela tive compositi on of the imports other 
than s ilk wae annroximately the same, although the total was 
lower. -· 

I mports during f irst two weeks of 
December 1937 November 1937 October 1931 

".aw silk $2. 937, 000 $3, 916, 000 $4, 12g, ooo 
TctA.l imports 

other than raw 2, 9gJ, OOO ).184, 000 silk 2. 629. 000 

Total $5.566, 000 $6,899,000 $7.312, 000 
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secretary Morgenthau - 3 
(5) ot the total ot t7, 009, 000 ot exports to Japan during 
the first two weeks ot December 1937, the following i teas 
account for almost all: 

Petroleum products 
Paper base stock 
Industrial machinery 
Iron and steel semi- manufactures 
Vehicles, parts and accessories 

Scrap iron and steel 
Brass and scrap brass 
Ral'l cotton 
Tobacco and manufactures 
Copper 

Fertilizer and fertilizer materials 
Wood, unoanufactured 
Coal tar products 
Pig lead 
Ferro-alloys 

Chemical speci alties 
Hides and skins, raw 
Vegetp.ble products, edible 
All other 
Total 

$1 ,~,000 
1, 314, 000 
~4,000 
631,000 
490,000 

411,000 
}04,000 
2g7,000 
257,000 
2}4,000 

134,000 
100,000 
99,000 
75, 000 
51, 000 

4},000 
42,000 
39., 000 

40!), 000 
$7, 609, 000 

(6) Of t he total $5,566, 000 of our imports from Japan 
during the first two weeks of December, t he following items 
account for almost all: 

!taw e1lk 
Cotton manufactures 
Tea 
Porcelain and ch1naware 
Silk manufactures 

Paper and manufactures 
Pyre thrum flowers 
Fish 
Chemicals and related products 
Vegetable tood products, except tee 

letals and manufactures 
Flruc, helii:P and ramie manuf110turee 
Wool and manufactures 
Earthenware 
Glass and manufactures 

Wood and manufactures 
Bristles 
Rayon and manufactures 

. .Ul other 
Total 

$2,937, 000 
~5,000 
21}, 000 
177,000 
1}9,000 

139,000 
1}},000 
129,000 
121,000 
g9,000 

g7,000 
74,000 
73,000 
70,000 
54,000 

47,000 
44,000 
44,000 

51>1.000 
f;5 ,566,ooo 
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secretary Uorgenthau - 4 

durin t he first two weeks of 

(1) United States exports to China and Manchuria during the 
first two weeks of December were almost twice as large as in 
the first two weeks of November 1937, most of t.~e increase 
po1ng to South China ports, Shanghai and Hong Kong. 

United States exports to: 

:~orth Ch1na Shanghai, South 
end l.!anchuri a Qhina and Hong Kong 

1st 2 Wl'eks 
of Dec. 1937 $1, 323,000 

lst 2 reeks 
of !:ov. 1937 g54, 000 

r.holc month of December 1936 

!l,g()8, 000 

770,000 

Total 

~3,131,000 

1, 624,000 

5. 255, 000 

( 2) United Sta tes imports from China and llenchuria during 
the fi rst t wo weeks of December 1937 were about the same as 
in t he f irs t two weeks of November 1917. 

United States imports from: 

North Ch1na Shanghai, South 
and Manchuri a ChinP ~nd Honrr Konv. 

l st 2 weeks 
ot Dec. 1937 

l~t 2 weeks 
of llov. 1937 

~541 , 000 

797,000 

Whole month of December 1936 

Cl,905,ooo 

1, 49g,ooo 

(3) Leading export items to China: 

Tota1 

S2, 1J.46,ooo 

2, 295,000 

5. 365,000 

(a) North China and JJanchuria First twc weeks of 
December 1937 November 19j7 

Iron and steel semi- mfrs . 
Vehicles, parts & accessories 
Petroleum products 
'!'obo.cco 
Other 

s 629,000 
424,000 
173,000 
11, 000 
s6.ooo 

\\l, 323, 000 

$ 46] ,000 
35,000 

114,000 
166,000 
72,000 

$S54,060 

2[i7 
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secre t ary uorgenthau - 5 

