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SECURITIES AND EXCHANGE CoMMISSION 
WASHINGTON 

UTIUT1U OIV&IiOH January t 29 • 1938. 

Tho Honorable Henr:r A. llorganthAu, Jr,, 
Secretary o~ the Treasu.~, 
13oh! ngton, D. C,, 

~~~ d~.r Vr. Sec retar;r: 

In k eeping with ;rour requee t of this morning I aa tran­
•~itting to ;rou herewith ~brief otor;r o: the pending reorg­
llniztttion o! Geneaseo Vallo;; Gao Coapaey arA a cop;r of the 
Co·:t'lhoion' o Opinion and Findi ngs. 'I'he enclosed chart will 
aid you to visualize the eor?or3te set-up . 

Ir .. ~ eM be f>~rther help f'ul I hope you will feel free 
tO C41l UO)On UG, 

c. Ro:r S'D!t. ree tor, 
Public Utili ties Division • 

• 
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THE STORY OF GENBSBII 

This iB a ewreotyped stor y of investment banker control , 

1 s tory of how a group of Philadelphia and New York promoters: 

1. Gained control of the Pavilion Natural Gas Co3pen;y, 
a small gsa utility ouerating COIIpany, in liew Yorlc ' s 
Genesee Valley, by the erection of a series of 
totally unnecessary holding companies; 

2 . Imposed a capital structure on the back of this 
small money making opera ting company far in excess 
of either 1 ts intrinsic value or income producing 
powntiali ties; 

3. Pe.rpetuated this parasitical superstructure by a 
ruthless llilking program; 

4. And so1J6bt finally to reorganize by a plan which would 
have perpetuated themselves in control, w1 thout benefit­
ing the oper:t.ting company in any way- the essential 
objective of any sound reorganization program. 

The situation presented by the immediate reorganization 

1s a microcosm of the ell'l.la which the Public Utility Holding Company 

Act was designed to prevent. 

The following presenwtion demonstraws the role which the 

federal government can assume in the constructive rehabilitation ot 

industry through insisting upon the formulation and consum:nation of 

sound financial and operating reor ganization plans. 

The Pavilion Natural Gas Company, of Geneseo , N. I., is 

t he focal !'Oint of this system. It supplies natural gas to the 

surrounding territory of Lirlngston County, about thirty miles 

southwest of Rochester N. Y. , off the main line of the New York 

Central Railroad, and serves approximawly 4 , 600 consumers in a 

predominantly agricultural wrri tory. 
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The investment banker• organized the tolloll'ing three boldln& 

co:11jlallies above Pavilion, their only foundation: 

First above na Geneseo Valley Gas Company; 

Then, Eastern Utili ties Service Company; 

And finally, on top ot the pile, Ci tizene Public Service Co•pany. 

Pavilion has a gross annual income ot only $57, 000, to support 

t 1lia SU!>Ill'struoture of corporate leeches w1 th their combined out­

s tanding securities of some $2 , 200, 000 r equiring annual interest and 

dividends of some ~~0,000 -- more than twice Pavilion 's annual gross 

inco,e . 

This Genesee Valley • a:Dpire• was crae ted and acquired by 

t he investment bankers in the following mwmer: 

In the terri tory now served b;y Pavilion Natural Gas Company, 

t o ere was also in existence Cbur<:hville 011 & Nat ural G:.s Company Qlld 

V1lley Gas Corpor s tion. In order to acquire the common stocks or t hose 

throe operating compani es , the investment bankers organized the rirst 

holding company of the system - Genesee Valley Gas Company. 

Genesee issued bonds, d ebentures, preferred and co~n 

stock. The bonds and debentures were sold to the public, Md the 

) roceeds were used to buy the above-mentioned operating co11panies. 

The stock or Genesee, bo .. ever , was retained by the in-.esbaent benker&J 

the bankers neither contributed property nor caab therefor which wao 

i ~sued solely for their • promotional• services. 

In order to realize on the common stock or Genesee and to 

concentra te control in one or ganization, the inYesU::ent bankers 

or g&nized C1 tizens Public Service CoJOpany to acquire such stock. 
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The bonkers then caused Citizens to issue its 0 1111 securities to the 

public , consisting of bonds, and preferred stocks, using the proceeds 

thereof to buy f r om themselves t heir stock holdings in Genesee Valley 

Grs Com ?MY. Thus , the be.nkers w1 thout ever having advanced a a1ngle 

!>"MY or a jot of pr opert y were able to Cl&l<e a profi t of several 

::,undrod thousand dollars . 

As a conso~uence of the heuvy, overcapitalization thua 

iii <>ted by the banlcera, Genesee , in 1951, defaulted in the pa,yt~ent 

of in terost on its debentures held by the public. To avoi d receiver­

ship, tho bankers per suaded the debenture holders to post pone further 

receipt of interest until 1955. But in 1955, Genesee was unable to 

?<"Y t'le post;l<)ned debenture interest . To avoid a default , which would 

h.ve precipitated foreclosure proceedings, the investment banker s 

or&e.ni:ed another holding company, Enstern, which it inter,osed 

beneen Genesee and Citbens. Thereafter , the i nvesbent bankers 

' ro?Qsed a so-called reorgsnization plan, which merely served to retard 

the 1nevl tabl e collapse of thi s house of cards . 

It was a t this time tha t Genesee , in order to carry out its 

~e:lgns, boll(!ht in the open =rkets ita defaulted bonds a t considerably 

less than t heir face value. It iS the !)I'Ofit to Genesee resulting 

f r o:n this transaction 11hich the Treasury DepPrt..,ont r egcrds as t axabl e 

gain . 

In 1936, Genesee again found itself in financial difficulti es 

as it was w1 thout suffici ent cash to redeem its debentures 11hicb had 

ntured nnd upon ..:hieh no interest had been paid since llareh l , 1951. 

In order to prevent the first lien bondholders froo foreclosins on 
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t.'!e properties. Genesee sought the abel tering baveo of the courts 

811d tiled e petition tor reorganisation under 77B of the Bankruptc7 

Ae t. 

The reorganization plan submitted by Caneaee to this 

Co::::Ussion aade no effort to relieve the capi tallsatioa which baa 

already been described, nor did the plan contain any provisions for 

the revi t alhation of the essential underlying operating company. 

The plan merely left undisturbed the first lien bonds and the 

goverruneot 1 a claim tor taxes . The plan proposed to eJ1m1 n•te the 

claims ~r;ditors by issuing common stock in lieu thereof. The 

!'lan likewise proposed to allocate new common stock to the old 

stock, which is held by its parent, Eastern. But Eastern was not to 

be required to contribute any cash for the privilege of being included 

19S 

in the reorganization. Inclusion of the old stock in the reorganization 

pbn was nai tber juati.tied on an earnings bssis nor upon an asset value 

bssb of the underlying properties. 

Our studies demonstrate tha t if the uneconomic holding 

co=pany structure were eliminated and the operating companies merged 

into a cingle operating UDi t the resulting company would be in a sound 

financial and operating position. 

Tentatively, this Commission bas suggested in its Findings 

and Opinion , which is attached, an outline of a rational and thorough­

going plan of reorganization which not oaly would be in the interest 

of the public and conaUl!lers_:tie investors of this company, as wall. 

w Pavilion Natural Cas Company, as thus reorganized, would require 

~ a rela tively ssall amount of cash for rebabilltation purposes . 
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Tbis could undoubtedly be obtained from the looal bankers, provided 

the metter were presen t ed under proper auspices. Financial participation 

b)' l ocal bankers would aid in eHmlna ting the control which the Nn 

tor~ and Philadelphia inter ests now possau. 

In an acceptable plan of reorganisation , the ultiaate 

cayital structure should be so simplified as to include only bonds, 

..n th a s1nk1ng fund, and common stock. The trustee for the first 

lien bondholders favors this concept and, in fact, has urged it 

u <>n the present manage:nont without avail . The operations of the 

sinking fund would eventually e liodn&te the bonds, leaving common 

s tock capital only . This is particularly illlportant s ince the 

company ' s principal asse ts, being natural gsa, are so subject to 

depreciati on and exhaustion as not to be the most economic collateral 

for bonds. 

The situation in its enti r et)' is a classic example of 

o.n essentially local operatin~ CO!!Ipany "'"'"'ied and controlled by 

f'in111cial interests outside of the State , and , who ere not only 

out of touch w1 th the local situation but hnve no real interest in 

developing it. 

If this co10pany were reorgani zed along the lines indicated 

Md pl aced under a management familiar with the needs of the co= unit)', 

it would undoubtedly be a successful enterpri!e· 

The Colmiasion baa pointed out in its Findings and Opinion 

t ha t before any plan of reorganization can be consummated, it will 

first be necessary for the New York Public Service Commission to 

rule upon the propriety of certain bookkeeping transactions which 
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occurred during the !ormatin period ot Uda holdin& compaD¥ ayetea. 

If i.llpetua were gino 1:!:1 the Treasury Department and the 

s. g, c., and the entire probl• properly presented to the In Iorl< 

state Public Serrlce Colaiaaion, this reorcanisation could be eli}Mdit.d 

IJid • plan present.d !or the approval or the eeeurit;r holdera rith!JI • 

relatively short period, thue concretel7 deaonatratina in practical 

situations a method by which the federal govern111ent can eonatruc thal7 

cooperate rl til one section o! industry. 
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Por !"::en A'l'S :le! ease ::on day, January C4, 10:18 

SEC UR ITIES A~D EXCMAH OE COilltl SS I ON 
Waah lngt on 

-sc:.."'u.:-; COY.?Al!Y ACf 

r!el ,.as., :1o. Q9l 

li!IIT!Jl STAl'ES OF AM!'JliCA 

B£POR£ Til& GP.CURI':'IES Al!D EXCt!Al;J& COMMISSIOll 

ln t.he :1at1.er of 

.,e::'£SE£ VALLEY .JAS COi-iPAUY , IUC:. 

rtte flo . ~2-1 

1!-•Jl llc U<lll~y Holdl:>g Co11pan;; 

.\c ~ of l<l~.5l 

PII!DIII~S MID OP! IIIOU 

OF THIZ COKMISSlOll 

Pu •su an~ ~o Sec~lon lllfl 

; s~ 
J " 

.a~n~-.;ee V.Alle.:• J as Ccn pany, Inc. (hereinaft.er rttierred t.o ~s '"Applicant•), 

1.•• filed on appll~a~lon pllrsu~nt to Se ctl<>n lllfl of ~ho Public U~ilhy Hold-

.nl : onp&JIL¥ Act. o f 19'l5 , jl for 3ppro val of a p lan or reor~a.niz.a.t.i on · 

un ter Se ': t.lon "778 of t.he B::m~rupt.cy Act., as aJ~tended . 

?r ocC'eJ intls tor t.l~e reor~an lz~t.lon or A.pol lca.nt were connenced ln t.he 

l!nlted St. llt.e~ Dlst.rlot. Court for -:.he Southe:-n Ol~t r1ot o!' ;:e·,... Y'or k on i>eceober-

1"' , lQ..'la. A plan o f reorganization ~as filed wl"-h t.hls Cornr'\it ~lon on i-ln,v ~'7 , 

:~1 .. , a.n1 a public hearing hel\1 thereon nn June 2~, H't~?. 7herea.ft.er an ex­

&nlnat.lon of the r ecor ds of Applicant. wa~ m~e b¥ t.hn Com~tsslon ' s staff: the 

hear in~ on t.he plan wns reeocvened and helc1 on October 7, C\ and 11, 19:t?. 

1r~l argument on t.h• plan W3S heard 'by t.i•• Co:rtQlsslon on Oece='ber 1, lQ~. ~I 

FIRS:: An a:pr,..reclat.lon of t.he issues presen~ed b)" t.l~e applicat.lon and 

~hft Co~mlaaton' s poalt.1on with respect t.her~ t.o requlr~s a review of the hold• 

inC e :.n p .. ny sy:u.en o f \o.·ht ch Appllc&n\. is a r1eaaber . ~/ Appllc e.nt is lln lnt.or­

neJiatP h~ ldln• co~pany wlt.h t.~~ tiers of huldln~ co~panies above lt. , Zaat.ern 

t t1llt.ies Ser-vice CoM~any and Ci tizens Publl.c ~e r¥ice Conpany , respectively, 

lf Stc•.ion ll( £1 of ~he llc.ldin~ Co01pau:y .\Ct p•ovldes tha~, • • . • a roor~anha­

tlor. plan tor a re~ist.ered holdin' company or any suba1J1Kr y eonpAn¥ there ­

or !lhall not. be.;:ome et"re .::t.1ve unless tl,lch p lan nba! 1 h ave been ap;>roved ~Y 

\he Co~~lssion after orport~nity for h~4r1n~ prior to lt.s sub~1Bsion to 

the c:ovr t. •. 

!I Jn ronnect..l on w\.t.h lt.5 oral argWI'If!llt , AppllCI\Dt. !'lle:l a brief herolna ft.c r 

so~e tlr:es re ferred t.o as "Applicant's brief•. 

Jl A ~har t. of t.he holdln~ compiany B)'at.e., is ot.tached her'et.o. 

Regraded Unclassified



- 2 - Rel•••• JCo, OBI 

lh• h\.\#1" \el!'lf "re,lturd lloldl~ COI!lf&'IJ'• 4pp.l h aft \ l Uunthe ha 
o~n; tt~• c~, .,.,.,, )el~ h, c:c~•h~ lDf ot P a:YI.llon lila t.urat o .. eo:."&ar. 
V'\tl e .. • ~., :or.,or .. t.l Jtl, et.~rcb•Ule 011 J Ho."a.ral Jaa COIIpa"¥, 1'1.1\n .. 
r.•n•.n1 t~, CCM~~ru:-. e&c:h o" ,..bldl s•,b•t4hry op,raUof COitpaatee fou,.,. 
thu! 'llatlf'7 ' .u Corpoatlo.n, a!l ~~ t.he C:OIU\Otl st.oclr ot vblcb h bellS'' 

tavttl 1., t uw.u1 :lu Col!ll-&ft¥t la ~ll7 0\1'~ bt Appllcaat.. 'l'be cont.r ol llaf 
lfJ~OI'""I\ ln Ch·hf'lll )'u•lle h !"Tlt:c l.!oApaft¥ h heU by Rat.\le s .t c:o..,., .• ,

7
: 

~ ... ~or "~" .:o.on 1\oelt a r t a • ur-r. Ut.l llt.1u Serv ice Conpa ft¥ h held \j.• 

r.: t~t~. ;f,.., ~:.uc Gel"\' lee O:~puy anc: 10?"\ o r t.ht co.-o n nook or Appll~a.nt 
11 ln 1.111'1· 11tl4 ~.V b'}tetn :Jr.tli Uu Se :-vtcs l!ol!l~an,y.f/ 

AU of 1.111' tl.l"lldhry OO!Ipable:s , Wl\.b tht IUCtptlon Of PUtMfl lfttl.lr•) 
Ja11 C:.,ll '-l.Yo a Wul. Virfibit c:o"p•ny t'nlfaft*' ln the fi i'Oduc·tlOft Of na\ural 
4 1l:~ , :.re fu utUhy eoapanlu , o rlfaniud. l n Ntw Yor k l ftd Operau~:~ c ln ~0~ \IJUO~I ~~ l' l'i\O I'f in tba\ G\t\e, 

A;:,ucaJ'.\ ., ... or;a.nheJ ur.der t.::e :av.s of t.Jte :l\us of Hew Torte Ia Jq~ "1 • 1'ro•'P 01 lM"t\'\en\ bankers for tbe purpo11s or acqnlr lnf \he co~ 
n octt of C"rt.lla or tt.e Appllc:t!l'-'s ~ruent. f•• U\1lh7 a u'uldlariu. Ac­
~ahhlol! o! t~e cor_,oa stock ot t'U:e& co.=pt ll!es v.u flaanc•d \hroGfb 

1 
piAHt 

ul• of ltr..J• ..,.~ 4t\oer.tu.ru o! A.)pl!c:u\.. ffove·nr. Appllct "'t. l'«ei••J 

a.etua~r ftCih·a LOr pNptrUu !or h.~ C:ON!•On .1-nJ preferr<td noc•• vlllc:ll ""'' 
'htrl\ut.d \0 \lle ._.,1t.\ers o! tb.e le.Yest:t""" baftl::lol fMUp 1.1 COOtl-lsrt.Uoa 
or.!7 >f t.Ntr (I I'OtiOUoa~l serwleet. 

t" , ._.. t , .,,. lnnt~Hnt •utctr~ .Jroup, o.rjfanta.ed CHia4Dt Pll•ue Se"let 
.. ~p;uv t or the PQr-pon or k.plrln• t.bo co•oc •tock or th• Appllu~t\. 
:bla a;t;l.,.lahto&~ v..a flt~.;ii'le•d , ,. U:e u le tl) tht pu\11c of d4b4Dt.\lru atad 
Pr•:.rrt1 1\~11: ot tl'it ~"' ec•P• Il1'· rae \utk ot tbe co~n 1\0Cir, hove•er, 
vat '•'-•l~~otJ b/ 8tH1ea • co._ll~.l\7, a nee.'ber o f t ne • • nJr l nlf •ro\&p W.trt\IJ 

ena•un~ ~' t o '''"ln. c:ontrot over t.h~ ll'$t.u.r./ Appllcaftl,'a ,..;t. i Mdh'-t 

~trU\, i:JI\I'f'll UUllttea Cor por a\loz;. '' "' o rfintz.ed in t f):."t , \lit pw-pou o( 
Mcb ~r ... ntu\lon "' •h;\lJ d locuu •:a.o ,..,~uent.ly. 

Aprltnnt' .» ""Pital &tructu.:-, • ., or Oe~:e11ber 10 l!l~O . oon•t•ud or ,~. 
(('l!Ototln.: O.t\tHot!Jitl~ •tCI.Irhlta UJ OblaftUOnt : 1 

~~rhr or <MIH!l•c.lo:. 

i'lrn !.olen '5'\ !lond• chae in l96'l 
1"-l'"ar .. " DebeA•.ure Jold Dol'ld• 

J.Uft 1n HI~" 
:-lte•tr~ ll">\ea 

.. ~ "!~o•'•lulv4 Prlor Prof.,rr ot1 
Stock ("\lC? Par) 

• "'~ Sharul !}/ 

- 3-

P~3.e:oo.oo 11 
J C.1, 96", /\0 

r a.c• ~" a.a.i 
!n\-or••t. \o 
Oat.• of rt ll~t4 
ot fet.ltloa tor 
keorMantU\.lon 

• 
"0~,1)4".~() 

l~l.:\1"',11') 

~o-.on t:i t.ock l llo Pa.r t 
(4l41 ~hn .. l ~/ 

Applic:at~t.' t •aJor a ntl.t eona1a\. or eo:u.o:t at.cdr anJ c»her ollll4Uloas 

o!' 1u a•.baldtary cu•pant••· tbt •o•t. vatW~.~ts or lt.• ..._."~ '-•·\. t ,~..t a."'J 
~.-:.. .. ! . ..-.. J.I-'o.o : .... r.a~.,._ ~""<I• froa lobic~ 1\. derhea pra.cUc111111 t.ll or 

hs l~o.w. 411 of Appllcut.'• auets -• La pled'e u: eolla ural for 1\t 
<Nt:l obHitt.lon•. 

'Jb lle the 1r~1 •• • c aus .. for Ap~llc~~·s r~sor~ to reor-aet•at.loa Qftdor 
tt.e aan;rrupt-c:y Ac \, as .... Mo4 , ... _ •~• 1n.ai.ll1\7 to reJes• or r•t1naDCs tt.• 
""' Dt~ent~:re Sold tlow!a fl.ortlaafter ref'e-rr~ to as ""Je!H:at.~e,.•J whlcb tila.:l 
l:.at.tll'eJ 0.'1 .;epteA~er 1, 10,'), l\.s t1sa:l:t'h.l dlf!'lc::-ult.les -...re prta•.1•d •• 

ea:-ls •• :;al"Cb, 11\ll , ~o~bon Arpllc:..nt. •ound lt.self u..n~lt to •••' lnt.erest 
P.)'Ju:r.t on lta lltoN:h an-t de)rMures. J t')/ 1~ order t.o av .,id default on 1\t 

bo:\-ts , appllcu•nt ~\alt~ed \h• con .. nt" or t.b..: d ttl:I"Mul"t holder• to poupone 
lr:t.tl''lltst. ftl\lftefl\.a a.n suet• dt~eMuru W)t11 r:r.r~h 1, lA'l~ , l.htl'ellt¥ tnabllllf 
Appl lo~nt. to borrOw auff1c10A'- fund• Vltft vhlcn t~ 11ee~ l'-e bond llli.Ores\. 
~o~t:.l.tn t.he ~rl od o f ~r~e per,.H.te*' unJe r- t.ho booM lodtl.it!Jre, 'l~vover, 
t ad>' l n l!l:\~ Appllaa~~t fnund \ha t lt. Too'O' tld be uaabJe s.o r·uut~w \he PO• \.­
POned dtbent.ure lns.t roe\ p~nentt. Aecor~1~gty, • ~•n•l•••nt. co~l\.tet pro­
FO,ed a e>hn ot roadjUI\,..nt for t.lle <ltbC!nt.ur-e.t tAd obtained tht ntci!IUIU'7 
de"osits thtUtO, ;or \.h t p 1·•:a•n1, pllr pOSPI, & det.alle:l dlaC:UU iOn Of t.ho 

::t l:etd •• \.1.-e Jlllb:to. 

Zl ... td .. !ollovot: •:-t~. f)('t"' - Catterh U~l:!tle• Servt~• :o. 
3 .. , ,1)(: - O(.~lc:crs uJ Santi.nQ ">r"p (aprr o"':. J 
u.~ .. P'"llltc C appro•. J 

!I ;;el<:! . , t:&tt•r• UUihl .. Ge,.....lc:e Coa.:piLI\• • 

~I -~14 •r s ... \.era Utllt\lu S.rvlce =-~·· 
la a.Jd1Uoa. a\. t hla u ... 1 t~e\&At-11111 CMJCat. of •l!ltcrt-t.sra !OLlie, 1.,.. 
tlll'ted prla• rll,• t c eonneetloa v lt.b ad:dlt.!on.at proper1.l~.l aequlr..:J lD 
~••" Vlrflah , llt cuo OTerdlle • • \0 pf'lnclpa ! &Ad -r• in •rreu~ at \0 
lnt.er e-.t., 

2o.; 

I 
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Release lfo, ~-Al 

t.u·u of 1•1ch p l liUI h UMec:u .. r)', I\. boln' aut t1c1ent. too stat. t ln P• • 1 tba\., llftder tha\. plan, a new C6.llp..r:~7, l!:a•lern Utilltlt a se,...lc:e C011.p~.., 
... A laurooseod \uvuc. Ap,.Uc ut t.:ld U.t \.op holdlfl41 eoap~. CIU~:~a • 
~\tic terYlc:t Coe.pUJ. Depoahor-a Ulldu t.he pha received .. curhlu or 
~·.e M"' eoa:p&r\1' la u.ehan~e tor ~"• Junior tecwoltlea or Af!plloant, C~U:~ lebt~t.ure holder doro-1ltlnf \111'0 deb-en\.Ut'U tor one collateral t.ru.~t bonJ 
of auoh cev eonpAI:I.J, ,\ppJlc:aM tb•rtlt,l', Ia effec\., reduced u •• dtt~enturt no .plrellu~s bt approa1UhiY tlt't.7 pe,r"Ceft\., lbe fact t h•t prior \.o tbt 
C""'-"~ttoo o f llle n...tj~t•at pla.n .._,llca.nt. purcbutd <\11!11, 000 of ha 
1e\t&lt •u ·u O'll o f '•1!),('?0 ot 111eh deben\uNs t.hen ou\.tt~nlilnf, u:tdo'h\.l-ilt co~trl\uted 1.0 lho ~~tt3~ or tha~ plan. 

-. -
-$- Rtlt .. t no. set 

'ro \.he $2,800 neurad 110te, t.hert h allocat.td 1, 00¢ abarts o t co•oa 
1 vte1r, u arltttr.ry fl !IU>t r tprc .. t.\lJ"f tl:.e UO\lat. ot co..oo n-oelt vbJct. ''- l:lol6cr or \Jie ncu cOLMUt4 \.O ..:et~t • ....: \-O "~ ;.121,000 ot • .. ~urH ro~ou• t.M-re le olloca\." 10 , 4eD ebarea of c:'*'"'• a\~1r, or An aUoc•\IJ.oc t' ll \!I.e ba!lh of 1()1) aharC"a tor each $1,000 ot cbUt. The old eoN:on and 
1,..r.rred at.ock t o •hea • \.0 \.al of '73$ ohareo of t;av c:ou1oc. 

epars c:a.aw.asllC%1 or the p1 an, oe \l':.e buS. ot •• c t u f• p.ropoatod t.Lerelr., 4-&.e:• of t.ke •ot.Ut cott.f'Cll vl11, bc 1A \ Joe !ta Ms ot \.be plilb-lle 
rt.~ &•·•-' to t.h~ •"cd.o ot \he praseo\1 rN~afer.eM. , I.a., Cl.ltoecaora, offleera , an.d COf'ptu:.ler. COrll.t'Olled \J1 \.bCJ'Il. 

'!.,Iq,D: S~e ral. aopeet.o of t.be plaA a.re suac:epl.lble \.o crUtc-h• u.d 
vi'AII tat~r:. collec-ttw:lT ""CIIl.d FrcTea\. CNr ••c cttoolef t t,c. plaa. Ve tla ed, .,..,......,., ..tnr\. onl)' l.o \.La ro11C"inf dt!ftev l\.J .. v hlch ~h• Ill eon_.ldtr­
h·1 \he ph.n oa h• l'l<lrBa "• parn.a•t•• taet.ora u . "091Lt \l.t to t'apr••• 4tnpprova.l, 

fl) r•~ ~~·''' ' ') •I G t~~l/tr ,,~ dt, rtciet{ao ,.,,,~, t• td'-14 ,.,.,hs IK~onr. Pl'elULt.ary \.0 a dl,naa lec or t.ala upeet.. of 1.he •J.opllo._ UWJ, h Ia eooaot.lal \.-0 t.O\.a \Lat. \.be (OC!t.l polo\ Of the plan Ia \..:..., fl"f'J'I ­
tnll po~--el" of J..vlllo:t lht\.\li' '\J GU CO•· ·III'I)'o I~ h COJ'ICedC'd t1 tbe Apl'!llC&ft\, Nld H. 11 borne 0\U. b!f the l.es\.1allr:.) , t.bal.. Af,.plJ.0"-11' ' • lcoos.e 11 ~" rh•ed ah'!Oit. f¥C1Usha l Y rror. \hll d rQle or•r,t.i~t CGO!pa-C)· · Bl t-"1• !toYer, I n p&,.lr.t 11. Jl.a)• tit Doet.ed \.l'a\. h. h \bh ope:a 'l.iDf eo:~.p&.:ly, v l :O h '\A -m~ual rrou lr.cce:.e of sor..- S&'l,C:OO for t.t.e )~"" et.4e4 O.ee ak:- :u, .. CQJ, '"'hJch In tl.e p&!<\. )'ao sttca,\~<'t \0 I'GPJ:Or\ I :tupert\Mtt:t.lilra o( tOI'U l •;·er& of to14 1n~ eo .. p!llllU 4 1.ncS llhe pltn t tolore ua ¢Ot.r.er.pht.u no l M a d l at.e c:ha.nt• 
I n r.hla r ctpctct.) h~Yl.llf ouut.a.nd lllt '"~uri\.Ju ~urefuhtlf ap:uo.t~t• 11 5.2,,00, 000 '~1t.b aru:u.ul dhldud. and lr.Urtl!. reqlollteMD~I o! •p,roYlllat.e17 11 :ao. ()(10. 

!!I Tnc !ollo~lnt tabulat.lon sho~ th~ lnc~e r eoeivtd b~ AppL1c &u t rroa lt.u :~ubsldhrlea , eHhtr tn t.blo tertii c! 4lvldttld" or lftU rea\, tr~ 
\be \.1«e Of 1\.t orC~ltaLl~ 1.0 Decet\Jet' 3!, 1830: 

Et ui,u " •I Totd 

Pavl Uon S·tt8. 7?6 01 •• 
Church'¥ llle U.C03 ••• Valley ..... 1, 7 
P:aea• t3, ?48 __!:!. 

total a.stt.set J OO. O 

In \llh c onnt c\.lon 1\ h aiQn l_(lcant. \.O 110U \hat. durlll' the auc 
Pfrl Oii £pf!l1C•U~t 'l dliiHil" .. JIIeDtl hav~ l:leeA 1o e • eau o f 11.1 NC:elf'''' fhe teat. t..oo.r atow:s t h " ••~U.ca.a 't. p•1d ocat. l e.M,tc:J tor IAt.,.~n 
oa fi'.LIIded d•l:l-., r-et•JUa' 1-t, .,. a-.naa of cHt,.raeuct.l , ,.r rtct lpo\a 1a Ute aNIW'I\. or $te.ou . I t to 1.Ma UtOU\. \btrt 'be .64td AnUcllftt.•t t6h1 opua\llljJ npentu tor t.ht ••• period, 1n t be - ouo\. or a•7,&ee, tho ea cua of d Sabural'atnU OY'er rtCt iJ'I'•• h 1 03,b32. 1:o a atlafac'c;rJ t a pla.oauoa tor t.bh dherep~)' wu aade \)' £ppUc":~:~t . 
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Regraded Unclassified



-. -
1 t.e HMt.t ftr ( ron ~be Ot pr'tCiat.lon reserve "'" ' tffec- t.ed " ' f ollCV11 : 

l r Oee~r)«r , lt:r?, 1ot.e uJII'it'~"\. o! P'a'1'1llotl c a l cl.lch t. .-ci \hot dlrt~,.. •.vur t'U l~ll!o i a \~ de.Heh~10.C UatM'!!' &\. lo t\4- t.td o f a te a::::d •t.. a , 
u U.\ .,t.leh ~J.t ~"'' t C'CrM.! at. '-~A r U ·t o!' 12 .. 1 /2<4: o f ii'CMII l'tve~ f r<.• .laAUJU"T 1, S9Cl7. t o Dtc••Hr 31, 1~,6. T hlt d lffercACe , ••olltl t.lt.( 
\..:1 t.l "'-6, t OO, v~• l.u :r~•f~rred !'ron \ be re~olrfMe.llt. r t aerve aecout,\ t o t.ht 
co•.,orat.e o r tl\rnt d a\lrp lt:J a-:ccunt. '!hla tr&r:s t'~r hl'd t.vo e !'t'tC\!J; (-tJ h r•l.l.&e~ t.h r t t. l rcr eDt ,..,' " ' o ! rP"1 11on tru.. t <l t?'. 08S \ o t l« ~ 
•tow I J ""•'" o \ t.er a:t,;~:.:st_..ru, h d:. .. Ce-1! t bt COf" fOra t.e tliU'plua or ' ' l \ llllloh fN~~ • J e! l tt t o f tlll. OOO ~o a cr~h. }al a&~ce f au.rrh : t J or 
$!.(1 , ('1(;(), ttt.~ t t : t. J ro:ny llet ore \ll s he..-. t h11.t ::!,lCh ~ran!l.fer vu ,lode .,..1\tw 0\11. 1.te cOr:.5en •. o . oh.ll' r t.llt t toekholdera o r d l M!'O\Or a of hv H ioc o.r of 
l~ t- 1 t~uL. r or h th~re IU:l¥ t vldetoee of • s.roFert1 o utve)' hnlc.f ~u~ ~o:.et\"«:; v l:lct' vo~old l e r.d tUf J-OrL ~o \ t.e p.op.rle\7 fjf auc:b a Lrtt4ft!', t'orc .. er. :..b.!s :. r ~U .. ter .,._. • lk:e ! z:. ,·ao:•t1or. o ! \ t e l."n1forr S)tw• ct 
4c~'\1Mt :o:- Ju (yrrt.-r ,.L1o:,• ~ni .. Cr lo'"d t 1 t. r,,. ? J b l 1e Scrv1e e Cora.h t lc;11 of \.1141 S L&L .. (;f ~eli ! o r lt In e!;ce~ • L \h~ \~r.e , 1:'l/ Ao~ount. ~01 o r v hlcll I'IHI\Ilru l.b~t:. " no po r:.to n or tl.t er.our:. ret~rvedfor re~ l re"4n\ tbt l l be l!lvt r Lt4 to :t.urrl'-•• or o t.o.e r ~•e r Y.t' t ter.or • .,,.ees;.t u a~qy• fT OTl d td , ,u,,.e llt e;., ro.,,z o/ :At , ,._,., , u io•, • :A/ ;. ... ,.O't'al ' or •Uth t r a..--,(u ' .,,, DVl 0~ \._1 .. ( .. •• rr • ~ • "' ... r or. \~ ·"' "' ':"or .. S:.•~e r .. \ l ! e Servae e Cor..t l tcto:. J~ 

:rot oel,;~ ''!It U. h ". r a.r..!lftr lnp "(lte .. I n t. r.o ~"'•enee o ( J. r lor 11ppr ou l b~· tht .. l.lb U c Jer~1c:t C'or.r. tu lot., l 1,n b!W! t. t.e u.o~n t c.t $ 19e tOCI no• t~r trvtfr rr~ \ 0 tll• til 1 • . ' .. ~ 1 r .. ua WC~-\ b U-.7 , •ll •JlviJer.Ja .sub~f'~\U~ t.l) k~ c v•~ • , f.,.t Uoe ~~lJ h•• .<:cf'~ ;1.a<1 -.\ a t i T<! wter: &.te ~tarreJ atUfl.._ -.ccc.IOII\ h . .redl\f •!:Uifre'~ • <I "l 1 l c:• M. ' II rl r st Ll , , , • · e. " · : •J'1 l~ac~, \.f<t pro-.r! slc.nt of Ap;U. tldl•ra • r,.r:d ... rtt.:.r e ~r~hh &.1.e J-' )'IL.eti 'L or d h'lt:en~,~a \. )' 1t.:s sub-
Ill: uce~\ ror. auqlus e 11.rned n l nce S.pt.en."'e r , 10~5. 

~~. ~ev York ~~lie 
•tt~li ,~ ICL of t.i. ~ !'f',..,ice Cc.~~haloo h~ r ote• a.\ly t~l~ ll'ted. u l t.-­

&ai ,..COr --:• of I"'WillOT ~'\UTa l ¢f..S Co&pall$ t O 

20 ... 
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.Je~er•lne, a.otolf ot!",.r tblr~la , tlo fi''O~lel1 o t U1e a!'or e .. n\lotoe.i \raJater. pb ltlf, t l'e nsuJ\ o! t~ S \eh Cot.t~.l•a \QC's cle\er f!. LU \ Loo ia r••r•c~< '-o ,L, 1 ro l-l' i c:\) of avcb <tr aufo r v Ul t..ve • d lroc\ "••rlAf ope_a the v:ltllu\• 
ru~lelli~l- ot Apr11eaa·~ •• phL ?or 1f t. l:.e Public Serv ice CON..l u lor. d•OUlil or-Jer • rev•rs al or \ he t rans f e r a!ld lapoae a re•~rlcUon U!JOtl tbe 
dre l , ra\ lon of dlvld fcd& ~\ t1 ' t e oar~td • urplUh d•tle l~ !9/ l • o1 1ftlC~ted, or tf \h f'Oa U e l e,..lee Ccaft l • :t l o n t '!k.uld ordn f~.ot.•,... ••rAi ftol t o f PawtUon t o \ f' •Uoca \ ri to a r~\l.rea.tr:.\ r eserv e c.&\U su-et. \ l u -.s Ut r~OU.C.\. \ rr\as ­
!~rre~ \~e~ (rOft t • s bceA r•3\0r ed , \~ ~ce o t A~pl1~4L\.0 a ta\ ure Inc~ v•J I t e e~t. oJf, In ~hl • tOt.r.e~lon. 1\. I a !.O b•' b~ri'!&.J Q &llnel tb"'- ~he :"lt•. ll cl'l•:-r.e:. on Applicanc. ' • P lr::t. Li en IJI)nJ~ r o11•ln und tst.u.r"1<l u•.de r \ he 
:.~t rl • o f t he J!h n. Acco rd latfl)', lr. e h her c:Ollt l rlfUlc )' a boore coted aue h u ord"r 01 •h S t a t e body wouH h~•• t.be e ( z' t c t. o ( t re• er.t.lrt tor 1or.e \l.a e 
~! • ••tcl p!. •1 A:pllca~t o r ~\ur• Qlwldt~• vt\t ~he r e acl\ tb•\ ~be 10• 
~,...•~ n<t~lru·•r.U ot iypllc:ac~·• rtu\ Lien l ot.4• caul~ ~o\. • • ac t . 1 h h """iol14 ~rtC1J:l\l'!.e a C:e faul\. 'll.t'lder U .e "rn Lle J'I l noenliJr e • nd Aflplte.ant. 
'lf!OU ~d OI:.Ce a~dn tie • :s l t.t.l r.f \:.ndcr t.he Cb o3nec-llor' • wabroll ~t a nd vat.chl lll l Lh W't ~a t. t.er o \1 \.al c;e • . £!.1 1'her e ror e , t o loc11 1 1 \ h h COAU Af!eJIIC") e:a . .h\• t. l e ; reuct. pla.c • • r el7 ~:t,o1l•" !.be ;.ro\.eC\ i~e colera':.l~ of •reo:-tahl a atle;c• u. • • • llt.7, t.l4 s l a::. i s u toe.:.~Mor t or ~t~e reorC~l:allto~~ • 

I t. •·oul d tP'po:.r, t l'ereto re , t. ft 'll \ t.ppllc.uat. b u ;;heed Lt.ltlf l n a 
pot 1\ton where , even •~s~l n~, ortwtft~O. that. ve o~l~ •1•• appr~al to the phD, t.i':f 1\t.;•~ r:ce o! • p rlo r d et.er •u" t.lot'l b y t be a tat.~ bod 1 '"' t.be • s ltd U1 o ! t l# ,tr• ::.tt c: r rllde '\}' t:.• H l o:ll voul oj lewe C-l:r a p; POJi'a l wl\k".il t "CSd.ft.h­
t.r•~ \we tl::allt.)' , sirce H " ootl.J te a u•.}.et. w "' U!Uthe~ IC•l ol"'t ~;; r ~'1 a ... ~,··• ~c.d )' . ':t'e 1rvb1u. """' ~. :o; t.a t,..ed l A c,;t l'-• r \.ef'J:• : 7 h(: eorw o:' tbt 
,hn Hu: lr. t.t.e a~ll lt.~· o !' h vlllo:. \ 0 ll;ikO l U i nc:~O <&VIIlh'ol o \0 .4p· pl l<: u,t. Whe t.l.er Q~· n~t t.hl!l c~~oJ, be aueo;nr t ~she,l ,.,.~~tLs • t.a1pendet1 i :; tlG~)'• \:.:'ltU Stlc ll ti - e :'la \~• btn~ OO!I)' 1o~errLM• t k prO .. t'h \.1 o! t k •~cru .. :.\ b,..tl t r.rsfe:" . tUou ><4d :.ht r •tl•t: ac:Uo~ le .. • ~ttu t he 
J '"Uch l Floe•• •-re fllllre• far.a.U \ 1 11\ • ...,. St "'• tc \ 4 f-1'01...-• lll z:.-s , we • r.c:u ;.e r.ot. be •••"d t.o lndlca~e ou.r •FJlrO'I'tl of • plan wllle~ h r.o1. lie-fo re 
~ I n ,)\lt b a .-a y t hat. Ot.lr r\1l1t~ IJ ~ l'.euon l) ll. t. be •aJ• efr• cllvt . 

Ul Prof' l"tt(J o/ o d•HrOt~~ bOI'I e/ "tv Hec-4 r c, ... u n t illli •• •t• lr1 eUI" • II! .,;OIIf .. .,,ticur ' s , . ,. .. Lu " , , ll riS. C• J n . !~• .:l'.o!Uit. :"'tJ..f"e•••t..S \ ., Ayrllc:u.t.•• ot.~ tatudlt!j 4e'Hc.~..._r~J h • .. f'3.S90. ":'o t bu t t t .. r-•. bo.,..,,.,., t l.• rt ;J.'I.Ia~ l: e a4Cic !S \.he t11U o r l:.ot. l 4 '1. SO, r e p·e u n\le' l LttJUt. acen:ed t.o ~l\4 dc ~e ot l.bo fl lln t o r t.t..e roU~lM. ( o r uar. •H.l « a t.tc;n, or • t.otol of •:!(;~ . 6•?.30, • A• lil f ~ lt...s \ t.bh a " Qcn t ot ctetl ~.:.t\l.roea , 1\ 1a propo~•.t 'Lo all~ C"'\o ll t.o\ ;tl o r 24,0i? • .) ah•r• c o! ~w c.o.u o:: st.oot . :lth vou U re~uire -.tl 

!j l A rtvert&l o!" \ he \:.tl ll\1. \bOr l ::e tJ t.nn•fer vota ld lt~~ove Pav Ulor. U o t 
t oc u 1ber !1 1, 19 3e, wH b ''" e a r .aed n r pl'.l.• d e rloJ.\ o ! Sl • ? .l OO, 

l:,l c t. lfo~~o.f l: . J •• 4 hU J11\ltl t l a J'M.h CI •II h U t,. t i t . Co. " · Lt.CtJ fft · c •. . ~ r. cut 3; cc:.c. • · att ,. u~:~:~u. 

Regraded Unclassified



hvt l1ct.~ 
Valle}' 
(IIUJ<C~1Ue 

I.e s a: 

Ct,f.~l. OI'I' 
-=-~ .028 
PJ. te~ 

.?!.!_~~.e . ~il3 
P lror.t YO"r-\i"U 

-8 -

,.,,,,,..ftt 
llc' c t'V t 

J:JU,5:;5• 
.)O , a~ 

-U.:...tl..L 
+I~O.t..!~ 

O! Valle) 

Rtlu,e ,.-0 , tel 

,'Itt p,.oput; 

• 800,5~ 
.:: ,2.-3 

- 0-

~t .u ""•~'' W -aM !f'r rurro••• o! reoresr.U"''\.Soo .. dJ•ur:fuJ .a.e• :r-. -..alut for ra;.~--..k lr:t r•r-Jo.cs • ~!/ eu:~.10.: JI'O"'tr tl;ceOMt UJ the !"ll'ld ttnlll1tl t • para-"""'11n1. el'1t.e r1Ut!-U. h plain tha\ on a.n tUD1fltt• -AI1t ~he proporties ~ave • value t 11r balow \be t otsl o •plt ~ lltatlon, in ~114 alY•t "ct.tlontt.:J t 111ure of l1,3:K,063. AppUc.,_\ aat1e1;;n e e tt.7 vay 
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lilt .. o~ l:.tertt\. &Cd dh·14t &aJ Uae recelp\ o! Ul of Pwllioa•• tra.s u.c{lle v!tlc~ 11. ~st.l.a.au • to be approd• a\.el.J •63, 000 a.c.nu.dl.)>, But •• , ,.-11.st. t.b lt foroeast of !\lt.t.:.-. ttu·n~Q• \bert ~u.at. be 'ul-.need the tollov­tne fae t.on lnch!tnl. \~ tbe opne\oi.on of P*v111oc: 11) 1n&de4lll\O¥ or u-1anl 'cc:r~•h to t~e .tepr.c:l•tl~ res."'• iJI ~ auual aalot..e11a.r.ce re-r: -ln-..etJU: t2) the J-0St lbllh7 of rat,e N'IJ~ie:Ol~s ~lriC LapoN4 to coo­tor•• vltli dlova.blt ntt of re\wo oo t a lr •nlue; t:U the H llt Ubood or " diY ldc:tld rut.rlctloo • • aor~ (\ILl)' dhc:t.~uM a'bow~. Htr.ce, 1( t.b4ae httQrll are "-lCl:~d tfalnu. tbe atore..el'lt.looed !orec.el\ of PavUlon earft­tr..c•• lt h 110t Wlr·ea•o~''ttl~ to corw:-lude tba t A~pltc:ant.. ' ... lr.c~ w..ay be l&autt t c:leot _..a ror AJpllc:~:.·a fl •~ c~arfe re~clre .. L\ a . 

131 Attoeatio~ of ce-o" .. oc:A: bttw 111 ch utvn•cl 11oru ... ,.,., • dh-• r iNi1u1tio11 ou bot t'" '" cu.d t' tof"l, As " "• a\ated lr. t.ht prec:ejlr.e teot lon, \I.e d~ber.t.u_l""' hold'era "'ill lr~ hec. recelv• 61 shares of a.ev .ac.oolr pe r :t . OOC of chla.. 'rb lt allceau~ u ~c u coetrasted Yltl. the treat:wc t. M'C(>rded ~• t .. t ,.:-v,red DOtts. CM c:lata ot aec~:~.red LOt.•• in t ... f ace 
,.a.o\.11: \. of t104.tl.50 ba.a accrued tr.ur-esl. owlni :.b~reoe 11:1 1-l-.e aaovn\ of i16, 44? . 50, a C.Otol of ll.p;;roxhutlotl)' '$121, COQ. tiMer th.e pr0'1'la1or.a o f t.ht pl.r., lc. t a propcsed ~o •~loc•~• t.~ t hese ncl.es l O.ce& •~•r~• of n.v •tock. 

;!I Ct. In r.e Cuaolidot lort C'ul Co. , 11 F. &upp. ~t4. 60"1 (D. K4., 1~). 

Jil Va l~3~1oc tor r~~•-rekl ftJ purpo••• • • ~ot the ·~•· fberc \he ques:.toa h Lo"' 1'\ieb t.~e \IU1lr.7 wJU ~o alloved \o ea.rn-lt 1\. eu. Here \.he q~s\too t• how ~~ c•• 1\ ~arr--«•ec tr alloYed. Se~. tor • • •ap1e, tn.su- "· D.:""" Tt'ai"'Wy Co. , te P. t;cU U.G (C. C.A. 6tb. Hal?h Jt. Y. fr~rt Co. v. Co~tl"c~~"l 6 Co~~creiol T,.w,r & So~l~t• Bo~l . 10 '· 12dt P?2: CC.C.A. 6 1.n, 10C.B J. cut. du,, 2'18 u.s. 844 U~J; K•tle"ol htcr­u rh <"e. v. I ons.• C'l ty, u ,t'd . ~3 tc.C .A. e,b, 1304 1 toplalon by .;antce a.-. .... r); Ach.to. lin:• •fh:t f' C••H ReU,.eCNI C'o. •· CO.itd S tou.s, &ie '-' · S • 33, 3~ CUI~). 

cr. 'l'i'le •\.nea.ent or t!r . Jus1.1ce Drandele ta SuiAwcHu7s l rtt Tclc,,hu Co. v. htlic S.tr-w lu Co~tuiu. 2U v.a. 27e. 310 U$2.3): ··nlue h a "'rd ot ~ nceJil•Q'e• ; • .t "''rd. ia M\ a c:rn\.al, t.ranspare•\ &:ld "LDel.u:"e4t 11. la tbe a)lla ot • Uvhlt \C04bt , atld U)' •a.rt c....-au,. in color ar:d oontenl. at-eordlnt 1.0 t.be clrc:uru•t~nc•• lllld '-l:.• c.lae lr. "'Me.t.. J\ la usM•-):r. J uaU.c• l!ol::.ea tn to""' ' v . All•ur, 245 U. S. UO, 423 Ct818). See. -lao, (or. •l•lhr • • preulOII ot orlnloa, '••l. ! c,uHu •~ f#du•l f•utioa. 11113'71 .. r. tp .. l:iiP-8'!4; U J••trtrit . Til# hh•t••• o/ lt'Huty Clt2'7, c. DXU. 

JJ/ Thull , for e a• .&.ple , aa of Deceab•r 31. 1~~. \he f h td oapH al •~~OUD\ or Pu1110I'I •our.\ed t(l appt-O.lJ.al.-c lJ' 11, 420.000. Vbll• tk deptteia\loa -~no.-.1 tor tt.t ,..,.. 7'e&r vu D-'117 110.~. O!" ap,~lutt17 ·'""of h-4:t. !'h•l'\ Clllplu.l. 
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r.:.:t•; \ !".e He•'•••u .cecn-"" ~o th •~cur~ ... ft.,}\~ to ''• h C'e Mo)WU of 
C•l\111 M u ow.t. of t \21,00"' ac\ua:!7 ~u• &h.foreCA) " a J&rduJC'il , uws 

a! alocwr rr\e~. lOO alluu an bel:rf luu-e~ fe r eacl: tl,OCO f.f tl11h., 
, !- :u h h c.•u .. .... ur.ed tb ... , 11:1 orJer to ra.:t l.b• ~f't.el\\.aret f .,.hh an 
~l~~ ~berecn or f 3$t, DC0) ln full, l\ ~Uld b e Ce<e tS&r7 \ 0 lteue \0 

3,1 , 4 30 aba.ret. 

F..nplOJ'ht the u•e r t MonSniJ, bu\ e et. 1&atlnQ ~be v•lue or the r..aw thi\UI 

h.tll or 1.111 tllouWc~.o to ~bo 'l8,000 u cure.i portlnn l)f Lbe o\ll•r 
no~~• ~b~ve reterret 1.0 f whlch J s tr•~&•d on 1.he b~~'• ot 1•e-11~ 

dlllri.'S. rer .•t ,OC:) 9 f cll\lll) 1\ wou ld be aecustr)' t o t u uo \o t t.t Ch·botnturu , 
1:: t~rolea· \ 0 POl¥ thu, l n lull, 1'73,$26 tbar u . ' 

Eli:IC'! la tao\ \lit ph.11 o•lh for l..bo luu.Mc~ t;) t!'le dtbtnturt~a ot 
2(,J91,S lharl' ll , ~~ 1a l~(H.IUlbh \1) Ju..tlif)' tt.e hsuarce of III W lh1or .. tO \he 
o• c no~k. ttl 

(4J ! //tct c/ aUoc.;~C\,,.. ,.,.., • «o.:.;. r ... oid .~ot o~:Uoldut Nl rA, /~trtttu 
Qj : J.t l'htt. 1b• plu c> • l!a !"or \b~ aHau.\~t. o: -r.·u~ •l'•rc• ot r.e ~o~ cOt.,or. 
.tt..c.!k :.o • rrltcan\ •a ;uu•eat, :-.ar:~ UUl!t.les :#'r-•lte Corpa~~.,-. Vlllh \he 

.,-....c=\. to( M" •le¢)1 "l'rh.h h aHoraud \o 1hl.: ~o!de:- of Ar-pllcv,\ • t old 1\ock 

!- c~~P~•~hely u •11 an W'O\or:., ~.a e!fec t o r tlal~ a!l~•t.ion h or •Jfl!ll/1 ... 
e._.., h . o~r ..:•t~r-.o~,atloo f.ll U:~ pcat.lOft ~= t~e f..lru-~. of &Le lr•tAft\ plu 
.a...~. \~re!ore, V r &ta rcwr -'ltC'la.toe. ' " ,.!J: /'If : l t ".attl r oi fJ. t A,ll~to. .. 
,,t, c/lluatoat•tul P•t~' ~":.4 ... n . r Co..:~r.y, 2 ~.r.c. - -·· fn . ...,.J fMo:dlrtf 
:cw.;uv;y '-: \. "•le'-• :.:o. "'1CJ '""~ . Widt r" :eC"t.l,:-.? ror thf' kt] \.h$ ... 1 • • \100 of 

r~•n~•; of th• ~h'\ ~o~oul4 t• h!ote t:.Js C'Mrh~~o.,.. !b:.t lr!.•oh·•• tbe 
' .:trStio:. Ot \~ •• O{Qh)' Of th ~oltc:ca\101':. Of e .. rr..11liUio .U.S4U MJ ¢0-Mrol MIOI'I f 

th.e varlou~o cl~>a»"• " t aecur-luu &!I pro•lt~e:i:l ty t.bc plan. • Sf/ St .. llarll', 
t },( -411U~ lOft Of tl'e ft.1tftet• l)f \ltl phn vouta. be bll!!ore U. W:Oer \~1 pr0\'1 .. 

olon• of Ject.lc n 11 o f \.be AC:I.. 1'vrnlnl t'lr!tl. to t h e rete .. ar.\. f11ovi• tona. ot 
J.ec~tOil UCbtl:iJ, \1\ie Cott,.lhlon •• a~,~;tburl.: .. o, afur nottce a.nu lltariniJ. 
a!fl:l"'ativo ly t.o re,ulre t.bU rtllfla.ure4 bc.!d!n~ c~panie11 ano tht lr 1Ublldl­

artt4 •hall ,,,,..., a~o.:,_ '"•P" •• \ h .. Cua .... lsalon. sh.l.l ftnd nflc••• •ry • to ttlt\lrt 
~h"~ th• cor porat e • tttUCtUI'·t or tJon~l c·~.ed elfhtenC'e ~r 11n7 corpa.ry I n tht 

boldtr.' COI'Ira.n~· •r• t c.l" dDCI• not. , , • unf~idy o r lne ,tu ll.•bl)' :S!nr'l\~o~\.• voun, 
PO"'H •~•On~ tec.urB)' liOldtl'l, or •u~h hC'liSJI\.1 COl'lpto.l'l)l ttfl\1•• : U'ctwhl, tn 
Coru~~e 1. 1oc "W l",b !'hill of reerla.lliutlon .cu\lnhteJ to t~e CoiUit l l ion I''JrtiiM\ 

t.~ !~ettoJ:. lti•L \.hh CU..,ha.1oft, •.c "bu:iS to&' lU • PPl'O'.,.I t.htreot, •\lll 
fii'A l'int. :;.nJy \ha\ I'ICb ph.l• I I ttiCI' .. V'f \oO ._,t{eC\.\I.a\¥ tae JlfO'fhlNII ot 
Stt'-ioft 11ft. •• b-.a~ ttl ... \bO J!!an h •. , , fll~ _,..4 e~H-a.~Jt to t.A• ,C:f'I OIJI 
a.!hU•III \J' 111eh plu, • • • . .. Apft1ic-t hu ur·fej. h. JU•U!tctoo\lu for u 
•Uot.~~~ent of "•"' lh&r'f'e '" !l:.e old •toc:k, Qt;4•r t.Le pecu1!11' fen• of Ull h 
cau, \"0 r•lbor:s o.btch ray M 1t.t\ed .. follows : I a t h · v~ ltll ' "rtlll lve 
\o utliJf'l eo... ••11.• 'o "'" olll stocL d;an t tl w.:w..er~U:e an a,rrahal 1a ONt r 

~ lte coac-lu•to::. 13 \') lrpropr1e\7 h a lec- ocrlle 0\lt t>7 the !rellf'lft\ 
-ccor4e4 t o ~ :.. l 6,C6't or ro~•• a.r:J t.ecf.~:.. ;o&¥llille. 
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Add uec11Y, App 1J cane. ' • s t.oel:tlo\dtrt have r.:OL fUr nltl:ltd ~~ocy cona.l.dHaT.lon 'by 
vf¥ or an .. ••••*•'"" or ot.bt~•vltt for t.b~ •.-erlrlee ..,,., Ll'lt parl. or Aoplleant •• c-rcJUcn or t.h.elr prior r lfhhl Mt h lt. c lear t!:.a\. t.beu h ~ • !Uhr ror 
titer le AppUc&nL '• t:lt. erprlat. -:'rue, Lt.a Mowtt. of an al1oea.Uoa or Mw 
at.ocll t.o ole noekholo:Sera v boaa ,.,..,t~y 1n t.h• er:t.-erprt .. ia flo locftr ap-rar•c\. nay te •o ~~all. In vl~w or doubt.• aa t.o Lht pot.tnLlal or • nult&nce• values of 
;.tlq old st.oc~ . •• noL Lo vlLlaLo a p l an of r eorfan laat.lon oLher wl ae unobJec­
~lor.t'bl•. But. aueh h n o t. Lru• ot U:.e lnUIIIM c ase. lfl vlt• o! tht nart•ov 
riJ',ln or votlr:l( cont.rttl AS b eL..-.•n t.he p\l\lle &c4 the """'"'•114M l c uutt.a in t.tt A;pllcu;. ..n4 Lhe eaces•ht allo:atlOIII of new st.oell lo tt .. a~vrco aot.e, .. 
chcc•••~ ~~OTt, "'" t.re.&tl!ec\ ac:co.rd•o 'o ~he old. sl.ock h cne ot \M t.e tcu wttcb p.reventt ua frOI'I fl.n,U.llf t.ba\ \!:.e lt!U&M plM I• falr . 

FOURTH: AUhou~}l it. h t\01. tUont.hl lo He COJ\Chi.IIOnl "hl ch Vt have rcaclle,: tn t t1l• ca,ae, 1~ , ttt:Yl'l"thele~s, •Jpeo.r• dea1r .. blt ~bat. v• ahoulJ point o\1.\ • o,:htin.ct. u .. h •t. lo.o t.o t.tf" eo:opeo ot l~ r rcsee\ pl~. n--elT, lbe 11'our1Ce 
of "'7 rro•lalona f~r e"ltrln .... t.1rf App!lc-.c\.'a e • ln1::t lilolJir." coaruy •T•H~. M•lUecUy, t.le "'•"'" 1.ovar.S ah":.snca~lon or .A;;rlle:a.a\'a ca .. ll.al a\roc~our~ h a atep ln lb~ r\,h\. dlrec\.IOn. !:evert.!-cleu, 1.h c r vC"hl f~t.or. t.~Ahrly­lnA \he a~11 1. t"~ I ana whtcl- t;r.vtt 11a·a ntctnaary ~ot.e FNH.cnl recr~•nhauonJ ur Qi! 
aol'lv~blna rtore !.htm " n•,•e il•• Lla'..he: reiiOYal o! t.hre• ur.tconOt':ilC: af.r\lehtrt:a 
fr~ lht buok or an htCOttt-pro.s•scHI; celt. flllhl wll be contlJere4 u t.be tlrat re &'ol1re~cnt or .,..,. -.rtcct.lve: t.hera;ev.!lc. 

A~ai~. ~bile no\ ea=cn\la1 \O our oplnlt"n t~ t.bla c~ae, l! ~~no\ be 
t..llll to o\ttorv• \ba\ a !.borou•"-Joln.~ pl.,; o t reor.ar.IZt~ \. lon, 0 1:u.• • u rc flcar l)' ~on.on~\. v11.h t.he' Otolarr.~ o~JeOll v~~ or t.hv Ac1. , ~uld hnve e:on~alne6 rro­Yhlon• fin lod~lt.lon t.a d·t tUrolr.f'otlon of Ue prl"ttnt. holdlrl cCirlpv,y uruc:­
\\ln) for \be ~r:er.,.,. of ApplLCitoM'& 'few- tor:.: ~hat.e C?et•\ln: •Ubslo!larlea IJ:.t.O 
• • lr:tl1• tlf'l"ralla..f W\lt. . Ia t.hia r.a.at<.f'r .. o-.14 c-or.cr•!e ··~,..••to.."' h,.,e " "•c Cl•cs \O \be operat.ir.i reallt.lea w-hlch to !.ct. r.ov rr••t~ll. 

The 4lspror~rt.lor.~t.< re:l allor.tblr wht~h n~w- oAi•\a bt\Vten rurded ae""• on 1.t-e c11e tuu~d . aMi •111rn! n!l ca.pM:lt.f a.n:: 1.!.e value of undlrlylr.oi- a.aat>ll, or. t.he 
O\her ha."'d. ~bould l.av e f't'Cel¥e ;: con•ideratlor tron tl:e ,..~rfa:d:.era, 

., lftel~ln. Ia ·~~ • rt ... rroYt~loa tor \~~ dltt.ri,Ut.\oo \.0 Appli ­C&ft\'e Plru Lien l'orsJboloera ot 'tlelr ?hd.C'd eollnC'ra !, ~/ ll&."'el,t, \he 
rt,..t. oforo,..••i-• BtuloJa or P••lJlon, cor.tt.1t.uUr.., 654 of \be face value of \t.olr 
.. 'CW'I\y, an(J allOcll.\lnf plt.l' • • Jut COOII\OM t'.OOk for ~lit \ldlllllcte o f t.helr holc.­
lnja, t.l.e bondholder. W<N! d. ro•c.n .._,. o~liCa~Lon r e .. onably !Wapud f.o \he 
Uf.!nrlly st.rucnue o..n.~ tl!e carDUf ro.-er or Ap,tlcaz.t.. W S.efr"..;a~olon or • porUo.c ot c.t't. 1Mv~r r.o a •llllllr.C i'ul:l4 ror • uc:h bo:od• would, \.tu-o•tlh ~~~e 

~I 1ll• holden oJ colhHral non li.,• ~ord• or • hol4ln~ otJot.pl'lll7 oeeury, •t. 
but. , t.be pOil1dOr. or rhd . .. t O( t.he UCUr'lt.lea Cl l !.be auba 1dlarlt•, 
Onl7 l n an ln~ltect. •~hte ~6 'hey tav~ • ·~rt.~•t•• litn. 

~ T~e t.s5t.1ro~ .I,C!OII•• • h•! A~pltca~\ 1 e F t rat. Ll•r W$~s h •we aot. • • • • 
Wett~•ul,. •c-c11r•~ fro• t.be t t.ar.4;.olU or •u~atc•• or property. 
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ope raUono of ~he slnkin~ fun<!, ensure an lncreu i nllly ~rea\er 11\IHJ tor~­
co"""n a \oclc. And upo~: r eUreMn\ o£ \he bonds , tbe reaul \o.nt capHal 111'11<. 
t.ure would coD.alet o.nl)' ot comeon atoc k: - a rea\llt. MUch too be dealrtd hi tin 
or the exl~encies peculiarly inc i dent t o Applican~'• buaineoo. 

Por t he r euono d hcuued lllld on "he baele or \he £ind1nQ• mt.do above 
Applicant'• plan of reorganization Ia not arproved , ' 

An approprla~ or der wlll i oaue. 
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1/IUTI:O STA'I'ES 01' AM):RlCA 
BEFORE THE SECURITH:S AIID EXCHANOI CO>IM l SSlOII 

( . 
At a reQular aea•lon ot tb• Securl~lea and ExcbanQe Coaalaalon, 

he ld a~ 1~• office ift ~ba Ci~7 of Waahinf~on, D. c., 
on the 24th d&T o! JanUIU'J, A. D. , 111~8. 

In the Matt.rr ot 

a £:1£SC£ VA~LEr GAS COHPAIIY, INC, 

P lle No. !52-1 

(Pu~ llc UUllty Holdlftt Coapany 
Ac• of 193l! l 

0 R 0 E R 

~ - . 
£l){ 

Genesee Ve.l leY' Gas Coll'!p lln;!, Inc. having fi l ed an appllc at. lon purauant. t.o 