(b) ShAnghai, South China ports and Hong Kong 

First t wo weeks of 
December 1937 November 1937 

Vehi cles, parts & accessories 
Iron and s teel semi-mtrs. 
Petroleum products 
Tcbacco and manufactures 
Edible vegetable products 
Firearms and ammuni tion 
Wood, unmanufactured 
Other 

~ 4<58, 000 $ 33. 000 
2;7,000 375, 000 
237,000 110, 000 
190 , 000 1, 000 
11+4, 000 74, 000 

97, 000 Nil 
77, 000 Nil 
~s. ooo 1zz.ooo 

$l,S,ooo $770, 000 

(4) Lendi ng imp~~ts from China during the first two weeks or 
;)!'oc::~ber 1937: 

(a) From North China end ··anchuria 

Dristles 
Wool nnd manufactures 
Perilla oil 
Other 

First two 
December 1937 

$207,000 
97, 000 
57, 000 

180,000 
$54'1, 600 

weeks of 
November 19JZ 

C30S,OOO 
271, 000 
6) , 000 

151.000 
$79 ,660 

(b) From Shanghai, South China po~ts a nd Hong Kong 

Fi rst t wo weeks or 
December 1937 November 1917 

Tung (wood) oil 
Tin 
Flax, hemp and ramie & mtrs. 
Bristles 
Edible vegetable products 

Furs, ler ther and manufactures 
~col and manufactures 
Raw silk 
Edible animal products 
Other 

c 330,000 
289,000 
285, 000 
195,000 
123, 000 

104, 000 
89, 000 
s4,ooo 
Sj, OOO 
~~, 000 

~1,,000 

~ 73,000 
46J,OOO 
149, 000 
21,000 
64,000 

4, 000 
S2,000 

155,000 
13,000 

~1.!.,000 
$1,8, ooo 
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; 

December 211 1937 

ht 3:30 today BK,Jr culled und asked for the Presi­
dent. Uiss Le &nd co.me to the telephone und said thbt 
the President could not come to the phone ut the moment . 
The Secretury then s;,.id to her, "I have m:y answer to my 
overseus t elephone convers&tion. It will t&ke me &bout 
un hour to type it &nd it is wbb.t the President is w..tting 
for . bend in a note to the President und find out when 
he will wunt to see me . 11 

~iss ~ B&nd telephone &t 5 o'clock and asked t he 
~ecretur~come over immedia tely; thnt the President 
woulo see him und tbb.t then he would like him to Join him 
i n t he pool . 
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PeflOnal and Confidential. 26n 
DIPAIITMIMT M STATE 

THE SECRETARY 

December 21, 19~7. 

Returned to Secretary Morgen­

t hau with the best thanks of 

Secretary Hull. 
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THE &IE:CRIE:,.AAY 0,. THE: T,_f:ASU-.v 

WASH I HOTOH 

Deceasber 18, 193? 

1(7 dear llr. J.ttorne;y General: 

I a::a 1nc1oo1ng herewith a cop;y ot 
a aeJ:IOrandUID which -• prepared b)' lo!r. OllphoJit, 
General Counoel of the Treaeur;y, tor the P"*o-
1dent. 

leedlooo to oq, wo conoldor thlo lleDO­
nuldua of the 1a0at eOD.ft4c pttal eature &n4 I 
would appreciate 1£ 1t 70U would troa1 1t aa 
oruch. 

Tours aineerel7. 

Tbe llonorab1e 

The .Attorne;y Genaral . 
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TO: 

FROU: 

COPY 

Secretary Uorgentha.u 

Herman 011pha.nt 

December 15, 1937 

Pending study of other angles, the President may 

be advised to this extent: 

Under the amendment of l.!aroh 9, 1933 , to The 

Trading With The Enemy Aot, the Pr esident is authorized 

to tind and declare a. •national emergency• existing, for 

example, by reason of t he necessity to forestall acts 

and events which might plunge this Nation into war, to 

quarantine a war situation wh1oh is endangering the 

United States, or to assure reparation in order to avoid 

t he necessity of resort to foroe . 