Seo•lon tllfl of the Public U•111'y Hol41ni Co~pany Ao~ ~f 12~5 , for approval 
of a pl~n of reorfa.nl:. nt.lon under Sect ion 7'18 of t.ht lJe::~!<r ·r~tcy Act., •• 
Nntnded: 

A heft.rir.fi on such a _,pllcatlon l":avlni been teld af't.~r a~ JH"C!)r 1 at.~ no t.le e ; 
oral &rgW'ienL on t.he plan luwln' b een beard a.nc1 t.h t r(..CnL-1 -11 t h tt. "'S .t.t.t.-.:r ha~­
h ' been duly considered by the CoPlr.;l aslon; and t.he Co•~ua •ao~ ba:,·l n~ filed 
It s opinior. ""d flndiD~e berc ln; 

IT IS ORD~EO tha• auch p lan of roorganlaation ~e and •h• aaae hereby 
b d le•pproved. 

By •h• Coamiaolon. 

!SiAL) 

--oOo--

Pranele P. Br•••or, 
Seca·etar7. 
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TREASURY DEPARTMENT 

IN TI:flt O ll'f1C:. COMMUN ICATION 

DATa Feb. 1 , 1938 

TO Secr<!te.Jy J!orgenthaU 

' """ l!r. Opper 

Chester Lane of the SEC called oe again thh ~moon about 
t he matter d.iscussed w1 th you last Saturday. Be says thBt the Coc­
miusi M has now tsken the position thBt t he Pegnnucci stock CIUI not 
be distr ibuted without registration; and furthermore that the same 
conclusion applies to an,y other stock held by the biUik or the Trana­
aoerica group as collateral where the loans are under ~ater and where 
nn organized effort to d.istribute over the countm· is in contempla­
t ion . 

Neblitt came in alone this a!"ternoon and was advised of this 
conclusi on . Be is cOIDing in again tou:orrow 1110ming to complete the 
di•cussion but Lane th.inlts that nothing further will develop at that 
til::e . 

The question of a general investieation of Tronsamerics to 
soo how many "Paganuccis• there ere i s still open, but Lane thinks 
thnt the question will be decided by the Commission within a few days. 
lie will continue t o keep us advised . ~O 

,/ 
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Februarr 2 , 19::!8 

In roply to your Qer orandua of Fe br uary l plus 
tho inclosed memor andum trom the l'r ea1dent 1 I ahowed 
those 111e roranda to the Presi dent at lunoh ~oda.Y Md 
lle rrquoated me to infom you t hat he s ells no l"'tnson 
for !'IY ool1lWI'I1ont 1f1il with ur . 01ann1ni o.t this t1a 
na rr . 01annin1 Md hie a ttorney , Hr . Nebl et t han 
boen 1n touoh, dur1n- ~r.e last fn dAYD with the 
Federal QGeno1oa t !.:1t ho.vo t o do with t~ regulati on 
of tho vu 1oua bulllneeooa t hnt he 1o a88oo1ated w1 t h. 
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H. !i .. Jr: 

Operator: 

D. Bell: 

H. U.Jr: 

B: 

H. !.!.Jr: 

B: 

H. U.Jr: 

B: 

H. Ll . Jr: 

B: 

H.U.Jr: 

B: 

B: 

Hello. 

Ur. Bell. Go ahead. 

Hello. 

Dan? 

Yea. 

Morgenthau talking. 

Yes. 

February 2, 1;~a. 
2: • 8 p . m. 

When I got over t here the Presi dent asked me to 
come in and bear what Aubrey 11'1111ama had to say. 
Aubrey Williams telling the President people were 
starving in Toledo and be d1~ 1 t have money enough. 
Well, I got good and mad. I said, •He ' • J ust lett 
Bell and me and let t a statement, which we accepted, 
and in which you said you had enough money to do 
what you wanted.• And I said, 1 Wby tell the 
President that people are starving - 1t t he r e's 
any starving,• I said, 'I'm anxious to know it, I 
w~,t to know where they are starving.• "You Just lett us and here's t his letter.• I handed it to 
t he Presi dent and he was amazed. 

Is that r1ght 1 

Yes be was. So t he President said, 1 11'&11, there ' s an emerKency 1n Detroit and Cleveland - Detroit and Toledo.• I aaidi •well, Williams didn 't tell us anything about i • • And I t hink I told him that 
Williams wanted to lay orr a hundred thousand men 
and we told him t o wait unti l we had a chance to see you. 

I don 't ltnOl' . 

So I told the Presi dent, after Will iams lett, I 
said, "Dan and I oan get along with Hopkins, can get a l ong with Harrington. • I said, •we can' t 
get along with Wi lli ams arwtth Corrington Gill. 

That's right. 

And then the other thing which i nterests you. That thing t hat was in t hat paper " 

Yea. 
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H.J.!. Jr: 

B: 

H.!J. Jr: 

B: 

H.U.Jr: 

B: 

H.LLJr: 

B: 

" .U.Jr: 

B: 

H.ht.Jr: 

B: 

H.l.!.Jr: 

B: 

?L U.Jr: 

B: 

H.!.!.Jr: 

B: 

H.IA .Jr: 

B: 

H. LI. Jr: 

B: 

- 2 -

Joe Uurphy pointed out to me the le~~er tha~ wae 
mailed to ure. Uorgentbau three days ago. Had 
practicallY the eame language. 

Is that r1gbt7 

Yes. He thinks ~hat that le~~er was written in 
- i n the - over here. 

Yes. 

Uailed in New York. 

2 . I. ... .. 

Well, some of these days, we're going ~o find some­
thing llke tha t . 

Well, Joe's on it now. 

Well I hope be finds something. 

He 's on it now. 

That - I've always had my suspicions. 

Yes. V/ell , what do you know about that? 

Well, I think that would be very interesting. 

Yes . That's Jus t between us. 

Yes. I unders t and. 

But I wanted t o get you t hat. 

All r1gbt. 

And I got very angry . 

Well, I don't blame you. 

And-
Been told one thing, and now something different. 

He didn't tell the President anything about this 
letter anY more t han he told u.s that he was going 
over to see the Preaident. 

Yes. 
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H.!.!.Jr: 

B: 

H.U.Jr: 

S: 

H.l.l.Jr: 

B: 

You can't. do t.hoae lr.1nd of t.h1.nga 1n t.h1a town 
and get. aYa7 w1t.h 1t. . 

Well , eooner or later they catch up w1t.h you. 

Yea. Well I wanted you to have that.. 

All right.. Thanks. 

Goodbye. 

Goodbye. 
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H.:.:.Jr: 

Oper ator: 

;; . !!.Jr: 
:,rome 
rr!.at: 

H.U.Jr: 

r : 
H.t! .Jr: 

F: 

H . 1~ . Jr: 

r: 

H.I.!. Jr: 

f' : 

H. U.Jr: 

F: 

:! . !I. Jr: 

F: 

:.: . !.~ . Jr: 

, , .. 

H. Ll.Jr: 

... .. 
ii.L!.Jr: 

2 I,~ _,, 

Hello. 

ur. trank. 

Thank you. 

Yes. 

Hello. 

Henry Uorgenthau. 

Yes, ur. Secretary. 

February 2, 1938. 
2:55p.m. 

I thought you'd like to know that I reported to 
t he President, at lunch, how tar we were getting 
along with your organi~ation. 

Yes. 

And be is simply delighted . 

Well, that's tine. 

And he says that when we get this thing tied up , 
be thinks it's important enough, that it's worthy 
ot a radio speech by himself. 

Fine. 

And I thought you'd like to know. 

All right. Thank you. Di d you get that l etter 
trom me about expenses of r egistration? 

No. 

I sent it over t h is morning. 

No. 

I sent you a - it's- I've sent you a copy ot a 
letter trom Chairman Douglas to a Congressman, in 
answer of that inquiry, going 1nto 1t in some detail. 

uy God, you're not going to treat me like a Congress­
man • 

No, but I - but 1t set torth the tacts much b etter 
than I could. 

Ob! 
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r : 
H.U.Jr: 

!": 

H.U.Jr: 

r : 
i!.U .Jr: 

P: 

ii . JJ .J r: 

F' : 

- 2 -

That I put it - aent you a copy or it. 

All right. 

wou~dn 1 t th.1nlt or doing that. 

But I thought y ou 1 d like to know. 

Yea. Thank you very much. 

The Preeident 1& Jus t itching to get t he thing 
done and get his bands on it. 

Fine. 

see? 

.. ;"Bbk you. 
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Beuort of Ur. Paul Van Zeeland of Belgluo 

(!Jr. Van Zeeland states he wns aslted by the Governments 
of En~lnnd and France on April 3, 1937, to make •an inquiry 
1nto the possibility of obtaining a general reduction or 
~uotas and of other obstacles to international trade•. The 
re?ort 1s addressed appa rently to the world at lar~e.) 

1 . The Ven Zeeland report is a peculi nr document in 
that t hose reco=endations l i kely to be out of harmony 
·;1t'1 the present foreign policy or this admini stration are 
couc~ed in ter~s apparently carefully des!Jned to obscure 
their full significance. It requires very careful reading 
t o dis till the essential features of the report from the 
roF ss of common~lace and generally a cceptable conclusions 
and recollllaendations . 

2. The acceptable portions of the Van Zeeland report 
consist of recommendations which resemble very closely the 
!'ro~ram of the foreign coiDlilercinl policy of this administra­
tion. They i nclude the extension of bilateral trade agree­
ments with most-favored-nation clause, t•eductlon of 
exceotionally high tariff rates, el1o1nation of administra­
t ive abuses tending to obstruct forel;,"n trade, gradual 
reduction of the quota system on industrial commodit i es 
and of exchan~e control s, and extension of the principles 
o! the Tripartit e monetary statements. 

3· The remainder of t he reoort - - and the more sig­
nlfloant portion -- deals with pro!'osale which 1f adopted 
a?r>ear to pave the way for partici pati on by the United States 
dir ectly or indirectly 1n financial assistance to countries 
~1111na to retreat froo the autarchic principle. This por­
tion of t he report raises serious ques t ions of foreign policy. 
The heart of the reoontrJendatlons burl ed 1n the report which 
raises serious questions of policy for this Government in­
clude: 

(a) The United States to parti cipate in an 
internati onal agreement which would set up the 
machiner y for financial a ssistance to countries 
willing to abol ish exchange controls. 

(b) The United States to participate in 
i nternat i onal agreements which may have as one 
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of their chief purposes the reorganizat i on of t he 
mandate system and of exploitati on rights of colonial 
resources. (This latter proposal i s not specifically 
and cl early stated in the report , yet Van Zeeland 
includes it in a manner which gives the i mpression 
that he supports it but doesn't wish to accept the 
responsibility tor suggesting it.) 

It probably should be emphasized that t he latter part 
of the report -- i . e . , Part III, • General Conditions Neces­
sary t or Success• -- must be very carefully scrutinized 1.n 
order to extract what appear to be i ts basic objectives. 

A summary or the report follows. 
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Van Zeeland ' s Renort SUillllln rized 

::;~rted obj ective of the re~ort : - " An 1nqulry into the possio i lity of obta ining a general 
~eduction of quotas and of other ob stacles to internationa l 

t~ de . 11 

I. 

1. C':>st acles t o internati onal trad e 

(~) Pr~velence in t ari ff eohedules of numerous particu­
!•r:i.;; i.;h <.nd effec tive duties. 

(b) A>use of admini~trr tive ~rovis1ons :- sanita ry regu-
1::1ons ; co~ple~ity of tariff schedules ; ant1- dum? ing . 

(c) Use of l~ ·ort quotas . 

( <l) S1.1dden o.nd violen t c hl' nf;e s in fo reign exchange r e tes. 

(e) Restr i ctions on ,;i1e inte rm t i one.l tra nsfer of funds . 

~ . Vr.n Z.et>l r nd ' s Ylro·>osed r ecoum1•nde.t 1ons t o reduce t i'!ese 
~>rt c l e3 t o trade . · 

• r::cono .• ic" measures 

(a ) Undertaking by govern~nts not to ra i se p r esent du ties 
or i.J >ese new ones. 

(b) Program of tTad~el r eduction of such duties a s are of 
r n ~ ::ce)tlonc.l c haracter . 

( c) r:e .;otiati o n of bil atera l trade e.VTe elllents based on 
• .noo t - favored-nation• olauee . 

(d) :!e o t ie.t1on of bila t era l e.ereemen t s t o r educe t he 
'1urnber of abuses of e.dm1n i strptive p ractices . When abuses 
r.r1oe t o u se t h e mach inCr/ of " j o int cor.li:ll t tees• and e.rbi-
~·nt1on awt.>.r d f or t heir settlement. 

(c) ~rndual eu?rression of i m?ort quotas on industrial 
oode. 
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"F1nMclal" measures 

( f ) Even t ual reestabl ishment of the gold standard, but 
"lt is pr obably too early to make any such at tempt • . 

( t;l Extensi on of tl.e Tripartite monetary undertaking t o 
incl ude all countries • participatinf in the effort of 
coll aborati on• , i.e . , Geroany and I taly. 

:levis ion ot t he Tripartite declaration in r.itich 
each country wil l define i ts our t•enoy in terr.ts of 
Gold (or some other curr ency) and p ledge themselves 
to l:eep fluctuation wi t h i n stated limits for a spe­
cified pP.r1od, except unde r exceptional circ ums t ances. 

(h) El1~ination of r estrictions on fore i gn lending . 

( i) ,\'•ol1 t1on l>y st:l.:,es of exchange control and clearing 
r ree:-~nts . 

(a) Adjus tment of external deb t s . 

( b) Settlement and consolid~ tion of c learing agreements. 

(c ) Provide e xtra hcllltles • with t i.e help, 1 f necessary, 
<:' l nter nc.tlone.l ins ti tu t ions• for mo'.>1liz.1ng t he bonds 
representing the c onsolida ted cle, rlnG agreements. 

(d) Provide s l:ort-terJll credits durin£: t he edJustment 
:-cr ied to c ount r ies wl:i ch are eli:.tin~.tln(; exch ange r estric­
tions . 

(e) Establishment of "a common fund" by t l'\8 i n teres t ed 
countries t o flnMce tr~>de daring t h e period of adJu stment. 

I!. 

orooosed 

:'he countri es wh icll now have s ubstantial exchan:,e restrio­
U·ms .1ust be offered advantages gr. rt enough t o ge t t h em to 
.,,~ llon t .:oee r estrictions . 
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~~ t 1nduce:nents e.re to be offered t o those c ountries? 

van zeeland a voi d s t h e responsibility tor recommendations 
but lists • some of the sug gestions elic1 ted". These i nclud e : 

(a) t::.nda tc system to b e made inter national. 

(":>) Acloyt1on of "open-door" policy in all coloni es . 

(c) cre-~1on of int ernat i ona l priva t e c ompan i es for ex­
~loi•~t1on of colonies . 

(d) 3arter of c olon i a l r ew ~~~e. ter i e.ls fo r puol 1c works in 
t'•e coloni es. 

(e) Strcn.,t :.enin6 intern· t1onrl lC'.~· e,ue.ranteeing privs.te 
p::-o;>ert y held in coloni el territory i rres!,)ec t1ve of nat 1on-
?l' t :r o~ o11nersh i p . 

v-n :eclnnd believes pol1t1cc.l sunrt•.ntees s ho·.tl d b e (;1ven 
t"••lO l'l.m.ncll:\l and econc .11c l'. ss1st:lnce ;:,1ven 1n t :1e e:<ecu t1on of 
~:11s ,ror;r" m shO\Ild n ot be e m;;loyed to serve wa r - like ends. 

::!.eco"' .,cnclr. tlons fo r i m.11ed i a te P.otions : 

1. A CO<lferenoe of r epr e sent o.t1ves of prlno1pal econoJJ1c powers; 
:nc-U•' 1"1~ C' C lee.st France, Uni t ed K1ngd~JCl, Un1 ted States, Germany 

Ii. ly . 

·' ·enda woulc contain followi ng qu~st1ons : 

(e) 'Are you agreed to te~e p~rt in e~ rtte Gpt at !nter­
n·tionC'l econooic coll.E.borr t1on?

1 

(b) •no you wi t;h t h i s obJect in vie•~ , e.ccept a s a be.s1s 
ror ~1soussion the cain lines of t~ present report?" 

(c) 0 \'lhP.t e.re t he point s, lf' any, v:h1ch you ·.~ould '~ish 
to ecr either omi t ted or et~. hl\s1zed" ? 

( d ) 11 \V!V\t points not mentioned 1n t h i s r eport do you 
think it de sireble t o include wi t h in the scope of the 
t>. t l;otnpt to be undertaken? • 

3. Cre• tion of a bureau whose chief function will ce to ask 
ec.c! country three questions : 

(a) Di "f1culties cet in t heir intcrne.ti onel c oonero1al 
relc. tiona • 
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(b) Uensures of assis tance wh1ob t hey feel entitled 
to eJcpect from other s te. t e s. 

(c) !lensures of assis tanc e which t hey are prepared t o 
r ender. 

-

1'1·epttred for the bccretary by Dr . l!hite . 
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CO:IriD:;NTIAL UNTIL PUBLISHED IN THE UORNING N<:WSPAPERSOF' 
FRIDAY, JANUA~Y 28 , 1938. 

QAU~TCN T~e following unofflclol tnYt of a report aade 

on January 26, 1938, to v~rlous European countries by 

~r . Paul Van ZPel and of Bel~ium le mPde available to the 

pr1&f in Washin~rton . Th is i s not an American Government 

~ocun:~nt and the a~curacy of the text is not ~aranteed . 

~r . Van Zeeland is making, the document available to the 

European press on Thursdrs evenin~. January ~7 for 

l''lbllcalion ln the morning pnJ)ers or Pri"ay, January 28. 

I . First part. Ir. t roductorl· 

A. Terms of rcferAnce . 

Ill a co>lnunlcntion dl'ted 3 April ll:l37, the Go•tern­
llCrl ta or Prance and of the Unl ted Kln~llor,, dld me the honor 
or ontr•Jstin~>: me with a m1es1rm conslettny, to quote the 
t~•t , of "an lnqutry into the poselblll ty of obtaining a 
ll:e'lcral t•cduction of quotsc and of oth~r obstacles t o 
int\lrMtional trlldP. . " 

In compl!llncc with tho t<'rms of thlr. mtmdpte, I have 
colloct~d th~ inf~t~ntion and su~~~stlons which form tho 
bo~y of this r~port . 

B. Frelic;inarv gu'>stlon: In1t~rnatlonal economic 
collaboratlon 2£ autarchy ·/ 

At first sisr~t. it would sP~rn t~at a ta~k of this 
klnd ll&AUces that one prellrnlnary quent ior. is already 
~ettlod, vlz., is it a useful t h lng t o develop intl'rna­
t\onal t~ado? Or, in othPr words, "Aro the m~thods, 
'·''. let. , tcken PS a •'holr, form thn Pyet..,m of 1ntr->rnu t1onal 
tr11~n , fundamentally pr.:: fcrablG to tho~" I'Utpr·chic 
t 'ndt'ncit1a , "'hioh, in vnrylng do~J:rc•ce , have lnppired 
~> ith<1r now th<Jorlcs , or n e~rl •'S of prnct1cnl measures 
tt•ken in numC'roul\ plllc1.s?" 

In my opinion, thnr~ can be no doubt whRtov'r PS to 
t'1~ reply . It ls thP r ,'ply v•h i ch follo"8 froo our rxpcrl­
~nco of th~ cr1siR as .-ull ns from our cxp,rl•mcc o~ tho 
P'rlod aubscouen t to t'1P crlPls . 

224 

The isoleted, div.::r<'cnt t~nd contradictory m.,Asurcs 
by whtoh the nations, ln the flrst porlo~ of the lr.te crisis, 
attccpted to protect th•'Cse h•os agains t it, nnd push off 
the burden on to thl'lr nelg~bors, hpvc only served t o 
Pr<'CiPlt~>-to it ~>-nd t o render it yf't more grievous for ell. 

No countr y wns s~lo to ~>sonpe t he crlai s, whatsoever 
~ny have b,,,.n its cea:1s, i tR resources, or the dcsrr eP. of 

D¢lf support" wh ich 1 t h11d r enchcd or r CtPined . 

In 
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I~ cortrin lr~c mPrk~ts, 1~tnrnntion~l trndc only 
constitut~e ~ Rnrll port1on--Fonnt1c~• lrea thpn t en 
prrcrnt--o~ thP!r totFl cc~~ocic nctlvi ty. Yet these coun­
tries werc juflt rs s cns1ti vl' rs nny oth<'r t o th ., 1ntcr nr ­
tlonl'l mov~mrnts, both of cr1s1s rnd of r ecovery . 

This doo~ not mnnn t hnt P stnto hn& only t o nl low 
1 t solf to drift wi th th·> ~em·rnl currnnt 1n order t o find 
prosperity. Hare, t oo , the eYampl es nre olenr : t hey show 
tha t it i s necessar y t o row a nd to steer sl<lllfully even 
to utitlze nnd to fo l low t he line of fnvo r ahle currenta . 

But 1t does moan tl:at no country c~n avoid bFI 1n~ 
influenced by gene r al moveroP.nts of t hn l ntornatlonal economy, 
"hethe•· fo r rood or for evil. 

Uurt we conclude then that 11utarchy 1s unet t P lnablu? 
Thcorutically , no . It is evi den t t hnt autnrchy iA out of 
the auoetlon cxc,.pt in c l nr ge n~t1an11l m~rkct, dominated 
by an oxc~ption~lly poPerful centrpl nuthority . If a coun­
try, which fulfllls thrs~ c~ndit1ons , "ishnd, at any pr i ce, 
t o lsolrto~ 1 tsol.f from t he r es t of tho •·orll'l--econom1cally, 
!'1nnnciolly, mon••tar ily--1t could do so , ot any rate to a 
·:ery l t• rgo I'Xtcnt , as the> P:<1stinll t echniqun would probabl y 
~nPbl~ it to do so . 

llut thnt i• not the questi on . It 1a rn the r " matter 
nf know 1n~ Ylho th<~r Auch r ·•l"1mP.-- thoor;Jt ion 11 y po~ s ibl c -­
v·oulcl 1n fnct b.~ bcttnr thPn t h<) othnr ; or in o thilr trrms , 
Ylht t i• th l prlco wh ich would hl"vC' to bo pnid for 1 ts 
r~nlhn t1on? 

Such " r rgi,=e i nvolv.1S--IlA it~ dofinl t1on nlmos t 
lopli~n--rn 1ncr~nse in tho r~nl cost of living , thn t is 
to ery, r lo~~rlng of tho Ptrndnrd of ltf~ of th~ poptua­
tlon concerned. Int~rnetionpl economic li~r is founded on 
oYch•nf"C's , Ph1ch only stt'rt or continue if the t ,..o pprtl.!s 
flnd them to the1 r ndvt'ntngc . Artifi c i nUy to lnt~rrupt 
th~sr currents ls to drprive thp country oonc~rncd of thnt 
Pdv•ntpg.- . L'or c r f"ort must br mnd'3 in order to rchirve 
th,• srr.te r -.sul t, or rPth!)r thr rr•~ul t wll1 prohpbly ·or. losr., 
V'hl' t rver ~'~"Y b" t h" :.ffort . 

In a~vnrnl old countrlns Yllth d~nsc po~ulnt1ons, 1t 
1s ~von doubtful whothor u nd~r nutnrchy th ~ pr cAont popula­
tion could continuo t o 11vn , t o what•oovor l nvrl of 
CXiAt cno() 1t mt(!ht ruslstn Haelf ; th~ r og lmr , 1f it wer e 
puahed to nxtrnmo~ would i n th~ long run bn 111'bl~ to 
re~ult au tomnticr:lly 1n e r eduction 1n tho number of t he 
populntion . 

l'll:n t hns been dc-mo:~strnted , ho\l'cvc r, by n whole s orica 
of 1\tt cop t o ln the direction of ~rcrtor economic independ­
ence , i A the r lnst i c1ty of the hoc~ mar~ot . P~rhnps the 
o~Roluto !m~ortance of tho 1nt~rnnt1onnl ~Prkrt had, in 
certnin crscs , br•n cxe~~ratcd . Whn t hrr thnt b~ so or 
:~ot , it3 relnt i ve t npo r tPncc pppcnr~ todry to bP ns grP.nt 
os P.Vc>r ; lt~ nrr~in~l influence i A rPal ~nd po~erful ; whrt­
ev.•r ~Y be tr.P r ole of tl:.• hoce ml"rke t , t'1~ foPt•,rin~~; of 
i'ltcrnrtio'lnl trPi•' cust r ennin pn el<'m,.n t of cnp l t r l 
i llpc rtpncc fo r oconomic prcep~rltY wi t ~ 1n th ' nntlont>l 
frontl"rA . 
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c. ~esults of the first tentative lnaulries . 

~c cust a~R~oe that these vlewa are, ln the long run, 
shar ed prpct i cally unani~ously by all statesmen o! the 
present day . In fact, t he pr~llminary consultations which 
I undertook enabled me t o ascertain that everywhere the 
m1se1on with which I had boon cntru~<ted would m(•et with a 
most eympe t hPtic r ecept ion . 

Ao r ~gard~> t he pr 1ncipt<J of collaboration 1n order t o 
roduco thr obetacl.~s to inta rna t1onal economic r e l nt1ons, 
not n s i ncle discordant voice was hoard. 

Th~ atti tude adopted in all t ho capitals has been so 
syepathut i o thpt 1t r evca lnd E<Omoth1nll: r.~ore than a mere 
polite, but platonic i nter est; 1t t ook thP form of an 
ncth•e 1ut t>r.1st 1n en ef~ort the r~>sultR of "'hlch could 
not fall t o bn benefic i al . 

But 1f this first reception wns thus fnr enco~rpgl~, 
t~c positive rcpctions, which I was pblo to r ecord, wer a 
l~RP co . I wn ~t anxious to olicit Porn~ concrP.tc suggestions 
an~ to coll~ct some practicnl proposnle i n order to place 
t n"r:l ~ldo by side, to compare thorn , nnd to evolve from 
thor; t llo rudir.on t a of a genarnl solutlon . I could not but 
not n , llowc•vnr , thnt when once tho f irst 11nd nmlnnnt l y 
fnvornbl" stne" hAa b~en pns~ed, tho ottitud<:~ , almost 
rov .wywh,·r~ . b.·came qur l lfi ed by 1\ vory mcorko~ r eserve . 
It acnmtld thnt nobotly wnntod to comrn1t hlma,•lf to advance 
ln any direction , h<' fo r <• be1rtr, cortP1n tMnt thc path had 
b~.-n tP.l<:Pn, or t hat. , o.t pny rntc, 1 t hnd bl'"n mcppcd aut 
by scv~rPl othr.r s . 

Bca1d~~. 1t mus t be rPco~n1zcd tha t t he numerous and 
di"~rsc probl r.~s, w":1ch e r etur n t o bc tt.-r international 
colll'bornt1.,n 1" bound to raise, nro clo,.cly int~r-t·elntcd; 
1n oos t of t r.CPi! probl·ms, prtot1oul aolu t1'>111' e,.n only be 
e.,nec 1vcd 1n connection with their cou~trrports in o t her 
J trocttons . OnP cPn undrrstAnd thnt stntcsmen hPsltotc 
to trk•J r. t~ • Pp for·•prd .,, t hout know in~ •h<> t hPr others '1'111 
r.:· ~<' thnlr enntr1but1on, end lf so , ln l"hrt form . So, 
t il<' first conclusinn , ••hich 1mmodirtrly on:arp-PA, in thet 
1''" Clnd our sclv f'ls confront'ld w1 th n g<•nurPl p roblem ••hich 
equnlly <lomrn<ls n r enc rnl Rolution. 

Tile follov·tno: , t hnr eforo , 1" the K"n" rlll lmproeEion , 
91h lch I (l:l•th,•r pd 1n thro cour110 of n large numbPr of 
contoct11 : 

On t ho one hand, every pcss1blo 1nt~rert, Pvi dP.nt 
~ood •lll, n dnf1n1te desire to collnbor rtA in P o:cnernl 
Bct1on directed to>7t> rds the development of 1ntPrnrt1onnl 
trr.dc ; 

On t he oth'lr !:and, ve ry ~~;rct> t r cs<'rve 1'8 aoon as i t 
cocrs to tr. ,. au~etlon of actually embnrkin~ upon tr.e str~e 
or ~rret1enl rol~ tions . 

Horcvcr, 1n1t1pt1vr· r hrve b11on t r k<' n .,h lch cr.:phns 1ze 
!l~nrrrl will to , d,·rnce l n t!·.p d 1ract1nn 1~dicPte<l ; 
con,: tructlv r" pu~g~"' rt1on e- t:rv~' lz."~ n rr.r 1o , f o r ln$tance, 

cy 
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by thr Economic Comoitter or thn LcR~u~ of Nrtion~ during 
its enaAion in Jun~-S ·pternb3r, 1937; by tho Intarnntional 
Chncbor of Comrn~rcr, in its Congress rt Srrlin i n June­
July, 1937; by thn cocnitten nppolnted by t hn LnRgUc of 
NAtions to study the problom of rnw mnt••rinle i n its 
report dnted September, 1937; et oetnrP . 

ijORido~, n who l e s~rina Of 8U~~OAtiOnR or of 
interesting ar.d helpful idal'.s havo boon submitted to us 
ln tho course of our many convorAntionA both eomi-officlel 
nnd prlvnto. 

If one tnk:ls Account of e.ll the num.-rouA elements , 
then it Aceme poAsibl e , with some chnnco of succosA, to 
~ttrmpt tO tRXO AC tion in t he direot 100 Of 1nt e rnPtiOOPl 
collnborntlon . 

I ~~vn done ny best, thPrefore, to collect A Ptate­
o~nt of proposals or Rug~~stiona which , 1f applied as A 
whole, rould, in my opinion, be or such n nnture as to 
guarAntee a fresh l~potus to lnternationpl economic r ela­
tions, and Y'hlch, in the l ong run, would provide 
1ndub1trble bonnflts to t hoRo nrtional ooonoml es which 
would nooopt the pro~r~ . 

• 
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II. ~e?ond !!!!.!!· 
The orinciMl di rect obFtaclel\ in the "BY o f !nterna­

t1ona1 mh and the means-for r ediicTiig'tliem. 

The fac tors which roost oer iously l'lreJudice interna­
tional trade ~re to be found, ~orne in the economi c sohere 
~rooerly so-cAlled and ~ome in the financial sphere. · 

Amon~ the f ormer, ! ~hall concentrate on three , vi z 
t a riffa , methoos of indi r ect 1"rotect1on, q•Jotaa . 

Among the latt~r, I •hall r efer to Pudnen and exces ­
sive exchange verietion~, hindranceP to caoital movements, 
and r eotricticnP on osyment. 

I ohall examine 1n tur n each of these ooints, and I 
•hall try to find the ~ethods by which l t • ould be ooss1ble 
to r educe t he obetacle " rhich they oresent to in~ernational 
~Elations . 

!· Economi c sohere. 

On!'. Tnrl ffP. 

In) Tho exist~nce of a ECner sl ta r i ff is not ln i t ­
celf t~ be included 1n a list o f the mol\t serious obstacles 
t" 1 ntcrnatlonal t rade . The a ver an"e incidenc~ of a tariff 
t nkcn an a whol e hsP it~ rco~rcullsion on int~rnal orices 
an~ eoocolally on the coPt nf or oduction; li t t le by little, 
1t lc e.baor bcd thr· r c ln. In thla ""f1Y, nt the end ot a C( r ­
•oln ti~e, n ou f~icient de~rc~ of vounlity nr oo~o~tition 
1~ ~st~bliehcd between home ~no forti~n oroducer s . 

But there ere certeln ch~racterl stico which oroduce 
ln the caEe of cuetorns dutle~ such harmful effect• that 
:hey consti tute a ~erloun , and in ~orne caoee an 1n~ur­
"'"untoble, obr.tacle to l.ntern~>tionel trnnPsctions. 

We must observe, flr~t of all, t~At the argu~ent Fet 
~ut above aonl1eA only in crscs ~here a tar iff ha" existed 
long enough for its incidence to hPV~ bcco~c absorbed 1n 
lnternnl or1ctG. Duri n~>" the whole l ntCl'r.>edlnte oeriod, 
the duties undoubtedl y ~ct ar. a klnd or brake, the force 
of which gr ndually lesscna but which in the mean~hile io 
l l oblo t o 1nterrunt or d1eturb normal or r egular commer­
c i a l currontA. 

On tho other hand, the d imi nu tion of the harmful ef­
~ecto ot a tariff taken i n it s enti rety doeP n~t extend 
tf' the damag1. caused bv duties the a:nount of .,hich io 
cc-nsldcr ably more than· the flveraorc inoidennc of ~he tar­
iff; theoo, lnde~d, conGtitut e a r eal end ot rmanent 
m~sourc of orotcction 1n the degr~e in Phioh they exceed 
t he avera~c l~vel of the ta~1 rr. 

For e xamole, let us take tho 1nat ance o r a tariff , 
the aver age i nc i dence or which iP ten oer cent: or oduct s , 
!n the co~e of • hich thtre 1o an imoort duty of one 
hundr ed rcrccnt, ~111 be erfectlvely and oerreancntly 
" r otected to the extent or ninety oer ocnt. It 1 R clear 
th&t dut1e~ of thlo kind mtt~ t be r ca-nrdLd aP r eal ob-
~taolcr to t r ade . -
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Finally , there a r e tari ffs which are applied to such 
n•~erou~ catc;ories of good3 , or whl ch have so heavy an 
effective incidence, or which are GO compli cated that they 
constitute, by thei r very nature, a real hindrance to in­
ternational transactions . 

(b ) What means are there of improving this state of 
things? 

There ls no doubt tha t a gene r al movement for the 
redu~ t lon of ta r iff dut1e s would aoou1re e symbolic s i g­
ni f icance , and would thus have a oowerful moral effect . 
Unfor tunately we arc bound to reoogni ze that a gesture 
of thl~ kind, however desirable it might be , doe• not at 
r-rcrent coo:e ••lthln the range o f !)OOPiblllty. 

But lf a pollo~ . consistlng from no• on~ard 1n a 
nr ogreoF1ve reduction of tariff dutie~. cannot be enter­

- t •n•d in actual condlt~ono, other ~caaureo could be ao­
~U~d whloh wnuld •u f f1ce to achieve the object at •hlch 

we art almimt ..,ithin the limitP o f a morL modest but mor e 
flexible ol an. 

It "Ould be necessar y and lt '"'Ould bE. oufflc1ent for 
gover nments to undertal~e on the one hand not to r nlse nor 
to widen the r s.n;r< o f t ht ir t a rl f fe and , on the other , to 
oarry out a gradua l r eduction o f such dutieo an a r" o f an 
uxcentlonal cha racter and the a:nount nr which la notably 
~;rcattr than the Ave rage lncldcnoil of the t nrlff. Such 
t r anoitlon cnuld moreov~r be embodied ln the mos t easily 
adaot~ble fo rms, 1f n~cc~sary even in oarallel declaratlons. 

. It ~ould be dc~lrable that another undertaking should 
oc gl von, o!: e. dif ferent charll<'ter, cover ing the sugpres­
alon o~ duties or taxeo, or ohibitlona or r cstr lctl ons affect­
ing the CX])Ort of r a• naterlala. 

S~ch un~ertak1nQ's are not or ouch a klnd es to r evo­
lut1r.>ni ze .:xi rt1n!' ai tuPtlOnP. ~·oreov<. r , t~ey could be 
acco:noan:cd by detr1 l cd pr~angemcnto whlch would cover the 
ntceooar,· trvna1t1-on su.ges. The undertaking: t o file down 
rhe ohnr o oolnta of a ttrlff could be ~nrecd-ovcr e certa in 
number of y.:~rs: the level f inlllly r eact.ed could be allowed 
to remnln above the avurage r ete of tho tariff, provided 
th~t th& oxcco~ over the ~vcrage did not , ln oolnt of fnct, 
r etain 1t3 nr ohlb1tivc char oot ( r . Flnvlly, the suooresaion 
of r ert r 1ct1vc mLP.eurc.• with rt:p:rrc t n "xoorts need not 
1rnnly the comol cte euonresei on of dutlCB, SO l ong PS thei r 
c.ffcct dld not in any •·Ry injure t ho general economic ln­
tcrcnt~ of imoort~~a . 

But aide bv s l oe ~lth ouch untertakin~e of a gener al 
<'h8r~otcr , i t aorear s thet, in the OrC~Cnt-etPtC Of af­
fa i r G, the ncgot1P t 1on o f b1late~al comr~rc1e l agr ee=ent3,· 
cared on the moat- f evor ed- nt•tlon oleuoe . rcma1n:l one of 
the most e ~flc-aclous ::~cthods for r <.duc1ng t Pr1ff bl'rrler s . 

The method hA! rtctntly been conolrtently aool1ed by 
c-ertn~n nountr1ce end lt hee oroducod indlsoutoble results. 

For in~trnce, no one would undereot1~~tc the effect 
"'hi~'h •·ould l:.c t'roduct'd--~1 ther dl r cotly, in 1 t s reaction 
on the two nt•tlonel economHP conc-erned, or lndlre~'tly . ln Regraded Unclassified
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ltB reoercussion on the whole world by the conclusion, ln 

8 
onirit of lntern~tional collaboretion, of a commercial 

ugreement covering a wlde range, bet••een the two great 
Anglo-Saxon communities. 

On the other hand, the moet - favored-nat1on clause, 
in the form 1n which it has been conceived and appl i ed in 
th~ year s followin~ the wer, has often acted, not a s a 
factor in r educing tariff barriers, but as a supplementary 
elc~ent of rigidity in this sohere. In order that the 
clause ~ay comoletely r ecover its favorable influence, 
more reaoect should be oaid to the soirit which originally 
incoired lt . In thie connection, among tho observ$tions 
which have bern luid before us, there ere eomc which seem 
t? bo oarticularl~ well founded, and ~hioh it would be 
o~oortune to adopt in fut ure agreements. TheAe observe­
tiona can be sumrnod Ul) 11e fol lows : 

The claus~ should remain, in o rinc1ple, genorsl and 
unconditional; 

Nevertheless, there should be orovlded an exceotion, 
sllowln~ 1ts apolioetion to be s~soended in the esse of 
countr ies whlch emolo~ inadoi sslble discrlminationa or 
•hich r~fuse to orrticlnnte i n a ~eneral effort aiming 
at the reduction of obPtacleF to intern1•tlonal trade; 

Flne.lly, it ought to be drawn in such a we.y as not 
t o obst ruc t the conclusion of grouo agrcvments or regional 
o~cts , eo long au these do not t end to constitute e die­
crlminator~ r egi me, but to lor£r trriff ~rrlera, and so 
long as the~ arc oncn to tho ace~Fsion of all those who 
arc ~illlng to acccot the co~bined obllgatione end advan­
Vgco. 

T~o. Indirect orotection. 

Under this general heading, it is uounl to set out 
certain oracticcs which constitute formidable hindre.nct~ 
to intcrn~t ional trade. 

(a) There are a whole series o f re£Ulstions or of ad­
minis trative oraot1cea which, by a restrictive interpreta­
tion or by an abuse o f regulations in force, result in ex­
cludiRg certain foreign oroducts. The best known exarnole 
lF the abuse of sanitary regulations, in order eomoletely 
to close the home market against verious agricultural 
"'roducts. 

Another method oonalats in exag~crating the deta!l 
or tPriffs and 1n elaboratlng s~ecif1cr tion t o Fuch a 
ooint t hat the r~gulations so dra~n uc ere Jn fact aimed 
against some lndividnal producer, while deceotively r etain­
ing tho a~neurance of being general r egulations. 

Finally, ono must remea:bcr ho" nft~n "~umoing• ill in­
voked aa e oretext for meaPur cs wt.ioh orove, ln feet, to 
be fatal not onl~ t o unfair comoetltlon but to all co~­
octltlon from abroad. 

(b) It is, of course, r lght end ~rooer tbnt each coun­
try ohould defen4 itself encrg~t1celly aga1n~t any "dump­
ing• r.c thods. It 1~ oloo necesttt.rY to ao~ly strlct 

.. '• ., 
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~ea~ures of safegua rd suoh as sanitary cordons . And 
·here are oa•e~ where, falling ~ufflci ently orecise 
aoeciflcetion•, the w1seet and moPt necessary regul a­
tiona would be eluded in an 1moroper way. 

~ 3/ 

The•e r eflections serve merely to i lluntrat e the 
delicate nature of the measures which we are here dis­
ous~ing ; but ln no degree do they dimi nish the nece~sity 
of r emoving the hindrances which , in fact, ari se from 
thei r misunc. 

(i) Here, too, lt se~ms thc t tho me thod or bilat­
eral agreements would, 1n t he circumstances , be the 
bee t rittcd t o oroduce r aoid result s , .,hether lt 1s a 
oucPtion of simpl i fying and stabilizing customs fo rmali­
ties, or of standardizing the criteria applied in det e r­
ml nlng the or lgin or place of ohloment of goods ee well 
Rs the value which serves as baois for the oaymcnt of ad 
\•alorem duties. 

It would be useful, if, in such cases, the negot iat­
ors would base themselves uoon tho international conven­
tions already concluded ln thi s •oher e end uoon the very 
de tailed otud!e• on these sneciflc ooints, which have 
been ollrried out b" the competent or gani zations and es­
nccially by the Economic Committee of the L<Ague of Nations 
nnd b~ the Interna tional Chamber of Commerce. 

(l i ) However, when it come~ t o anolyin~ the s tipula­
tions of oom~ercial trestle~ , or when we are confr onted 
by one o f theRe unfor eseeabl e caPeR suoh a s so often erl ae 
in buoinese l ife , then it 1• d eair~ble also t o r esort to 
onothcr more elaRtic procedur e , ~hich r eserves to the 
oRrticR concerned all neceesary liberty o f action, while 
or evonting abuses. For thi~ ourpose , it wnuld be ~lee to 
have r ecourse much more •ldcly t o the c reat i on of "Joint 
com~itteea•, the ooinlon of which could be invoked by 
cith~r of the interested oartiea lf he feele that r.e ha~ 
cause for co~rlaint avainst eome unfai r oractlce in the 
n~turc of 1nd1rect pr otection. 

Further, i n ca ses ~here thiP method of conci liation 
does not succeed, it would be doeiroble the t inter ested 
PtattR ahould undertake t o accoot the award of an aoor o­
oriatc arbitral body. 

Ther e a rc alreadv arbitral bodies ln existence ~"ho se 
I!'Ood offic es i t •·ould. be eaRv to utilize for this ouroose. 
Uent i on may be made among others of the "orocedure.for 
fri endly settlemEnt between stat tP of di f fe r ence• of an 
economic char acter• insti tuted by r esolution o f the Coun­
cil o f tho League of Nat i ons in 1932 and a l so the arbit ral 
court of the Intcrnvtionel Chamber of Commerce. 

Ae r egar ds eoecificPtions, in the absence of S9ec1al 
rcasono, it would be hi~hlv dceirPble not to go beyond the 
limi t s laid do~n in the- GLnevs nomenclPture; it ou~ht , lf 
neo~eeary, t n be ooFPlblc t o brin~ any case going beyond 
t hose limite befor e the nrbltral body. 

Thr et . Quotr .. . 

The uec of ouota~ a~oeArP f r om cxoericnoe to be one Regraded Unclassified
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of the moFt formidable obPtaclee to the develooment of in­
ternotlonal tr~de . As the years go by their a rbi trary 
end artificial character becomes more and mor e evident. 
Even • hen they have b~en fi xed according t o figures which 
corrceoond t o the level reached during a period of un­
r estricted trade, they remain harmfu l because they hinder 
desirable developments and or cvont lndisocnsable adJust­
ment~ . 

(a ) In the firs t olace I r ecomwond the suppression 
of i ndustrial quotas. Thi~ orooosnl docs not exclude 
t ho po~•ibility of spr eading out the monsures of suporea­
PlOn over a fairly long oeriod, ao thet nobody should be 
taken by surorise. Neither does lt ~xcludo the ~ORFibillty 
of replacing the quotas eit he r by t ariff dutlcP or if ab­
solutely ncccsearv and on a temnornry beals by •tariff 
quotas• . This latter method consists of noolylng t o one 
and the srmc oroduct e r educed duty for e certain auantity 
first looor tcd end thcrcnftcr n higher rrtc of duty to r 
qunntltlcs imoorted eftcr the first quotr ia exhausted. 

Fur ther, the suppre~Flon of t he ouotae •ould not 
orevent the AtPte concerned from maintaining or from re­
estebliahlng "'hatever me~>suree it might consider effective 
1n order t o r esi Ft 0 dumnln~~:• rne t hodl' . I n t hi s connection 
1t is 1mnopcible t~ overlook the eor ioue nr oblem conFti­
t utcd by the com~etition of countricl' whoPc standard of 
living is eo much lower than thP t nf their ~r1 nc1nsl com­
octi t or • that the nor~al condltlonA of intcrnar.1onal com­
r ctltion ere t hc:rcby clietor tcd: it 1 s c~nccllable that 
'!lca~u rcP may be nee ~ ~sar~· , 1n l'tr 1ctly de fl ntd cases , at 
least ln order to !!"1vt time fo r the: nt•c, aeo r y a~JuPtments 
tr> take nlecl w1 thout occe sinning drll~tic d1 sturbance a. 

On tho othe r hend, the ~tstt ~hlch suoo-c•Pes its 
auottts a')rtarF tnt! tled to d"•1and the r eduction or euoorel'­
eion of eny dut1£s 1mooscd by other state• a~ a r eorisal 
a~tninet Fuch auotaF. 

Finally, the suoor esFlon of ouotae by no means im­
olies the euooression o f 1nternet1onel car tels . Cartel 
agree~entl' oroceed from entirely differ ent conceotlons 
end ought to be treated acc~rdln~t to au1te different r ules . 
One might if neces~nry cont emolate the mai ntenance of the 
o••otae necessary to assur e the working of such 1nt~rne­
t1onal onrtels as conform t o the general interlet. 

(b ) As for agricultural quotas, they have often a 
sotcial charo.ct~r of their own which diStinguishes them 
from tho indust r ial ouotas. FirPt of nll, the r e are 
nume r ous casu• •·hert t he ecasonal or ocrishable nature of 
thc~e agricultur a l oroducts constitutes a dominating fac­
tor; at a given moment, to im~ort unlimited quan~!t!ee of, 
for i nstance, veget eblcP o r fru1t P would rtault ln ~he 
oooolctc r uin of a w~ole cat egor y ct nP.tlonal oro~ucera. 
In Ruch cases, the n~trlcultur~l quotas c~n be r~garded as 
aiolng n~t so much ~t e ouP.ntitr.tivt l lmltPtl on as at an 
orderly r egulation o f imoorts throu~hout the yeP.r ln such 
R • t y n~ to ~~Lc comoct1 t1on norm~l . 

s~·idc~. the conditione rhlch orevell 1n ~gr1culturc 
r r• occulior. In times of oriels, s~riculturel ~reduc­
tion crnnot ada~t itself to the contrAction of demrnd with Regraded Unclassified
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the &ame elasticity as is poePible with indust~ial oroduc­
tlon. Often inde~d. in order to meet the fall in orices, 
the agricultural community sho~s a tendency to increase 
the volume or its oroduction. A conaiderable surolus has 
t o find outlets abroad. The number of free markets dimin­
ishes. Those which remain then find that they a re being 
s•amned b~cause uoon them are.conccntrated all the efforts 
made to disoo~e of these oroduots, many of which are 
perishable and consequently have to be sold quickly and at 
anv or1ce they can fetch . Here, once again, we become 
oware of the character of reoioroc1ty or of generali t y, 
which the solutions contemplated muet necessar ily oresent, 
i f wt wish them to be oracticablc or aco~otable . In a 
ca~e or this kind, the abolition or the quotas in quePtion 
mu st b& undertaken by the statcP orincioally interested, 
oractlcally simultaneously. 

To put it ehortly, in the agricultural as in the in­