Upon such a declaration of a •national el!lergency ,• 

t he President could prohibit transactions in f oreign ex­

change, withdrawal of bank ored1 ts in this country or ex-

port of gold or its proceeds. '1'h1s reference ia to ex-

change, credits and gold owned by Japanese Governaent. 

Those privately owned are bei ng studied further. 

This Proclamation declaring the •national emer­

gency• would, in terms, be l i mited to the Oriental 

situation and the events flowing therefrom. Likewise, 

aotion under this Proclamation would be 11111 ted to 

foreign exchange, ored1te and gold d1reot11 or 1nd1reot11 

related to the Oriental 11 tuation. 
(81gne~) Heraan Oliphant . 
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OF THE TREASURY 

WAaMINOTOH 

The Ronomble 

.. ..,."~ ....... ft--1'0~ 
......... ..,0#..0.~ 

26.> 

'1'he Secretary of State. 

ONFIDENTIAL 
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Deo.-ber 21, 193'/ 

to: Seor.\u7 llorpa~ 

rroa1 Jlr, Sbo1lp 

Cb•nr1ar 1'1acal Yee..r "'- .. _, ""' •--
- - - - ...... • ..,..... '!!!x Collec\loll Datu 

fM• ...,raDdwa ~sb clwlc1zlc the 4&\es of the f1acal7Ml' u4 ~ 

e sU"'t cbuce 1ll the collec\ioll 4ahs of the 1llcc• taz , 

The chief purpose of this plan h to llllb it 'IIIIDeceuar, for tile fr.enrr 

t o forecast 'tnl.sU.aa coDditioDS whea it .U.s u uUate of iDeo• tu rn-• 

!Dother t.;lortut pupc" is to Mb euler the utl.atl.Ds of all otlwr taz ' 

renaues eD4 of all ~endi iurea. 

The plall h deacr iliM below, eD4 ib ad'OIID\eps aDd dieadftlltacu are tileD 

gi'fla. crwo pouillle reflll-b to tile plea - llefiD.,.Dt .l aDd llefiD-t J -

are thea described aD4 aaal7sed. 

I. l)ucr1p\19JI 

The fiscal ;rear WC"Gld lleglll Oil .lpril 1 &1111 u4 oa llareh 31, iDotead of 

kciDlllllg Oil JttlJ 1 eD4 eadlllg Oil Juu 30, •• at preoct . 

The lac- tax coUecUoa 4aha woul4 be postpcaed - -til aDd a llalt 

from the pruut 4atu, eD4 tbDa would fall oa J.pril 30, N7 31, October 31, 

aD4 J&DU&r, 31. (It aicbt lie fo'llll4 feasible, oil tllrther ata4T, to poatpou 

tbaoa oal7 ou -Ul - to J.prU 16, etc. !hie depemds oa tlae uteat to wbiob 

iDeo• tax paJMilb tend to lie earl7, wUh tlae coaoeqaat Uacer thAt ~ of 

tile moner would fall 1ll the wroac tiacal JMl'•) 

fhe Ccacre•• WC"Gld pro'balll.T ........ to alter 1b accuto•d caleDd.ar of acUOD 

tOOMwhat eo that u could cat the appropriaUoas ,.oted bJ llarCh 31 . 

.ls existlllg debt -n.rea, U would pre-'blJ be replaced 'b7 debt wllolae 

1Dtere1
t aa4 •turi\7 4atu corn.pc»Dded to the aew tax colleoUoa 4ates. 

fheae are the oalJ c'ballCI• thet would be uceuarr ('bd oee llefiD-t .l 

aDd lie fill-t B 'below) • 
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!he tranaHion period would pre-bl)" be handled 

If the le.w h chanced in J'eb l"'lary or llarch l9SS let :••bat aa follcnra: 

u.ual with the approprtaUona for the fia~l ,. .. ; endln& '1::' ~ro~;;: aa 

gi,.. the Director of the ~t autborit)" to-t all --'- '•-•to' but 
•h '-- i """- ,_ • ....,. appropr-• na on 

a nine-tOOn. • -• • · ,....,. in Juuary hbl"'lary &lid llarch 1939 

would TOte the J,pr11 1, 1939 - llaroh,31, 1940 ~et. ' ' Co~~Creu 

!he cbart on the next ~ abowa bow the T&rioua datu COlli)Ua u:odu the 

pruent ayat .. end thb propoaed ayat ... 