dustrial Pohcrc, the tendency should be in the direction 
of suooression or reduction or ouotas. At any rate, agree­
ment ought to be reached thet no ne~ quotas should be im­
ooscd, and thPt no existing quotas should be tightened uo. 
At the same time certain reservations arc rcquir£d in the 
caPt of a~ricultural quotas;quotas affecting seasonal or 
ovrishablc oroducts might be retsin~d. but they Phould be 
made more flexible with a view to soroading lmoortations 
over aoorooriRte p,· rioCi s and not to rostrictl ng them ab­
~olutely; further, it might h&O?Cn that in oxcentional 
ci r cumstances, in or der to t~ko account of th6 conditione 
ocoul1ar to ngric11l tur~>.l orodvotion , oarticularly the dif­
ficulty of ro•tricting nr oduction at a given moment , 
transitional measure s mlght nrovo necessary and orooer, 
oonding a fundamental solution or tho oroblom of oroduct1on. 

~ · rinencial sohere. 

or all obstacles to international trade there are 
none more harmful and more rormidt>ble than thoee which 
arlee either from monetary disturbances or from restric­
tions regarding the transfer or ceo1tal or of commercial 
ooymen t s . 

One. !h! obstacles. 

(a) Sud~en or violent variations in the mutual rela­
tion of currencies r un the risk of int~rrunting the normal 
currents of trade end causing rinancial movomcnts along 
abnormal channels (hot money) at any rate during the 
noriod whilL internal nrice~ arc adapting themselves to 
the new monetPr y oarity. Uncertainty ln thls soher e is 
a vtry grav~ i moed1ment t o the conclusion of business 
onernt1ons ovt r any orotraotcd oer1od, ae • ell sa of the 
credit ooer ntions necessary tor their normal execution. 

(b) ~ePtr1ctions regarding the transfer o f funds, 
even when they are limited to =ovement~ or a financial 
character, deor1ve 1nttrnat1onal trade or the e•sential 
SPP1Ptance or c redit facilitiea whether on short, mldCile 
or long term, ~1thout ~hich such trade cannot develoo 
t ully and •lth certainty. 

But these difficulties, real and ~erious as they are, 
a~oeer alight in comoarison with those which arise from Regraded Unclassified
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orohibitions and restrictions of commercial oayments. 
ThePe intr oduce into international economic relations an 
element o! abPolute rigidity, which render~ imoos~ible 
mnPt of the e~ontaneous adjuPt~ent rhich is so necessary 
to the normal functi oning of the Pyatem; in oarticular 
they deor lve commercial r~lationa of their triangular or 
multilateral character. 

In oreeent c i rcumFtnncea, it seems that t he continu­
ance ot exchange control eyetems and of "olePrings", con­
stitutes one of the most serious obstacles to the develo~­
ment of international trade. 

!!g. ff£! can this situPtion be remedied? 

(a) Let us consider first o f all what can be done 
t o reduce or to GUooress the element of ln•eourity in 
m~n~tary matters. 

Admit:edly the be~t policy would b~ to reach a defi­
nite solution of th£ oroblem of the intErnational monetary 
etanda-d. Such a so l•Jtion .,ould have to be sought ln the 
rec~tablishm~nt of th~ gold standard, though on a con­
ridtrnbly altered basis. Sut ae yet it is or obPbly too 
ca rl:- tn make any such nttcmot. It would only s•lccecd lf 
we could fin~ thPt a whole series of conditlons hod fir st 
been r •nlizcd such 8S would oe~it the return of a suffi­
cient degree of international oquillbrium both in the 
economic nnd financial sphere~ . Now, thil! Pi tuRtion can 
only come about, ~o it seeme to me , as the result of 8 
~rolongod a~nlication of intsrnational ngreementa in both 
these spheres . The final and definitive solution of the 
nroblem must therefore be olaced not nt the bEginning but 
at the end of the effort of inte rnational coooeration 
t nwards which we are aiming. 

How~ver, we must find Pomc interim solutions. Ther e 
is on~ which docs not anpcar to raise insurmountable 
dlfficulticP, and •h1ch, V'hile we await the hour for the 
flnal oolut1on , should eufflce to orovi de oract1cel as­
surance or monetary security for International transac­
tlono. This would con~ist 1n the rev1sio~ and extension 
of t he agreement reached in the form of a tripartite dec­
laration by the Ur.1ted Statce of America, United Kingdom 
nnd France with the adherenct of Belgium, the Netherlands 
and Switzerland. 

Thl s agreement should be adapted to the ne•• condi­
tions and extended in such 8 way no to embrace all the 
countries oert1c1oa tin~ in tho effort of coll8boration. 

The oarties int~r~Ftcd would agree to ocfine the re­
olorocal nar it1es of their ourrcnoi~e, in relation to 
each other , and ~ould oledge themeolvca to keco any 
~vcntuel v~riatlona •lthln o~rtain limite. The under ­
taking should extend ove r a o<rlod lon~ enough to free 
current co~erclal oo~ratione frox any monetary risk: 1t 
rhould be for nnt year or a t l~ast for six months--or ovlso 
being made tor oulte exccot1onAl eircu~stPne£e, a charac­
ter oractlcally equivalent to thrt of~ mPJcure. 

The dec i sion to f ix the l £vcl at which the nPtlonal 
ourr~noy would be exchanged for fore:i~n moni oe clearly i s 

8 
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a =otter involving the sovereign action of each state. 
ru t, in a balanced inter netional economy, there are obli­
Rations and limit~tionP which eech etate must acceot, pnd 
duties which each s tate has towards o thers. In order to 
be a fair one, the solution, once again, must be found in 
a general agre~ment. As for the form of such an agree­
ment, there would be no objection t o its retai ning the 
very flexible one of joint dcclar~tions . 

The or oblcm, mor eover , has lost much of its ext r eme 
d1fflculty. Most cur renc i es, after the devaluat ion 
oo, r r.tiflns resulting f r om the crisis, have recover ed a 
relative equilibrium both as r egards inte rnal as well as 
exte rnal factor s . Prudence advises us to r etai n this 
equilibri um on an empirical footing. 

On the other h~nd there remain at or esent certain 
countries which have not yet reached thi~ stage; general 
a~reement could be reached as t o cer tain criteria which 

p-~~~·=·ould enable us to oet~rmine, • ith suff icient accuracy And 
an atmosohere of fair play, the level or monetary 

equilibrium, internal and ext er nal ractor P being alike 
t ekcn into account . All that io rcouircd i s the exist­
lOCO or the will or the desire t o arrive at a solution. 
Thi~ will, ho~ever, 1s of caoital imoortance. Each coun­
try must, above all, r ely on it Pelf: it is for each coun­
try t o t Ake neces~nrv action anO ~8PP the necessary meas­
ures which will make oosPible its onrtioinntion i n i nt er­
n~tlonal ac t ion. It has the ri~ht t o exncct of the other 
stu t £ ~ that they w1 l l not confr ont i t with artificial ob­
P t acle~ , and even that they will aw~it a general attitude 
i n confor mi ty with the rtquircmtnta of a P1nc&re spirit 
or intcrn~tional ooll~boration. But the dto1s1ve effort 
1s cPscnt1ellv t he rc~Qonsloility of tho i ndivi dual st~te 
t>nd of it ~lone . 

Further, as soon ~s the lnternPtionPl circuit hes 
been r ccPt Pbli shed, it is nrobablc thnt P whole series 
or our orescnt difficultie s , and csncoial ly those -hich 
nav. t o do •i t h c r edit, would soon find an easy solution, 
thnnks t~ the no~al intervention o f orivnte initi ative. 

(b) H~ving orovi aionally d~alt •1th th~ quest i on of 
monetary secur ity so fa r cs fortign trade i s concerned, 
~' no~ come to the disadvnnt~e~ prc ~cntcd by the vari­
ous tynes o f r estriction on tho transfer of f~nde from 
one m~rket t o another. 

( 1) As rcg~rds movem~nt e of a f1nnnoinl nature, it 
i s not only t he debtor mrrkete which hr vc edooted such 
measur es but also the credit or markets. The l atter by 
forbidding or r estricting foreign lending--and pnr tieu­
l • rly loans by means of oublic J epuce --hnve de~rived ln­
t ern~tionnl tr~dc of a vnlurblo suoport. It is exe~ed­
ingly dtsi r nble that t h i s pol iCY should bt elter cd in con­
formity Ylth the other mt~suree ot international coll~borr-
tion. 

(2) But the nrincionl difficulty obviously nri scs 
from the 1mooeition of exchenge contr ols and from •clcPr­
i ng• systems. 

In this matter the only attitude which would 
corrcsoond 
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oorresoond with the errort or international collaboration 
nt "h1ch we are aiml ng, and "h1oh •ould enable a cou.ntry 
to reeume its normal olace in the frome•ork of the inter­
national economy ie the renunciation or the eyetem in 
question , that 1e to say, the abolition of exchange con­
trols and cleer1ngs. 

Such 8 measure must or course be intro due ed by 
etages; it is only poeeible if 8 certain number of pre-
11m1n8rY conditione are r ealized and if orocautions are 
taken to ease the traneitlon. 

Th~ recourse to clear1ngF i s a consequence, direct 
or indirect, of the cetabl1ehmcnt or exchange contr ols. 
The latter arc themselves the result of n state of dis­
equilibrium between the national economy oonctrned end 
the international markets . To atttmot to got r i d of ex­
change controls while allowing th i s di sequilibrium to 
oersiet ~ould be a waste of labor. But the measures sug­
gested to us, both i n the economic and in the monetary 
sohere, are d~signed precisel y to f~oilitate e return to 
equilibrium. To thie end measuree must be teken, of which 
many dcoend solely on the wi!l and the decision of the 
stnte concerned, but some are &leo deoendent on the co­
ooeretion of other stetes. It is in this etmosohere end 
these conditione th~t the freelng o f th£ exchen~es might 
be end should be induced . 

If the nbJect at which we may aim ie a return t o 
comolete freedom or all movements of f'unde, it is clear 
thet whet iA mo~t urgent and imoortant ie to free commer­
cial t ransactions them~elves and the settlements to which 
they gl ve ri ae . 

It ie easily conceivable that, in certain cases, 
~easures of control would have to be maintained, at l~aet 
temporarily, in order to prevent caoi tal move~ents which 
mlsht endang~r equilibrium after this had been restored. 

However tha t may be, the firet and moPt urgent eteo 
1e to br ing about the aunor esslon of all restr ictions on 
oayments for merchandise. 

Whether, however, it is to be carried out in one or 
in several stngen, the auoprcss i on of exchan~c controlA 
requires that the past should first be liquidated. 

The liquidation of the past lmoliee an agreed adjust­
ment of external debts which weigh on the country, ae tar 
ao may still be neceseary and warranted; such adjustment 
should be carried out on conditions, with regard to inter­
eat and amortization, which should take into account modi­
fications which may have arisen in the respective situa­
tions of credltor and debt or; and they must also take 
into account the general purooees of common interest to 
ell which the mcneurvs studied in this report are de­
signed to oromote. 

But the liquidation of the oaot, also end above all, 
implies the settlement or the clearing arrangement . In 
thle connection we must diPtinguiah between, on the one 
hand, the arrears which arlee out of old c redits com­
oletely immobilized and regarded as only oayable little by 

little 
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little 1n the manner of a sinking fund on a long term debt, 
and on the other hand, the ~lances on current trade and 
the current flnenc1el debts nrislng out o r recent trans­
actlone which are due to be oaid in full and without any 
long delay under the o~eration of the cl earing itself. 

For the arrears o f the firs t category I oropose t o 
r ecognize r~alities and to have recourse ae far as pos­
oible to consolida tion. It seems to me that any attemnt 
t o toke tho other course , ln ao f a r as it may succeed in 
expcditinE the liquidetion of these heavy debts of the 
oast , weighs on t he pr esent by r educing the resources 
which the debtor country could use for imports of goods. 

In ell cases in which such consolidation mi ght pr ove 
orecticable, it should, however, be carried out in a form 
which would make it possible to guard, to some extent, 
against the difficult i es which it might otherwise entail 
for the creditor firms . 

To this end, it would be desirable in par ticular 
thnt the bonda issued to the creditors by the debtor 
state should be expr essed in the currency of the creditor 
et the par ity fixed in the exchange agreement . 

In addition, it would be well to envisage eome kind 
or ext r a faoil itie~ for mobilizing the bonds fo r com~er­
clal pur poses with the hel p, if noccssary, of interna­
tional in s titutions. 

Aa r egards the ot her arrears of a current nature, 
theM should be treated in the same ••ay no the new debts , 
••hich will be incurred uni!Er the rest ored regime of 
freedom . 

The oast having been 11ouidated in this way, it would 
be desirable to ease the transition. For this pur oose it 
would be nececsary to orovide those countries which have 
been freed from re~trictiona, ~ith aoorooriate facilities 
which would remain at their disposal during the oer iod o r 
adjustment. 

These c r edits should enable them, on the one hand, 
to afford tho necessar~ suoport to t hei r exuort t r ade, 
end on the oth~r t o finance a nart of thei r impor ts--at 
l east at the start . 

It would •eem oosAlblo to secure thi s object to a 
certain extent by an agr eed ex t ension of the mGthod of 
reciprocal credits recently instituted by the Bank f or 
Intornatlonnl Settlements . · The banks of iS$UC ~ould open 
t hrough the Bank for International Settlements c redits in 
fnvor o f one anoth~r in the national curr ency o t' each of 
these. These credits would be used to finance the ex­
change of merchandise bct• een tho countries concerned. 
Tho exchange risks entailed by these credits can be set 
off ega1nst one another in so t'sr aP the trading opers­
t1one balance. As reRards the re~alnd~r. the ri sk eight 
be ln pert covered by- a multilater al clearing carried out 
by the Sank ror International Settlt~~nt8 actin~ S8 c lea r ­
ing agent . 

For t he balances , thet 18 to • ny, the amounts which 
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the Bank for International Settl ements could not cover by 
ol e~ring, it would be advisable to have recourse t o the 
rnr,.a rd exchanlle markets ••!!ere these are act1ve and broad. 
Elsewher e , it ; ould seem advisable t o nttemot to se t uo 
f orward exchange markets whose t~rms would not unduly 
burden oornmerclal transactions . 

For the f i nal balances which would not be covered 
otherwise , it ••ould be necessary t o r equire a special 
obl i gation the oayment of which would in the last analysis 
have t o be made b~ the debtor otato. This risk would in 
an~ ca~e be slight and of a temoorary nature. In practice 
lt would be quite a negligible burden. 

But apart from this system, 1n consider ation of the 
general advantages which the freeing or co~~ercial set­
tlements would bring, and in consi deration further or t he 
fact that this freedom •ould be bas'd on the measures 
adopt ed by the interested parties to r eestablish the ex­
ternal equi librium of their economy, it would be aopro­
or iato that united effort should be made by all the states 
pr epar ed to Join in a orogram of i nternat ional coooer at i on. 

~~ong the suggestions brought forwa rd to give effect 
t o thi s i dea , there ls one which appears to me to merit 
soo~ial consideration; thi s in the posalbility o f estab­
liGhing through cooperation of all these s tates, a common 
fund, the r esource• of which might be applied, under ap­
or opr i a tc condit i ons, to faci litate tho financing of 
legitimate trade operations during the period of readJust­
ment . 

It seems to me that the international organization 
designed to assume the direction of such a fund would be 
the Bank for International Settlements. 

The activities o f the fund should not 1n any case 
ovcrlao or compete with those of existing institutions 
and o rganizations, wh~se bus1nes~ in normal times covers 
the f inancing of commercial oper ations. It would come 
into play only in special cases, t o fi ll permanent or 
temporary gaos, where nor mal methods p rove insufficient . 

It may be added thPt, in thi~ sphere , more than in 
any other, it 1s highly pr obable t ha t the necessity for 
thope oxccot1onal methods- -useful and, no doubt, ind1o­
oenaable during the period of transition--would very soon 
dlaapoear . If the inte rnat ional economy were to recover 
ito vigor and flexibility, private institutions ~ould 
quickl y rc eoond, in the majority o r ca~ua , to \h£ noroal 
needs o f buoinees on almost all tho 1n~~rnat1onal market3 . 

• 
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I TI. Thi rd cart 

General condit i ons Necessarv f or Success 

I a= convi~ced that the l oyal and gener al aoolica­
tlon ot a pl un co~posed of su&gesti ons such as havp Just 
been outllned mi $;ht result in givins a new and consider­
able loo~tus to international trade. 

But if I were to conclude my report at this poin t 
I ~ould not have fulfilled the essential part of my 
ml oolon. 

Indeed, the important 1natter ls not to provide 
theoretical definition of the d lfflcultl e s, nor even to 
indicate the channel by the appll oation of wh ich they 
could be solved. The main point is to suggest methods 
which hnve some chance of being effeotively adopted and 
of lead ins to concrete r esults. We must therefore push 
our examination rather further, so that we can discover 
thl conditions in which such measures as are recogni zed 
as being us~ful o r desirable will have a chance of bei ns 
effect ively appli ed by the gr eat majority it not by the 
total number of the inter ested couotrie o. 

'Ne must, at this point , admit the conside rable diffi­
cultiPS which cu=be r t he ground . If we consider the politi­
cal plano, reasons to hope !or a r apid and cordial r aporoche­
ment appear slighter than at a ny momen t since 1918 . 

If w; olace ourselves on economic plane, it serms 1\t 
first siyht as 1f the moat f nvor able moment for strictl y 
&conomlc collaborati on we re past . The general check in 
the r ecovery movement, and the opocial economic difficult i es 
of cert:>in .;;r ent countri l's , a1·e once again bringino: back on 
to the progr nm scheme s of national protec tion, which bear 
a rcmar~ablc likeness to tha ufforta or the crisis. 

In the course of the last few months I have several 
timls had to modify the provisional conclusions w~ch I 
'lad reached . I hl\ve postponed the subCil.ssion of thi s r e­
oort 1n the hope of collecting fresh indica tions or of wit­
nr.osiOR the ~ppearance of more ravorablu circumstances. At 
one mom,nt , seeing the obstacles oi ling up, I asked myself 
wh., ther it were no t preferable to P'ive up attemp ting at the 
cr.Jsen t rnomant any maJor effort of collaboration in the 
Aphc r e of interna tional cco~ooics , and t o a Pnit a screner 
ntmosphc r a. 

~ut, t aking al l in a ll, i t oocmed to me t hat euch an 
attitudo woul d hnve been sterile a nd even dnngerouR. One 
has never t he right to renounce nction or at nny rn te to 
runounce attemot<>d action. No e ffort is eve r comoletely 
l ost, even if it docs not succee d all at once . 

On the other h and, the p~roistence or a general situ­
ation, wh ich i s very co~fused end bri etles with contradic­
tions, would incur the 1·lsit or very seriou s consequences, 
bo t h in the ooli~ical end in the ~conomlc order. ~ore and 
more numerous ere they w~o t ake aocount of this fact and 
dr aw thr conclusion that a r ap i d anO orotound r eaction is 
necessary . In such conditions, th~ moment i & perhaps favor­
a bl e , in spite of eppenranceo , t orn ntw a t temot, based on 
reason nne common ~ntereat. 

Le t 
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Let us t r y, t '·erefore, t o fi nd the way for a pr ac t1-
cnl solution, .. 1 t!lo\: t ,.;olng beyond t!le llml ts of thla 
oiosion, whlch 1a of an economi c character, by pretending 
~~t it can be artificially i solated from the political 
fActor~ which surround it and which i mpose uoon it their 
concH tiona. 

A. ~ exac~ oos1t1on 21 1b! problem. 

T'Je first reflection which occurs in th1~< connection 
in that the difficulti es which we have just been examining 
all interlock; in the anme way t he solutions which we have 
our; eoted are clonel y interdependent. Tariff policy, ex­
change control , capital movements, stabilization of cur­
rencies , quotas, clearings, et cetera, nre closely con­
nected pr oblema . r ne cannot hope really to solve them 
except by means of a oo~prehensive solution. 

0~ the other hand the attitude of a number of coun­
tries ~a do~insted by tte poli cy or certain great powers 
wc.ose economic influence i a a determining factor either for 
tho world aa a whole, or tor certain parts o~ it. It is 
n.tcessnt·y th.;n, ln or der that any solution should achieve 
lts ~xlmum ~fficacy, not only thnt it should cover t he 
whole network of ii: terlocking dtfficul ties, 'out also that 
1 t should uni tt- a vrry l arge mujori ty, H not pr actically 
••11 of the nntion,; concerned. 

But international trade ia not an end in 1t~>elf, it 
is onl y a means cl irected tow~.>.rda Rn end . Thi s enci cannot 
be othor t han t he improvement of the stnndard of life of 
t;1e masaes , the incr ease of the well-being of t he !)Ooula­
t1nn. Unde r our present or c.an1zat1on t his end ls pursue~ 
by national entitiPs . 

Het·e w'l r£ach the "&art of t~e orobl em . In or der t o 
diminish the 'obstaclea to international trade and to restore 
to it n cegr ee of flexibil ity which will allow of its d~­
velopment , lt is ~~ceasary in particular to induce many 
C0\1Dtr11'o to m1 tl;;a te or to abanOon tho measure a of pro­
t•c t1ve ~elf-sufficiency w~1ch th•y t~vc ado9t~d ln d1ff er­
e~t d~;rc~a and at dltterent times, and to return to a cor e 
com9lc t r, ayatem based on the lntornat1onnl division o f 
labor. But these ruolaaurea of no t ionlll protection were not 
r~ eorted to ligh t lv or fr1volou o1y, and 1f the countries 
Pl'Otl'c tod by the'l\ still r etain today t hO armor whlch thPY 
f ~lt bound to put on, it is no t wl thout ll8r1oua r~aso~a . 

We must therefore mBke our dispositions ln such a way 
thnt t he new svstem sh!\11 offer t o all oart1c1catoro ad­
V~>nteges £r<!a ter than t l1ose of t he position in· which they 
now flnd themselves ; and at the enme t1me that the transi­
tion from one sygtem to the other way be bro~bt about with­
out danger , anc even with immediate advantage. 

As our task l s above all to achieve practical resul ts, 
lt ie not necessary to enter 1nto a lon~ analyeis of the 
r .. aeone wl:1ca !:ave oro'lol:ed all these measure a of national 
pr ot t.otion. Nt~vertheless, lt ie n~ceaRary to underline 
cer t &ln characteristics of the pr esent situat! on. 

Once morP let ua ecohasi~e tho f uti l ity of the aroi ­
t rnry distinctions ba aed on v1ews or arguments of a n ovcr-
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e1~c11f1ed n~ ture, ln t~e l l fht o f wh i ch atte~pts a re 
,:'\de 0 dlvlde t '-,p n&.tlon~ t nt<' dh·t l nct rroups. :n f a ct, 
~e do ~ot flnd en ~ne side stat en devoted to a policy of 
cJo~;lete aut'U'd'v and on tLE' o tll' r aide f&l t h ful to 11 
8

tr1c t ob~er•1ance of 1ntE'rnat1onal 1 ree t rade. If r.e tto 
teyor.d 'lp~ca r·ances tmd r <-fuae to oe ostlf'fied v:1th verbAl 
d1A·1nctlor.s , ... e cannot fall t o notr t ha t on the on~ hand 
all stll t ea, one a ftvr anott.l' r, have hnd recourse to measur 11a 
or t hei r own , oil fe ring widely in conception a ne effect, 
tu t 1111 insp ired by th<) idee of nati ona l pr·o t ~ctlon; while 
on the o t h r i'lBnd th~Jy have all cont1nw>d and mt:st continue 
t o nubmi t to a sys t em of internc. t1onnl Pxchnnp:c . 

Mov~m<'nts 80 ""nera l and r.o pronounced miJst without 
douh t hll'le a derp-s~nted onus<} . Let ua r ,•co,;rnlz!' tha t 
i nt .; rr.ntional ,· c onooic r e l atione ar<' t oday on a v~ry clffc r ­
ln t ros ld f r oc t nosc of thE' po.> rlod bt•for~ th~ war . F'crm~r­
ly lr.tcrnatton•.l exchF-n"<'S we re oxohr>n~as E'ffected a c•·oss 
t r :mtltrs b( twLer. lndlvlc ull l&, Frlva te flt'C!S or prlvl' te 
l"'l t t'r< sts. To.:~>y 1nt<:r:"la t1o:·,,l economi c relnt1or.~> nr c 
• k!nr o~ cor~ r~d mere a ch~r~ctcr ot exchnngcs b~tr~en 
'co:1o:.1c un1 ts oonst1 tutcd b;,r :he stl' t c a the!ns••lves . It 
is ~n;l' tr.llt th: pnrt pl"'lyCd by th_, rorlvntc fir ms nnd under­
t 'dn's w!· lch op. r nte on a1til ~ r sldt.l as t!1e connr ctlnl"' links 
ln commcr c l nl c xc!1'\~cs re~alna without except ion an rsscn­
tl. l one , but in 1e tFrminlng tht. flow of t r ade conslcer ­
l't l onr of n1! t ::m·.l lntcr ... st nrc (' Gsum1n~ more ano r.~o•·e 
l:noorto.nc" ; t••nns~>.cUons : re evLr:J ~1'\Y more 'l:"ld more dom1-
nnted by decisions ewe nut1n<· fi'Om the co~stituted author1 -
U E' u sncl inspired cy e. n·•tlonl\1 economi c polio;; . That ia 
a fnct whlch we n.us t t aK..! 1nto c~ccount . 

Th~ tend,m cles wh l:::h a r e drivin~ etn tes tow'lr -l s a 
1 N t ter del r ea of <!conoJtlc autono:ny nrc bneE'd on widely 
d.ln'e rln,· conslcieratlons . Som ... o f t l'e s<! t~ndencl~s a re 
c.~::-, ly oo1Hic•l 1n t r.c lr or1,..1n: ot!'t: rs r re o.-,s<C:l on co"l­
al !.J•8t1ont.o ot a :>Oclnl orcer, a:uch r s t he proi..lE _,s of ~:o­
olJ;·o.rnt o r of t'-" te'•.ctublll ty of labor; o t hP.l'F a"" i n 'Ire 
l':.:c tc .>urcly .:con,mlc nnYlctl s . 

A.:long t'> l:> t;:;~r t il" l'< 111 on •~<1" 1e'1 ls lo•1<0ly lnvoO<ed 
lr. srvernl countrl.:s ln " hlch htl effort 11' b~1 !1g ":JRd<· to 
3\l 11~1 tut~ syntil< tic raw "'r t c r it ls f or t h< corresponding 
r.• tu:·t> 1 pl'oduc ts, '\llC w'lich :n·:y t>c sum:nu,·1 ztJ tts follows : 

• If t h< cour. trl .;> s which ur..: J:-rod~:ccr a r.nd export, r s of 
r'\W oi'\1) tcri -.l s r efuse to t uke pn~·mcnt 1n m~r.ufac t., red P'OO<i B, 
o r plnco obstucl "& in the v·ny of ,,ntry of such goodf into 
th'! lt· own coun tr~ , t h r coun tr1ec which nr c lmoorter n of 
t hJ • ~ rna t ... rlnlu find thc;ntl~ lv" R obllF-·cd to g 1vc up b••;·inll; 
t'l,•"l , or at l f'a •t to llml ~ thdl l' purch~s!'s e.s much an ~os ­
ci oh ; t !"l•'Y rr.ust t :ms d.:>votc thl' ms~lvLs to flndin~ other 
oo•• :·c~s of t~ .- R. s '"' " or oc.uc t n or look for proo:lt:cta vri:l ch n;.~y t•·k~ t l • .: ll' pl !iCC , csp .. c1elly aynthc·tlc products. ThO 
pro t , o t1on1st policy of t h, countri <'11 w!>1ch qr c producer s 
ot r e ..- .nntt>ri 'll F thuR re·tc t e np1.1nnt t't<!m;c l ves 1'\S ,-,rll •s 
C<' l'IL d<~"lUolr.r: to t hoe< who wer .. cot:n t ed noon;:: their t r 'ldl­
tlo:v. l CUBtO!:l~r&. 

h t t he sv.~c tl~ it mus t be added th~t this 11r.e o r 
~l"uo:e:: t, t hot.:.;h :ro: r eJ.;;c t E'd in cr1nc1? 1.: , ls r c(Ar ded l n 
o t .H r qu'\rters r.s outtin~ thd o1·obl!'::l ln r.n c•"rs1-:>!!'l11'Hd 
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ror~ or eve~ as rev~rsin~ t~P true o r der 1n the alloca-
t1 ?r. of res;x>nsl b 111 ty ; accord! nil to tills view, we are 
tn the presence of a vic!ous circle brou~ht about 1n the 
r1cst !~stance by t he reduc tion of the i mcortation or 
certain staple world pr oduc t s by countries which f o r merly 
i::llor t ed the:n . 

Howtve r this nay 0e , in epite or thr rava~es of the 
lan t cr!s1 a , ln ep1 te of thil profound mouificatlons which 
tho lntJrnatior.al economic s tructure has under gone , in 
~oitc of t he increasing diffioulti~n of al l ~inds wlth 
whlcli W ni no SA rr.~n are faced , in t erns tlona l couuner cial c x­
chu~pc a had n.:vc r thcl osa until r ecently Hhown s1gno of re­
newed vit<"or, a •; triklng or oof of t hui r inc vltable nr.ccs,,lty. 
TM volumr of ~nternational tra~e hac r e t urne d durin£' t he 
o~cond t'wec months of 1937 to o. l evel corroJspond ing t o 
that rcnch~d I n 1929, t >:at is to s&:,. , at tre height of thl' 
C"l'10d of J:;rOSOf r 1 t y . 

Alas, Wt a r e still look1~b 10r th¢ m~ans of f reeing 
ourselv~s from these tin1r pnce s ; and already we are 
t< rPC•tened Y.1 th a fresh setbnck! 

Is 1t ~lmoly a flactcnino: or t he curve, i s it a mlnor 
crlr.l& , or oust we f vr worse? The economic oollcy v·hlch 
v.e :.ov adopt :na:; , l f 1 t is •ooa , mark the beginning of a 
nrw n·a of prO'lperi t y 1n tt'" world ; 1 t may a l so, if 1 t 1s 
br.d, tra n,;f o t·m the prcnent :1euitAti ons of trade into a new 
and mor., Sl\r loun cr1R1r . 

I t thcrcfoH' bccom~s moro ur •·cnt thnn t• vcr t o r £'s tor o 
int.rnn tlone l c conoroic r ela t lon~ to a t:ounci basl s . 

Tne even t s of tilt last r .w months huv~ served to 
em >hus1z.J anoth•' r aen,ct of t:lf' probl~m . Int~rnat1onal 
trade cay be not onl;: i moalrE:d by causes of an c-co!\omic 
S.~j f!nn~clal nn tu::-c ; i t r.u;y G•Jtfo r ~qually scvtrely t'roo 
~o11•1c•\l ...nd !'speol ully fro' moral l nfli.!Pn:.-es . :or <:co­
r.o.,1c act!•.it.{ to dev>lop 1t ls not ~ufflclent t eat a dc­
canJ Khoula ex!st , thet th< procucts should be ava1latle 
and trut capital should be abunC:nnt; tr • .:N cust i'l so t.e 
t'., will to show ,,.,tcrpr1c~ , to ret, to r un th• r lsl<c i~­
t.r,nt in t h<' orociuotion an<! e xchanrc of coeds . Thcs<' con­
c.l tlon~ r"qui1·c a n atcoso!.t'rc ln l'<'llcr. at l east a certain 
d~,·rt-~ of co~flc'i e!\ce , ~ ood will, s l ncerl ty, order e nC: 
cl~r1ty prevail~ in ir.ternnt1onnl rolnt i ons . 

B. AcJ,y~ h1ndrancer .. 

L~t •Js t hPrE'for e seek to dete-r uine ln a so1r1 t of 
co.,plP te objec t1 vi tv l'•ha t a r e t !'o e d1ff 1cul tles or obs tac1ea 
•.'.tole!-, voltl!out beln~ direct i:nocd1:nentr t o inter national 
trade, nevertheless hinder t he umoot!. flo7: of coa:llercial 
rela tiona bet:veen nations. 

(One) ~v~ew o~ t~e d1ff1cul~· 

Tr.~re are tl:ose who .. ce t he orl ;·ln o~ thei r di~f!­
cultlPs 1~ the ~nequal d\stributlo~ of raw Cia t.ria1s , o r 
-or~ e xuctlJ, :n t!>r f act tt>a t cert<tin ,. r ,-st eour:trlcs do 
no t cose~sc ln the t e rr1 tory u."ldcr thd r control t'l~ ra" 
r..A"Ilr1als which they con~idt r t ho..c&clves to r eqt.:lre · 
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At this point ••e ca:mot out record ti'>At 
st~•cs see no solution to the prool em except 
olstributio~ of coloni~s. 

certain 
in the re-

~ere a re other s Who att ribute thei r difficulties 
•o the e xaggerated protectionism of countries or gr ouos 
of countries which ought in their vi ew to a bsorb a larger 
~nnrc of their pr oducts . Particularly numer ous are those 
who protest loudly against sys tems of preference which 
distort the normal channels of trade . 

Othcro again blame the unequal distributi on of caoi­
tal and the lack of adequate unde rstanding on the part" or 
tno £r en t ma rke ts which dispose of accumulated funds . 

Certain s t a t es insist on t he impor t ant influence on 
their economy of demographic probl ems , particularly those 
connected with emi gr a tion and i mmi gration. 

Intelli~cnt Judges do not fall to cmphasi~e t he de­
preening influence on financ i al marke t s-- both in the mor al 
rnd prac t ical spher e--of the absence of n defi nite settle­
ment of internati onal pol i t i cal debt s . 

~nl circles out the blame above al l on the effects 
of the wides pread policy of intensive r ear mament. They 
express anxiety at the probable re~ction which will take 
plac~ when the or der s dud to rearmament will have r eached 
As turstion poi nt; they emphaoize t he disas trous effects 
~hich th~ budgetary bur den of r earmnment imposes, or is 
li~blt to impose , on na tional oconomle s , e i the r di rectly 
or throuRh lts i ndirect rep~rcuos1ons. 

Finally, t he r e arc many who maintain t hat pol itical 
anxieties are de t er mining fac t ors in t he pr esent retard­
inv of trade , and th~t t hese anx i e ties are mor e of an ob­
stacle to the deve l opment of intt rnationnl commercial re­
lations than all other h indrances ~ut tove ther. 

There l s no doubt that r eoeated shocks to the basic 
pr inciples of inter na t i onal law exercise u pernicious in­
flu~nce on the economic as well as on th~ polit ical rela­
tions betwe~n the nations . It 1s time to bring back to 
ligh t the sanctity of pli~hted eng~ements and the neces­
s ity for r esptct1ng the rules of i nternational l aw. 

~~atever may be t he degree of t ruth contained 1n 
these vari ous a ssertions , we are bound t o take t he a sser­
tions themselves as fac ts and to aec in them problems which 
call ei t he r di r ec t ly or lndireotly for solution . 

(Two ) Some 2f the suggestions elicited . 

Sug~estions have indeed already been made in widelY 
var:; in;!' directions with a view to solving t hese different 
poln t s . It would be i~oossible t o enumerate t hem all and 
I ahall conf i ne myself to r eproducin£ a certain number 
which seems to me to have aroused inter est ln many quarters. 

Wi th a vle~ to assisting the sol ution of the colonial 
problem I t has been s~g£ sted that the re~lme of mandates 
should be revised, that t~e national el•oent should be 

r emoved 
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r"movcd and t[,at t he system sho•Jld be made coilloletely 
i nterna t ion&l, oo t h from t he economi c end the political 
point ot •tiew. 

I n thP case of colonie~ procerly so called, i t 
l'tould perhllpt oP. oppot·tune to ae<>k for the means of gen­
eralizing the sys tem of the opJn door which obtains in 
the conventional basin of the congo, a system the genPr al 
r esult of which it ls imooasiblc to c riticize . 

In those coloni es wh~n such a r~rlme cannot be 
organized certain circles have r vcommr nded that the po£s1-
bility be examined of creatin~ privileged companies , whose 
aotl vitleA would be strictly limited to thE: t conoml c spher e 
&nd whoa~ capital would be divided lnt(rnationally in such 
a wa, as to offe r r eal guarantees of impartiali ty. 

With regard to ~aw materials a mos t intercstin~ pro­
~osal has been formulated tending to the supply of coloni al 
goods 1n exot.an.:e for induAt rial products . An agreemPnt 
would be oonclud<d betwezn a colony and an industrial 
otatc, an~ coloni a l ~oods su~plicd would be carried t o an 
account and paid for by t he txecuti on ln return of important 
!'Ubllc works--oridges, rsil1•ayA, porta, c t cetera . The 
1ntJroec1ate finance would be- providftd by the ,;:tropolitan 
,;ta tc . 

Ucs tly, the ruleu of lnternntionnl lnw mi ght , ln the 
op1 nlon of r.u,ny, bt spPci f1t'd nn~ r ecnforcP.d in such a way 
110 to secure from sei zure or conflsctiUon i n every case, 
even in tl~e of ~ur, pri vate property hel d ln colonial 
terri tories , whatever t he nationality of t hP. owner. 

(Three) Gunran~ 2f n political nature . 

The conclusion which a rises t o my mind f roo the 
oultiolic ltv of orobleme inherent in these comolaints , 
ucmnndn and· &ugeestions is that it la time to face t hem 
and submit them to a close discussion. This, however, can 
only o~ don£ in an atcospher c of loyal cooocration in which 
r&ch one concerned would seek 1n his own interest to r ender 
nselstanoe to th~ oth~rs. 

Dots such a spirit exist? If not, ev~rythin~ ponsi­
blc "'uet b~ done to cr~ate it . It it r xis t s stdps oust be 
taken to dissipate th~ ruutual mleunderstaneings which pre­
v.nt it from coming to 11;;ht. 

Surel y there 1s no obJ• ot in attempting to concoal 
f r om on.self th~ difflculti.s or ~uch nn undertaking . 

In thia r eoort I have doliboratcly dobnrred myself 
from touching on the utric tly politicAl aso~cts prese nted 
by a number of questions with which we a re f aced. It ls, 
however , lmoosslole to i gnore tho fact t hat we are wor k­
ing 1n their shadow. There are lndePd some Vihlch are uo 
intlnatelv bound up w1 th cet•ta1n of t hP su••-estions which 
I have made trat it is imp~esible to abstract them. 

n.us one can under stand th~ preoccuoa~ion of those 
rho f~ar t o see t he f1nanci nl assistance, the credit !aclli­
tica, or thP facllit1~e for obtaining nuool1es which ~ould 
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~· • ~~nte~ in !he execution of the remote pro~ram or 
actior. d!vert Pd from t h!!l r object t o serve war-llltP en-'s . 
G~nrantees wo~ld have to be provided in this r esoect and 
Et.:Ch e:ua1·ar.te <' s are neces><IU'ily poli ticAl i n the i. r n;ture. 

Again , i s it ooss i ble to provide an cconocic solu­
tio~ for tlte diff i cultiAa with which cert a in national 
~conomhs Ylil l ce f aced ·~he n the point of ~aturetion has 
been reached in th~ir r aarmamc nt policy, wi thout evokinr 
~he probll'm ol the limi tl\tlOn of arrnF.tn•enta~ 

conv r. rsel ;; , 1 t a l so appanro to be t r ue tha t a ny con­
cert,d policy for t h<' limitation or urmam .. n t s would r e­
qui:•o, if its upplicnti on were not to b;) obstructed, m<'nn~ 
accom~anied by .:. cono::tic measures whicl: would also have to 
te international l y concer t ed . 

c . b ~ct.Qf i nternational ~gorntion . 

F~ccd wi~ a tark of tt1s compl~Yity , our best cours~ 
•111 b~ to attCt?t a n£~ m~thod v~ry ~encrnl in its natt.: rc, 
•hich s'l.:~uld llO::><al : o mutual f:;OOd will, o>;t th~ obj£ct of 
l.hich •·ill tu: n<.cve t.ll to secure to eoch pertici pa:~t the 
tan.~iblc r.dvnnta<es of collectt,·c action . 

Th•' !lto~.<'~t \,a s t l,us pt r hn<'G a rr1v€d to pr Ot'OSO tl.P 
conclusion of u " p'lct cf r. cono".llc coll'lbOrl'tlon" embr acing 
~ho lt<l'P:<'S t oos: i tlc n~.:.nbcr of atn t .·n , 11nd in Rny case oo<' n 
to nll. Ti.ls ouct nl[ht p~rhnoo , drnl'i ng inspiration frorn 
n pr <'cd.cnt · .. nicl't hns p1•ov•ci ll\lccc rlnful , take the form of 
a colhot1on of ~otnt dccl.l.r n t iont:. 

T'r e otject of t he ?UC t wo11lt' oe to nsslst the 
oar:lcioante to raise t>:e stanJn1•d of l ivinf of t:r.eir 
r.atlonal s by 1L1orovinr t he ~tPneral •nell bP. lng . It would 
contnir. t•ro oartc , onr neo:r. tive, l:y l'hlch t r.c :>arti ~icatinc 
co·Jntrles •wculd bi nd the;;~sclvolfl to a·osroln fro::1 a cer tain 
nu.:ntlr of orac· ~ ces con t ro•·y to the 1rt ~rt!rts oP t.~e co:n­
ct.:nlty of c.articlcan~s ; t!'ll· cth•:r oositl'l~, but general ln 
its nhtUl'P, by which thtl partic i~ati nf: countries would bi nd 
tl"e~~c..lvcH\ one tcYtarC.~ th~ o t''h'r to • take uo a.n-1 to eyamlne 
in ' spirit of unders:andin~ nnd ~ut~l\1 ass!st~nce th£ 
rrool,•r.s nne dll'flculti~s nrislne" ln th~ir cconor.Jl c rl la­
tions . 

Lnder the ~0~1s of this ~en~r~l ~nctJ ar.d !n accord­
nncc v.lth i' s spirit , rul ght be concluded s~9aratt>lY other 
ntore dctnllf'd nrrnngcrn~nta lncorpor n ting , in so f a r ns t hey 
could be snt1s::'P..ctor1ly ·Nol·ked out , t he numerous s ugges­
tions •·hlcl': I h• ve Ull'\dC or r t:.fcrreCl to in t h i s r eport . 

: have glv"n t,.., s c sui<;~stions dtl l bcra t .:>ly in a 
succinc t nnd stt..r>liflcd for"' · I h~ v<; 1nrent1onnlly r.!­
tr~ l :~ed froa ~nt~ ri~ i nto octnll ~ ; it hns been oy obJec t 
to confin<> cyscl !' to- the ot•1nclorl outlin~• · Il' the ideas 
on w:1ich tn.ose ~'"'~estlons rrt> brsad rr.oul<' be acceo: cd, 
it would oe comoaratlv£1Y <lt'SY tO develop t heo, t O IS-"" 
the.o 1-recioi on , pnd to r un the:~ into the nprr ooriatP techni­
cal noulds . e n cos t of tn~ po-ntr which ! t~ve ~~ntioncd 
ur olon£ed studi ec h~vc been undertaken ; pl nns for putting 
the~ i nto effect could be quicklY drawn up r.it~ the nssl s­
tllnce of spccializ.ed o r gans such o.s the Econo.,1c rnd 
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Ftnrneial Co~i ttees of t he Lea~ue of Nati ons , t he Bank 
ror Inter•v•tlonal SPttleoE"nts, t he Ir. tP.rnatl:>nal ::haober 
of co=er•ce , the Internation~tl I nstl t ute of Agricul :ure , 
et ce t era . 

As Cor t he l nterna t l onal arraniPments f or puttln~ 
tbPI:l i nto for c e, ce r tain of thf'se by their ve r y natu r e 
wo·1ld have t o be of gener a l apollcat!on ; othl r s would ln­
cludr on l j' c erta i n countrl~s ; o the r s a~ain woul d ha ve t o 
tn~c th,· f orm of b i l ater a l agr eemen t !'. 

D- Wthods of r ealiza tion . 

How nr•e w;: t o aBI'Ur c pr ac t!cally and effe ct ! vel y t he 
succcns of such a pl an? Let us r ocof nizl' t!.a t t o obtain 
th~ full r~sults lt would b.:> dcsirabl~ thu t a, e ffor•t of 
tl:is i<lnd choulc:' r e ct'iye the supoor t of t hE' gr~nt coun­
tri• e wnlch are leader s in economi c activi ties and in the 
dtrfrrcnt polltlcal trr.dencios. 

(1) It is desirabl e, then, to orlnr to~ether as soon 
ns posslol£· Nprcsentat!•II'S of the principal Pconornic 
powr l'f\ ; And a"; lt.:as t of Fr~nce, tho 1:n1 ted Klru_·Coo, the 
l:,l tc:d Stat< o of A:Ji!!'l C"-, Ger:nr ny nn<l It~ l~ . 'Tl:ere would 
~~~ ,,ovnntr.~t'B n ~ o, t hod whlc~. v.o•1ld o:-~snt·e the.t t h1 A 
cont' ct "Nf'l'~ of ,. aurcly ~rf·onrntory n:'l t ure . The obJEct 
v.onl<'l be r·bove " ll to tn:<c soun<lln~;a flno:l to 9 r coar o the 
""round . ';he r.." f rtd:'\ wcul d con :nln four or f 1 ve qu.:-s tl ons 
dr£\wn up 1n so1n<? s•;.~b te r ms ,os the foll ov:ine : 

(On'l) Ar•e y•y;. np-r ee<. to LP' • pE<r t ~n en At t emot a t 
int.<: rnatlon~l Pcono:nl c collabot•otion? 

(T·:~o) Do you , with this ou~ect in vlE"'II' , acceot as 
a OAsis fer d\sc~.;sslon ti•l' mllin llnPA of tte or·!'sent re­
por:·. 

(T"ll'ld "\'t.at are t'>e. po!nte ln trlt< ri'oort, lf any , 
11r.ic~ you .. oul<l •·is!> to Ge£ e~thcr ooltted or c"'chaslzed? 

(Fo•a·l WhPt oo!nts no t .ncntlon<d in this report do 
you think it desl!';,bl~ to i nclude wltf:in ttoe ~ccoe of the 
ntt.m~t to be unt' ~ rtakPn? 

The an~w~rs ~lven ln t he ccurnc of thl~ _ ore l lmlnnry 
~<nd ln t'or;"a t o r y s t ao;e would cl•'ar ly dete r JOlne the fun.:r e 
courbe of thd whole unde;•tbklnf' . 

( 2) I f , as r.•ay be hopC't , th~ anM;ers wer o con:- t rue ti vi' 
c.nd Auch nb to .. ncout•a t=.:> a U•' r ious hop£' , i t woul d oe ao­
prooriat~ to ou~s to a sooone Atn~o . 

Thi s rtac-.: would be 1ntruut,•d to a bur cs·; t>poolnted 
for the purpone ; a.-. l nvi t a t1on woul d be addr essee _to a ll 
statPe asklnv t :-.e-. to acqua i nt t he bureau v:l t h1n t ;>e 
ehor· t~st poPslble "~"'t', And rollowlnf t he 1 r ODe-.or K of the 
present report, r.lth t!"le d!ffloul ties -r:hich they ::~e et wit h 
1n thPh• lnter:~atlonAl com~:.ercial relations , a,; well ns 
wl th the o~easurE's of assistance 17t.lch th"'Y feel enU tlt'd 
to cxptct r r o::r other stat es and those v;hlch they a r-c pr e-
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~1e anowers to th1s invitation ~auld constitute 
ijuba tan tially n rev1~w of the complaints brought by the 
nations against the economic commonwealth, and of the 
nesdll for the satisfacti on of which outs ide assistance 
or colluboration would be more effective than national 
effor·t. 

The bur~au would proceed no rapidly as po~si ble to 
clausify and synthetise these anewcre. It would analyze 
thalr contPnte in an entirely ob jective manner, extract 
frJ~ th~m such suggestions as eeem~d r easonabl e , and 
would so draw up, basing its work on th~ pr esent report, 
a pl'OF;ra:n of c onstructive action. 

(3) It is then trat we should paoe to the third and 
final stage of t h e :mdertal:ing. It would be necess:try to 
ensure through the diplomatic channels tha t t her e was an 
s~ re~m~nt o f prl~cipl~ among th~ int orestcd parties on 
t he main lines of th-:: pro,;ram dro.wn up . If a sufflci o.>nt 
numbPI' of state s, 1 ncludin(!' tho gr co. t e conomic powers, 
t ooi; up a favorable a tti tuc1e tho burE-au rc.ferrcd to ubove 
wo•J l d te ina true t ed to draw up the t ax ts for signa tur<· . 

Lastly , a confcr.,nc<l r;ould be Aummoned t o pu t tho 
f1n11l toucrc s to t he ne:cesuary d!plomntic instruments and 
to ~ xchango sl~n~tur~a . 

Ar I con~e! ve 1 t t he pact eo concJ udfld ~.o • 1ld be only 
a port leo to t he work •.m 1ch it •:auld be n~cc ss:~ry to con­
•1nu~, to build up, to comulc t c rnd t<' adtq> t to chanvl ng 
clrcua~tanc~s in a process of ?•ro~turl evolution . 

i:e v.!rtl'£1 »&1' , t!w conclusion of IIUC~ a oa.ct ... oul d be 
:. ,, •turo3 of cao~ tal imoortance, for it i s "hi s p1ct which 
~C'Jld : iv:l t he initial i:noulse and would i mcart •o t h.:. 
v:orld thr. i n.oct"'' whi ch l .t 1& awl' iti!lf' in oi·der t o r-•cove r 
it~ confid~~ce 1n thr oaclf1o d~stiny of n~tionF . . 

And t.his 90l't1co ml.gllt perhr"ps ldHi to ': n, v• cd:f1ce 
in which, side by sHi<' w1 th the hnlla cevoua to economic 
collnborntlon , would n r1 se others in which might be worked 
out th• pollticnl cond1t1anR of n l nat!nq; pt:ace. 

!:!russ~ls , J(tnuarj· 26, 1938 . 

? . VAn Z~t.!lC.nd 
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TREASURY DEPARTMENT 

INTat OJ'Pl«:a COWWU NICATION 

D••• Februar7 2 , 193~ 

,. Seoret~~;tbau 

Mr • • HAaW4 

Att ached her ewith is the comparison of es t1aated and 

actual recei pte f or JanU&rJ 1938 and f or the firs t seven 

months of the fieoal 7ear 1938 , ae requested b7 7ou ~eater-

day. 

At tach. 
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C.o:oparison of est.1...,at£d and ectunl receir ta !or J4nu.or J 10~8 o.nd fer 

the first seven ll'Onths cf fiscal year l <)SP 

SWII!l!lli'Y tabl e - daily ~'reasury o t ntement basis 

General and Special Accounts 

Internal revenue: 
Income taxes 
Miscellaneous internal revenue 
Other internal revenue 

Total internal revenue 

Cuetoma 

Uiscellaneous revenues and 
receipts 

Total. recei!'ts, general ar.d special 
accounte 

(Ar.ounta in milllons of dollars ) 

Janu.&ry .1938 
: I ncrease + or 

: ~stimated : Actual : decrease - over 

receipts : receipts: estimate 
: Amount: Percent: 

48.~ 52 .5 + 4.0 + 8 . :1 
159 .6 1?1.9 +12.S + 7 .7 

48. 4 57 .5 + 9 .1 +18 , 6 

256 .5 281.? •25.4 + 9 .9 

52.4 26 .2 - 6 . 2 -19 .1 

19. 5 26 .8 + ? .s +37 .4 

508 .2 bM. ? +26.5 + 8,6 

Treasury Deparb'lent, Divisi on o! Ruearch lllld Statis tics. 

J u1y l!>~? - Jan\!!)ry 1938 
: Increase + or 

: Es till:a ted: /.ctual :decreue - over 
r ecei pte :reeeipts: estimate 

: Amoynt: pgrqent 

l , w5. s 1,209.6 + 4 .1 + .s 
1,428.1 1,440 .& +12.2 + .9 

464 , 4 47::1 .4 + 1! ,0 + 1 . 9 

5, 098 .0 5,125.2 +25 .2 + . 8 

246 .1 240.0 - 6 . 1 - 2 . 5 

14Q . 4. 14?, ? + 7 .5 + 5 .2 

:1, 484 .5 :1,510.9 +26. 4 + . 8 

February 1, 1!>38 
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~ORANDUU OF THE DAY'S 
AC'l'IVITIES 

February 2, 193g 

To: The Secretary 

FrOCI ; l.!r • l!s.gill 

1. Tax bill 

Senator Harrison called to say that his information 
was that the tax bill would be through the House about 
February 20th. He wants Ur. L. H. Parker and myself to 
educate him on the bill af ter a draft is published. He 
expressed no views on specific provisions in the bill. 

l.!r. Vinson has asked me to see Mr. Doughten and him­
self at 4:30 thls afternoon. I will give him your message 
r egarding the President and Congressman UcCo~ck. 

2. Exempt corporations 

I have a preliminary report tranami tted by l.!r. Graves 
relative to t he returned questionnaires sent out some time 
ago . Some 18,000 have been received back which the Rules 
and Regulation& Division is examining as rapidly as possible. 
Out of 2100 cases examined so far a preliminary review indi­
ca tes that 83 will be denied exemption and t he remainder 
continued in their present exempt s tatus . 

3· •small business man" 

Assistant Secretary Draper called Me about one o'clock 
to say that he had about a thousand buainess men on his hands, 
but that they did not manifest any particular interest in 
taxes . Consequently, be did not think it necessary tor me 
to come over this a.tternoon. I told him I was available 
at his pleasure. I gather from the news ticker that the 
dl tt1culty probably was to organize t he group in such a way 
that inquiries about taxes oould be aat1sfaotor11Y handled. 

2~ J 
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TREASURY DEPARTMENT 
~51 

INttllt OP'..,C& COMMUNICATION 

OAT., :rallr.J7 2 0 1!138 

r"'oN M. ~. Barrie 

lD \M n•\ tlla\ the fNUVJ llip\ M aHkiDC MY 80U)' 

oa llaroll l&ta.b &441\loa \o ratuuac ~· t4ell llllllou ot 

~ freaftl')' ao\aa me oa the\ 4a,, a aaller ot poullllU\1 .. 

are &i.,.. llelow. ~ aa\laaM4 -riD&\. llalla t or all opaa 

quarwr17 4&\. .. up \.o tlft ,.an are &1••• •• ftll •• \.wo 

poaelbla boa4 otteriac•• 
:la\1 .. \..S. lu4lca\..S. 

tmnrz M''' lt£111! l!!il fr.alga 

1~ cto.e 9/1&/¥J (2 1/2 Ja&r•) 0.86 12/32DU 

1 1/.,. 4u 9/U/41 (3 1/2 ,aara) 1.06 22/32DU 

1 3/~ due 6/1&/42 <• 1/• , .. r•) 1.~ 18/32a41 

1 1/af. 4u 3/U/4:1 (f> 7ean) 1.32 l!IJ/32DU 

trttnn boA'' 

2 1/Z/. 3/u/•7 (9 7aa.ra) 2.36 1 pols\ •/32Du 

2 3/.,. 3/1&/62 (1. ,ear•) 2.615 1 pob\ &/UaU 

Regraded Unclassified



TREASURY DEPARTMENT 

INTIIft opr-FICE COMMUNICATION 

!ba COlli' .. of ..ona\&17 ..... b 4uriA& lt3'7 aa4 ao far Ulla J'Mr 

bu reoul\ecl 1D a plo-..,.. qo.i\e 41ffarent f.- IUQ' lD paat bh\oi'J. 

Prior to recut 7eara 1UQ' chaDce lD aona\&17 con41Uoaa .,.. flra\ r .. 

fleeted 1D abort bm aonq reteo, aD4 oDl;t 1&\er aD4 \ o a h .. ar ...,.._, 

ill \ba bJ.&:h cr&U aarm\, nt now .. fiDel \be hip cr&U aara t \be 

moe \ oono1\1Ya aonq ra\o lD \ba Unl\acl S\a\ao. !be one r .. ooD for 

t h ia app ... ro \o 'be faer of a price clecUu. Lao\ Spri.Dc we oaw bi­
crada bonda drop abarpl.J'0 while eb.or\ \era rat" ...abed praoUoall7 

unohaDCacl. !boae fn 'lleDl&a \be\ naaclacl to rahe 110u7 to _, Ule 

!1nal berea .. 1D ,.. .. ,..e reqa.l.._..h 414 oo 1D eoaoldara'bh par\ '117 

aalea of oecu.ri Ueo 1ae\eacl of Uqo.1cle\1DC ob.or\ tara ~er or borro-

1DC at \be Re .. ne lalllr::a. 

Ho .. wr, abca l&a\ lprlDC -rc1a1 loan• ban claoUDecl 

obarpl7 aD4 cont1111La to 4o eo aadeu a renl\, 1c1le tu.Dc1a oontlllll& \o 

p1la up 1D -.aD aa4 \be prolll• of UY••-' for aanUAc ~· 

IIOH -h. laDJ<a 0 alDOa lea\ lapt.a'bar (pr1DC1pall7 Wn Torlt lluitll) o 

ban baeD bo!JlDC cowlWI•t •-r1Uaa u4 prl eae ban raphael a 

l arce par\ of lae\ 8pr1DC'• claollDa. !be -r ta\ura b.olcla DO proepac\ 

of ....., ra41oal cllaJICa la Ula preaent traiiA of prloaa of cow._.\ 

.. ourtuea. ID \be tlltan .. b.opa for, aac1 upac\, c-roial ~rron.c 

\o lacraaM .... naa \hie 4oae 1>1111pae baalco M7 'be upaoW \o -a-
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oollore ~~Pia, .alalT "-o of t.bo bip ratio ot UpoaUa '- capUal 

aa4 \be ner pnoea\ tear or • price Mollu. ll1cb cnu oorpora\o 

boD4.1, wi\11 t.bo uoep\lea of \be ra11o, aloo OOD\bu \o bol4 tim loa\ 

tbe D.,. ioru •rat r.aiu rel&thol7 u.A ... \o tear u4 ucer\obv. 

BuD U7 DOt bo axpoc\o4 t o M bea~ -,.ra ot oorpora\o i .. u• u loDC 

ao thuo 1o nell P urcnt aoot ot oapi\ol liT \!Ia. 

U - ~\, •~ t.bo t ear at price 4ool1ao p~ nell a •1c 

part, aq a\epa ~\ \lui !J'OUU1'7 ~~opu-.eDt u4 t.M roterol loao"'o 

- ST•t• CAD \oko t o allnia\o \Ilia prob1• Pel e44 o\o•U i'T '- \be bip 

&n4o .rlte\ 001114 bo ooui6a"o4 oou\no\ho. ror ool'lliac roaoODa, 

bpka aro foroecl \o ~ 10IIC \ona IOTOI'IaOD\ IKUI'I. UM, dQe \o \bo 

onr-.!7 .all rotuna ob\abablo OD abort tom iAToa-te. .lloo \bo 

t hor\ \ol'la •rltet h praot1oal17 4oa4. LoPo of ell aaturot haTO 

4ee11Do4, llo&oiDett 1D abort \OIIl paper h a\ a o\oJ>clt\111 aa4 tlulro 

hat bo&D DO I'OCOilt Aft a44i UOD of 41100Uilt 111111. lll abort, at tho 

prateD\ \lao thoro h a T01'7 11ai tot abort tolll ..,DOT u.rll:ot ill which 

!udo alp\ bo pu.\ to 'II'Ork. 

lt, ia tho Dear tuilu'o, tho !roaft.r7 WOIIJ.4 oll\ob nat ...,. IIOJMir 

H •"'- liJ' oolo of a441UODol •111o u4 at \bo - tiao tho 37•'•• 
oloDC 11'1 til nat a14 thAI !roan17 ooal4 liTo, woal4 RPP17 boD4.1 \o t.bo 

110r1tet ftaD thoro h 4ot1a1\ol7 a uo4 for ftOh boJI4o u a •o41• of 

oa!ot7 tor tuD4.1, u WO'tll4 4o .aob to o44 t\o.lll v aa4 proTODt tho 

accrnaUOD of hip prioot. ftle 11111 •rat h co-tratocl 1a ..., 

Yo rlc llo&t thAI aoM t or - of -.plo~ODt of allor\ \olll tu4a h CJ'OO._ 

ott thoro. • ... Torll: balllal woro thAI blaT7 Mllon ia lt36 1U14 \1111 tiro\ 

par\ of 193'7 u4 UltewiM \11117 haTO HOD thAI heaT7 _,ora ohco lao\ 

Sopteabor, J'v\1111-ro, 1t aa4 ,._ 1a t.bo tuto.ro .011107 1t -4o4 liT 
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MU:a, u h Ullal7 talat tile pne.ue will 'M en-teet 1a ..., Terk 

u4 \hq will JICUa 'M tlw Ma"7 ••Uen of conn.a' -u1 ... 

1\ ~- aleo 'M MM4 talat a 11111 procr- h 117 far taw .. .­

nulllle procna u4 Oftlt 'M 'MUar d,tuW te _, \be fnaRr7'• 

DH4 of ...., ... .,. pea41ac \be nnl t ef \be Wal"'lll taz retvu. 
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TREASURY DEPARTMENT ~ 
( 255 

INTI:ft OFF'ICK COMMUNICATION 

DATI FFB 2 1938 

To Secretary Morgentbau 

roow Berman Oliphant 

For your inforaation. 

In the conference at your house last week, •Je~• O'Connor said 
that his office could do all the bank examining which J' .o.r.c. is doing at S 
per cent of what F.D.I .C. is spending. On the contrary, the saving would not 
be subetlmt1al . The field force would hove to be about as large as the t wo 
f i el d f orces now are . There would be some saving in overhead. 