II. A4Tagta.«u CO!!pered with llainta\111!!& Pruant Sz1t.,. 

The advantage& of 1118king the clwlgea deacribed &bon would be: 

26~ 

1. 'fhe eat~ta .,: l.ncoa .ta.: reva11nea for the enoutnc !heal JMr, ...ta 

public ae nwal in the f1rat p&l'' ]{ lfuaq, would be baaed 011 the econoaic 

conditiona of & calendar :year that wo <i"ba paat. (Actually, tbe Dhiaion of 

l!eaeareh end St&thUca would beTa to at&rt makln& its eatt..te before the 

calendar :year '"" qui\e COC!})leted, but ten or ele,..n montha• data would be uaU­

able). Thua , no forecaat of buaineu condit ione would be implied 1o tho l.ncOJM 

ta:r eotiate. :ror example, the eatt..ta mad& publlo in January, 1940, tor the 

fhcal :year 1940-41, would conr tho ,April 30, July :n, October 31 (1940) aJI4 

January 31 (19•1) 1net&l1Ml>h, all of which would repruent ta:r on 1939 calendar 

yee.r inCOn1411· !l'hua the 'lreaaury would not be in ito pruent poaltion of baTln& 

to weigh the public reaction to an estimate that carrie• with it an i.alplicatlon 

of precha bluineaa torecaattnc. .1a it now b, the eetl..-to tend.a to affect 

ltael! , eince a low eat~te aa;r help 1ll&ke buaineu low, owing to ita effect on 

buaineso confidence. 

Recent experience indica toe that the degree of error to be ~octad under 

theae ciraumatancea, while not negligible, is far lese than under tho exiattnc 

syatem. The t&bla on p. • abo•• the error atnce 1928 1n eatt.tln&, each 

January , the income ta.: rnwue tor the current Cheal rear - that it, the 

Cheal year ending the following June. Actuall7, under the plan propoaed ebon , 

the eXPerience a~t not be quite 10 faTorable u theae percentagu l.ndicata , 

f or two ruaona: (a) 'lhaae eetiaatu bad the adftllta«e of ha'rln& two of tha 

tour incolll8 tax inatalllMnta (the Septeaber 15 aJI4 December 15 1natelllllentl) 

already in and cOUIIted· (b) ainca the fiaeal fear coabined two inatallMDh 

band on one buaineaa yao.r and two baaed on another, there -• • taa4enc~ -
perhaps alipt. -- t o aT&r&ge toward a greater otab1lit7 and henCI a r :r 

eertaint
1 

of eat"-t.•· (l'ith raapect to the poaaibilit:y of ha'ring re urna 

1.n hand, ••• Refinall8nt. J. below). 
oubmit ted to the J111reau of the 

2. 'fhe eot~te of 1neo,.. tax re'r8nueo that h in Septa:ober -

Jludcet about four montha before the budget •••&«~ under the preoent qet .. , 

would 11kllw1ee haTe a batter chance tor :"":':nditlona (fro>~ September thro'Qj!l> 

tho'Q6h of course 80118 foracaating of ~ :..t to no ta , howa ... r, that thh tore­

Dtcelllber ) would be necUaar)"• It 1a .....-r 

eaat would not ha ... to be aade p~~bliC· 
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Jo\t.&\e Wae 11\11111\e l eUIIII\e Wula 
for J'1aca1 he lla4e lnor l17 7o11ow-
Year JZ41:Dc: IJoc PerMD\apot 

June 30, 1928 J-r,. 1t38 lf,/10 of 1~ 

June 30, 1929 J~. 1tat Ill{. 

June 30, 1930 J~. 1930 ~ 

June 30, 1931 J a •r,, 1931 -~ 

JQile 30, 1932 JUI-aaJ7, 1933 -?f. ' 

June 30, 1933 J awar,. 1933 -11~ 

June 30, 1934 Ju•r,, 1934 -'-' 
June 30, 1935 J - r, . 1t35 kJ!. 