Be said the cost of exaainat1ons by F .D. I . C. exceeded their loasos. 
On the contro.ry 1 their losses l ast year were several ti.lles their total cost of 
oper~tions, including el<8•1nations . 

Be said one of his examiners, 'llhile in town, could cross the strest 
and examine one of F.D.!.C. • s little bEnks. On the contro.ry, this would defeat 
examination , since the F.D.I.C.• s little bank would know the examiner ws in 
totm and would be ready for hi&. 

He left the impression that his office examined maey banks while 
F. D.r.c. examined few banks. On the contrary, F .D. I , C. examines more banks 
than both the Comptroller and the Federal Reserve Board, although the large.r 
benks are dominantly nntional banks or menber banks. F .D.I .c. examines aome 
7,500, tba Comptroller el<8111nes 801118 51 5001 and the Federal Reserve Board ex­
a::Wtes about 1 , 000. 

On r eceiverships , be did not disclose that the Comptroller bns 
o~ the ol d receiverships , all since Januexy 1 1 19.34, being placed 'br law 
i n F.D. I.C. Of these new receiverships, there ere about 180 and about 700 
of the old ones that are active. I t is a common belief that a large number 
of the old receiverships should be closed out and are being dragged on at 
tbe expense of depositors for patronage purposes . 

Be said that tbe Secretary of the Treasury bed to psss on loans 
a:.de by F.D. I . C. in connection nth be.nk mergers. This is not true. 
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Randolph 
aurgese: 

:! . !.!. Jr: 

a: 

H.U.Jr: 

B: 

H.M.Jr: 

a: 

H.U.Jr: 

a: 
H.i.I.Jr: 

B: 

H. l.l.Jr: 

8 : 

H.U.Jr : 

8: 

H.U .Jr: 

B: 

H. :J.Jr: 

B: 

Hello, Henry? 

Yea , Randolph. 

February 2, 1938. 
3:58p.m. 

I just wanted to tell you that I've just had word 
that the - these Appalaohian power are all sold . 

Oh, hurrah. 

That 's unusually r1ne news. 

Hurrah. 

'Cos it's Just a little better - as the day 
advanced - they Juet told me that the Syndicate 
has disposed or all its bonds. 

How many millions i& that? 

Sixty seven million. 

Well, that ' s grand. 

Now, or course there ' s still some in retainer's 
hands, and the distri bution i s not entirely com­
pleted, but the wholesalers have passed them all 
on. 

Grand. 

And apparently there's sprung up a good demand. 

Oh - I'm tickled to deat h. 

So that - that 's grand news. 

Fine. 

Thought you'd like to know it right orr. 

I certainly can stand it . Thank you very much. 

All right . See you tomorrow. 

2SS 
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~ ~ TREASURY DEPARTMENT 

INT•ft O ,.P'tCK COMMU N ICATION 

OATO FEB 3 1938 

"' llr. llcRe7Dold• 

, • .,. llr. OUpbaDt 

on which it is based. Tbi& .atter you preSUJO&\I:b' will nnt to di&cua& witb 

the Seoreta:ey. 

Fnc. 2 
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TREASURY DEPARTMENT 

INTI" O P'I'"I CE COMMUNICATION 

•••• F£8 3 1938 
•• Seeretarr lloraen tbau 

lOOM Her:aa.n Oliphant 

The st~ of the statutes bas been completed, and I find that it i a 

not lawtul f or the Treasury to employ a pr esident of a national bank handl-

1118 ~'oderal and State bonds as national banks ordinari.:cy do. He could work 

without oath and pq, but, in that event, could not be given access to &oM 

o! the official r ecorda be would need to use. 

Neither the rolla of R. P.C. or P. D. I.C. are under this l.iJIIitation. 

L ---~ 
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0. S. c. title 5, section 254, provides aa f ollows• 

"Restrictions upon clerks j,n department. Every cler k 
employed in the Treasury Department who carries on any trade 
or business in the fUnds or debts of the United States, or 
of any State, or in any kind of public property , or who takes 
or upplins to his own use any e•oolUIDEint or gain for negotiat­
ing or transacting any business in the department, sball be 
doo~ guilty of a misdemeanor, and punished ~ a fine of 
:500 and removal from office. • 

Although tho word "clerk" has sometimes been defined narrowl,y to mean a 
person ong;..ged in "clerical service" or a person employed "for keeping 
r scords or accounts• and has been used in the phrase "other officers, 
clerks Md amployoos• , and alt.ltouo:J> penal statutes are to be construed 

~'="'"'~' tr.J..ctl,y, ths history of section 254 indicates that the section was not 
.intended to cover merel,y the clerical service of the Treasury Depert:Dent. 

The Act of September 2 , 1789, establishing tho Treasury Depart118nt, 
~TOvided tor the following officers: The Secretary of the Treasury, a 
Co,~troller, en Auditor , a Treasurer, a Register , and en Assistant to 
t he Secretary of the Treasury. Section 8 of this Act provided that no 
per son o.ppointed to an office created by the Act "shall directl,y or i n­
di r notl,y be concerned or interested in carrying on the business of tro.de 
or commArce, or be * * * concerned in tho purchase or disposal of any 
public securities of any state, or of tho United Sta tes, * * *·" 

The Act of September ll, 1789, provided that tho Secretary of the 
Tra~sury "shall appoint such clerks * * * /i.a hi/ shall. find necessary. • 
The uso or the word "clerks" 1n this statute indica tes that all. persons 
appointed in the Treasury other than t.l>ose specifically named 1n the 
e l'.rlior Act were designated "clerks• even thoush t.beir duties were not 
lhiW to the keeping of records, etc. 

The Act of J.larch 3, 1791, provided that the provisions of section 8 
of the Act of Septeober 2, 1789, shall. appl,y to "all. and every of the 
clorks employed in tbe treasury department, as fUll,y and effectively as 
if t hey and every of them were specifically named therein, * * *·" 

The Act of !lay 8 , 1792, abolished the restrictions on the clerics 

? . ' 
'":),~ 

of the Treasury ao f ar as respects the carrying on of aqy trade or bus~ 
noss othe r than in the fUnds or debts of tho United States or of any 
sta t e , and the latter r estriction was extended •to the colllllissioner of 
tho r ovonue , to the several colDlllissioners of loans, and to all persona 
eo~loyed 1n their respective offices, and to all officers of the United • 
States concerned in tbe collection or diaburselllent of the revenues thereof • 

Sections 243 and 244 of the Revised Stetutea codified the forego~ 
l erislation substanti~ 1n th.e S8.IDO rona as they appear 1n the United 