June 30, 1935 Ja w.r,, 1935 -1~ 

Jue 30, 1937 Juw.r,,1937 -~ 
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3. The eat~tea for all te.J:ea other then the inco"" te.J: 
montha cloaer to tbe period tb8)' conr than tba:r are '11114er the would ~· three 
'tbua, although it would atill be neceaa&rT to a 8.,... aoMtbinc !:~~ tv.:;!•· 
lnuinen conditione, aa concema theae te.J:ea, the taok would be llftbat 1 than it ia now. 

10 
•• er 

• · !be eat~tea for ezpenditurea would lllchhe be three •ntba cloaer 
to the period tbe7 eo.er. While tbla &d•ant41ce would not 'be an o•enobelalac 
one, it aboul.d help .o ... b&t all &lo114: the line , from the t !.M the depar\Mate 
atart to ..0 their .. tW&t .. , before or durlnc -r, up to the tt.c that the 
eatilllatea are conaidered b:r the appropriation comm1tteea . 

III. Diaadnpt!.l!;ea Oo~~~p&red 1!1 tb llainta1!11nc Preaeat Sntn 

1. The 9 montbe' tranaition period, .Tul7 1 , 1938 - llarcb 31, 1939, would 
abo• a fairl;r he&yY deficit, aince it woUld ban the benefit of onl:r t wo incoM 
tax ineta1llllenta inataad of three ( the !larch 15 inatall..,t would han 'been 
pu.abed oTer into the aucceedlnc period). J!owenr, theao two inatallMnte would 
be baaed on tbe rel&ti ... lT cood 1937 calender :raa.r inco""''• not on tha probablT 
poor 1938 calendar :rear inco.... '!be new-t;rpe tiecal rear 1939-40 woul4 ha.,. 
income tax collectione baaed entirel;r on 1938 calendar rear inco••ee. which :al&ht 
or mi ght not result in a poor net abowiJ>& , dependln& lArgel:r on bow OoDCMn 
felt about expandituree when it connned in Jan~rr. 1939. 

2 . 'l'be c.bange would tend to contuae the public, and po 11 tical opponen h 
migb t cberge tricl<eey. 

3. The poetpone•nt of the income tax collection dateo br a 110ntb or a 
110ntb and a half would neceeaitate &d41t1onal borrowin& and would add pe...,.ent-
17 to the po.blic debt a total equiYalent to about a month' • or a ... nth and a 
half'• expenditures (aa.waln& the debt reU-t proCJ'8'" reaained nncll&n&84), 

•· The income te.J: collection datu would differ froo the interut and 
JllllturitT datu of practicallT all of the outataad.ln& debt. Until theto datu 
could be altered f or 1110et of the debt - and tbie would takB tan:! :rear• - there 
would be a troub: , 01118 (though not illlpOaoible) 80ney-rll»t probl•· 

5 
It would be bi&)ll)' deairable - indeed, practicall;r eaoential - t to~ 

back o~ar the reYenu.e and expenditure record• eince, 1117• 1917 , end r ut& • 
:rearl:r eu'bdiYhiona and totala on the new tiacal rear baa1a. 

tb&n it now doea in order to cet 
6 . Congreaa would b&•e to work faater b and the act'»ol reault at.J!>t 

appropriationa YO ted bef o re the fiacal :rear '":p' riaUon dance. 
b e an inereaa• in the uae of the continuln&-&PP 

rtant amount of tnco,.. tez n••"'" would 
7. SaM, but probablY not an il:qlOt he oUecUon' datu wen poatponad. 

be loat through inaol•enc)' , etc., a• c 
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liT own l.Dipreuion h tb&t the achantagea dhUncu7 outwel&}l the d1l­

a4Tanta&ea, but I IIUU81t that 1i 11 dnirable to ~et an eatt..te lllade of 

bow great the deficit in the nine-mon\ha' tranliUon period '1'011ld b 

turther t hought h needed on bow Dlffiaul v Io. 2 aboYe •Jcht be le:~en!!10 ' 

26.:1 

and bow aerioua Difficulv Io. ' h. (I thl.nk that Dlffiaul.tt J' 3 6 
7 , can be conaidered to be of mino r conaequence ) . DiffiauJ.tr ;:. ~'ie ~f and 

couree a Mtter for coneultat.lon with Coll!lnllioll&l laaden. 