S~tes Code sa section 254 of title 5. 
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It would see• that the underl;yi.ng purpose of the legisl ation is 
such that it was ennt as a l l.Jid:tation not merel,y on accounting or file 
clerks , etc. , but also on those elllployeea and official.& of the Depart­
~~~ant wbo are 1111ch 110re lllcel,y to baYe info,._tion with respect to the 
Pllbllc Debt. llr. Justice Brandeis in BurnaP v. Unit§<! States, 252 0 . s. 
512, 515, stated thet the tora 1 clerka and other uployees• as used in 
R. S. aec . 169, authorizing the head of the departmont to employ •clerks 
of tho several claases recognized by law, * * * and other employees" was •sufficientl,y brond to include persons f illing positions which require 
technical skill, learning and professional training. • 

It seeas clear t.hat a bank carries on "business in the funds or 
debts of the United States, or of any State•. In Mercantile Bank v . 
~)Cork, l2l 0 . S. 138, 156, tbe Supreme Court saids 

"The business of benlcing , as defined by law and cU8toa, con­
sists in * * * negotiating loans, and dealing in negotiable 
securities issued by the governoent , state and national, and municipal and other corporations.• 

So fill' as csn be ascertained , the Office of the Comptroller of the Cur­
rency bas never taken a contrary view. It haa several ti:les ruled upon 
ques tions arisint: in connection with R. S. 5136, as uended, but such 
rulings ond this section itael.f appear r a ther to be additional authority 
for the same conclusion. R. S. 5136 prohibits national banks trom en­
gaging in "the business of dealing in seeuri ties * * * f or its own ac-­eowlt" but these "limitations and restriotions shall not appl,y to ohlig..,. 
tiona of the United stat ... or general obligations of &IV state * * *". 'l'he Coo;>troller ha4 not held that a bank does not engage in the business 
of dealing in such exempted aeouri tis a . The ruling a are to the effect 
that a national bank may engage in that business as a result of tho ex­
praas pern>ission inoluded in the law. 

It aeeas olear also that the president of a bank ia to be tre&ted 
as though be peraonall,y were engaged in the busilless in which hia bank 
is engaged. Thus, Attomsy Oeneralllitobell, in 36 Op. Atty. Gen. 12, 
held that Secr etary llellon was not diaqunlifi ed tr0111 holding the office 
of the Secretary of the Treasury 1v r eason of the f aot that be owned 
stock in a business corporation, but iaplled in a diet= that llellon 
.oight have been diaqualified if he bad oont.inued to be an officer or 
.u.r.ctor or ownnd a .ajority of the stock or gave hia u- or attention to tho active conduct cit any incorporated business. 

It may be possible to avoid tbe limitations of section 254 in the 
following aanner1 Instead of •e,.ploying" a person at a salary to assist 
the Secretar,- of the Treasury in banking .etters, the Secretary lli&ht be able to find 8011180118 who would agree not to aalt for M;f aal&r7 and who, 
'fit.aout assuming M;f duties or taking any oath of office, would be will­
ing to consult with and advise the Secretary on hllnld.n8 matters. .An 
office bas been defined as a •public station, or employment, conferred 
by the appointDent of the government . The term 811bracea the idee of 
tenure, duration, 8110l.ullent, and duties. • United States v. Rartwall, 
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73 u. s. 385, 393. In the prnioWily JDentioned eituation, the person 
advising the Secreta:ey wOilld receiTe no eiiOlUJDent, would not be acting 
for ~ definite tera, would have no preaoribed duties, and would, there­
fora , probabl,y be under no duty to talte an oath of office (21 Op, .l.ttp. , 
Gen. 508) , Since such a person would not be under •contract• or •order•, 
• t Digbt be said that he waa not •employed• 1v the Treaeur;r Department. 
(Ct. Tbe United Statu v, Uorrif . 38 u. s. 464, 47S.) furtbel"liiOre , ainoe 
aucb person would .!:IIlla. not to ask for reameration, the Seereta:ey would 
not be violating that provision of U, S. C, title 31, aec. 665, wldcb 
prohibits ~ officer of the OoverD~:~ent from accepting "Tolunta:ey aarrica 
tor tho Government,• See 30 Op . Atty. Gen. 51, and General. Counsel'• 
opinion re Rietler, dated June 25, 1937. However, it would be doubtful 
legality end propriety to give aucb person acceaa to all official. recorda 
on banks. (cr. u. s. c. title 12, aec. 481.) 

261 

Another possible course of procedure would be to have RFC eaplay the 
person who would then apend a large part of bia tiJOe assisting the Secretary 
ot the Traaaur;r on banldng utters. (Cf. the ease of Tboloes Corcoran and 
see u. S. c. title 15, eec. 603.) 
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BenD OUptn\ 

!bot et~ et ~ e t d utll hu bee 1:zp)eW1 ud I f1Ad Uaa\ 1\ 11 

aot lawfUl t or the Tre&IIU')' to eaplo7 a pnaidet. et & n&u.-1 baalt h,..n-

8;la'I'Oil 
2/3/34 
5 

leit.hlz the rolla ot R.r.c. or r.o.t.c. are lllldzr thia Uait.zU.. 

J......... J 

• 

.. 
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0 . S. C. t.1Ue 5, aaetion 25.4 , ;>roYide~ u f ollow•• 

•P.eet,rictioy u299 olttka iJ! deeertypt. [ YeJ7 clerk 
e11pl oyed in th6 Trea1N17 Depa~t. wbo ClUTiel 011 OD;T trade 
or hu&inesa in the t\lnAla or debt.e of the Onit.e<l St.at.ea, or 
of ers:;r State, or in ~ lc1nd or public propert..r, or who t.r.kea 
or a.ppllia to hla own ,... any aool.-nt. or p1JI for ne .. tia~ 
1Jiil or tr...naa.ct.lJ!il 1U:VJ bl:ainaas in tba ~pLrt.oocnt, ahal.l be 
de.--<J gull t;y of a .Jdadeaeonor t and ;Uniabed by I f l.ne or 
C5JJ unrl r <SaoT.>l hoi& of flee . • 

U tbough t.!le word •cler k• hno so10et i -:ea been def ined na.rrowl;y to .... e 
poraon eng .;ed in '' cl.orlC<>l aer<1ee• or a person eavlor ed •ror kHJ)l.nc 
recort. a or aeeoun ta• tLnd hna bee n uaed in the ,.br~ae •o t.her of f1ce.ro, 
elor lta Nil! es;>loyeee•, ~nd d Lhougb ;:enel. ato ~utu nre to l:le conotrued 
s~r1otl7, t.M hlutory of aeeUon :?5.4 ind1CJ>tca t bbt tho oection ""' not 
lo uonded to covor urel,y t be clorica.l. aerrtco of the rr.,_...,ury ::~pa~t. 

Toe Act of Se;>te;:ob<!r :<, 1789, e aU.bllahl.na t.he 'l'ru.IU%'7 Dc~t., 

i'ro'Oic!ed f or t..'l<' f ollowlno: ol"t'ice:re : l'bc Secre u l')' of tile Treaeury, a 
Coll, troller, an Auditor , " i're~wrer, a llcglo t.er , und "" J.eei:ot&lt to 
~ho Sec::roUr,' or tile trf<QIJIJt'1. SccUon 8 or thia .let pt'Ovidcc tbb t no 
O<'rlon • ppoiD ted to an o ffice cr~a t.ed b7 the J.o t • nna.ll directl,y or l.A­
•Jirectl,y be conce r ccd or intar on cd 1D c11rr-;1ng on Lhe buslneee of trw 
or co.....,r ce, or be • • " con011rned in the purclwae or ciejlOaal. of fUlT 
;>Ul>Uc ae c:urit i e s of &1'\T ot<o.to , or or tho Onl t.od St , .tc.,, • • •.• 

Tl:.e J.c t of September u . 1789, pr o'l'iueJ1 tht.l the Seerc tM7 of t.'>e 
~-IU%7 "abal..l appoint euch clGrta • • • Lua hy ahUl find cece~ o..,.,..• 
The 'l3o of the 100rd •c l orluo • in Url.& ::t.o.tu te l n.!iet. tea U... t all .-er~ 

..,i)Oinu.d in the 'l'rt•INr':f othe r than t<toee a.,..citlc:cl.ly n!18&<1 in C:le 
e~rller Aet were doaip tcd • elora• eTttn t hough t..,e ir ~••Uea wore not. 

lUi t'~ to Clc keep inc of recorda, etc . 

Tho /•ct. of llftrcb 3, 1791., pro'l'ided that t he ;n-oviaions of aact.ion 8 
or tho Act of September 2, 1789, aball &,>\?l.r to •all nnd nery ot the 
clerk• eaj>1oycd 1D the trette\1:1')' dapart:l>e.'lt, a ll tul.l,y ""d effecUYQly 11 
if t.h.>y and .... 007 or thea ... re • ;.oec1tical.l)' nllAICd ther e i n, • •••• 

The J.ct of b y a , 1?92, a 'bollahod the roetric t.ion.e on the clarb 
or tbt Treasury 80 f o.r &e rea;.ec ta the (ll>.!'l')"1n& 011 o! ID;T torade or blaaJ.­
oua o l.bcr t.M.n 1n the tund• or debt s ot the Oni tad Sta.t.<!a 111 of ID;T 

at• ta , 4Dd the lat ter r catrioUon -a extended • to the oo.aiaaloru.r or 
u-.., r oTcrae, to t.:o aeYera.l co...Uaa.ioners of locu, ..S to all ;~ 
oa; loyed in tholr rolp41Ct.i't'1l ofticea, and to all otficer e of the 11'111t.l4 
Ctetea eoncern~;d in the collection or diaburee~nt of the reTe-• there.! • • 

Seet.iofte ~.3 and UJ. of the Revised St.nt.utea ood.l.!ied the fol'I&OiDC 
lo&J, olat.ion nbata.at11Ll.l.r in tho - tors u thq s ; p41nr 1A tile Oni Wd 

Stu tea Coda a s eectiorl 254 o f t1 Ue s. 

' 
J -
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n ~ - \lw.t toM uderl,yi.ac pcx;au ot t.lle l•p•hUoe 18 

.-1> ~\it_. -t U I Ua1t.a\loe DOt •rel¥ Oil UDIIID\1Jia or fU.e 

el.uU, '""·• 'llllt alR ao t.boM ~· Nld orticiab ot U.. ~ 
-t. wbo V" ... •ro Ulral.J' to baw iato..-u- 'rit.ll .... ;>H\ \o u.. 
PUUc Deb\. *'· luU.. ....,... .. 1a llrptp •· htW ft.aM•· 2~ 1. s . 
512, 515, e \11\ed \IN.\ t.M \ol'll 0ele:rb Nld ot.Mr .-pl~n,. u ue4 1a 

a. s, -· 169, a\borisiAc the bud ot tbe ~t \o ~ •W:rU 
o! tile eenral cl.aea .. recopi.Md b;r lu, • • • Nld ot.laer ~· _. 
•:utti ciODtq 'bnacl to 1Acl.t. ver-. tnu. .. , poeiti.ou whicb roq\lin 

t.ec.!IA1e&l alt1ll, ll&l'l>iq &ad protue'on•l t.raia1'11•' 

l t - cloer Ul&t a btAlt oerriee OZl "buiatl! 1.D t.M l'allde or 

debh ot tbe 01>1\od St.awe, or ot 11'0' ltete•. Ia '"'M"le I'D' •· 
lew xaq. l2l o. s. 1.18, 1~, tbt lupro-. Courl e&J.cla 

en. bue1.Dtaa or bon:Ci"'o u der1.Decl by law aod cuato-. ooo­
tiat.a 1.o • • • aeaotut.l.ot 1.-, &J>~l deallnc i n uegoUable 
HCIUJ'it lea b....S b1 U.. co••~t, a\ate 6Jid D&UoD&l., uc1 

.micipel and other corpor ot io1111.• 

I I 

So tar u Olin be aacet'\&1.necl, tile Ortice of tbe Collpt.roll<>r ot tbe c-.. 
1"6l>CCJ bae aeYer ~ a -t.n.r7 rlew. 1 t. bee ......,ral ts..ea n11ed 'llpoD 

queatioae ariel.&li l.a QODDecU.. with !1.. 8, 51.)60 ae ucndeci, but ~ 

ruli..Dc• aDd thie aection 1 tMl.t • !'pea.r rot.hcr to be fdd1 UoD&l. au t.bori t;r 

tor the - cocol~&ai<a. ll. a. 5136 prohibita u tiooal. belike rr- ea-
1"11"1 1.D • the buaiDes 11 of dealin& 1.D Mcuri tiea • • • t or 1 to on ao­
count• but tbeM 0Uai\at.i011a aAd rea~oUae aball not n.?J)l,r to oW&­

t.ioiU ot t.be 01>1 t.ecl 8\ttea or e.carU obliletloDa of 11'0' at.o.te • • ••. 

the Coapt.roller baa not bald tllat a bnnlt doea lt?t U&e&e 1.D tile bua1Aea11 

o.r deal1.Dc 1n aab •-p\od eao:ur1Uea. tho 1'1ll.i.aiie •re to tile orteot 

t hat a Alltioael bellk ""' -.. 1.o tllat bua1.ous aa a ro11ult of tile Ul­

preu penaiNiorl lnolwded 1.D the l""•· 
It - cloar alao tll&t the preaideot of & bou>l< 1a to !>e treated 

aa thou&b boo pera~ wen -c•pcl l.a tllo bual.Desa 1n Wllidl bia baDk 

is cqapc!., 'ftma, 1.\torsq GeDOJ'Ol W.tcball, 1.D 36 Op. Att;;r. Gen. 1.2, 

bol.d th~>t Secratu17 !fllon waa not dia .. dltied hoa boldi.Jli the otru. 
or tile Secret.&r7 ot t.M Tra6Rr)' • ra&MD of the ! act. that he o....S 
atock 1.o a bwll.aeu oorporaU.. bot 1apl.1od 1.o a diet. tbat Melle 

ai&)lt bu e been c11tq...ut1ecl 1t be bad coou-1 to be aa otr1aer ar 
director or oWDed a -,aortv ot tile atoclt o:- pw hl.a U.. or at-\iaa 

to tbe ""Cti ve coadlllot. et uq 1.oc:orpc~~rated lludnaa. 

lt '8/q be pouible to IYOi tl the 1.1ai t&Uou of -\ioD 254 1.a the 

!ol.low1.D£ -• 1arJtead of ·~· a ~ at. a eelal7 \o u&U~ 
tile Saoret&J7 ot \1M. Trauo117 1.o benlr'oc •tterao the a..ret.AI7 ~t be 

able to n.d usuDt mba ~cl &CJ'" not. to a tk tor &117 eelal7 as4 sbao 

•1tbout. aaawdnc uq dat.l..aa or t.ek1.Dc wq oatb ot om.to ..U be wUl.­
lnc to -'.t wit.ll &ad .,rlM tbe Seo:re i.AJ7 Oil be., .. •t.tera. ... 

ofti~ bae bee det1.Dod u a •pnbUn atlltioa0 or ~to ..t'eftJd 

by U.. a ppo1.D-t et the 10, .. , •"'· 'liM \an ea'brtloea the 1• et 
\4!18Re, dl&n.U., ••, ~. ud duU.u.• ti'W Itt"' •• l&r'='' 
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" o. L '"• "'· sa .,. ~ ..u..~ awau-. u.. DOpe-• adfiallll U.. Ia IIo\AJ ..W .-I• - ' .. ..t4 -.t, 11a yt'• 
t• _, Wte ..... ..U ..... • pa aulW ..U... -.1 141 •' .. 
r ....... ~ 11a ..._ • • ._. • tea. • •Ua at .tnaa (21 ... At.tr. 
0.. ,.). 111.- ... & FWIII ..U -~ 1la ..._. •......-- 'wdwl1 
U idtla\ 1la 11&14 Ula\ M -. •t. • 51 ., ... 'r U. !I ' I ~ 
tct. "' Pr11'LfttW •· r •if· ,. u. •· 464. m.> ~ • ..._ 
,.. per- 'iiiiiU-., te .- t• • ••"-• u.. .._\u7 ..u 
• t be n.l&U.C *' P""illion at U_. L C. UU. J1. - 6651 !*i* 
proetbi\a.., Atticer ot 1M o.n .. 1at ,._ ~ ~ ..n1.ea 
lor \be o.mt~t..• Bee 30 Op. ~~~. Ga. ~ • ..S 0.....-l' Ooe•-''• 
op.1e'OD ra 111eller , dl>ted .7- ::?,, 19)'7. lowow1 1\ ..U be c!aD\t.l 
lepliV' ..S pro.,n.t,y to .;iTo nclb pes• •u••• t.o all otficial n:-da 
ee 'bnnka. (ct. n. s. c. uu. 12, - 4Sl.) 

.DoU!u paH1bW _. .. ot .. II S 1 wuld be t.o WW DC ~ U.. 
pea. ..,.. ..U "'.,. apdd a l.ot.rp PQ'\ ot hu U.. ueieUq tbe ~ 
at • Trea > OD be•lr1q ... t.t..a. (ct. "'- . . .. of n.a-& Coi'eoraD ... 
- o. :l. c. tU.l• 15, aec. 60).) 

r· , ,:,:,liJL 

Regraded Unclassified



267 

vPbN 1.1/tRK:ET ldhl:/l'I NO February J , 1938 . 
11: 00 a . m. 

Pre:~ent : 

H. ' . Jr: 

Lull: 

.... urce~s : 

l'>ell: 

~-:cles : 

i!ull : 

!-. ccles: 

bell : 

Mr . Taylor 
Mr. Uphsm 
Mr . Lochhead 
llr . Haas 
Mr . Harris 
l.lr . Bell 
llr . Eccles 
Wr . Goldenweiser 
:.tr . ilic.Kee 
Mr . Ransom 
Mr . Burgess 
Mr . Piser 
Mr . Sinclair 

All right, if you gentlemen l· re ready we' ll first 
he;,r as to the needs, ana then, lf :.tr . Burgess will 
be ~inti enou;h, he ' ll tell us as to the market con­
ait i on . 

Our b~l~nces going into Februbry were 926 million 
dollars, and going out of f'ebru~ry , without ~ny 
new mo ney, are esti mated a t d54 million dollat•s. 
If we r~ise 250 million dollars additional on bills 
in ~!arch , we ' ll go out of :.l&rch with about a billion 
aoll;.rs . Then this contemplatt~s additional bill 
issues the latter part of April and through May of 
JJJ million aollar s . 

September bills? 

September bills, yes . Thut would make our b&l8nces 
c t the end of April 828 million and a t the end of 
May 911 million, and at the end of J une 820 milli on . 
J.nd this would contempl ate puying off in lJarch 400 
million tiollurs of maturing bills, r efunding 455 
mU11on of Treasury notes, ~ nd paying off in June 
25J million dollars or maturing bills and refunding 
618 million dollars in Treasury notes . 

!io new r~~oney . 

llo new m<Jney except tlla t bill money . 

Yes, but it woula be replacing •.• • 

Tha t ' s r ight. 
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r.cclt~s : 

bell : 

l.ccles : 

!Jell : 

~ccles : 

P1S"r : 

Bell : 

Lochhevd : 

• ccles: 

!.'ell : 

.. cc! t:; : 

l ..:!.1 : 

h l (. s : 

Slnc.:hir : 

:: ~11 : 

h • .• • J r: 

l.>dl : 

?~a ... o, 

- 2-

Repla c ement l a rgely . 

In effect . We ha ve less new bill issues than we 
t ake out o f the ma rket , b eca use we take 65J out and 
pu t n ew bills out of 550 . 

~Lke 4JJ o ut in Ma r ch, put 25J i n in June and thre e 
in Se pt e mbe r . 

'Ihrt 1 s right . 

Take ou t a hund r ed mi l lion . 

Th&t 1 s fig ur i ng out gold c. t zero a ll t h e wa y through, 
is it? 

No , t ha t ' s fig uring gold &t zer o in February and 
March , 5J mill i on do lla r s a mont h for April , Ma y 
an d June . 

You c a n ' t f igure gold a t ze r o , e ven i f you ' r e not 
he ving a ny imports . Vie ' re prod uc ing , roughly, 15 
mill i on a o l l a r s a mon t h d omes tic , wh ich is coming i n 
a nd hvs t o be pa i d f or unde r the pre sent plan . 

Tha t 50 milli on.- you don' t mean 50 million a month • 

50 !!Iilli on ne t purch:..ses of bold • 

ror the Luree .uontus . 

r or thE: t u r ee months of the pt:ri od . Domes t!c pur­
C.l&.Ses be t &ken c <: r e of o u t or cur rent bale nee 
r .-. tner t n'" n out of t ne Gener> l Funu l>&l&nce . 

J us t 5J t o t e l. 

No, no , o ~onth . 

Tna t • s 5J . 

Yes , sir . 

l5J . 

No , 5J million o. montn f or A;.tri l , ~uy , ll nu J une moke s 
150 roillion ending J une JJ . 
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Lccles : 

• Ill l : 

.... c.!les : 

~ell : 

t! . J . J r: 

ourcess : 

jj • . : . Jt•: 

t ln..:.l.r 1r : 

Edl : 

... lnclr i r: 

l vll : 

:.:c~l:es : 

t CClt:s : 

Bull : 

-J-

If yo u o l un ' t get tba t a t tile enu of June , you ' d 
ut. ve a billio n of C&s h bL Le nces . 

9 7J ~illion, y e s . 

Yes . 

269 

1'/iu .. t t. veruge s•les f or Bob., Bonos 1 re yo u usi ng? 

Using 5J !llil l i on f or Februa ry, 1,0 million for ~6a t·cn , 
3J million ror Apri l , a nd 45 million et ch f o r May a nd June . 

~r . iaylor woula like t o ~oint out t h; t our B~by 
Bond sLles fo r J a nua r y exce eded a hundr ed mill i on uolh r .; . 

:lo , Jus t wtaer. Cf s b r e c e i pts 9') million, ? JJ thous~r.d . 

::e Coll{; r u t.ul£ote you ::.nyhow . 

~ ace cmoun t wLs ove r r hun~rud . 

uaily s t L Lement was o ve r a hund r ed . 

• he n .vould thE> t be s t e rtinc your &ddi t i ont 1 bi lls? 
lHgnt &Wl y o r - February? 

Jla r cn ;( . 

Tha t wo ulu bring in - t ho t .,ould be 5J million u we~;;k 
of new b i lls . Five 

Five d~ tes . 

Fi ve u& t es in !.!a rch . l.na l e t ' s see, we f i gured 50 
mi llion tur nover up unti l the ~Ja , ana then you ' d 
h&v~ a hund r eo mill i on t urnove r o n the l~st t wo 
dates , so you ' d be .... 

l 5J .. 

H& ve l 5J .nil lion on the l lls t two '-larch c a t e s . 

That ' s right . You ' d ha ve 150 million i ssue - six 
da t es , April und May . 
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H . ..! . Jr: 

Bt:ll: 

u . . Jr: 

!:ell ' 

n . .. '. Jr: 

rl . · • J r: 

Bur.;ess : 

oell : 

iJ .. , , Jr : 

E.ccles: 

i>~ll : 

H. ' . Jr : 

-4-

How much? 

Six dates . 

l5J . 

15v million. 

'l'he r evson we 1 re suggesting putting 1t off t o -
s t: rt1ng it the first week in March, is t hbt we 
r eally oon • t n eed the money the month of Febru~ ry. 
i'ihile t he inter es t r a t es are very low, why pay 
interes t on money we just can' t possibly use? 
No;v, the onJ,y ob jection I coula see i s that 
Burgess might say, 11 \':ell , doing this :;11 in the 
mon tn of IJtorch, .. ita tn~: t ~xes &1\0 everytniag, 
mi&ht be upsetting to tne monEy carket . n I don• t 
kno.v •·nether i t .ooula or not. 

This p1·ogram c ontempl&t.&s uo tncreese in the 
outst~nding deb t . 

A dec r ease . 

Increv se !'or s fev1 mlnutt.s tne ~ .. o weeks in !.larch. 

~here would be a n increllse in tne gross debt in 
unemployment trust ano old ate reserve . 

nno Baby bonos . 

nut not o utstvnolng Government securities . We •re 
pay ing off 4Jv million oollLrs bills in cash, putting 
out about 25v in place of it . 

In other wor ds , you ' d be borro• ing from the funds 
'instead of the market. 

That ' s rigat . The debt in the ncnos of the public 
oill remain pr actically the same . 

\\"e could str. r t tn!s Monday - next Uonday, but I Just 
r a ise tne ,,uestion, whe t ' s the use of taking this 
extr& money Nhen we don ' t need it, unless, as I say, 
you people SIIY Ne' re cro'Nding too much in the mont h 

Regraded Unclassified



dur.;css: 

:Jt) ll: 

• ccles : 

l'dl : 

. Il l~ : 

2 fl 
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of l.!&rch. 

No , I don ' t thiDA so . 

Let ' s sec, yo ur bills - you h~ve 4JJ maturing in 
~arch on the t a x d~ te . The t would pr etty well 
t::.ke c a re of the extr& tl x money , .~o~l:l!l ' t it? 

On, I think so, yes . 

Iii th the lor!le u mount of excess rese rve s - if the 
excess r esdrve ~icture w~s close , it micht be n 
little mor e upsc Hing; wltll the l n r ge umoW1t tha t 
, .:>u n: v.__ • nJ no <letnll nd for funt~s : ny .•;here , i t seems 
to ::~e t m t I don' t - I c;;n ' t sec now tnis .>o.Jlu upset 
the m· rket 1 t &11 . 

:;ell , ,e could eve n hendle that , b ec&use ·e could t<~e 
'tne r egu 1: t' ::eekly bills .:!ucn w c sell ::::..:1 h:. vc them 
;,n. tu for by c re\11 t and i>3 Y the m: t.ur l ng O'-lt of tne 
Genen.l rund . 

Ye5 . ;:el l , it aoesn• t se~1n to lllc you ' d ha ve thu t 
,_,roblem , .vita tne 4JJ :~llli)n comint due . No,., 
, ,)U :ni(lnt. !.n June .vith .)111)1 :l5J; . ; J i s r • ttltJr 
L s.::Jtll • ,,_,unt f ·:>r <- t :x .:~1-te , <.nu : ou m:y .-.tnt to 
tL:e t nc: r cgult r bills in J unt tnd ~1ve book t:t·edi t 
f:>r it, wni.;n )IJl;. c oulu _.., t o offset it . 

.. e l l , ; ou n: VI:: <. bil i n tere::t Jote in June - 175 
~il liJn ; 15J ~illion ln M&r ch . 

v r d inr r ll; it i s n ' t ~...-ful ly 600d technt,_ue to s ell 
.tour t hx dn Le bills in the i~ x month threo. months 
~receJing , t nrL i s , to sell June bills in Ma r c h , 
becbuse t l1ey ;; r e 90- aDy bllls, 11 0ich ~ives you tJ n 
identic ~el Jla t ttrity f.'i t h your current roll-ovez· o f 
bills ; so you ' r e not offe ring the inves tor ~>ny 

v~riety . If , ou sell tntJI in J1-nu~ry or Februory, 
;rou ' r c s"llin& four or five months b i lls and 9J-day 
':>ills, .mien .;ives & little cnoice for t: fellow . 
No .. , t .1e ce rke t is good e nough no• so t ffii t I a on • t 
t niM t m t • s ve ry i m:>ortant; it ' s just a minor point . 
Particul .. r l y in the last t .vo weeks of r.tarcn, you ' d 
be so.lllng 15v milli on 9J-dny bi lls instet.c.i o f 
selling lJJ ''llilli on 9v-deys, and - well , you woulan • t­
you ' d loy off tha t if you s t a r ted ear lier , you 
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!l . J.Jr: 
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would n ' t have a ny t a x date bills in t hose l as t 
two weeks . 

272 

You peopl e might or might not be interested ln t his 
relief situation. Bell and I ha ve been on it for t he 
l ast Z4 hours ~ui te nard, and Ne had a press conference 
here bbout a n hour ago, a nd I might read you pa rt of 
Nhet tne U. P. s~id I s a i d, a nyway, because I got o 
little ongry on 1 ccount of the stories th&t ht.ve been 
goine ~> round - the cae thoJs t hoy have been usi ng l>re 
o utruge ous - t o try t o f orce our hanJ , a s though we 
.ver e try lng t o hold out on the relief people, which 
is ••bsolutely not s o . 

It says hert! : "Secretary :.!orgenthau said t hat relief 
needs of the country con s till be met Rith!n l ates t 
budeet esti3~ tes . • 

You see , :.lr • .nubr ey :alli!..ms ft'llS here yesterday &nd 
!)bve :.:r . f>ell a na myself u state:nent ·.s to his needs 
for Februa ry , and we still ha ve sufficient funds in 
the budget to t tok e c ure of o'lhll t ite says the needs a r e 
for Februa ry . 

11/Aor genthnu s a i d he ca nvassed tne r elief situa tion 
" ith Actt~v;pfl J.dministrator '/lilltrms and Budge t 
Di r ector Bell yesterdE.y . On the busis of the l a test 
:i?J. figures, fun;Js on h~ nd "re sufficient to t t.ke care 
of relief needs through June JJ, he s aid . 

"liorgent hau s a i d t ne relief schedule s ubmitted by 
!lilliams was practicl>ll ;; tne some as that set up 
in Decemt.er . He added tnllt because VIP A w~s slow 
i n e c rly winter in ta~ing on relief clients, it will 
be able to employ about 50 , 00J mor e peopl e ln February 
t nan origim•lly cont empla t ed ." 

Means t hey c~n take on a milllon 95J t hous3nd . 

II!Aorgenthu u said toe Treasury would use no 1 sle1ght-of­
a~nd ' mbthods t o secure money in cuse the relief needs 
bec.:>:ne substanti:>lly g re:< ter . " J.n a•ful lot of gossip 
~rounJ this to.vn obout r ;. ising coney a gainst R. F.C. 
assets a nd against gold sterili~ation end a ll tha t 
sort of t hing . I thousht I might just as well lay 
th<~ t one a wny • 
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• ccles: 

H. : . Jr: 

L.:..:les : 

I . I' . Jr : 

: ~11 : 
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11 1 If we need X millions of dollars , I' 11 ask 
fo t• X millions of dolla r s , 1 the Secr e t a r y said . 
•There i s no use in walkill(l three blocks where 
one wi ll ao . 

?"1? 
• I V 

"'If t ne time snoulo cooe when Lnere are not suffi­
cient fund :; t o tc.ke care of the needy, Yr . llt!ll and 
I will be the first t o suy so . In tha t cc.se , we 
.·.ill make e vet'y eff ort t o get tne funds, e ven to 
;,ski~ Congt'ess for <~ deficiency L ppropt'iation.' " 

Th er e hus been so muc n misin fo t'm<-. tion - Bell vnd 
I n:-ov€ been dnd of t nc goa t - tnat I ha ve r ealty 
t:otten . . . . I mean t here 1 s no thing gets unde r !lY 
SAin so r s to have people say falsely t hct Bell ~nd 
I bt'c t!lu vnes .v:1o ;;re holJin.;, out on tne money , 
o\dlCil lsn1 t SO . And tnc faCtS bre He brought c 11 
..<inds of pressure to bec. r on tne il'?A to ·JUt more 
people on, and tney h<-ven•t begun to put. them on 
as fast ts Nt outlineu they could ; and th;.t• s tne 
t' ebson tney ' v e go t money over . 

And I suid , to lay t tw t ono th1. t there was some 
scne.ne on foot, 11 If Ne neeJ a hundr ed million 
aollars, WilY not SHY so? '/.'hy .. 11 these complicu ted 
scne::~e of some s leight- of- n1 nd 1l•·tnod th;..t doesn' t 
fool o.n)·body?" I'd :nucn r ~tller come out 1 nd say, 
11 .7e need ' hunured JJillion uoll~:. rs . All right . " 
I th.:.n.< 1t 1 s raucn bettet' to s~>:t so thlin to do it 
in E r oundobout ttey ; ~;nJ I tnoueht I would just once 
~:.nd for ~11 ley it t o rest, 1ono B!ill nnd J. heu a 
joint pr ess confer ence on i t. 

It wouldn ' t make a ny diffe r ence whe thet' tney got 
the money fr Jm the Gover nmenl bo rrofling o t' from the 
gold or the R. l" . C. It would a ll have to be eppr o­
priu ted ln Lny c ase . 1,.uesti o n of ~<ppropriation . 
The uestion o f r a i sing i t - it isn ' t as if you 
o!Oulu get it d tnout Cong ress Oi)pt'Opri at i ng it. 

But 1 tneLn ,ve couldn 1 t. e ven 6'- t it out of the gold 
steril1~nt1on . 

"1 t hout c..n o pl)ropria tio n . 

I f we ' r e apvropr i a ting, wny no t bSk fo r a hundred 
mill i on dollu rs c lea n? 

Gold destcrlli4&t1on i s ju5t a means of financing 
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t! •• Jr: 

ccle~ : 

n . . ~ . Jr: 

l:.ccl .,s : 

• 1 .. . Jr : 

H • •• • Jr : 
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And R . ~ . ~ . is the s~me thing . 
a lre~dy op~ropri~ted b certa i n 
y e-. r 1 s bu .iget for relief .Yhich 

o80 ~1111on dollars . 

?.74 

But the Congress hEs 
umount of money in this 
hasn ' t y e t been used . 

Yes . !lo.: , I - it i s n • t as tho ugh the r e lief s i tua t1on 
is ve ry s erio us ; i t see ms to me, a s I get it, no one -
I uon • t tniM the Tre&sury is bl~med on i t . J, t l e1.s t 
I u<•Ven 1 t nourti a ny b l a me passed here . ' 

You re~o t ne stor i es in toctuy ' s Lnti yes terJ&y ' s 
ne.;sp<.pers; you ' l l s ee; un c1• both th~; President ~>nd 
I 6m v.,ry muc h bl amed . 

.. ell, I h1.ve neur c1 the blame p1.sseo upon t he rt~gula ­
tl.ms of •'IPA , t nat - wh< t tney term the means test; 
th~o t tnere a r e a g r ebt m£ny people unemployeu who 
would i mnedis t e ty tPke or.~ 1f they d i d n • t have t o 
~o through wh11t they t e rm the means t est, a nd tmt i n 
itsel f is tho thing tha t maltes it - redu c e s the num­
ber - keeps the number of people tha t l ost their jobs 
from go lng on ;:pp .vor k . It is tno a ifference bet.>een 
tite regulr. tion, I thi nk, and wha t the s itU< tion A'ould 
be if it .1a s n 1 t for tna t rt~guln tion . 

nell , I 1u liKe- I dvn 1 t IV6nt to •••. 

No , t h6 t wus al l. 

I j ust 11an t t o ada o ne o ther tning , so you J)eopl e 
knov. wna t ' s going through my mind, a nd th11 t i s t his -
a mi thu t is this part of the rtR son I %id t h i s : th~> t 

~ s f ur as tne gola sterilL~a t1on fund i s concerned, I 
per sonf lly feel th&t with tne .vorlu s itm,ti on the way 
it is, ,;ith business so uncerta in, ~> nd the fir s t part 
of t ois yeu r our export trt.de has fallen off ve ry 
s ha r ply , tnt t .ve don ' t 1mo .. .. nen we may be CLlled 
on i n a r eal move~ent of &Olu going out , ana tne n t hu t 
!'una will begin to function f o r tne pur;>ose it is set 
up, &no we will be all tlckleu to a ea th a nd SllY , "Look 
how s mart we were to have t ha t fund ." I ca n ' t think 
of' a hors e time th&n now t o rnonkoy wl tn that fund . I 
don ' t know - gold above $35 .... 
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I• bout iJ5 .v:< in London . 

,...., -
. .. I ~J 

We tlon' t kno.t - at a ny t ime, with this situation and 
the who le thing so upse t, we may be ca lled on for a 
good ma ny hunared million dollurs , a nd t here the thing 
is , ~nu it doesn ' t d i sturb you people e na your excess 
r eser ve situa t i on, t nu doesn• t ._.r~ol'l on the b~snk~ -
<.ir~s•· uv.:n the r ttserves of the banks . It conserves 
the function . It ' s been there, we have taken a ll the 
criticism, a nd noN, wnen it l ooks like any d.ay we may 
be cal l ed on to l~t gold go, it seems to me to be very 
stupid to monkey with it a t this time . 

It is your ~xtr& jlL.ir of punts for tne time being . 

Yes . /,nd I just - so ttwt you hea r a nd I take lt 
li.<e to .tnow ;·:ht. t 1 s in cy min-:1 . And you c &n t sk me 
~ ny other ~uestion End I ~m more than gl ad, so ~hat 
you people who a re uskea, 11'/lna t is the Trea sury 
thi nking?" - <. t least I 1 11 s ay I can or cannot Enswer . 
So if tnere i s " IIY thing else on your mind that. you 
wa nt t o ,<now on ::here .ve s t a nd , I •11 be more then (l l vd 
to answer it . I mea n 1 s et~ !A r . Eccles a nd Mr . Ransom 
o nce e week, but tne othor people I don't - up in New 
York they might wont to hi•Ve some q uestion . Dut 1f 
y ou ' ve got a nything , utzy of you people, on your mind, 
here ' s a ch~nce . Let ' s havt~ it . I don ' t kno11 whether 
yo u pe.:>ple .... 

'.'/ell, :.!r . Secret&ry, I' m .1orried ~<bout the trend of 
tne Government bond ~~rket • 

.'lhich w~y? 

Up . I think Re• r e all go ing to be sitting a round 
here in the not too f e r dis t ant futur e ana worrying 
a bout a forthcoming break i n the market . No.,, I 
uon ' t know til~ t o1e li r e 11ll in ::. positi on to meet tha t 
u nd cushion it if &nd when 1t does happen, because we 
h~ ve ridden &l ong wiLh e large bond portfolio . And 
I tnink t hc t- I •ve tnougnt r ight a long tha t ell of 
us would cer tainly s t uy ou t o f the bond market a s fer 
~.~s buying bonds ; r. nd we ought to fe ed the m::.rke t bonds 
,;hen it would t ake it, t o :teep t he a bnorma l llmount of 
price increase from a ffecting the psychology of the 
investo r . 

• 
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Now, I think we ' re going to have to meet that ; 
when, I don• t know . But I don ' t - the underlying 
buying power, as I sense it, i s going to drive this 
market into t oo new high ground unless something 
is done a bout it . 

\1h e t do yo u suggest? 

'lieU, personally I think >~e ' ve got to go into a n 
aggressive selling campaign o r switching c ompuisn 
tog e t rio o f some of our bo nds ; then stand on t he 
side lines a no do who t we can - ~ .. n ' t do it "ll, but 
tio wha t .. e can . And I c ert11inly d Ot• ' t. t hink it i s 
a ny time !'or a nybody t o be buy 1ng Ooverrc;:!'nt R?is!S ~ 
when there is this underlying dema nd for bonds . 4t 

nOO &S you ;.11 AOOI¥, Ne\f York benks have turned right 
e rounu anu a re now buying bonds . They don' t care 
what :tind they are . They 're buying any kind of bonds . 

Buy h ppt l ach1sns . 

Yes , buy that . 

Good s ign. 

Toat ' s t ve ry gooa sign. 

No:1 , I' d just l ike t o s ee .. hether - «he t your i deas 
a r e o n 1 t :md wnether I 1 C! &11 h:lyYtire . 

\'!ell, I d on ' t fee l quite as oisturbed about it es 
you, because in the four yea rs I •ve been here we 
ha ve always, a t leas t once a yeo r, usually two or 
t hree times , h ad a weak bond market , where we a r e 
ve ry glad we ha ve some r eserve buying power. Now, 
"le h;.ve 11 Post a l Sa vings and ~ . D. I. C. - how much did 
they want us t o invest? 

Aoo ut 55 million aollars in t nose t«o funds . We 
could n't inves t a ll. of i t, but cert;. i nly c ould invest 
up Lo at·ound 40 . 

liell 
that 
yo u . 

n.:>w, tney' ve been c r o.7a1ng us , a nd I hsve he l d 
f o r this meeting , jus t t o t alk i t ove r with 

There ' s 40 mi l l i on dollurs . I spoke to Mr. 
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<.ccles t· bout i t. Should we hove tnose ordet•:; in, 
<.nd if you fellows sell some bl.ltlds we • 11 buy tnew 
r'l.lr th.i.s tn:c-.>unt, or should "e give tnese fellows 
a to'IO percent note and 110ld it agu i nst a r a iny 
aay? 

?., ... 
• I 

It se.,ceu to me that for t he present you should t;; ive 
them the t wo ~ercent note , t nd t hen have us furnish 
tne market with such bonds as o re in demana . •'•e 
m.vc b l a rge variety of them 11 nd "e can pr ett y well 
s t~bili:c:e it by selling wht.t is in demand ; una 11e can 
Keel' tht; mtrke t from ::olnc t oo high a nd s a ve possibly -
c. void u url.l s tic re&d j ustment o t some time in tile 
future by doing tnat . .~<s lont: as the Tre:.sury lws 
th.i. s 4J l.lr 50 million, then we ·10uld be in n ,>ositlon , 
ln conjunction .:itn them, t t L l a ter date, if you go t 
r e<.l .ve~..tnes:; ln the mt rket, vhere tney coulu bo in 
t nJ buy u.J to t he 4J or 5J .nlllloo <.nu .:e ln turn 
coulu s>.ilch back . We ' d ,> ick up bills and could -
tht- t i s , .. e coulu 1 e t so:ne 01' ot-r bills r un off t< nd 
buy bonJs; \.o the extent th~ t .. e could sell a hundred 
or two or th r ee hunured :nil lion now, it 1vould :Jut us 
in t position the n to rever :~e the uction . /,ncl \.ha t, 
in c0njunotion •lith \.h e Trat.su ry , i t seems to me, 
~ould enable us t o mee t <ny ~inJ of r. future condi­
tion . 

I hbv~n •t t&t~e~ it ~ver with our boys, but our -my 
inclln· ti n is not to b~ . I 'a much r& tn~r g ive 
tn.,st: bo; s :; two ,Je z·cent n:>te < nu s~ t b~ocx f or ~.onotho..r 

n~t.l( .jt)IJt • 

1hcy tt:l l ~~e - I h;,ven ' t st:~o n it, bu t they tell me 
Tel & Tel i s off six points tnis morning . 

·~h&t ' s tne stoc~ , yes . 

rle<>ort o f tne Colll!llunications Com.nissi:m , I tnink, 
i s ' responsible • 

.. ell , !.lr . Bell tells me tnr t .e still have 1!1 million 
or Civil ser vice funo bonus to sell. So :e h1.ve 18 
•1iilion UOllt.rS left to .11:11, I. OU ;·:e ' ll give >OU ll 

mill i o n uolla rs a t • time . 

hll right . 
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To feed out - Just to kind of keep it s t able. 
Then - I' ll t alk it over here again, but unless 
somebody disagrees w1 th me - I say we 1 11 t c.lk it 
over; I haven't t alked to Taylor - why, we ' ll give 
these Postal Savlfl6S and F. IJ . I.C . a t 1vo percent 
note a nd keep them out of the marke t for a while . 

1 1 11 tell you, this i s Ju~ t my own personal 
opinion, and I 1d like t o hear from ~r. Taylor or 
some of your men, just whc t they think about the 
future of the Government bond market . I'm inter­
ested i n these ba nAs 1 portfol ios . They're jus t in 
one nel l of <- sn&pe r ight now - depreciation on 
other bonds - End tney certai nly cannot t ake much 
more grief. 

Well , I don ' t - wa nt to s t:y any tning , lli&yne? 

··ell, I t hi!Li<: there is - 1t gets back to ,hether 
.:e ' ve got t ne proper volume of bills in the market 
c. t the present time . I ' m inclined to think that 
fie ha ven• t . 

\'le have or ha ven ' t? 

·.ve have not got enough bills in the market, ~nd tha t 
t.oro;vs tne weight on the Government bonds - I mean 
~urcnLsing st~napoint ~s well &S the selling stand­
point, when uny evening of f comes out . I don't 
kn0•1 Nhether I CWl express it a ny different "'"Y 
tnan t hc.t. I just have u feeling t h2t you ht.ven't 
got enough of ver y li~u1d short-term securities 
in the ma rket to t ake c ~re of the m~rket needs . 

Th.nt is, in r el ation t o t he total debt. 

'Ihat ' s right. 

Wayne , I think the bunks t hr. t ur e buying bonds now 
~re buyln~ f or earning vow~r , not beca use they may 
want l ong bonds ; but t hey just simply are up acainst 
earning power to meet overhead . 

'lbat ' s r ight; t ha t ' s tne answer . hnd there i sn ' t 
anything else coming along to put the money in • 

• le could nt;raly put out aua1tioru.. l bi lls at the 
ex~ense of t he long-term bonds . It would r estrlct 

Regraded Unclassified



.i. ! . Jr: 

ilur..:e:s : 

:i . ' . Jr : 

-ur~: ess : 

fi . ~ . Jr: 

~urt:\:ss : 

?7 -. ' 

- l J -

the s u pply of l ong-te r m bonos unless we put mo r e 
Uove rnme n t obligations out in the marke t. So t hut 
Nould pr e vent &ny a c tion of that nt.ture just noN. 

I. ell, on this situat ion .;e s~old :;e woulun ' t t ell tne 
boys any tning until t onight. .. t usU&lly E-nnounce 
four o ' cloc.t Thursday &f t ern""n .>il& t w; o~lll do 
..!onday . l:lo11 ooulJ t his be: 1f .ve told t hem this 
e vening tn& t, beg inning with the first •eek i n 
Mo r en , we woul d offer - I ~;&n t to put i t , bet11een 
t:1o a nd tht•ee h undr ed million dolla rs worth of b i lls 
fa lling du e on or about t ne 15 th of June . Thut eives 
us " little leeway . I me&n i f tne t a x r eceipts a r e 
better, wny , toen we m.ight make i t two, t;~o fifty . 
I f tney are not so good , mi ght mcke i t JJJ . Or , if 
t.l<: t&x recel J)tS &rE v.:r y gooll , make it :CJJ . But 
i't 61ves us t. little l.:e .. t y . Thtt ' s one of t he 
r etsons wny Bel l <.na I , tt.Lting t ois morning , t hought 
''" .. o..Uun' t start until t111; f irs t .:eek in !.lar.:h, by 
the ~ .. x au t.e; just see whf• t the t&x receipts a re . 
iht t doesn ' t ~tke too much unce r ttinty, does it, to 
say . b e t ween two a nd three hundr"d :nillion ooll!.rs of 
bills ? 

Loes it giv e you eno~h lee.v~oy in c ase the t a x 
r eceipts ~re very distppolnttng? 

:;ell, I tell yo u .. . 

Tn&t ' s ~ .>nly ..,uestion . 

~ell , I can't t ell you •hLt tn~ t ax receipt s wtl l be 
o n t he 15th , but I can t ell yo u in s trictest coruidence 
tha t !'o r the mon t h o f J&m.u -ry t nt: to t " l Government 
r tl vcnU(; ;lb~ :Co mill i on uollurs in excess of our <!S ti­
m~>tes . 

vo;>u . 

No .. of c~urse , tnet is s till. on toe ye~:r-before 
bus iness . No.v , I d .>n1 t .moA' • . • ·;nat Geor ge tl&as 
is doing n~J ~ , ht' ' s til£1n:;:- .:c ~'t'~ Lt•O thct .-. e ose, 
toe St&ndl ru Statistics e r oup o f' businesses End our 
o:m . .':c ht v" t ... 1o that "e follow, c.nd ,•;e ~>re follow­
ing th.e ebrn ing s t o tements t o see ho;: t hose comp10 r e 
wi tn Nhe t we e re estimbting . 

.. hen uo you t olnA yo u•ll kno.v , Georg., , M V <= somet ui nt? 
Com!Jll: out ;>r.etty f &st . 

Regraded Unclassified



tdl: 

odl : 

!1 • . : . Jr : 

!.o~nntt.a : 

Lochher.d : 

Lo..::hheuu : 

2"'" vv 

-14-

I thlnk next wee.< we ' ll h~ov,. some k ind of :. cocpt~ri­
son. 

Bu t I would ~>ns<~.;r your ,,UI!St i un - I do n 't - we 
huve btOen terrific~o lly conso:rv~otive her e o n our 
es tima tes , t nd 300 million dollars I t hi nk will be 
all the money we could possibly u:;e , stOe? 

S ti 11 could go o n, with t110 additional dE t es in 
/,pril , t hen f our d~.otos in June, if they · .. e r e d is­
~<iJPOinting , t o the extent of three or four nundr ed 
..ilillion. 

~·a"- t • s true . 

Your :O:t.rch r evenue cun 1 t bt: v .,ry dis&ppointing , 
though . I t isn' t b~sed on the pr esent situ~;tion 

:... t. &11 . 

Th1.. t 1 !> r ight . 

And the o t her t nlr,g , R1 nuolph, i f i t is bad , we c&n 
i rumedi o tdy s t urt selline o ur ::;.,pt t::mber bills . I 
met,n su;,:,)osing we huve to s ell three hund r ed - I 
say betv.een two ~:n<i thre~o hunured - into June ; t hen 
.ve f ino they 1 r e t e rrible . l'lhen t hese t hings expire, 
.v€. c~:n immediately stH t selling bills into September . 
l:luh? 

Yes . L&n, in figuring ~our estt...: tes , titis - tnis 
free silvt r i s corning ..1p t.CL in Just no": . 

Sell four i nto September . 

7.J million could ~ lwoys Le ust<d &. t <> pinch, couldn ' t 
1 t? J ust r i ght no .. th1o i could be used in ~ pinch . 
You h~:ven • t count ed on th:.t . 

;} ht. t I 5 th& t ? 

I s:.~· tne fre;, sllvt! l' i~ stu rtlng to c r eep up &(lllin 
Jusi now . 'l'h e silve r certifica t es outs t anding don ' t 
t;et much over o ne bi ll1->n !'our, uon't seem t o get 
So the ne.v silver coming in, b c ing poi ci for, pi l es 
up 11s fr ee silve r . Now, ttl:. t &lwt.ys co..;lc be used 
in an emer gency . Could ulN:.ys iss~e t hose certifi­
c& t es . or ~oursL , be r , ruing taem out . It ' s 
rt<L ily o:>ney ..• 

Regraded Unclassified



::ur tJ<:SS : 

u..>C llfh .:bU : 

H. J. Jr : 

[,ocnue~od : 

1 • • •• • Jr : 

A. ·". Jr: 

Lo~tlhttd : 

:Jell : 

BurtlS. : 

r! . • ,. Jr : 

-15-

Tha t' s j ust the amount yo u paid f or t ae s 1l ve r . 

1h&t ' s just the cost p rice . b nd tha t ' s a l~ays 
b1-cklng up . 

tlow much? 

70 . 

VI ell, t he Fede:-i>l Reserv e al;lr..ys c ooper-. tes on 
sllv~r certificr t~os . 

••ell, I don ' t ~no.1 whether t acy ' d like a deposit 
of 7J million Joll&rs of silver certificates . 
But f r om the star.upotnt - it i s r edly monl!) thr. t 
coula b" used . 

l.'e • 11 bu·· 7J mill ion f10llL r s wortn :~I' bonds for 
t hose certi1'1C< tcs . 

281 

I jus t mention thut <;S a n emergency item ther e tht. t 
could <. lways be used . 

I ha v e t aken tha t into c onsidention to the extent 
of' 2:.J mill ion uollc r•s ov c t• ;,uti nbov" yow• JJUr cm,ses 
fo r the periou , so you r r r eu silve r 11oulu be, unde r 
this particulLr pictur~ , 5v millio n . 

I d on 1 t see any a rgum~:nt :.g&ins t t h& t prognm tha t is 
per sui>sive . It 1~ u littl& b~ottcr technl~ue to star t 
it e £r lier , so you aon•t double up ~uite so cuch towar d 
tne lust of !~t..r ..:n t. rk.l so you d ,.m • t - ;;ou ' r e no t selling 
these t 6o t hings in t!lnde:n Lr.a t ney are no t both 
~0-d&ys; but in t h e present Cl< rket I don• t think thr t 
is ~ r eFl a rgument n~c inst it. 

ooel l , ln t hat connec tlur., f or the benefit of a ll of 
us , ma y l ask .•.. 

Please . 

. • • Randolph til iS . If tile Open ~!arket Co!:lllli t t ee .vc..nt 
into a n r,ggr esslve campaign of s:~itching bonds for 
certEin CDb t.urit1es, .~i th u lsck o f ne .v bills in the 
m<rktt , ;;h~et ,;oula be the effect on t he s hort-te ron 
r!'te? For instljJJce, if you - lt!t1 s tuin.t in f i t,ures 
o f lJD or 150 ~illion bonds in the next oO d&ys or 
less . 
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That' s a little wor e t h&n pr ob::>bl ;> we woul d 'il&nt 
t o do . But, of cour se, it uoes .•• • 

282 

All depends on .• ba t tuc miJ rket - .ha t the dema nd i s . 

It d oes r educe t ue r~ tc on notes a nd bills . I don ' t 
tnin~ the t i s ve ry s " riou s ; i t i s o ne of the in.,vitoble 
e vils of moking swi ~ches , & s you ,>Ut up the price of 
wh&t you buy . tlut it 1sn1 t ;.s b(d to ;>u t up tho price 
of notes a s it i :; to ht ve tn~e price of bonus go wuy 
u p , btc a use thtre i s less risk involveci for the buyer • 

• ;ell , ·.-mere ;,tou buy b ills .nosl71.;> it do esn ' t mokc ouch 
uifference , bcc;.us~ tncy ore tloost ~- negligible 
r~t., , 1 nd ;;nether you put the price at six hu ndr;;uths 
o r .,ignt nunureo..tns or fivt: uunti r edths - it ' s 
1m:nc ter io.l. 

I .. on ' t tninA SU;J,,lylnt. ~).) t;lil lion extra bills ~;ould 
mt" .<e very mucn uil'l't~rence on tha t , ·.veyne . 

''•hr. t woul d h~ pj)~n if yo u l ot " f ew bills run off? 

~ell , I ' Q be a l'r&id to do lt, U&n . 

Cert;: inly l'oOUld . 

I think it might be v ;ol t . 

I've sti ll got to be eouc~ted on tnat point . 

ue l l , Dan li<tes to n~>ve nis littl e joke . 

I t e l l you right nt.l'E, t.ith these he< rint;s on thE 
Hi ll on the Gol~.:;borougll t.nu Put.llan ;:n~ tm. rls t 
of tnese bil ls, I tniM i~ •IO.Jl:l be ~bout us aUJIIb 
< tiling i>S ,,e coul<.> ,JOSsibly Jo - is to s thr i letting 
t lot of b i lls or uotes or bonds run o f f . I just 
can • t imag i ne &ny t hing tht. t woul d invite mor e trouble 
a nd ,. pos sible coneressi onnl investi gati on. Now , 
th;.t :nay no t .::t kf. sense to you from (• mone t a r y po int 
of view, but a ft!! r a ll y ;>u 1 r e living in ~' p~: rticulL r 

It does t o 'llr yne T1.ylor , b ecE use he ' s got to go up -
•\hat is it yo u ' re going up to defend? That' s the 
Go l dsborough bi ll; tha t ' s - ther e ' s anothe r one. 

I lea rnea tbout thl. o the r one . 
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I ' m on t wo of them . If you can ge t on any more 
of these than I con, you're o good one . 

Well, Wayne ' s going up to defend - is he going 
on the Goldsborough? 

Over an over-si zed dead body . 

283 

Mr . Goldsborough told me the Secretary is coming up. 

Seve t o get a subpoena to get me up. 

Uade ~ny progress , Cy? 

On yes , I made a lJ. ttle . I thi DA I can g et you 
out of it . 

Yes, but don 't slip me i n. 

I don ' t think it ' s f air tha t all of these members 
of the Executive Committee of tne Open Market Committee 
never get a chance to tes tify on the Hill . 

Tha t time may come . 

'•I hat? 

The time may come . 

They're going to g et a cha nce here; I unders t end 
that Ur . Pa tman i s go ing ~o gi ve a ll our fellows on 
the Boar d a chance . 

Yes . Retirement system. 

I•m going t o ask him t o extend 
of t he Open Market Committee . 
I see vony tuey netd to confine 

it to the members 
! 1 11 be damned if 
it to the Board . 

Well , ctoes anybody have ony objecti on t o that 
announcement and tha t program from now until the 
15th? Anybody got a better one? 

I hove no suggesti on . I hove s a t here and tried 
to be critica l, and haven' t found any f laws in it . 
'J.herefore, I ac4uies ce in l t . 

Have anything? ~ell then, we 1 l l do that. 
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o'•oula yo u mind , bS long LS I •ve got tne Doctor 
ne r e , if I asked nim if he ' s got E>nytning good 
o r bad o n the business sit~tion? 

Go a head . 

I •m >' frr1d I n<1vc n• t onyth i ne tha t you ha ven ' t, 
Mr . Secretary . You kno.v ~ha t in Ja nuary things 
fh ttened o ut; they d i un' t go down a ny f urther . 
Anu th~< ret~;.il truue r eports , <vnich you s ee , .. ... 

xna ~ay I tnan~ y ou gentlccen f or getting those . 
Tne;; tor e ve r:; , very tu;l;>J'ul , t nose r e t <.ll r eports . 

The !'t;tc.il trao.1e s~;cms t o bt ~eeping up r ebsonably 
At;ll . nna ~e nEve seen r~ports - a t the ena of 
the yea r tn~;re >~er~ cor e lnvomt o!'ies tnn n tne r e 
,,e r e tne yeEr e~< rlier; e na t ne amount, even ll S 

r~<port~d, HEsn • t as lt. r ge IS I h <ct expected in 
vie" of gener~.-ol t t. lo< . It wLs only a bout six ;>ercent 
niguer . 

/' nd I thin.c ihut the business situa tion a t the 
pr esent time l ooks r tltrsonubly quiet , with no par­
ticult. r prospect o f a bretJkdo.vn End no indica tion, 
un.less t ne builuing thing picks up v e ry fast, of 
any r apid rise . 

H~ ve you your o.:n 1uet "m t your i noex - production 
lnuex wi ll be f or J unua ry? 

~or J&nua r y , 34 pr obt Lly . 

'l'h e s;.~e as December· , pr ::c tic<.lly . 

lh<ot ' s r ignt . 

I tnink the t Eolt:phone vcople e s tima ted one point 
l ower, some t nine lio<e that . 

,"iell, 11i thin ~; point ,,., c&n ' t be sure, but i t i s 
pr actical l y toe s &me ~s December . 

Does toe Secret~> rY .<no;~ about your l t: t es t effort t o 
get :~ore fig ures e nd so on? 
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l•e have started an effort to get our Federl' l 
Keserve Banks to give us mor e current stuff from 
,,eek to 'N eek . 

fin e . 

Hnd of course , .l'e !lope t hut th1 t will get under woy 
shor tly ~nd we ' ll give rou c nythine we lw ve . 

Fine . 

Ins te<.a of :.;.i ting to get ::ore or less complete 
statis tic~! inforn~tion, tnu then by the time you 
cet it compiled it is after the e vent, it ' s a month 
l;.te - tne thou&nt is t o do > certain amount of 
~aut Ae m6y term Sbm~llng or spot checking, so 
tart ;-ou cc n fat within the 11eek wnat ' s nappening 
in tbt ~eek in e~ch of the E rees end branctles , by 
di r ec t ::o nta ~t .vi th ~ !'e.: businesses this week and 
t l't\\ othel' businesses nex t o·eek, to rind out, for 
instance , their ,Sellin~ - olfltit 1 S happening in sales , 
.vnu t ' s h&!Jpenint; to tn.,il' invt nto r y , what i s t ht:ir 
pur en~ sing policy , nlu t is tn1.ir 1: bor policy . Now, 
11' you can get the t in 'J? ulf t'erent sections of the 
country you can ~;ct tne t !'end . If, for inst nllce , 
E. year tgo .ve haa nuu tht~ t, ~e iloulc ht ve possibly 
!'ounu out th: t t.•~> ·•tl' " buytnr much mor e t hen they 
we: r e selling; mlght ht ve gotten ~ better picture 
of invtntories &no on even closer trend on prices . 