Befl.n!Mnt4 

If the inco~~e tax returna were actua1J.7 in hand when the uU•te •• 

made, the accurac;v of the utlllate would of cour .. be a till further inoreaaed. 

ConeequentlT it a1ght be delirable to requi.re ~era to .a return1 at the 

end of JUOM'J or :rebi'U&1'1· Perhapa ind1Tiduah could be required to report 

on Januarr 31 (or lleJ'be :Jebrua17 15) , while corporation• would be required to 

aubmit a tentatln eatiaate of net income on about the aame date. !hen the 

rennue utU.te wbllitted to Coll!lreaa eul,. in Janna17 could be aupplemented 

b;v a definttin ntirah about llarch l or lol&rch 15. !he preciae d.atea could be 

eettled on attar fUrther •twiT, but the uaentlal thillc ,..,.. to b e to allow 

at leaat a month between the filing of the return• and the date of utiaate, 

and even t hia c&lh for ruah work b;r all concerned. 

JJ.ao , it misht be neceuarr to l.Dipcae be&Yier penal tiea on failure to 

file returna: ~era m16ht tend to be 110re negll4-nt than the7 now are , 

alnce the return would not e&rr)' with it the t.portanee of an inatallunt 

~ent (the firat pe.y!!lent '1'0111d, &I before, be d~~e April 30). 

Some expend1tur81 are relathel;v intlexibh - the7 1111at be incurred almoat 

ree;ardleu of what the co"'l.ng Tear's tax revenue• will be , and the7 do ""t 

nw:tuate &I buaineu conditione fluctuate. Other• e i ther depend on tbe tax 

revem1e a..allable or are linlr»d cloael.7 to buainua flu.otuaUoaa. It -

eeparatlon could be made between theae two , t.he budget mea~ of JarrGa17 llicht 

be onl,. a tentatlTe one, containing 11t1atatu onlT of the iD.tlulbll n••• and 

the raa1 'budget ••aace a1ght be deliTered eo111t1me in J eb>Na17 or eYen at the 

beginnillc of ll&rch. It '1'011ld p reaent eatlllatn or re'rlnue and or bot h trpea 

of expuditure. If thil refine,..nt were ecn:pled with Refinemant A aboYe, U 

a1ght be po
81

1ble to baTe the real budget meaaap contain a Ye1'7 cloae lltiaate 

of reTenv.sa. JJ.eo, an incoaln& Preliclent would b&Te a ao....,het batter chance 

to eonaolld&te hh thOuchh and axpre11 them in hie budget -x>~ech. Howa'rlr , the 

time schedule 1a an exacting one, and the pouib111t7 or di'ridin& expenditure a 

into the t wo ~roup• neada turther •twiT· !here h the 4111!1ar tb&t the unit;r 

of the budget wov.ld be .. rioulT eOtOproaiaed, al tbouch in rapJ.7 1\ 11&1 be arcv.ed 

that in practice the ruult 11 in..,itabla, in Tiew of the dlffieul\7 inTOhed 

in expenditure 11ttatea f or aueh an item e.a relief. 

Regraded Unclassified



. . 

- 7-

GR•Dl p=rp 

I ehould pr.ter to r.eerTe J"odp \ for a ftile oa bo\h lltfta-t .l 

&Dd Jlefia-\ :a, .. poc1al}7 etace I UUak \ho cMace 1a tiocal '"" aa4 

colleo\ion 4at .. 1e duira'ble 'b7 iteelt witbou\ \be bfta-te. 

Jlefta-t .l Wlll.d be 110r. accep\a'ble it the fhoal 7Mr 'bepn • 1 

I.Detead of April 1. lla.\ &aT chuce in thh dir.c\ioa -· a 'biaer ~ 

I.D the income \&% collecUon 4ate, eince it h ••-tial to «-' .rllat ar. aow 

t.be llarcb 16 8Ad. .1\me 15 collecUone into the 1 enninc" fiocal Tear· It \llat 

year 'be«iJl• ~ 1, \be lol&rcb 16 collocUoa met 'be IIOTOd onr to ~~AT 15 or 

lla7 at. 

Jlefi.D-t B atc11t be aceepteble in n17 broad lte•. !be ditf1au.l\7 h , 

the dhiincUon bet"en intlui'ble and tluible apandituru often relatoe, 

not to one entire depertaent apinot another, but to eo aD7 dollaro of eaob 

ltu 1n .. eb departiMnt againet the other dollar• ia the ,...,. tt•- and 

aeparaUon on tbie bali• mi&bt not be ney practieeble. 

I ban d..,oted a oonaiderable aeo1111\ of •tudT to tbe poulbili\7 of 

baTiJl« \be fhoal , ... r eoi.Deide wi\h the oaleDdar 7e&r, wt the 41ea4ftll\apa 

aeem too .rreat. The chief dittic\ll.\7 h that Coa«ren WOill.d baTO to ••t 1n 

aPOCial aulioa toward \ho end of e&eb oaleDdar ,..r, and \hh, 41ff1au.lt enO"QCII. 

1n &117 :year, would ba illponible in an election TO&r except for a period ao ebort 

that • coat1Jn11n« e.ppropriaUono• would 'be I.Dedteble. !here are o\ber pointe 

on both lidea, 8Ad. it 1\ h uetred, I caa .wan a -read- 41-•1&« thea. 
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P'KOIERA1.. RUERVIE BANK 

~ NIE.W YO RK 

.>FFIC E CORRES PO N D ENC E 

To cot nc.tuL m.• 

DAnDMwh• G.,,_ll_l'7o 

SUBJitC:Tl IILII'JIOI!I COJJJIIjfiQI_Wl'fB 

my UtlCNI.4.I. '6U.._JDII(Z._ 

I eal.l .. ••· r. Itt orr. U..nor s.. r.r~e, ., Ut!O 

to4q la -ant.• •Ub wr ....... ,. of oul .. ..-o wttb htoo 

IIU•al Beak• ZUrictb, of Doo•bu 18• o .. t.bor 10 aa4 Doo•bu a.. 

I raton .. to blo roquon 'h•' wo put tbooo triDaootl•• thl'OQih 

wS.tbWt dnac ~- _,. ,.ntou,., .. , a .. uro4 h1a that u ta.cr .,.., 

IDcl -tlau .. to bo Wr poUq • 1a _,. IIIDOIIDO••to 4M"'IC with 

tho 1.Doroaoo or ~.U• 1.D tho tobl of aol4 bel4 • tto ttD4no 

aonark tor toreip oeoouat. a..,or to ••Uoa ~· ••• of ~• tor­

elan o•tral bODk lan1Ye4. I alao a;~lalaed tho\ n bad 4ed.4o4 

to aaka tho ouaark -yolua to.orrow 'boaaaoa of tho p)Qodoal '10111: la­

'fol n cl. I tlaallT INIIono4 the\ 1t bo bad alallar requao\o la 

tDturo tor OOD'fol'al• of ballllooo 1ato a•l4• he tooU1-.e aoUuo 

tor 111 by •••Una 1a btl eablo tho pu:rpoooilr 11bioh OOD'fn'al• we• 

rOIZ'lil'edJ \!Ia' tor la1hlloa• 1.D t ho pre~•t ooH• a n ateo•t lllob 

oa we bappea to lalow be ba4 aa4o to CoobriD, n•alT t ha\ applioaU• 

tor aol4 ... u4a la order to onaWih o •" na:Mal ro'io bah ... 

tho lwill hU•al Beak' I .toi'Oip UohiDIO bol41DII llld &olcl bol41Aa1, 

'IIIMild ~O'YO b ... bolph.l to lllo 

Ill'. lotmo1'f la.-J,red obollt our aol'll:ot tor aon.-•t •-1'1-
tlo• •4 """ano4 ~·' n 1laT tor bt• ••-' t:Lo.ooo,ooo 'frMar)O 

blU• tbr" •• hiUI' --~· ., •Ja•- .oa. par -•· Be aleo ... , .. 

the\ 1t there .,.... ..:, •" ... 1111101 .aua you. be ...ale! •* ttl • 

oablo \o •••• • bla blhalto IU.Orf 11 aolaa to ooat1n t ho allo'Yo 

.............. eQlo. 
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