hS it ,\<.S , .m:; , Ot:lln lt , .1e aon 1 t ge t it until 'JJ 
to oJ days r.fter it n~ppens . 1-na we 're going to 11t 
let.st try it . 

1W~>rriner, I t alke<J to S~c:. t.rt :Jcl.ion&la, ::>n, ll month 
o~ six we eKs ~go , tnu tt thEt t i me he NaS very much 
a iscour&geo t-S to ~on~ ~:<fr .. .:t b~:<fore next i'Ell , if 
ona wnen tnis bill pussuu . Do you feel t h& t w&y? 

1 e~ . 

l.io you t ni= we ' 11 get ll n)' thing out of it this 
spring? 

I don't think so , as l ong 1..s unemployment is where 
it is beccusc y;:,u • r e g~ttlng u surplus of housing . 
The ~~estion us to whether you ha ve e shor tage or a 
surplus i s pu&ely u r .. lLtiVe thing . You ' d neve & 

snort&ee .wi tn; r es sonrble eoployment situation, 

• 
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wherea s you•ve got a surplus under the present 
situation of unemployment. Another thing thll t 
tends lo influence the new construction, of 
course, is the trend of rents , ~nd r ents a r e 
t &naing ao.:n much iliste r tru.n costs o:' construc­
tion s r e goine dov._. 

lioN , ve t r.lK <bout ::u int~ ininc c~rent .vages , 
which mebns maint aining current prices . Tnv t 
m~~ns tnn t you ha ve - we n8ve frozen the cost, 
we ' ve go t a r igiaity of cost here, whereas with 
w11.. mploymen t L nd part-time employment r ents 6re 
grt•uu1 Uy going down, so that it becomes more 
unproflt1ble to build a s tn1- recession continu~:s . 

~no oy i ueo is th£t tnere is very little prospect 
of <:ny pick-UJl in building - tht t doesn• t come 
first; you • ve got t og et ~o n imp"tus of r e- empl oyment 
first . Then, if you cto , .• e nbve e mechanism here 
tm .. t we m.veu ' t hca before ttu. t will 'tend to t ake 
a hola ena cu rry forwa r d lnto a much more extensive 
building prog r t.m . But we 1 ve got to lu; ve some t hing, 
it se<;ms to 111e , t o give it E• n impetus . 'lie ' 11 get 
mo r e bulld in,; 11i th this le!lislation t han we would 
huve gotten if "'e didn ' t h!l v~ it, but I don•t t hink 
it' s going to be an importhnt f ee tor in the pr el!ent 
s itua tion . 

Anybody w~:nt t o <:sk anytning? 

·•ell , thLnk you very much. 
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RBl'ORT OF SECRETAll'! U>ROENTIIAU 'S 
PRBSS COHFERENCE, FEBRUAll'! 3, l9S8o 

(l.lr . Bell alao preaent) 

There aeeJOa to be oona iclerable inter eat in the 

employment situation and the emount of 110ney 

available to take oare ot the unoaployecl, and 

!Jr . Bell and I devote&• much time to that 

particular subject as aey aubject that we have 

to do with, and I have made atatezoents here at 

di fferent press oontorenoea that we still hac! 

autfioient funds on hand to take care or tho 

requir..,ents as they were given to us by ll'orlcl 

Proe,resa Aclminiatrlktion. Now no less than 

yesterday at twelve o'olook--llr30 or 12--

llr . Aubrey l'fillilllllll wu over here and s & t clown 

with lo!r . Bell and ~elf and aubaitted a n-

aoheclule , and under t he aoheclule which he sub-

mitted to lJr . Bell and C~¥telf there are still 

a utfi oi ent funds in the budget to take oare of 

the needs whioh l.!r . Aubrey l'iillilll!lll put up to 

us . llcnr nobody in Tluhin&ton are more intareated 

or I:IDre aympatbetio than lo:r. Boll and I to tho 

needa of the unOI!ployed , and it the time ahould 

occe when there are not aufficient tunda in the 

Treuury to ta.ke care or tbe needy, why llr. Boll 

and I will be tho tirat to a&y ao, and wo will 
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do everything poeaible to get additional tunda , 

even to the extent of asking Congress for suoh 

tunda through a deficiency bill , if and when 

that tiu e>omes, And there isn' t a -elc, I 

think, that goes by that Wr , 5ell and I don't 

atudy this subject, and , furthermore, we have 

our own field representative in the field 

constantly travellin~: and checking on tho 

uneiiiPloyment a1 tuation. We are in touch with 

tho Sooial Security pooplo to get the latoet 

informo.tion. And , ea a ~:~&tter of faot , one of 

the situations which really worr ies fJr , Bell 

and myself even moro than this, but they don't 

aoem to have the ~~ck of eood publicity possibly 

u some other s , and that 1a the f's.rn people who 

are on relief under Resettl=eot, or what do they 

call it? 

Farm Security. 

Farm Security, under Or . Alexander, and J.lr , Bell 

and 1 are studying that situation very closely. 

Do you want to e.dd anything to that , Bellf 

llo , 1 think thet covers it very well . 

~. Secretary, in regard to these r eports , did 

you ask Mr . Williama to' roduco his sohodulef 

291 
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I have not o.aked llr. IY1ll1t.m11 to reduce hia 

schedul e . We have taken it exactl y o.a he 

aublldtted it to ue . 

Ct.n you tell ue how lor>& it runef I o.aa=e 

it's revised from time to time . 

This 1G a schedule or1Sint.lly s et up i n 

December? 

That's right--December 20th. 

And he revised it o.a of yesterday upward in 

the lll.lmber of people that could be taken care 

of and the r eo.aon he could revise it upward 

without additional funds 15 that they were slow 

in December and Jo.nuu.ry in putting additional 

people on the rolls , end that's why there is still 

money avt.ilable to take on 50,000 mor e people 

in February than they oric i nt.lly conte!!!plt.ted . 

Is this schedule that ho aubaitted yesterday for 

the month of Februl\l"y? 

I t is for the month of Fobruary-- it•s for the 

balance of t he yoar . 

Fiscal year? 

llunni n& througl\ to June roth . But !b- . Bell an4 

I have not once t &l:en--reduced the INI!lber or 

peopl e on their list- -by not one . lie haven't 

reduced i t a. single peraon. VIe haven •t had to • 

There have been suttioiont funde available up to 
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now. M I say , if the time oomea when there are 

not, we are aa much , or moro, interested u 

anybody else in eeeill(; that nobody sta.rvea and 

the 1'reuury will be the firet to say the money 

i s available . 

293 

llr. Secretary, can you or Ur . Bell E!ve us fir;ures 

on tho people to bo t~ron care or or the money 

available? 

I think the people should oOQe out of the \lora 

Progreaa Adninistro.tion. There has be81l enough 

coming out of t here the lao t couple or daya and 

they might as •tell E!ve it to you . 

When you &"'f there are still sufficient fu.nds , do 

you moan sufficient funds clear through to June 

30th7 

There are still sufficient funds for the schedule 

handed to lolr . Bell and oyaelf yester day at 11•30• 

Did you mean when you s aid that Farn Security 

was worried about that that thare was likely to 

be a shortage t here ot some kind? 

They have a ~10,000,000 fund , haven't they? 

No , $12,ooo, ooo • 

$ 12,000,000 to take eare or farm population on 

direct relief and the queation is if that is 

enough money to take care of those people until 

June 30th. And "" hove had & eonference thia 
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week with llr. Alexander and he' s g1:ven us 

additional tir;ures and faota ; based on that in­

formation right now , as far as we lalow, it ' s all 

right , but whother that is enough mono~ to last 

th ... until June 30th ..,. don • t know, but t ho. t 

situation, without ?aving oheoked it ourselves , 

loon ... though it mcht be even more oritioal 

than ~~rka Progr ess Adninistration because those 

people are on direct relief r ight now and the 

money they get from the Government is food and 

olothins , and if the~ don't get it the~ will go 

huni9"~• 

!~ . S eorotar~, that $12, 000 ,000 is what is l oft 

for npending botwoen now and Juno 30th? 

Yes . 

That's what wu allocated to them i n Deoe:Dber 

in o.ddi tion to what they ho.d previously for the 

months bec;innin& Jul~ 1 . They said at that time 

t hey wore about out of mone~ in Dooecbor so the 

$12,000,000 15 for t he six months runninG to 

June 30th. 

Could you give ua tho total f i gure of t he amount 

to be spont for relief to Juno 30th? 

I can't give you an over- all fir;ur e . The WPA has 

about $680,000, 000 of ntm money for funds until 

June Soth. It they h&Ye e:JlY funds loft OYer 
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of the f'unlle t.lloo&ted previous to Decocbor lll , 

that inorouu that teso,ooo,ooo. 

l!r . Seorot&ry , on the Daily Statement there t.ppe&rs 

this a\lllllUt.Z"y of 111lersonoy turuls , the t.llooatione , 

obligations and expenditures , and according to 

that at l~ot until recently it appeared that thoro 

had been about uoo,ooo,ooo unobli&ated and .., 

additional $400,000,000 unallocated; is that 110noy 

avail&b l e tor thi s purpose? 

Some cf i t1 all or the unallocated is available 

either for Farm Sec~rity, WPA , or vario~• 

departmente.ls . 

Without neot opprcpriations? 

Yes . 

Does that kind of clear up that situation? 

Anythin& on your Tro..,ury financiDg, llr . Seorot&ryt 

No , if there will be, when llr . Guton makee hio 

r e;;ult.r o.nnouno•ont Thursday ovonlng u to what 

we do on llond&y--if we come to any decision between 

eleven and twelve we '.Till have it for you. 

}.!r , o..aton will ht.ve tho infonnntion for you . 

That inoludee the billa if you are going to h&ve 

bills? 

l'ila.tovor there io . 

11r. Secretary, io tho lntordopt.rmontal Ceoftittoe 

scheduled for &ny other meeting• horet 

No . 
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Have you seen t.zJ/1 of these menora.Zida allet;edly 

euggeeting gold desteriliu.tion and issues or 

debentures against reoovarable assets , houeing 

and r elief all hooked up into one thing? 

Not in written form. I got them word- of-mouth, 

just as you did . There's nothing has come 

formally to me . 

Is it true , sir , tho at;eno1es holding these 

recoverable aaeota have already got debenture• 

against these thin;;ef 

Net pr oprietary interest 1a over and above any 

interest they hl\ve . 

29S 

I thought the RFC, for 1nato.noe , vras indebted to 

you for all the money it had gotten in any -y at 

all and re- invastod in any asset of any kind. 

Well , it has tor part of it, but they've got an 

earning• That proprietary interes t does include 

capital stool<, Herbert. 

Are you throu&h f 

Y.os . 

11' what we are tAlking about , if we need 

additional money for relief , as far as that ie 

concerned, as Secretary of the Treasur y , I will 

ask for fund• . I •m not goi,.; to ua e t.zJ/1 ele1ght­

ot-hand• I •m going to oo.,.. rii;Pt out openly and 
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say we need ao auoh money to take care or the 

needy and not do it in a slei~ht•ot•h&nd or 

phoney manner, and these tellowa who are aitt1n& 

up nights tryi.ng to find some way to do 1t , thU 

way or that way, aa far as I am concerned they 

are -•tin& their time. I will come rigbt out 

openly and above board and aalc for X millions 

of dollars to take care of the needy tor the 

rest of the year . There's DO sen3e in the world 

in going around three blocks to do what ia a very 

simple thi.n& - we need eo much money to take care 

ot the needy . 

Have you sotton that report from the comm1 ttee 

studyinG tho amAll•loo.n problem? 

!io . 

How about this French situation- - any chan(;et 

liothin& • 

Thank you , J.lr . S eoretary. 
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TO 

TREASURY DEPARTMENT 

Seor6tar1 llorgentb&u 

Herlllllll Oliphant 

..... FEB 3 1938 

In order to keep tbe r ecords of q office cl.ear, I encl.o&e 

cow of a letter which Mr. Opper baa shown M with the Wormation that 

it 11 beiJl8 !ol!"tt&rded without tba initials of Mr. Bell, and tor 

tm~...ion 1a not being initialed by Mr. Opper insofar aa it aftecta 

legal aapecta of accounting, Mr . Beater insofar ae it atfecta lec;ial&tion, 

nor by _,.aelt. 

Te,ylor bas seen a copy of this llemo. ~ 

Encloeure 
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Dear Jeue• 

Thank f OU for 7011r letter of Jan\IA1'1 Jlet and 

ita enclosures , to which I haaten t o replf in dew 

of rq belief t.bat no delq in t.be introduction of 

such legislation is desirable. 

We have gone OTer t.be drafts of t he proposed 

Be1ance Sheet and commodity Credit billa and have no 

turther suggestions to u.ke. The Treaaur)' will be 

prepared to report !aToreblf on the two bills if a 

report 1~ requested b7 tbe appropriate Committees. 

Yours a1ncerel 7 1 

Acting Secretaey. 

Honorable Jeaee R· J ones, 
Chainan, 
Reconstruction Finance Corporation , 
Washington, o. c. 
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February 3, 1938 

Tne attaohed waa banc1ed to me today by Senator 

BarkleY when I saw h1.m, Senator Gurrey, Grave a and Alexander 

rrom AT. 
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IIJ2J!A.l!R 1lJ 

Amer1osn Wh1akey le a dl~t1llat e fro• gr.la Whloh hae alwaye 

bun l'.ged l n oh .. r rel1 ne" onlt barrela. The charred ne" oak barrel 

1a oa" or the ~ufacturlng proceu . Stol"lga 1n a oh&1'J"ed new 

oak bar r el creates a ohAractertet 1o ln the ~lakay aot otbarwlea 

obt• lnable. The whiskey extracts oert~ ln lftSradlante tro• tba 

barrel, the barrel abeo rbe oart• ln lngrel11ent a frolll th11 e>hl 111tey, 

th ~ o•er aoh s.a a oabl7at , and the 1111ngUng of tbe 100od 1ngNtd-

1ente Tlth the g1"aln 1ngr el1 lenta or the wblekey (oo•DDnly oal l ed 

oong•· nera) ln tha preaenoe of the ORtalyet ollldlzed by the brenth­

lng of thft barrel, results 1n ohamlo~l r es.ot1ona ore~tl~g a sters 

and o th~r l ngredlanta • h10h glYa the whiskey a fl&Tor and llro .. 

c• ,rsoterletlo of ABerl~ Wblaltey ~lch le not otherwi~e obtalQ­

abl•. 

3cc toh, Irllb aad C&na41an Wblaltln do not haYe those oharatlell'­

h tlot , n., thay a l'lt aged 1n tUtt• rent ltlndo o f O"'nt -.1nera. 

Cnn~tdlan 11bhltay h •4• h'o• the e&l!le 'll:lM. of :J"?.tn> -eh a1 

~hl akey 1e aade from, and whlle the prooa11ee of dis~tl la­

ROI!Itwtl Pt d1f..,ent, the product co•n~:~: f' ro111 th~ n~llt 'loti 

not 41trer aaterls.lly fro• Am~rlolln wb1eltey. !he pr1•• ~1ffe .. nee 

b~tween C8n•41&n aad A•er1o!lft ~1elt1t• 11 & 41fferenoe 4eTelo~ 

by the 41ft Nnoe 1n etol'ace. Cttn<~dlan Wb1lta1 h u•ully ltore4 

Nue.d 'ba1'J"el1. 

30 
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..... 

Reeentl7 a te~ &.erloaa d1 r t1llere, prlaar117 Oanadlaa1 .-. 

hAYI opened pl aah 1n thle ooant17, b.aYe •d• a 'tlb1lke7 la tbll 

co1111tJ'Y 'llb1oh tlte;r ban etored 1n r eu11d be.~"J'ele. 'lhll 'tlbluer ll, 

1n our Judgunt, ~ C&nadla.a wbhke7 aa4e 1n the UDU .. Stat11. fbe7 

han etded 1n OIUI&da the7 reuee the baJ"Peh laa-erable tlMI, 

u auob AI f orty or f 1t't;r Pan, aad appll renUJ plt<n to do tbat la 

thh oountr:r . 'fbll -ould, of ooi.IJ' .. , aea.a deetl'lloUon ot the 

oooper&ge bue1ne11. 

!tit redel'!ll Alcohol Adlll1n1atrn t1on h now condderlnc a rec:uee t 

30 

produoere, authorlatnc thea t o l~bel t heir ~leke7 1dent1oal17 

•lth t he labele pNIOrlbed tor the nol"llal Amerloan 1!hleke7. 

It tha t 1• dane, or lt the l~bel dletlnotlon 11 not 10 g reat ae 

olear ly dh t1nguhla tale product. so thnt one o!Ulnot be ps.lated ott 

t or the other, 'be ... rlo"n 41st1ller s rlll eut tar ~1.terl"U7, She 

banh wbo h• 'YI tln&noed the present \ ,.v1nt or1u rlll eutter 

~ter1all;r, and the A.aerlean d1etlll e r ( ~tll b1 d r1Yen t~ th8 uas of 

ttcond-h&nd b&rrell, thue dee1l'oJ1.nc the aoops ra«e 1ndus t!'7, the 

Ullber growere, an4 the labor ln the tlaber, ooo pei'&CI, &114 eteel 

f1el4e. 1\ .. 1 'llloope are 11114 on bar:rell aM the etlel boop h a.a 

hpor\lo.nt 011 rt ot the eteel lndueti'J, lllllob would be aaterl8117 al• 

ttote( ahould the 1111 ef .,., 'barrell be IIHI'Mie&. 

'l'hh ll tr. 'beeauN U eoeh abo\lt ten te tftlft e .. h a 

~o llftke llllllke:r ln a n uee4 be.l'rel thaa U dOll • ..te 

1t 1n a ne• barrel. It tbe '" whllklee oa.a b e palae4 ott •• •• 
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~ •be ooneu .. r the 41ttennUal lll •he eoet et pi"'4uu .. 

the Amerloan d 1at 111er t o ••• the eeeo.a-baad barrel, ... 

re1ultant deoreo1et1on 1n tbe blgh 1nYent01'7 ooete &D4 the re­

aotlOn 1n laboi' 1ll tha produotlon ot bal'l'eh &114 la the oaUlJia ot 

t1abe~ will auto~tleelly reeult. 

The l abel d11t1net1on, therefore, h neoe .. al'1, ut onl y t o oro­

consumer but t o proteot ellplOJIIent and o&pl tt1l lll-

bel1e•ed that t he Fede~l Aloohol hdml nlatretl on aAd the 

reaaui"Y Depa rtMnt, the appron.l of the Trea sur y to the. r ederal 

•vvuu~ Adaln1 at~tlon nculatlona being r equired by law, are tullr 

llo ... er, there le atlll open the queetton 

wh"t the l abel 4htlaet1oa lhoul4 'be lll order tully t o protlet 

... .-pleJ~~eat aad ea.plbl l nYaetaenh. A areat 

p.,.e nt .. plbl lAY .. tMat 1ft the higher prloed new 

broliCht a'-Oat tty dte taet t hst uatll ApPll or .. , or 1JM 

• fede""l Aleollol .l4alnlltrotlon replat1oae 414 aake adeqaate 

41et1not1on'-t .... "e produote, Wbllb 41etlnet1oa hal llall 

wtptd o•t 'by tile ,. ... ,..1 .lloohol A4aln1"•-'loa1 e relaterp ... ta-

ot t betr own ,....tatei'J requt...-te. 

There baYe Nell y a rle•• label 41e1:1Mtloae eoaet4erea. 

The r~uaed ooopeftce uen hlln eucceeted that tbe oDlr 
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label 411Uaotloa 'llble'h obolll4 be aado ll 'hat oa tllo .... .. 

ooopl'mge whhk11 "'• label ohow 1 tbll wlltllloJ etoN& la a ... ... 

'bal'l'Ol toP 

label thow 1 t hh whll'lte t "814 1n • aow otiii.J'Pe4 barrel fOP 

! uoh d1etlnotloo 1e not edlq\~to. It 11 .. t obYioae 

to t ho oonllliiOl" ODd tl\o oon.-eP would not andoreten4 lihat 

41fftNnoe t hel"' •• 1n t ho 'lltlhkeJ. lxplanotton of tho U ftePenoo 

1a the aothod of llllJIUfl' oturo dooe aot 1Jlfora tho oonaa .. P of tho 

41fttNneo 1Jl the aehre of tho pPOduot, ea4 ea sdworUilq .... 

pdca built IU'O..,a t!lo rouoe4 eCAtea ent on the bbol wollld aot 

tutr1c1oatlJ dotor tho oelo of roueo~ whlekoJ to JuotlfT tho 

A .. P1oan dletllloro• laYeat ... to ln ner bePPelo. &uoh dlottnotlon 

tberef ol"' h t .. 4oquato aa4 tll'lqe about ell of tho obJooUone 

heretof ore po1ate4 o•t. 

AAether ~ootloa tut bao lloon oona14oi'04 to that Cbo 

Nond coopePOp 'llbllllOF llo .. lalllfte4 ea4 oold aorel1 •• wtltotoJ, 

"'h h DOt ODlJ YloliiUYe Of the Pl'qUlPI .. Dh Of thl ro4oft1 

Alcohol Adalnht?'11\loa Aet 'llat 11'111 tale ...... ooopeftll wlalakOJ 

41 Bt11loro an .SY&Otaao OYIP tho aow eooperart ..... la that 

tho PotoU tale- oo'lll4 ooll tllo wtltllliJ tor .._,_.,. •u. It 

'l'hhltoJ tho ouoto .. P eallo4 fop wU'hoat .., lellol .. MI'lpU• wllltll 

W'Ollld afford the ...... oro • obHit acalDot tllo eal•-·· 

l'lpreeon .. Uoaa. 

Ao elloYO etllto4, we ere of tbo o,tatea tut tho ...... 

ooopeP8go lo la taot a Caaa41on 'llblo'ltoJ aa4e ta tho U.lto4 ltatoo. 
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u Ulel'ef~»re eho~d lie, labeled eltber •Oanadlu tJpe 'llbhlte7• or 

' OaA&d1an 'llbhlte7 lllllde ln tbe \lnUed Stat .. •. 

In Can&da no clleUno\1on 11 u 4e "'"• Ule 'llbhkeJ 

1t. graln •ah l n 'llblob rye predoalnatee er la wlllob ool'll 

p!'84oll1nat... 'l'b.ere l e no euob ~1DC ln Canada a e a I'Je 'llblelteJ 

or u a bourbon r blsltey . • o aaUer wh\ch type of i r&.1 n pre­

~e1nstea in tbe .. e~~ the WhielteJ le ·Oanadlan Wh1 tltey. It hae 

t herefo re, that lna smuoh ae the r eused oooper ace 

j!at l llert aake a produot whloh should haYe eoae de eorlption &3 

t o the grain aaeh, 1. e ., rJI or bourbon, and t haC t he product 

1a a oro ea bet"en tbe Aaerloan wtllalt:r and Canadi an 'll'blskey, t he 

product be call ed reepecUYel :r 1 C&lladl an t:rpe r ye 'llh1ekey• or 

'~d\an t7oe bourbon whlekeJ' · Either cf theee dtacrlpt1ona 

"~uld e~:tf1o1entl7 41Ftlngu110l\ t hfl pr ccl.uct f ro!!' t h e nol'<llal 

protect b*~ t hr ,. •r r.uOt!'!r, t t fJ eaploJtee ln 

the barrtl, tla'ber, aa4 ehU 1adlltrleo, an<i t he Allie r! os n dirU lhre• 

l on s taent. 

to e~lae, t h eref ore, reu .. d oooperare whlske7 aa4e la 

3J I 

tbe Unlh d Sta t .. eould be labeled either (l) 1 C&~~£e 1u ty;;,e • ·1-hkeJ'', 

( ~ ) ' Canadha wlt1eke7 .... 1n the United Sb t oa•, er ( ~) •ca.nadtu 

\ Jpe !';re whlekey• 01' •O&Dadlaa t :rpe bo~n nhktJ'• ••• the ... e ..,. 

Y!th an:r of t h eee 18bele tall a ge elalae tor Ule wblek17 

•hould be oer.tttet, u4 to aa7 eYent the ltllf:th of ator-ae eholll4 N 

abollll eo u t o 4htlncu1ell the wbleke:r ttol'ed f o r •• 4&7 l n rea.et 
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TO 

TREASURY DEPARTMENT 

INTO OP"P'ICa CONNUNICATION 

Secretary Morgentbau 

Berllllll Oil pliant 

For your intorMtion. 

fe• York Old Poet OWetc 

• 

DATO FEB 3 1938 

This case has now been assigned by the Depart~~ent of Justice to 

llr. lard ill the Washington of'tioe. He ia no~ draftin& a oo11plaint aDd 

revislnj: the stipulation sub:lli tted inf'ormall,y lu us about three weeks 

ago. 'llhen the complaint and the stipulation have been approved, llr. Ward 

intends to taJce them to !lew York City for discussion with the Corporation 

CoUD88l. lie are following this atter closely and keeping Eddie intor.ed 

since be is bandling it for La Guardia . 

Genesee V•llp G!.a Coapaar. I pe . r 

SEC baa sut.itted into~ a plan of reorganization for thta 

com~. We are euaining the plan and will giTe SIX: our eua:a:estione. 

Pending receipt of advice as to action to be ta1ten lu the Jllew York Public 

Service Co.U.aaion in respect of the transfer ill 1928 of tJ-98,000 troa 

Depreciation Account to the s..rp:w. Earnl.n&s Account, it will be iapol-

•ible to qree f~ upon a plan. Ro...,.er, we are preperin& &lterD&tiTe 

proposals to anticipate the probable action ot the Public Serrloe eo-iesion. 
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UEIIORAIIDUit OJ' 'rll! DAY 1 S AC'l.'IVITI !S 

labruary 3, 1938 

To: The Secretary 

Fro:u J 

1. Undi stributed nrofits t AX 

I n a =~orcndun r eceived t oday ~r. Shoup i ndicates his die­

approval of a substantial undi stributed profits tax unleas be t ter 

tre~t~ent it accor ded to corporati ons wi t h highly fluctuating in­

come• , throueh a subetanti&l ne t lose c~rJ-over or otherwiae. 

~. Shoup also dioli keo t he pr esent proposal for t he t axation of 

closely held operating corporations tor ainilar r eMO!Ia. !!e t hinks 

~• should devote t ice to findinG ways and meano of taxi ng t he 

•tockholder dir,e t ly upon the r etained •nrninga of his corporation. 

2. Foreign oeroonel holdin~ coan~~ieo 

Ur. Br enner , one of our special ~e11ts , r eports t o ce that no 

""" corpor!' tlo!ls heve been f orn>ed i n t he llahM13s during t he pns t 

5o cll\ys . During t he ~ar.>• period a year ago 33 were for:oed. l'urther­

A>ro, in the ~·t 6o days 14 Bnhamaa corporati on• have been dio­

•olved. These r~t· seem to i ndicate that t he f orei!Q pe rsonal 

holdi:lg COCIJlBJlY legislation hes had a good effect . 

3· T&X bill 

Ueasrs. Daughton and Vinson in!or=ed me thia after noon that the 

Del:IOcrata on t he Ways and Ileana Commt tte.11 had " further inconcluolve 

di ocusoion of the proviaiona for t 8.Xing cloaely held coapaniea. 

I &lao hs~ a long and di fficult diacuaoion with thea on the pro­

poaal to enact a compilat ion of inter nal r evenue l awa prior to the 

enact~ant of t he pr oposed r evenue bill . The eoopilation ha5 been 

~ren&red ~J ~. Stam, counsel for t he J oint Co~ttee , with the 

cooperation of the nt torneyo in t he LegiolatiYe DiYiaion; but accord~ 

l ng to a:~ information baa not bean completely cheeked b~· lotr . Lualc, 

the bead of t he Legislative Divis ion, Kent , 'l'&rlel\11, or lll'Sel!. 

I urged that the rov~nue bill should be ndopted ! trot: and further 

thAt llr . Kent and I should be ginn an opportunity to chock the pro­

;oaed coopilatio!l !or accuracy. ~. Vi naon took the poai tlon that 1117 

r ecent atateoent before t he Vaye and Ileana Co~ittee acounted to a 

blanke t endor seaont of t he oompilation, and that t here wao no need 

fo r further checking. We adJourned without coming to arq definite 

co::~chdon. 
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Be saw Bomer Martin, of' the automobile union people 
and they are getting Tery restless - their hopes were raised 
so high. 

In summarizing, he said, "The thing you have to watch 
i s that the people do not lose their faith in Roosevelt 
because i f' they do the next form of government we have will 
be something quite different_." 

Be said, •I want to ask your advice, as a friend, if' 
I sbould run for Governor" . 1 said, "Bob, if' you were going 
t o run next month T1I1 answer to you would be definitely •no' 
but a lot of water can go over the dam between now and 
next September and it i s too early to decide•. 

-
J.:.o 
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H.JJ.Jr: 

B: 

H.:J.Jr: 

B: 

!! . :I.Jr: 

B: 

H. 14.Jr: 

B: 

H.U.Jr: 

B: 

Hel.lo Barkley . 

February ~. lQ~. 
4:~4 p.lll. 

I - I forgot to talk to you this morning about 
another matter t hat I intended to 111ent1on. 

Please. 

You know the Appropriation Committee has reduced 
t he amount of- t hat ' s allowed to you for adver­
tiselllent - advertising on account of these baby 
bonds. 

Yes. 
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Are you interes ted in that? Are you going to 
have anybody over here to ask for its restor at i on? 

I don't think eo. 

You don 't. 

No. 
Well. I didn ' t wan t to do Anything about it unless 
you were interested. 

No - the newspapers, I think, have been kind& putt ing 
on a f1ght, and I thi nk they were very stupid about 
i t. 

Yes. 
And here United St a tes Qovern~~~ent were doing a - what 
I think, a very high class constructive piece of 
advertising , and the onlY paid advertis i ng United 
states Governlllent i S doing. 

Yes. 

And these newspaper 
put out all right. 
can, do 1t and r elY 

fellows get busy and they have it 
We'll do i t now, the best we 
on t he Poet Office. 

well, 1t was - of course 1t was a good investment 
because the tact t he figures show, you know. 

I know . 
But still I didn't want t o t ake any action. 

Regraded Unclassified



H .ll.Jr: 

B: 

H.LI.Jr: 

8: 

H.loi.Jr: 

B: 

H.U.Jr: 

B: 

H. !A. Jr: 

8: 

H.U.Jr: 

B: 

'!.U.Jr: 

B: 

., 

• 312 

- 2 -

Well, I appreciate it, but ae Seoretarr ot the 
TreaaU%7, I oan' t be telllng n·ery~ elee to out 
down, and -

Yea. Well. All right, I Just wanted to f ind out 
how you felt about it, and whether you wanted 
anythi~ done. 

Now, I appreciate it. Let me ask you thie. The 
boys have been fixing up those labels and Alexander 
will let you know when be'e got it. I told him to 
burry up . 

Yes. 
And - ·till we get. t..hat. straightened out. 

All right. APpreciate it very much your - the Ume 
you gave ue and your attitude, for that aatter. 

Well-
It's worthy right. We're right about tbie thing. 

I - I know you are. 

Yes. 

O.K. 

All right Henry. 

All right . 

Goodbye. 
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P'EOE~AL RESERVE BANK 

01' NEW YORK 

;:: CORRESPONDENCE DATLJ'.-Iml&l'y I, 1811. 

SuBJECT: fiLJPIOII Q)UD1 1!10J 

WlD BAH o._nou•o. 

I o8llt4 Mr. BoUon at lOaN ~· aonaiJic. fh1Dca looltt4 

prntr blau, he aaid. ·" the -e\, the bee na muler a"a* 

11w by the beara tbo wel'e a"raott4 by t h e tact tho\ 8atur4q na 

a bolidl1 1n l'rUloe, u a reault ot 11bioh trmca aold by th• \oda,' 

netd not be d811Yered llllUl •ondq. Ia\ weak, BoUoa aa14, the 

rrtnah were coillc to abow a •err hMYT lo .. 1n their ,old raaarYaa 

due to the ~•U•• praaaare applied t o t h e tl'Ulo raoetl7. 

Toluat ot tl'mo trmaaoUona ••• •811 1n Lon4ol1 ae aon ot the op.. 

erat1ona were conoetJ'ated ill Parta where thq belonct4 11aea the 

'lllole th1nc na purely a Prceb pheoaeon, that 11 a ticht betwae 

the rrcobam Uld their o• aa\hor1Uea, 

fbe btlca na balq atnoted by t he ao••et acailln the 

fran~ with the reiiJl\ \ha\ troa time to time t he lr8l.C1Ull loa\ pl4 

to !nclmd. the waaaau ot the btlca waa aotuallT a thiDc that aa4a 

the aantpula\1011 ot \he cold price ill London a bit 41tt1oul\ tor th.1a 

reaaon1 t hat 1t tht~r watt4 to hne a h1cher pr.t- on cold ill 

London aboye \he ... .,., lwel, thq railed the cold prioa acai.an \he 

Belct11u md thua helpt4 \o dnw cold out ot BN81ela wb.ioh na the 

n ry thine thq wmta4 to nooid it poaaibla. fiaea were bad IIIOIIIh 

Wi tbout dell"era\ely alk1nc the pJ'Obl• ot the BtlciUla ·.,ra 41tt1ealt. 

I alll:t4 11ba\her \hera n• .., cold lNI1aaaa with Mate..._ 

and Boltoa rapl1t4 there na ao aarttw blal1aeaa, all cal4 traNati•• 

hmdlt4 bat .. • \he \w ha4a. 

lwi\Hrbad waa YeJ7 ollfteul)o 

·~• .. ,..l, no\ \he hila a.thoriUaa bu\ \he lw11a people th•atlYea. 
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FE,ORRAL JiWBDtVE" BANK 

Of' NKW YORK 

~.-or:: CORRESPONDENCE DATeJ'o)ftUJ I, liN. 

001nDJI!IAL nLM _____ suoJECT• tiLIPBOIJ m•YJ~~.ttxo• 

J.._ •.--_.....___ _ ___ II!JlJI.AH o• •CD.MD. -·-
(Ri s 0011:1tnt aa r .. &Na \he hiaa authorltha 11 borne out b,- our 

t tcures wb1ch lhow no ra4uat1on 1D tho SWiu latlonal Bank' a bal­

ancn with ua.) lnmtT-tho per oct ot t heu dollar Hlaa, he 

thought, waa atra11ht rapatr1at1oa ot 1\lnb ud conardoa 1a~ 

Swill trmOIJ the r•a1D1Jic 81~ probabl.T wet 1Dto IOU. U ... 

ditterct 1D tho ._.,oh oaaa, 11bo alao oonti.Dllod to aoll 4oUara. 

Bllt with th• praotloall:r \he bulk •••ad to bo lla1Dat pl4. 

I alkod 'llhather ho had .za;r n" fil'lr•• on boari1J:II of 1014 

1D London md ho tboucht that the laat figure of 11001000,000 to 

U40,ooo,ooo 11h1ab he had 11Tc •• baok 1D •07, l&l'r, wu praatioaU:r 

Wlchan&t4. •qbe thq wore .et>,ooo,ooo or £lo,ooo,ooo a ore toclaT but 

ih1t was t h e a•xtew. 

!!olton 1nq111ro4 aa to the eituaUon 1n thil coiiDtl'J' and I 

tzpla1nt4 t hat tho atate of sred ~~noona1Dty •••ed to OTersbadow 

tUl')'thins , .&a tar aa .. lmd waa O«lcernod, he thollcht, tho tael1Dc 

ot 4epreu1on waa 1proa41Dc 1D LODdoll. 

Be aaktd whether our OlltwU'd ao••mt ot capital ha4 con­

tinued 4ur1Jic Juau01'1 and I replied \hat, aocoi"4J..q to the laton 

ttcurea ~uat aTaila'Dla, \he total tor tho laat tour IIOil~l ha4 roaab .. 

•boat tno,ooo,OM, of whim about teo,ooo,ooo he4 l oft 111 41li'Slll 
--r • 1 , 

I ' • • 
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~ tcretary of Stat£, 

Washington . 

GRAY 

London 

DatEd FEbruary 3, 1938 

REc 1 d 3 : 35 P• m, 

92, Frbruary 3, 7 p. m, 

FOR TREASURY FRO!.l BUTTE!t.VORTH. 

' • 315 

AnswEring a qurs t i vn in thE HousE of Commons this 

af tErnoon , th£ PrimE JUni ster stated "I hav E no reason 

t o supnosE that thE setting up of an Anglo- American 

r. ommit l. EE with a ·. itw to discover ing to what rxtrnt 

Or tn t B1•1.tai n ~nd t h E UnitEd StatEs could agrE E upon 

th£ wor deb t pr oblon would bE welcomE to t hE Gov ErnmEnt 

o' -~E Uni t Ed Statts, nor do I seE that it would bE 

H!<ely t o serve any useful purpose" . 
COllFIDEliTIAL: I n the cour sE of a casual conversa-

t i on Bol t on, who operatEs thE British equalization fund 

i n t hE Bank of England , mndE thE following commEnts . 

(1) Tha t thErE hnd in his cxpErirnct never btEn morE 

cross currents in thE forEign Exchange markets than 

Existed t oday. (2) That t h E big speculators and a 
great 
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~S ~-·•n . 92 , FEbruary ~. from London, 

grtat mnny FrEnchmEn wErE now using Zurich as thEi r point 

or opErat i on. (3) Trat although at thE timE of thE gold 

3CCirE thE ([Old problt~t SEEmEd rEal , thErE migh t WEll dE• 

vElOP in thE cour$E of this yEar a flight i nto gold, 

316 

In this connEctinn hE inquired about thE dollar and thE 

cour3t of Antrican ~Ecovcry , Ht obviously thought that 

thErE was a possibility of an important flight from thE 

dollar , (4) That it SEtmEd probablE that NEW York 

banki ng was goin~ throush muct t hE sam£ proccss as took 

placE in Lnndon in thE ninct' cs , onE rEsult of which would 

bt that t hE l~rgE Ntw York banks would i ncrEasi ngly tcnd 

to pr Er; ErVE a cash ratic around 10% . In this connEcti on 

hE co~cntEtl on ~hE cash squEEZE of Early August . 

T~t ~r cssur& on the franc was considErablE today 

an\ although thE ratE clostd at 152 7/8, it rEachEd at 

o~c timE 153i. Tht Bank of FrancE lost a fairly largE 

~uantity of stErling. Tht pressurE was a ttributEd hErE 

to report that thE FrEnch Labor codE n Egotiati ons wErt 

going badly. 

JOHNSON 

CSB: 
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PARAPHRASJ: OF t:IL~ RIOIIVED 

FROM: 

DATE: 

10.: 

American labaeey, Parts, France 

February 3, 1938, 4 P••· 

185 

FROM OOOHR.U. 
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French control has had a bad day. Fro• opening rate 

of 152.95 sterling wae bid up to 153. 80. By 3:30 p.m. 

control had brought it baok to 152-7/8 but this support 

bae been very costly. One broker alone hae taken 650,000 

pounds from the control. Forward tranc more offered and 

r entea lower. Money scarce .with today final date !or 

payment of aubaoript1one to Algerian loan. Bank o! France 

statement aa of January 27 ehowed no gold lose or other 

significant changea. 

There is a gloomy atmosphere on the market. There 

baa been no improvement in internal a!fai~s, and it will 

apparently take aome days to work out tbe labor code, which 

~ill probably involve serious differences. As for affaire 

outside of France, t he French are concerned over the 

rumored developments between the Army and the Nazi party 

in Germany, and over t he sinking in the Mediterranean of 

a British merchant veaeel. As a result there has been a 

alUIIIp t .n international sbarea. There 1a recurrent gossip 

a s to poasibility of restrictive meaauree on franc exchange 

a a the weekend awroachee. 

:tBD WXSSAGI. 
BULLITT. 

IA:unr 
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PARAPHIUSK OJ' TKLKOIWL S&B'f 

TO: American J:abe.eey, Pa.r1e, France 

DATE: February 4, 1938, 11 e.. m. 

NO. I 64 

Reference 1s made to your telegram Jo. 176. 

· 31S 

You are requested to tell the ~1n1ster of Finance 

t hat the Secretary of the Treasury 1e most pleased to 

have his message , and bas e.aked you to transm1t this 

word to the K1n1ster. 
HULL. 
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pJJW>HRJ.BK or TELJXJUK szn 
TO: American Legation, Bern , Switzerland 

DATI: February 4, 1938 , 11 a.m. 

llO.: 3 

Reference is made to your t elegram of January 28, 

!lo . 7 . 
Secretary Morgenthau wishes to transmit his thanks 

for your telegram. He states that the informat ion con­

tai ned therei n is extremely i nteresting to the Treasury, 

313 

and that if you would continue t o report on these mattere 

whenever any development of Treasury i nterest arose, it would 

be helpful to them. THe Department and the Treasury have 

an arrangement whereby the Tre&sury pays the cable ex­

p enoes for reporting of this type on matters of Treasury 

inter est . 
HULL. 

U:LIW 

Regraded Unclassified



-------------------

PAJW>BRASI OJ' TELmwt REOZIVED 

FROK: American labaasy, Pario, !"ranee 

DATZ: February 4 , 1938, noon 

10 .1 189 

RUSH. FROK OOOH!Wi. 

STRICTLY OONFIDZNTIAL. 

The t wo following plane were undertaken in a ftnal 

effort t o avoid showing a loss of gold on the Bank of 

hanoe statement covering t he week ended February 3, 

Firat. 

The French off icials talked with t he Bank of England 

by telephone on Wednesday. They aoked whet her the British 

control would immediately give gol d for the 2 1/3 million 

pounds whtch 1a under earmark for :fUt ure exchange opera­

tions by the French control. The British gave an affir­

mative answer after they had had a short consultation. 

The question was di ccusaed at great length by the 

four leading offioia.ls ot the Bank of France. Then t hey 

fi nally reported to the llinistry of Finance that while i t 

would be legal to t~e this gold t hrough the forward 

account , there ei ght be critioisa of using such gold to 

repay t he Bank ot France tor gold borrowed tr011 the Bank 

of France in reo.nt days by the st abilization fund. 

The Kiniatry of Finance , upon the recommendation of 

the f our otficere of the Bank of rranoe, decided that they 

would not pureue the aatter further , eo no action was taken. 

81QPp4. 
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segQP4. 

On 'ledneeday a n urgent appeal wae •de by the :rrenoll 

to the Dutoh Banking Syndioate for o. turther 1net al111ent on 

its flor in credit. !hie credit ae or iginally envisaged 

wae for 150,000,000 florins; by the fifteenth of January 

112,500,000 norine had been paid acrose. 

.. 
END SIO!IOI ONE. 

BUl.Llft . 

:U;Lft 
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PARAPHRJ.SJ: OF SEOTIOlf TWO, 'lo. 189 of J'ebrua.ry 4, 1938 

from Parte. 

322 

In communicating With the Dutch the French stressed the 

urgency of their e1 tu.aticn and asked that the funds be 

paid to them in time to convert thea into gold before the 

night of the third. The syndicate in response to this 

appeal gave an additional 7, 500 ,000 florins. This amount 

brings the total up to 120,000,000 norine. On Thursday 

th~ gold was actually added to the resources of the stabil­

ization fund . having been 

The operation wi th the 9r1t1eh a&a/oarried out, and 

the Dutch operation having yielded the small amount above 

mentioned, yesterday it was decided that the control would 

take from the Bank of France as of yesterday the four 

billion franca of gold which had been ceded to the Bank 

of France in the week ended l'lov8111ber 10, 1937, by the fund. 

Such an operation will actually make 4,000,000,000 francs 

of gold available to the stabilization fund according 

to the fund' a a ccounting syntem. However, the amount which 

Ifill appear on the statement of the Bank as withdraw dur-
05, 

tng the week ended February 3 will only be 127,000,000 

franca. • This is because the gold reserve of 

ha• not been 
the Bank revalued beyond 43 milligrams to the franc. 

BOLLin'. 
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PARAPHRASI OF SIOTIOlf THRD ar TELJ:aR.Ul 10. 189 

of February •, 1938, noon. 

32J 

There wae Tery he&Ty preoeure on the franc on Thursday 

morning, the largest seller of franos against cterling being 
he thought 

Al:l:; terdaa. One of my contaote told ae that/ the Dutch bankers, 

when apprieed of the urgent demand of the French control 

for a further tranche of the florin credit to be oonTerted 

i nto gold immediately, concluded that the French were about 

out of fundc . Therefore francs were sol d heavily in Am­

sterdam. Theca sales contributed importantly to the lose 

for the day of 300,000,000 franc e of foreign ucbange by 

the French control. This amount ie greatly in exoees of 

t he seTen and a half million florins whi oh were gai.ned by 

the French in the operation mentioned above. 

The stabilization fund, as of Thursday night - after 

receipt of the florin credit and after counting out the 

day ' s exchange loaa of 300,000 ,000 france- wae in debt 

t o the Ban.k: of France about 900,000 ,000 francs for gold 

which wae borrowed during the past we*. The next etat.­

ment of the Bank of France will show a total reduction in 

gold of 3,127,000,000 francs. The fund has already spent 

900,000,000 francs, therefore 3,337,000,000 francs is ths 

net balance. 

At 11 o ' clock this aorning when I wae at the Bank of 

~ranee the exchange :~~arket ne quiet; when the banks opened, 

st erling had been sought at 153.90. At this price the control 

gaTe 
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ga•e a little eterliDC and there wa1 a decline to 152.88 -

88 in the rate. 

It i1 likely there will be ser1oua pressure on the 

f ranc not later t han Thur1day, rebruary 10 . It i1 on that 

date that the abcYe-described go ld lose of t he Banlt of 

rrance will be shown. 

EllD MESSAGE. 
BULLift • 

• 

EA:Lft 
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Secretary of State , 

Washington. 

·. 

GRAY 

Paris 

Dated February 4, 1938 

Rtc 1 d 3 : 10p. m. 

190, February 4 , 4 p. m. 

FRO!' COCHRAlL 

Paris exchange market has been extremely quiet today 

325 

with control apparently losi r.g only a little sterling thi s 

morning . Council of French Ministers yesterday unanimously 

agreed that no measures should bE taken that would increas e 

public expenditurE or reducE revenue . Jenny had long 

article in thE AOENCE ECONO~IQUE today on disadvantages 

of exchangE control and difficulties in enforcement . 

Minister Bonnet has started a move toward increasing 

Fr ench exports . Rumor is current here that Bank of Englan~ 

may rcdu<r~ its di scount rat: e t o one per cent next we ek 

vthtch 3hould weaken sterling exchtlngt rate . 

Today 1 s i nactivity is not indicative of any settled 

atmosphere . On thE contrary worri es on BoursE have been 

increasEd by tickEr r eport of sinki ng of a British ship 

outsi de of Barcelona. 

.atJLLITT 

CSB 
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GRAY v 
Secretary of Sta t e, 

Washington. 

97 , February 4, 7 p . m. 

London 

DatEd February 4, 1938 

Rcc ' d 7: 50 p . m. 

COIIFIDENTIAL POR TREASURY FROM BUTTERWORTH. 

At a dinner of • he Political Economy Club N. F. Ball 

openEd the discussion on "What should bE thE future of 

international currency rElations?" and in his statc:mmts 

leaned so hc:avi ly on the financial section of thE 

Van Zeeland report as to forcE the channel of discussi on 

in that direction. As to thE report , the concEnsus of 

opini on was expressed bv Clav who described it as bEing 

an astute compilation of everyone's diagnosis of nrEsEnt 

ill s together ~ith a politic compilat i on of everyonE's 

remedy; it therefore constituted a highly political 

document for i t s real efficacy must lie in its 

recommendation of a fivE - power meeting v•hich in turn would 

dEpEnd for succ Ess upon political consi dErati ons . 

ThE discussion for thE most par t wandEr Ed into vaguE 

and di stant fiElds , but thE following e~cErpts from the 

remarks of members of thE British Treasury and the Bank 

of England havE practical and realist i c i nter est. 

In thE course of his remarks Clay, Economic Advi sEr 

of thE Bank of England, made t~o other asserti ons which arE 
wor thy 
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worthy of notE : First , he strongly urGEd t hE drastic 

extEnsion of the rccmtly introd\\Ctd practicE of 

publishi ng c Ertain i nf ormat i on rEgarding thE status of 

t~t Bri t i sh Equalization fund; sEcondly, h t lEvelEd a 

gEneral criti cism at thE Van Zteland rEport (which in i ts 

implications SEEmS i mportant) that t~Ut thE r eport 

o grEater stabili ty in the dollnr- sttrling exchangE ratE 

was assumed t~an the circumstances warrant EVEn though 

t~E ratE has bEEn rEanonnbly stAblE duri ng the past two 

327 

years or mort , Clay obviously was speaking as a practitioner 

and hE mEntionEd 1.n this connec t i on thE mannEr in which 

capital movemEnts hod for t uitously facil i tatEd thE 

stability of the dollar - stct•ling ratE . 

Walcy in expressing hi s personal viEws madE thrEE 

points of intErEst : First , ht strongly opposEd the lending 

or furthtr monEY to dtbtors alrEady ovEr- borrowEd and 

unablE to strvE thEir previous obligations; s Econdly , he 

indicated that the B I S hnd no crEdit wEapons such as 

individual c Entral banks could commonl y Employ and thcrcfor c 
nt 

\t would bE/a gravE disadvantagE 1.f it att cmpttd to 

pErform thE functi ons alloca tEd to i t in thE Van ZEEland 

rEport ; thirdly, hE rEitErated a viEW which t hough widEly 

current scvEral yEarS ago i~ ~ow r ar Ely .xprcssEd : Britfly, 
that 
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th~t a r eturn to the gol d stJJ.ndard implies the right t o 

usc thE bank ratE to preserv E thE lEvtl of a currency, 

thus dtlibErJJ.t Ely c r eati ng unemployment and "human 

:n1scry" . Ht queried whEther "this unpleasant busi ness of 

hum::~n sufferi ng" would not r eQuire another approach. 

HawtrEy madE the following observa t ions of interest: 

First.. , ht thought tht suucstion of ext endi ng e.s an 

328 

interim m(asur t thE t ripartite agr eement from a twenty-four 

hour to " six months bo.s i s 'VOS i'11prc.c t!.cal; that i t was 

impoa~iblt for a country to giv E six months notice, it 

would chl'\ng t thE vl'\lUE of i t s currency ; t hErEfor E such an 

arr ang t'!ltnt would Ei .thtr be a permanent onE though 

lacking c ertain adv~ntagts associated with pcrman~ncy 
or wbnt Van Zeeland describEd as force ma jeur £ would in 

such circumstances r eally bt stretched to cover all 

occasions when it wl'\s deemed desirable to change a 

currency ' s value; secondly, ht poi nted ou~that it was 

all very wEll for " an autocrat i c Bank of England" to 

d1s<'rimin'\t t bctvrt en cr tdi t - worthy pcrti ts w1 thin a 

country but it vrould bt qui t£ nnothtr t hing f or thE 

B I S to Att empt to do tht samt between sey Italy and 

Franc e; t hirdls , ht onpbasiztd that t ht recommended 

operations in tht futurts market wtrt bastd on an 

assumption tha t a movement out of a currency was sporadi c 
and 
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FEbr uary 4 1 7 p. m. 1 from London. 

and temporary v;hilE in noint of fnct thr.t out ot thE 

Crane for examplE had 3lready bEEn going on for thrEE 

yt'\rs . 

JOHNSON 

S!'S : NPL 
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Secrct~ry of State, 

ViMhington . 

PLAIN 

London 

Dated February 5, 1938 

Rcc ' d 8 :45 a . m. 

100 , Fcbruarv 5, 1 p . m. 

FOR TREASURY FRO~! BUTTER'.~ORTH . 

1 . ThE most signi ficant event of thE past wttk has 

been thE rmEwe.l of institutionnl buying of gilt- edged 

s Ecur1 ties 1"ht ch clos td aubstsntially hi gher wnr lonn 

st~nd1ng a t 103- t . Thi s i n turn gave risE to rumors 

or a fresh issue or defensE bonds vthi ch hovtever seemed 

prtmnturt inasmuch ~s nc~ monty is not required at 

present . Incidtnt~lly after ~n interv~l or seven necks 

corporation borrowing has been resumed. 

330 

2 . Ci ty 's initi~l reaction to tht shaktup in Germany 

is to regllrd it (A) 11 s ,ne-ther victory of the llazi party 

extremist s over the more conscrv~ tivt tloncnts the results 

of which muy well prove s eri ous ; (B) but the strugglE 

bttnttn the pr ewar nrmy com"'andtrs 'lnd such Naz.i leader s 

as liimmltr i s not considered by any menns over although 

the power of the German army hsd been overestimated here 

and much reliance pl~ctd upon it; (C) thE rtorg~nization 

of t~t Ministry of Economics into f 1vt departments is 
expected 
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txptcted to diminish evEn furthEr Schacht's importance 

for thtrt will bE no one pivotal point nt which hE can makE 

his influenc E ftlt , 

3. Inasmuch as thE PrimE Ministtr has rtfrainEd from 

public pron.ounctmmts for an unusual ltngth of timE I 

vmtur£ to quotE bElow tht concluding portion of a spEECh 

mad£ btfort tht Midlqnd Consrrvativ£ Associations . 

331 

"Tht nbsmCE of 1!1'ljor industrial disput Es arisEs from 

somEthing in thE naturE of a ptrmontnt changE in thE 

mtthods of arriving nt ~ foirtr distribution of thE profits 

of t r adE and i ndustry . Th~t in turn hns sprung from o 

mor t complEtE and a mort scitnt1fic orgqni za t i on of tradE 

unions on thE onE sidE and of tmploytrs' associations on 

th£ othtr with tht tffEct t hAt w£ hoVE largely cut out 

tht old personal antagonisms so that in thtst dnys \YE can 

approach ntgotisti ons bttwttn trnploytrs and trnploytd on a 

broad<:r and a mort objtct1v£ basis . m·stEvEr may bE the 

cnusE of i t undoubttdl~ tht result hoe bEEn tmintntly 

sat isfactory . During thESE l ast fEW yEors thE profits 

of trod£ - - and moy I , ns an Ex- Chancellor , add thE 

contribution which thotH profits makE to thE national 

rtvtnut - - havE bEEn vtry handsomElY ExpandEd and th£ 

figurts rtctntly ouotEd by th£ MinistEr of Labour 

in thE Reust of Commons whtn ht stottd that last year the 
wEEklY 
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weekly wage ratEs of over 5 mil l ion ~ topl t hnd been 

incrtaecd by no l ees than 780 1 000 Pounds demonstratE most 

convi ncingly what benEfi ts have accrued to thE worki ng 

pEOplE , 

If I w<rE to try to put in a single word thE greatest 

boon that any govcrn~cnt can bestow upon the country I 

would soy that it is in thE establishment and maintenance 

of confi dence , It i s confidtnct thnt stimulates 

enterprise and confi dence that gives pence of mind to 

the peoplE . I would ~ oy that in this country especially 

thE establishm Ent of confidEnCE breeds a likE r esul t 

ElSEWhere . Onl y a littlE whilE ngo there sEemEd to b E 
I 

some check to our confidence . I nev er believed that there 

w~8 any foundati on for such ~ chECk ~nd I think i t has 

~lrtady passed off as far a8 we art concerned. OnlY in the 

l ~st fH· d~ys r.t bav• given proof of our confidenc e in our 

future and in thE future of our potential customers by 

mnl<ing c ertain rElax <:<t i ons in the rcgulntions that govern 

the lendi ng of money to forti~;n borrowers . I bcl1tvt tha t 

th,l t chang E will t end to stimul~tt internat i onal tradE and 

~rtcr all it i s to intcrnntion~l tr~dt that we must chiefly 

look to takE the place of our r earmament progr amme when 

1t 
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it bEgins to nppronch i ts oo~plttlon. I f by joint 

Effort WE C ~n SUCCEE~ in SEOUri na SOmE mE~SurE of 

pol1t1cnl ~ppto.srnmt , thnt would bri ng in its train 

:mch 'I fresh accEs~ion of confi dence ns "ould givE a 

nEr stl.mulus to industry nnd v•ould bring new hope to the 

depressed nrcns of thE v•orld •• To makE this yenr of 1938 a 

st::>.rt1ng point of rentved confidEncE n'!d security -- t h::>.t 

ls thE o.1~ of P.1s ~ojesty ' s GovErnnEnt. 

JOHNSON 

Hl'D 
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PARTIAL p.t.RJ.PJ!Rj.BJ OF TJ:UGJWI REOIIVID 

JROIU Aaerioan lllbaeey, Parh, :rranoe 

DATI: February 7, 1938, 5 P••• 

10. : aos 
FROJI OOOH!WI. 

33t; 

Very quiet on Paria exchange market. J'rano weakened 

against sterling from opening rate of 152.60 to 152.85. 

At that point control g&Ye eome sterling and puahed the 

rate down to 152.57 1/2. Through operations w1 th Guaranty 

Trust aal1 the Societe cenerale, it began to gain sterling 

at 152.57 1/2. Karket observers beliBYe that on balance 

for the day the control wae gainer of foreign exchange. 

There baa been no change in rentes. Continuing concefn 

over the currency 1s shown by forward franc r ate. 

Jenny had very good article in today' s TEiolPS on tri­

partite agreBIIIent . He said that this agreement had re­

sulted from French i ni tiatiYe; that the institution of 

exchange control by one of t he parties to the agreement 

would be a flagrant Yiolation of the epirit thereof; that 

progress along economic linea bad not adYanoed with the 

lead giyen in monetary policy ; that the technical arrange­

mente of the tripartite are undeniablY of a practical value; 

but that no international agreement can ensure the stability 

of the currency of a country - t hat depends essentially upon 

the oountrr ' 
8 

own IIBnagement of i te national affaire. 
BULLIH. 
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Saturday, February 5, 1938 

TodaY the Secretary proposed for consideration the 
plan to oease ster111r.1ng newly-mined domest1o gold. 
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0014 exporte4 fr<a Jape \o u.s. 4ur1JI& t.be 336 
per1o4 tr~ sept•'ber 1 , 1937 t o re'bruart 2, 1938 

t ue4 app-oxaahlJ $116,000,000 , all ot wb1cll 

... aol4 to the u.s. 111nt 1n son rronclaeo . 

• 

• • 
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TREASURY DEPARTMENT 
337 _ _ _., .......... h • • ~ ----- .-....--~_ 

INTD OI'P'IC& COMMUN1CA~ 

.,..., rebruary 5 , 1938 

•••w l!r. Lochhead 

The total rar !aetern depoolto aa reported b7 the Uew York 

ar•ncieo ot JapN>ele banka from s.pt .. ber 1, 1937 to rebruar7 2 , 1938, 

1nclue1••• were u t5~llons 

Sept. 1, 193? $ ? ,651,000 

• 8 6,775,000 
• 15 ? ,418 ,000 
• 22 6 ,014,000 

• 29 6 , 617 ,000 

Oct . 6 6 ,839 ,ooo 
• 13 5 ,816 ,000 
• 20 6 ,144,000 
• 27 16,127 ,ooo 

Ko•• 3 1?,?97,000 

• 10 35,096,000 

• 17 36,774,000 

• 24 45,836 ,000 

Dec. 1 51 ,748,000 

• 8 45,200,000 

• 15 41,624 ,000 

• 22 45,7113,000 

• 39 43 ,046 ,000 

Jan,. 5' 1938 47,274,000 

• 14 41,:!96 ,000 

• 19 42 , 687 ,ooo 

• 26 41,2311 ,ooo 

l'eb. 3 36,039,000 
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3:00 p.m. 

H.ll.Jr: Hello. 

sen. King: Hello, my dear friend. 

H.U.Jr: How are you7 
Oh, bull.Y . How are you? Working hard. worked all 
day yesterday. K; 

H.U.Jr: 

K: 

H.J.l.Jr: 

K: 

H.U.Jr: 

K: 

H.U.Jr: 

K: 

H.tJ.Jr: 

K: 

H.l.I.Jr: 

K: 

H.U.Jr: 

K: 

H.ll.Jr: 

K: 

Well -
Got comm1ttees tod~. I tried to have that sub­
committee meet 1ng saturdaY, but uor- but Oliphant 
called it ott, he had to go out of town, and I ' ll 
have it with1n tho next day or two. 

I see. 

I'm- I'm not del~1ng it at all. 

Well, now, I appreciate it. Now senator, you know, 
I'm- I stand ready to come up and be character 
witness tor Opper. 
Well, my dear friend, I don't think it's necessary. 
If it is, I'll let you know. 

Well, now -
I • m taking it ror granted that you endorse him. 

That's right. 
I don't th1nlt you ought to bBve dooe it, but it'• 
all r1ght. 
All right, but -
And if it becomes necessArY I 'll let you know, my 
dear friend. We'll get it ~ieposed of right away . 

Thank you very much. 
we would have had it dUposed of saturday i! Oliphant 
hadn't called it ott. 

Well, that's too bad. 

So don't blame a e now. 
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H.ll.Jr : 

K: 

H.LI.Jr: 

K: 

H.l!.Jr: 

K: 

H.J.!.Jr: 

339 
- a -

I - I - I 111 be the laet. oae t.o bl ... JOU. 

And I don't. blue h1a beoauae he had aade a prn1oue 
appo1nt.aent., and I t.h1nk he ought. t.o haYe lr.ept. 1t. . 

Right.. 

So I 1m not. complaining 88&1n&t. him or an,:rbo~ on 
earth, except. ~aelt. 

Well , 1t they can clear 1t up t.h1a week, 1t.'d be 
tine. 

All right. on, we'll do 1t. We'll do 1t. t.h1e week. 
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r:II':'ll L DI SCUSSI ON Jll GOLD :JOVE February 7, 1938 . 
3 :1J p . m. 

ne ;~ent : 

n . . Jr . 

1 t.lr . T&ylor 
iJrs Klotz 

' J.Ir . Haas 
1 Mr . Daggit 
• Mr . Murphy 
• t.lr . White 
• l.tlss Michener 
• Miss Lonigan 
. lJr . o •uonnell 
• ltl r . G&st o n 
•!.! r . Lochhead 

No .. , lnst"~ou :>f listen ing , Geor ge , to your people 
tne .. ;,.y I h~e ve ever)' t i ce, I 1m going t o r.sk tn&m to 
list &n t o !:le . ; n~ .:h!) t I :.m going to s 'Y is unde r 
no circ~st;.nce~- all t h i s is confidential; Nhtt I'm 
6oing t o s r. y i s extr .. -conflaential , Hnd you c~n look 
£ r ound .;uo1 s in t.he room and you can mofn 11 nd gro~on 
1.d't~rwarus t o t ile peuple ,,ho &re in t he r oom, not.ody 
else . 

N<l·•, wht~ t this .veek-end dia fo r me is this . I wnnt 
t o g ive - some of you war .; .1ith me i n F&r m Credit, 
so l e t me e ive you ~ li t tle ex~erience thPt I hsd 
in Farm Cr edit. I sc· t ov o;. r a t Farm Cr~<dit, a nd 
bec~use the Presi dent af the United Stntes couldn ' t 
get the then peopl" ln tne Tr e;.sur)' to do something 
E long tne lines t iu t he wc nt~<u aftt! r the bust-up of 
J uly ' 33 , he looked to myself and the people with 
m~ over in F~rm Cr euit t o , 1 s ne put it, take the 
snac.tlcs of f his ntnas and !'lis r. rms , a nc. 9;e found 
a way a fter everyboay in tbe /.aminis tra tion feiled . 
1- nd I • m t t LUnt ! bout gola . /.nd because I wt.s 
young - c~ll it youth - either coura&eous or 
t'oolh<- r dy, o; i thcr on~> yo u w~ont - .. e t.oo.t our 
c nance . /. na :.fter tl1b t t errible re~:ction in the 
full of • 33 - th! t t.nd !llt ny t hin,;s ,,hich I .:on ' t 
go into now we<.ckened the bond marke t , e verything 
else . But toen the President - things flew our .~a y ~o nd - I meon we did give him the idea r. nd the 
support thLt he needed, a nd the r esult is I ' m here 

now . 
No.v I don't \\ a nt, Just because I've been here f or 
fou~ yea r s t o be just en i r on - clad a nd r esist s nt 
t o all ide~s . Just because I happen to be aere f our 
yaa r s Lnd !'ina tnt. t I ' m getting in b trac<c and - I 
don't .. ant t o f a l l either the President or ~be r es t 
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of the country Just because I ' m here; and the 
longer you•re here , the l onger you're Secretary 
of the Treasury, the more difficult it is to do 
something new. 

Now, wi thout mentioninc ll ey names , I have a certain 
i dea, and all I'm going to osk the people advising 
me is this: Is it bad economics? Now, if they tell 
me it ' s bad economics and they can convince me it' s 
bad economics, I'll stop, look tnd listen. 

But the argument one person advanced over the 
week- end thE t I called, who is not connected with 
the Treasury - "'llell , to do something in a monet~;ry 
field really won 't help the situation. What you 
sug,est - there is nothing the ma t ter ~>ith it. But 
you ve got to sit b~ck end let the President sweat 
tnls t hing through until he dpes what 11e r eally 
t hink he should cio ." See? 

.. ell, the situation is so rapidly getting worse 
tha t if we sit by and do nothing, t he first thing 
you .mow, whether I like it or aeybody likes 1 t, 
we ' re going to nave to spend a lot of money . Whether 
it' s transcontinentGl ror.d, which is on the front 
p~;ge of the Times, .vhi ch I worked on with Henry 
Lutz before ue dieu last week, and mt.pped the 
whole t hing out with the Pr esident, wi th Henry 
Lutz - we did tha t whole job three years ago -
the transcontinental . The whole thing is done; 
I don't .mo.~ where it i s , but .>'e worked the whole 
thing out. 
\' hether it • s th<> t or something else . • • . • I mean 
I made my speech on llovember lJ that the driving force 
of private capital should tuke the place of Government 
spending. Well , it hasn 1 t , for lots of reesons . Now, 
I don' t kno•v wuose f eult it is, but it hr sn' t taken 
place . hnd, lacking that, the Covernment ,has to go 
back again and do thiS thing . Now, there s no two 

ways about it . 
Now I don' t 1<no1v whether I ' ve got the time or t he 
brains or the intelligence, wi t h the help of you 
people to find t• way for pr1 vate cep1 tal to do 
this thing . I•m not going to let up t rying to find 
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t ha t way . But in the meantime I'm going t o try 
some things; if necessary, within the next week or 
two I ' m going to r ecorumend to the President a 
couple shot s in the arm . o'lhy? Because if I don• t 
do tha t, what we ' re going to get is a major opera­
tion . 

Now, it ' s very nice for some of these people t o 
sit ba ck and say, "Well , •e don • t want any more 
monetary tricks, we don't want any more," so forth 
and so on. All right, then we ' ll get transcontin­
ente.l highway ,_ eignt billion dollars or something 
li~e that, ~na t nen it isn't a shot i n the arm; 
it' s - I aon•t .tnO•· .. h~.o t it i s , but it' s something 
so differ ent t han wha t we ' ve got now. 

342 

Now, toe further I go into t his private capital 
tning - tuank God there e r e no l awyers present; 
it' s these bl!lnkety-bllonk lawyers tha t hove got 
t his tning so tied up '.l ith red t ape that, by God, 
you ca n' t borrow. The United St a tes Government he s 
got its nose into everything. It ' s so expensive 
that if you want to borr ow money it costs you so 
much - rather than borrow, go to the bonks - cari' t 
go to the banks. Thoy•ve got this whole thing just 
tied up into u beautiful knot . And you can 1 t - if I 
want to borr011 money, it ' s so drunn expensive , and 
the people don't kno~ how or t hey can ' t ge t the right 
lawyer in Washington or some other place to ge t it . 

No.Y, whether a fello.• has got the time, ~Yith this 
very critical situa tion, t o go into a ll this red 
tape and hLVe tioe - you got to wait for blectr ic 
Bono' and Share case, until toa t• s settled . I mean 
oere•s ~r . DoU&lcs , Mr. J er ome Frank, the gr eat 
Left a nd .. 11 thf t; but they 1 d r t. ther see this thing 
c r a ck up than - 11 11d .~111 t f or the Electric Bond and 
Share case r a tner tn&n let some of tnese people go 
through, and meet these people h&lf-l'lay . I aro 
personally sick and tired of it . 

I say I • 11 lis ten t o anybody who s ays to me, "Whll t 
you suggest is poor economics ." I don' t want to do 
onytn1ng th&t 1s poor economics; and i f it i sn' t 
poor economics, tnen I'm going to use tne old elbow , 
see? !low, I'm not goi ng to sit here anu let ~oiS 
thing r oll by jus t because I ' m getting ol d, I m 

Regraded Unclassified



tl. 'J. Jr: 

Ht:t s : 

H . .. L Jr: 

h . ... . Jr : 

:ihUS: 

Taylor: 

H. LJr: 

• 
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afraid t o t ake a chance I•m afraid t o do 
a nything . I mean that '~ - I' m dying of dry 
rot here, waitlng for the country t o go to 
hell . And what have .ve got? When a fellow 
1vsnts to borrow some money - supposing ,;. fellow 
wan ts new capital , junior capital· either they 
won't borrow or t here ' s so many e~cuses . 

343 

Now, I want suggestions . I •ve got just one 
suggestion , and f ortuna tely for t he people here 
everybody I ' ve asked in tnls room tells me - I •il 
pu t it up to Barry - but everybody in t he room told 
me he thought of it anyway, ·;oi th the exception of 
Barry, and Harry may have . 

He certainly hLs . 

What? 

He cer tainly h~s . 

You said you had thought of it . 

II ell, t hat and a nwnber of tnings . 

J<ll rignt . And Wuyne suid he 1 d been turning it 
over tHo or three times , ~nu Archie said he ' s 
just been w~iting t o taLK to me ~bout it . 

Arcnie t ulked to me about i t. 

ua sn' t cla l.ming uutnorship, but .... 
Well, any Nay ... &nd I got out 7/e. rren and Pierson 
and I reed up on wha t they 've eat to say, ana wha t 
they thought would :wp1Jen I don ' t .<now. But toe 
immeaiate suggestion is a very minor one , see; it ' s 
a very smel.L one , and it c ~n gi ve us some .tonderful 

t rimmings . 
And t hat is, I went you people to tell me why we 
should continue to sterilize newl y-mined gold . I 
want somebody to t ake the affi rma tive, why we should 
continue t o sterilize newly-mined gold . Now, anybody 
that ' s been with me- either he's mbd enough to stand 
up and t ell me Mhy he tni~s it ' s wrong, and so 
forth - and I' 11 listen. I ·~&nt ar~:uments •hY it's 
bum econo!lliCS . 
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H. J . Jr : 

r!avs : 

llu as: 

li-'~.Jr: 
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To continue t o do i t? 

I mean I •ll put it either way . You can argue on 
either side . I 1 11 go a round tne room - t•lose 
felloNS who are on gold ; ~: o uround the r oom . You 
can tak e either side: tht: t you recommend we continue 
to sterili~e newly-mlncd domestic gol d , you ' re in 
fa vor of it; or you' r e 11 vgin 11 it . Ttske ei ther side 
of the 4uesti on; I don ' t cere which. 

Want me to start? 

Yes . 

Al l right, I 111 be very brief. 

~ee, I 'll deal the cards liKe this, go ar ound . 

I ' ll be very brief . 

!Juring a perioJ when we were apprehensive of infla­
tion, ther e were several moves t aken . Among those 
moves was sterilization of incoming gold . Since 
that time, t he s itua tion has entirely changed • 
• Ye are now in a period - ha ve been in a period of 
very r apld aefl a tion, •vith some evi dence of a little 
halting now ; but the out look is by no means clear . 

The stopping of the s teriliza tion of domesti c gold, 
I .vould say , should be done, but its effect will 
largely be , as you sLi d , Ur . Secretar~ , that of a 
trlal balloon, a nd the people mey bel ieve t ha t t hat 
is a straw in the .1ind .:bleb indicates s change 
over f r om t he lnflotion controls to a loosening 
up . But ~s of itself, it i s s ver y minor t hing 
mechanical l y . And I 1d be f or i t, and, a t leost ot 
the start, I ' d be will ing t o go a little further 
than that. Becouse I thin.l< wha t is wanted now 
ls not control methods. We put the br akes on; we 
wont t he car t o go uph1J.l. 'lie should a t least 
release the brakes . Another t hing •.• 

Do you mind my interrupting you, George? 

No . 
You don't mind being fir s t? 
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No . 

Just doing that one t hing - I Nant t o be very 
caref ul - what do you think will happen? 

345 

I t hink if you do it, the public which are inter­
es t ed in these th lngs - that is, the i mportant port 
of the public - will nondor no~' t o i nterpret it . 
r.nu i f they ~o~re just left t tu. t ~~ay to guess - leave 
1t LS c. trid b~;lloon 11n..t [ think i t may be inter­
yretea &s c loosening up, ~ release of the control 
o r br~.tes, !i.IW. it <n&Y h c ve some favor :,ble effect . 
I thin.< if il hils some f& vor:.ble effect, it m&.Y 
&ffu~~mmo,,ities, &nd 11' we c&n get the movement 
going up , I thinA t ecnnically it is not in a bad 
sitU!i. tion for :, t.ni:1g 11-te this to be put out . 

If it gets tne mo vement going up, the outlook for 
profits, etc . - tnat. ' s whut r etolly 1.ill bring t his 
u riving fo r ce of capital b~ck . But i f we nave these 
deflati on controls still on, I am v ery apprehensive 
of t he future outlook . 

No<1
1 

it ' s just a ny body ' s e uess wha t the effect might 
be . I ' d say - I ' d be inclined to say it 1vould b e 
fa vor abl e . 

::ell, ao you think it woulct be unfavorable? 

No . 

~~n you see a nything cbout it unfli.vor Gble? 

Yes so:ne people would say, •on, inflrtion. " f,'ell , 
wh~t toey mean by inflrtion is recovery . That ' s 
what I want . Bu t still tnct ::~ay scare- tnere• s a 
certain eroup ttw t th" t .. ould - &re never satisfied 
unless t he countr y goes right through a wringer . 

,>ell that • s on e o f the people I t a lKed to . nnd 
they l d r ather see us go on do.m in or de r t o force 
tne Pr esident into ooing some of the things which he 
uoesn • t •;ant t o do , a nd whicn a ren't good for the 
countr y for hi<D to do . 
t..nd incidentally , if you people haven' t r ead Jockson ' s 
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speech at Syracuse , read the last half of it. 
The first half, no; but read just the last five 
pages. I r ecommend it. In the last five pages 
you can find out what it all is. The first is e 
l ot of twaddle, but the last five pages you get 
what be' s after . The J ackson speech at Syracuse . 

That ' s about all I have to s ay on it . 

All right . I aon 1 t Know which of you want to 
ta l:C on . • . . Let :ne t nke !.lr . . • . . ·;/ell, we •ll 
go ar ound . Are you (Daggit) gold- minded? 

I haven't thought a great deal in terms of gold 
except for t ne t alking we•ve done back end forth 
in the Division on the gold question. But I would 
say with l.lr . Hr.as tha t 11e should first take the 
brakes off before Ne try anything t o promote 
r ecovery, and t his furthermore seems to be ••• •• 

You' ve got t o t al:C a little louder . 
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This seems a very good time for such a measure t o 
have an important f avor able effect, si nce we seem 
to be - s i nce business has flattened out end seems 
to be in a good positi on for recover y . I doubt if 
it would have much e ffect if we had not already 
st a rted to show signs of recovery . 

Do you thinK we have? 

I think we have, definitely . 

I nope you ' re right . Well, anyway, if you are 
right and let ' s SIIY - that ' s ell the mor e r e6son 
I mea~ if the thing i s on the upgrade, then i t ' s ell 
t he mor e r eason that t his will cstch. 

Yes, that' s my point. 
You as a con1modity man feel - I 1 11 a sk you- you 
feel t hat the conditions are technically right for 
such a move? 

Yes , I do . 
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That ' s what I - i f you don' t mind, for a moment, 
that's all. 

I •d l ike to add t ha t my ideas have been t hat any 
s o- ca l l ed shot s in thd a r m should r eall y not be put 
i n in a dr ama t i c way, but t his should be consider ed 
t s a gradual loosening up of the credit situation • 

..:heck . I t hink tnut nothing shoul d be dr am.ati zed 
too ~uch at t his time . 

Tnere is t oo much danger of reaction. 

I &6ree with you. If t he thing is done - given out 
:lith an intelligent explanLtion ond no forecas t ood 
no ch.ios - "".'le 1 re doing this thing because we t hink 
it is tne intelligent tning t o do . llo..-: , t i me will 
tel l .;hether He are r i ght or wr ong . " That ' s all. 

Exact ly . 

'llell, l et me go a rounu the r oom1 bec .. use I 1vant 
you tJCOple t o . • • . You (Mur phy J got an opinion? 

I would be very much in f& vor of t he move , f or the 
same r e&sons given by J.lr . Huas . 

All r ight . Is t het all? J.ny eff ec t on t he bond 
mar ke t ? 
I think tna t it might nave an upward ef fec t i n t he 
bond mar ket . It is very popul ar no~1adays to be 
very much disturbeo about pushing the Government 
bond markl't up, on t he tneor y tha t efter i t goes up 
it goes down. I would be inclined to discount those 
fear s myself . 
Al l I could do when Vc~ee wa s t alking about Nor rying 
so - oteep f r om saying , •We l l , you people a r e worrying 
jus t t he way you ,,ere wor r ying l as t Mar ch about 
commodities going up . " 

I think t he analogy is ver y 'olell made . 

Al .vays do it . 
Herbert, as an old Farm Credi t er, Conservat ioni s t 

... .. 

I woul dn' t steril i ze any more gold . 
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You wouldn't sterilize ~t &11? 

No . 

You go the whole hog? 

348 

No, tht!t ' s h~<lf . Tile o th.· r ntilf ls unsteriliz lnt; . 

J..ll right . •:,en, I \/tinted yo u to he;,.r tha t . I 
1·1anted you to get my pulse, so forth and so on , see? 

Your pulse is all r i&ht . 

i'ulse is ~11 rit:tlt . Buck' s lousy , ;>ulse strong . 

.7byne Cnc. tfiel<i 'l&ylor? 

•VIl nt all of it? I rneun the mme . 

No , I :1ant •... 

No , I 1 m for 1 t . I t il ink 1 t can nave ve ry us11fui 
reac tions , par Ucula rly 1f tne mli rKet - commooi ty 
tnHket is i n thl:l srlllpe thu t LJt,ggit tninks it i s ; 
why , t very lt t tle push .. . If it i s n 

1 
t in thu t 

shope , it .von• t ;~o much goou, bu t I tnink tnis is 
tne .n.y t o finu out ·:mcther it i s in tha t snnpe or 
not . 
.. ell, bS f ar ns c.>rn:~oJ itiL.:> &" - I me1.n I .• on' t st-Y 
thl:ly ' r e on tne .voy up, but I t niOA defini t e ly it ' s 
been over t wo e~onths no.1 ttl& t tn•.Y 1 ve made a r l oor. 

Yes, they haV t! . 

So I tn inA be ' s ull righ t on nis co~~ooities. 

.. e !UIOW tha t t~ll tne mt~r.t11 t s 1.re t nin . 

Yes . 
~herefore , u moder a t e t hing such a s this i s cun hu~e 
e g r eat ueul of effect . J..t bnotn~r v~rioJ 1t mi ght 
n<Jt h a ve any at t-11 , bec~.use it woul dn' t be e nough . 

v;ell, it ' s 11\te tne olo saying - when the bond mlirltet 
,,

8 
s going down - 1 t ' s liKe toese stories " llo.o~ 1 t Con 

Be Told" - a nd tile Pres i dent wr s ... orried and J.t ltept 
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going down and he hed all kinds of - calls me 
up and 1 1m over a t -Farm Credit and we give an 
order t o buy on a Saturday morning to about 20 
d ealers through our agent of a million dollars 
a dealer. I think we gave it to about 20 
d ifferent brokers - to buy c million dollars 
worth of bonds at so much above the market . We 
never bought e bond , but we definitel y turned 
tt1e bond ma r ket . And t t wa s the same thing in 
tne wheat trend . When t wns going down. We did 
it . It's just- it1 s a combination of having 
market sense plus picking the right time . I 
think this is the right time to do just this . 
hOd I may be all wr ong , but we were right on 
bonds, we .~ere right on wheat, we were right on 
gold . 

Now, I don' t ~now , but I 1m just - as I s ay, 1
1
m 

going t o listen, give everybody plenty of time 
to tell me wny I shoulctn 1 t do it. 

••ell, I ' m f or doing it , so tbot .... 

You don' t have t o be a t'gued wi th . 

No . 

Also for doing i t one bite a t a time? 

Yes, I ' d do this t hing t het you' re t alking ~bout 
and not any more. 

For the time being . 

Yes . 

Dr . Harry l'lhi t e . 

/.ell , if you mean whn t you say , I ' m for it . 

IJid you ever hear of n fellow by the name of Bob 
Moses? Be was a marvelous shot with an inkwell. 

Ever hear of the guy who could dodge it? 

He always gets his man. 

343 
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I suppose tha t requires a brief explanation. 

I t hink it does. 

Or a very long one . 

3ED 

O. K. You called it a trial balloon . Now, my 
concept of a trial ba lloon is to send something 
up in the air and if the r eacti on is not unsatis­
factory to follow it with something. Ther efore , 
as a trial balloon I'm al l for i t. Namely, to 
try it; if the reaction is not unfavorable, then 
to follow it with something substantial, because 
I don' t regard this move in itself as being at all 
substantial, either - obviously not in a mechanical 
way and possibly not in a psychological way; I ' m 
a little less sure about that. 

But if you feel t hat this step i s a step in the 
rignt di r ection and then merelY stop there and 
wait for i t a long time, I tnink tha t the effect 
Uli~ht be d1Saovantagt~ous in the sense tha t it might 
give r ise to certuin impressions wi th respect to 
other 

Well, you f eel that 15 million dollars a month i s 
going t o make an insignificant difference, so on 
and so on. 

Lot of things that might be • •. 

Viell , unfort\.IDE.tely, you have never seen me operate 
in a depr ession. 

That ' s not unfortunute . 

And if you t alk to some of the people who did, I 
don't think you'd r aise any questions . 

Vlell - but I see r ight now that 'liayne and I are 
not in agr eement, if I understood correctly, in 
which case my criticism is in point; not criticism, 

but comment . 
I thiM I under s tood vteyne perfectly . Be said he 
wouldn' t go any further. 
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rlight at t his point. 

At this point. 

Now listen, look . You do \mow me we l l enough to 
know t h a t I don 1 t come in ond make a speech 
like - I don ' t make • •• 

I was very glad to bear wh~<t you said when you 
o~ened . For it & hundred percent. 

351 

>.11 you fel~ows are going to have t o do is to watch 
your brakes on me. 1.s l say - ta~ to George -
when I was over &t ~arm Credit, we really were 
operating there. 

Well , as a tria l ba l loon, I ' m for it a hundred 
per cent, but I ' d like t o underline trial ba lloon. 

I'm serio us . Ra ve you ever ta l~ed to George 
about my opera ting from J uly l to Uovember in ' )J? 

No , but I will. 

I t will ao you good . 

We \'lent t o town. 

Tha t man knows . 

Your (Daggit) man Anows tha t . 

l.lscar Johnston? 
In tne Farmers Union. What ' s llis name? The fellow 
in Chicago . 

Miller . 
or course, I think you• ll get some adverse c riticism . 
I don' t think thot should stop you, but you' ve got to 

expect that . 

'//ell , t hat ' s all right . 
And t be game is - a nothe r th1ng which I d idn' t add; 
!didn't tbiok it necess~>rY to add- v;e a r e not onlY 
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playing f or r ecovery of tne United States· the 
stakes are now the recovery of the worl d ' and 
a li~tle criticism i s unimportant when tbe whole 
Horlo is slipping • 

352 

And I want t o add her e aga in: as it sliys, the 
chances - every time it goes down a notch the 
C•lances for war go up a notch . I mean I • ~ con­
vinced of that . Anu tha ~ • s the thing t hat bothers 
me so much . As we get into - t imes get worse I 
mean, you can just feel the thing bre·Hing in this 
country: "We must arm a- nd take cEre of the unem­
ployed . " It ' s Just fermenting . And a s this world 
tblng goes doNO - I mean tne chances for u war -
our getting into war ere just t hat much more. Don' t 

... 

you agr ee on t hat, Harry? 

h hundred percent. 

Miss Michener? 
It seems t o me it is b step :te ll wor th taking . 

Par don me? 
I t seems t o me it i s a st(;P well worth t aking. 

All r ight . 
You (Lonigan) got anything on gold, young lady? 

Well , I' m sorry, Wr. Secretary, but I would like 
t o suggest caut ions . 

Good . 
I h~te t o take a l one position . But I don't believe 
t he difficulty in business is the supply of money; 
I think it is tbe r e.te of turnover . :le ' ve sot pl enty 
of money · the thing tha t' s wrong is the turnover r ote. 
I think the turnover r ate i s wrong !'or t wo r easons . 
One is tha t tbere is something r adi cal ly wrong with 
the structure of business which you can' t right away 
correct . Second, that there is something even more 
r adicallY wrong with the financing of business, which 
might be cured r ight away. And whatever argument s 
might be used for or against thls gold, I' d be 
extreQely s orrY t o s ee it distrac t attention for 
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one second from wh&t 1 tnlnk is much more important. 
T&ke ~> business amn who wants to run his business 
but needs money . I ' ve got a story t hat 1 picked 
up i n Rockport . Been more of a case s tudy . This 
f i rm ca n ' t get t he necessa r y money. That ' s been 
true for f ive years . They ha ven ' t • ••. 

'llel l , I' 11 be g l c.d t o have the story . 

I jus t mention it •••• 

I've askeu f o r c1·i tic i sm . But you take t he exact 
position tru t tnis o ther ;>erson t!Utes . But, unfor­
tunately, you ~hn 1 t cur e thi s thing . I me& n this 
t11ing of getting .coney c&nnot be cured in a week o r 
a month . It' s just a m6tte r of months . 

·;:ell thEm, I' d like t o l eave &s a ..,uestio n tnis • •• • • 

... nd golu -
my saying, 
of money . 

nell, i t' s 

this gold business, 1f you don' t mind 
has nothing t o do with the philosophy 

I mea n you aon ' t - you toke the position tha t 
you ' d r ather see me conccntr~< te on other t nings , 
i s tne t it? 

I t&ke the ;>osi tion tn~ t tne othe r is the or ganic 
condition i n tne s i tuot. i on, ~~ thLt it ' s got to 
be cet .:i th f&ce to f~:ce . 

I agree with you . Dut , in the meantime , i 1" you 
do no thing , in o fe:1 months nobody ' s going to N£nt 
&ny money ror their bus iness . 

'l'ha t ' s right . 

'l' ha t ' s j ust it. 

\'/ell , tnis E!Ction doesn ' t pr eclude t aking a ny other 

ac t ion . 

I me£n I' m wor.<ing he1•e - three meetings l as t week, 
I thiDA, .• e nad - or in t he last weei<, .1ith S. E. C. , 
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trying to fina nce one little c ompany, see? 

uot t o be ~ulcker tha n that . 

I 1 Ill on th~o t . I '11 contlHUil on tha t . But in the 
ru<:>&nt ime , if we l et th.- tlllng go on a t the r a t e 
it ' s going , in three months nobouy ' s going Lo 
••11nt any money . 

No•t , " h" t the P'- t ienL needs Just now is a little 
shot of g inge r . It Hill make him l ast l onger. 
I mean t hat' s how uepressed I a m. I mean it's 
a 4uestion o f - .. twt is it, str ychnine? 

Yes . 

~ neecle of s trychnine juJt t o keep nim going for 
L while . 'lhen it ' s time enough afte r th£ t for a 
blooa transfusion, which i s ne~.- money . 

J. h.:t • s ;;el l put . 

':lha t? 

Ve ry f:OOd . 

Yes . rlemember th~t . 

o.lf course I• w: in ft.vor ol' ceL!. i ng to s ttrili>e 
newly ,>roduced dorJes tic gold . l• i~st of &.11 , :rou 
SL;,' it ' s oniy 15 c1lli on ::. c:<>nth . \';ell, it is , 
b~t it~ loJ .••• 

Little lou.icr . 

It ' s loJ ~illion uoll~rs ~ yebr , •nicb is L fair 
t-mount in liDY c£ se . 

I thiM seconuly, Lhut oorne~tically produced gold 
ha~ a tit tle different stt~ndine t han this imported 
gold - the money you speno for l abor, spend f or 
mater i&l .veight, so forth; bll<i t herefor e , it iS 
not only ' an offset but i t is ~ctually d efle tiona ry 
to sterilize t his golu Lnd take the money out of 
the m~rket . Thirdly , t be foreign countries h&ve 
no c&ll on it, so there is no use s t erilizing it, 

354 
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keeping it aside to wait for e cell . 

'l'hen fourthly, as f sr ~os the F'eclerd Reserve 
~ystem is concerned , t bout Lny objections they 
might have , y ou remember tha t their r:min objection 
the f irst t ime was thb t they - when they £ sked us 
to steri lize or we ag r eed to sterilize, was thr• t 
they couldn' t tt.ll in making up their figur es 11iletht:r 
they were going to get 15 million dollars in this 
month or 200 million . Now, tha t's not the c ~oso with 
this . ~ie know tht:re ' s 15 million ;, month . It may 
ve r y a million, but they certtinly c~n m~:ke up their 
pl~:ns very e~:sily • 

.nne then, I do think tht.t "" ll&ve built up too rigid 
~ policy on s t er illdng gold . It ,;~: s only c:~tnt to 
be ;.. teopor ;.. ry policy .vhen it sto.rtea, ~ no .... e 
snoulan ' t lo llo1v ourselvts t og c t frozen into ;.. 
policy . That ' s one of the tro ubles , .voen you sturt. 
~> policy, you get frozen to i t . 

I think - I r eE.lly t tlink thut 1f it y:._s right to 
r a ise go l d from t 1venty to thirty- five dollars , thero 
was a reason for it; th~t Ne ca n 't go on nullifying 
a ny e ffects tm. t the t•ise in tne price of gold should 

nave . 

J.ll r ight . 

It way be ~roper Lt times to nola the brtkes down; 
but if you • re going to nise the ;>rice from t .. ent:. 
to tnirty-fivt una toltn tw·n ~oround t.nd nullify tm•t 
indefinitely ~> n<.i hold it .,o·.m, there's sooething 

ATOng . 

'l'be thing - I mean no one. has bro~ht out - I t hink, 
which is compll r a b lE: , i s tn~:< r •• ct t n;, t llfter all 
uomestically mined silvLr is not steriliz ed . I 
mean I' ve been thinkinG ubout this thing . VIe don ' t 
ste r i lize domestically mined silvEr . 

We h a ve in & way . 

'llhat? 
'lie have in th ~:< sense thut .11; d.:ln 1 t issue the full 

;.mount . 
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That i s , r or all of it. 

No , at the present t ime Ne ore sterilizi ng 
en,JJO,JOJ worth of t he cost price of the silver 
ne ha ve purchased . 

How? 

Because we ' re not putting out the certifi cates . 

Well , tl111 t 1 s Taylor' s f uult . 

:Yes, sir. 

358 

I mean 
stand . 
whet I 

in a ••• Right? I mean ~t • s - you under-
! mean you•re not crowding them. You understand 

mean. 

Can I ei ve the othEr point o!' vie;v, since 

6 . ;,! . Jr : Well , do you mind just holding 1t a minute? 

"htt~; : Jh, excuse me . 

H. J . Jr: nre you (o • ~onnell) in on this ot all? 

O' Donnell : .. ell, I woulon 't "eigb my opinion ec,ual to that of 
Harry or Ar chie - tney 're both e xperts in the field -
but I feel tin• t you' ve got t o Judge it very lltrgely 
on "hat you tb.ink the .,sychology of 1t may be . The 
fac t that t ne 180 m.illion ooll&rs ~ yeer isn' t near 
a s important because that ldO million is & year 
removed and the i.JDmedie te conse•luence is pretty 
small - the business s ituation - its outlook will 
be determined in the next JO to 6J to 90 days . 

~ .~ .Jr: Right . 

0 1 '-Onnell : And I would Judge the ,,hole pr ograc on how I think 
the public, or the interested people, will r eact to 

it. 
nnd I was very much interested t o hear you say that 
you had some confer ences with s .E.C. I think tha t' s 
the bot tleneck of the whole s ituation; in f act, so 
much so that I di slike talking Ebout it. 
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H.'.l .Jr: Well , I mean we ' ve nad e i ght or ten of t heir 
people over here three times within the l as t week . 

v •Donnel l : Kbsurd . 

li.'.' . J r : J.nd when yo u go up agllinst them - I mean i t 1 s 
terrific . They ' r e simply sitting back, the whole 
crowd; t hey ' re wa i ting for t decision on Electric 
bond and Share, and they ' re jus t as bad as Mr . 
Willkie in t heir wny . Just as bad . They ' re just 
as bad . But having gone up against these f ellows 
a nd ttnov:ing no:1 naru it is - and they 1 r e smart and 
they 're i nter est ed in tne Administr a tion and they're 
New Dec.ler s , r.nd ·•uen it 1 s as difficult to crack 
tnem . . . I say by the time - when and if you c a n 
cr&ctt the•, , by the time 1ve c &n, if business is set 
f or the ye&r, it o1.y be 1!5 or 8J . I don ' t .mnt to 
'lo'&it . 

Huas : 

hu&s : 

n . A. Jr : 

0 1 '-0nnell : 

H • .,: .Jr : 

O•uunnell : 

H.'!. J r : 

'.'!hen you boil it all do¥tn1 this will be interpreted 
this Nay : 11 0h, Roosevelt ' s going to start i nflation 
agai n ." Ana tha t ' s just wh~:o.t I want . 

Tha t ' s r i ght . 

That ' s wha t J. want. 

Sure . 

Tha t ' s exactly wnat I w~ont . hlways go i ng b~ck -
"He ' s going t o use lnflLti on ." Swell! Then every-
body sta rts buying . 

Possibility they may inte rpre t it the other way, 
t hough, End they say you•re scared End this is 
just e makeshif t . 

Sure, we a re . I am. 

Unless you give them o r etl shot in the arm. 

we c an give them o r eal shot . It a l l gets down -
I ' m going to to l k just all week long, t hen, if I 
ge t s et, we ' ll act Saturub y . 

nnd I thought - .Lf you ' ll m&k e & note, tell ~r . 
Eccles I won • t lunch ;:1 th him TuesdbY, I ' 11 lunch 
wl th him WednesdllY , which ~; 1 ves !.!r . Taylor and Wr • 
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Whi t e a cna nce t o see Mr . Eccl es and his crowd 
tomorro\1 , prepar e them f or wha t• 5 coming . Will 
you t ake it on? 

Uh-:hub. 

Pre pare them? You u nd HL.rry . 

Delight ed . Gladly . 

/lha t? 

Gladly • 

I me~n if you t hiM it 1 s unft.lr to ask you .... 

tlo , no . 

.. ba t? 

No, n~ , r t hlnk it ' s 

Pre pa r e them • • •. 

I think pr ob1• b ly the '~>U Y to do tha t i s t o do it 
not Qs a mass form&tion . 

No, oo . 

358 

Have Harry tal« t o - Geor gt- t~olk t o Goldemveiser . 

Th e two o f you. And the mon ov er the r e Rho studies 

gold. 

Gardner . 

Gard ner . Let Geor ge e nd Whi te t ake on Gardner a nd 
you take on Eccles . You f ello.vs ha ve a 11 t tle cam­
paign when you lea ve her e , f o r between now a nd Wednes­
day . Vlork ha r d b e tween now a nd Vlednesd&y , will you, 

the three of you? 

(Nods y es) 

Now, Harry , what' s the opposition? 

It ' s in the memo . I c an r ead it and 
a few of the points 1f you sant t o . 
to make sure t hat y ou are cognizant 

emphasize 
I merely want 

or ~oat t be 
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other sice will say, t hough L do to their views . not subscribe 

Go ahead . 

One is: The step will r evi ve the dormant interest 
in gold, a nd the l ess sa i d obout gold no~· , the 
bet ter . 

Now, t his is .vhat tne opposition will say? 

These ere the var ious probrbil i t i es . I ' m giving 
a ll the reasons a gainst ••. 

When is i t the op,>osi t ion t. na wnen is 1t White? 

:iell, whenever it's agai n:; t the pl&n it • s tbe 
opposition . But it doesn ' t meLn t here isn't some 
merit in the opposition . 

'iihere is your ruemorunciwn? 

I think it 1 s in .vi th Miss Chr,uncey . 
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Possibly you w~:.nt to r et.d tha t , anu I won' t r opev t . 

ilo , do it no1·1 . 

nna the less sc i J ubout go l j the better . 

Secondly, if the Tret.sury i s to t&.te any monctury 
action &t a ll, it shoulc be f or ceful End subst~ntial 
end not create tne impression of timidity . 

Thirdly, it i s &pt t o ~ive rise to the critici sm 
that t he Tr easury misunderst~nds monet~ry mLnbg~ment 
in the:t i t t.ppeurs t o believ~ that a 15 million 
dollar a month reduction in i ts i~ctive gold is 
going t o nave li llY s ign1!'icant ef!'ec t on the business 

situation. 
Fourthly, if t he Tr easury consider s it aaviseble e t 
t his time to stop sterilizing 15 mill ion dollars of 
gold a month, Nhy doesn't i t desterilize larger 
amounts? hither the Treasury is in error in assuming 
t ha t t he desterili~ation will nove beneficial effects , 
or it i s i n error in not doing it on a suffici ent 
scale s o as to be significant. In either case, tbere 
is no justificati on for using 15 million . I f you 
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tnink 1~ 1 s goo~, t~en you ought t o do more . If 
you don t tniru< it s gooa , wha t ure you outtering 
< r ound wi th 15 million eve n for? · 

l 'he re . is one otner possiblli ty, th;.. t t his might 
g i v" rise to furtut:H' vxpec t~o tion of depr6ch tion 
of t he dollr.r . They will s a y , "The i nflr. tion is 
beginning - n ext, depr eciation of tne dollar " 
'.1. herefore, you htve t o l nticipa te tha t possible 
r esult . It is no t r re~oson agninst, but merely 
t. no the r f rc t o r . 

3SC 

You have to enticipute the possibility tha t IS & 
conse..;uence o f tnis step there m"y be ;. substtntil.l 
o utflow o f golo . I aon•t tnink tout is a bad t hine . 

If we .:iepr~:<ciate? 

If tl1r.t ht;~J)ens bec~ust t hey think you•re going to 
deva lue tne dollar Eguin . 

'Nhy wo uld gol a lef ve til~ country? 

·::ell , the doll~>r i s going t o depr eci a te . 

~lould it l eave th~:~ C>)untry under t hose circumstonces? 

The price of gold ~.-auld go up . 

J.ll right . 

Hii(ht e l ong those lin(:s , ,;ny , •• e oo he& r some 
rumors tha t ~eople o r e thinking ~f bout it. I don't 
Know ,•,hether you've hee ro a ny O- tluit . 

Oh yes, t hose rumors nave been spre£-d e r ound . 

lhut tney •:~ant to get their funds out of the country. 
The ha ven' t don e it yet , but they ' r e thinking about 

it . 

Well, we ' ve got a million and D <.uarter tloll&rs North 
of gola . They c~n hnve it . 

Go t u l o t mor e than tha t . 

They don 't Know where t o t &kc it to . 
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'lhose are just the arguments they would make. 

Harry, if such a rumor is started, and of course 
I 1d be the last one to s t art it • •... 

But if it should, i t would mean 

It woulo be most unfortunate. But it would be 
hel pf ul to start people buying commooities . 
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That is, there could be a dual movement, gold 
leaving the country because of expected deva lUb­
tion and ~t the same time ~ve &n expansive 
influence her e through the purcha se of stocks by 
virtue of expected inflat ion. No.~, we &re gl (d to 
lose the gola, particularly if the price of it is 
to i mprove business nere . 

~nd t he other thing which you will also find is that 
if the President decides he •mnts to do this e fter 
I r ecommend it to him, if I r ecommend i t to him, it 
then puts certain other Hgencies in a very difficult 
position who took c ertain deflationary action during 
the last eighteen months . I mean then they 've got t o 
scratch the back of their needs l2 nd say wha t they 're 
going to do . 

Reading that t bing , t ha t 5J pages that you f ellows 
prepa red on wnat ,,e n~ove done since July 1 , 1936 ..... 
Did any of you see the play last week? 

The one here? 

Yes . 

Yes. No 
1 

~ s aw the Ina Clair e one. 

Yes . I s aw tha t. Do you remember - to explain lt, 
this woman eavesdrops on her husband ~nd anoth~r 
lady, and when she ge t s all through sne says, You 
know wh~> t a good sailor I Iilli , a ear." 

"Yes." 
"Well, this is t he first time I ever,"felt 
saying, •Stewar d, bring me the bowl . 

like 
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Oh, that's swell. 

After reading t ha t report of wha t we have done t he 
last 18 months , I felt like saying "Stewar d bring 
me that bowl. n ' ' 

You s~e , I've read up everything that you fellows 
ha ve given me the l a st two weeks . I •ve r ead every 
memorandum, in7ludine yours (Lonig.,n) . 

So what I ' ll do is - again, as I say, you can ta lk 
amongst yourselves al l you l'lant . You can look 
:.. r ound ~r..J see •·ho 1 s herE: . Please tion•t menti on 
anything to ~.nybody else even in your oKn staff 
back tnere - I mean go outside of this group . 

And then as to the business situation, 10 o ' clock 
tomorrow I will give you the usual opportunity to 
t a lk at me . I ' ve t al ked for 50 minutes . At lv 
o 1 clock t omorrow . 

Tnere • s t ais ~>ppointment. 

loell , I we.nt t o s ee tnem befor e the President, 
t hat's t he only t ning . Let ' s t ake it a t 9 : 30 . 
This is more i mportant than t he staff meeting . 
9 : 30 tomorrow . 

hlay I make one mor e comment? 

You can make two . 
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• 

nell, one is all I want to make non . i.nd tha t is , 
emphasize tne necessity - wnich you doubtless have 
in your o.m mind; I wEnt to mt'ke sure - not to claim 
too much for this step, in di scussing it with anybo<iy. 

Harry, not only won ' t I claim too much because I 
1
m 

not s ure mYSelf - I mean s ure in the sense of jus t 
wha t it ' s going t o do, see? Ther e seems to be 
something that nappens when you put gol <i to work. 
I don' t know; somet hing does seem t o happen. 

Now, you read back torough t he history, and here 
we've got more gold than e ver ws s discover ed in any 
of these per iods when there were bi g gold oiscoveries , 
e nd with the r esult - effect tha t happened . And here 
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t his tremendous incre&se in gold occurs and Ne 
don't let it go to work . 

Now, in my explanation - Gaston's got to think 
over whether •te just want to hand it out with no 
explanation or with a n explanation. Wha t ever i t 
is, it' ll be very c ar efully done. And one of 
the things I thought Arcnie woul d say is that by 
doing this, t hen it gives the world a much clear er 
opportunity to t ell as to the des t er1lized gold -
wh;. t is going to Europe, wh& t is shying her e ; 1 nd 
sept-r a tes the newly-mined gold - no longer clouds 
th:c t the way i t does no;·; . I mean our sterilization 
fund will then be s i mply gold coming from the rest 
of the ~orld and le~ving America ' s own gold out. 
The N&y it is now you 've got •••. 

\':e h~<ve an ob jection to that distinction which you 
wil l have &n opportunity t o listen t o before you 
make up your mine • 
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.Vell, I' ll huve plenty of time . And I'm going t o 
have people come uown. ~>nu il' I ' m going to do it, 
I 'm going t o do i t Sa turday . I'm not going to fool 
ar ouno, b ecause I don't think it i s i mportant enough 
to f ool around with f or mor e t ha n " week . 

In the precaution that I nad, I didn't have i n mind 
the oublic . I hnow you' d be more cautious than that . 
I had in mind those with ;;hom you might talk outsi de 
of tne Treasury • 

• :ell, the only .,eoplc you 'vE been instruct<::a to 
talk to 

I An OIV • 

.•. under Ur. Taylor ' s guidunce, is t he F~deral 
Reserve . Now, after all - l e t ' s see . J.na t hen 
we 'll go on again tomorrow nnd give you II chance 
to t alk business to me vt 9 : )0 . You people come 
back tomorrow. 
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TREASURY DEPA RTMENT 

IHTD OP"P1CK COW MUNICAnON 

•••• Februa r y 7, 19311 

Seoretar~nthau 

!.lr . Haa'$?';({ 

su~jeot : Proposal to cease sterilizing -- for the time being -­
nertly mined domestic gold (amounting to about $15 mil­
l i on a month). 

co..,olua1one: 

(1) The mechanical effects of t he step are too unimportant to 
be a aignificant factor 1n the decision. 

(2) On psychological g rounds opiniona will differ as to the 
net eff ect of such a step. The most important single advantage 
n~ner rs to be t he one you indi cated, nnmely, that lt mi ght be 
useful as a t r l al balloon (i.e., if t he r eaction is satisfact ory 
mo ,•e IV1ll be fort hcoming.) 

(3) On principl e a distinction between newly mined and imported 
~old can be justified and separate treatment of each t ype of ac­
cuis i t ion is not necessarily inconaistent. (See last paragraph 
of !!le"'ornndum. ) 

?rPsumed disadvantages and advantages: 

D1Badvantages 

:;echanical: 

1 . Additions to the excess reserves 
of $15 million a month at a time 
•::hen the exoess reserves are being 
i ncreased (as a consequence of the 
l' eoeseion) adds slightly to the 
t\anr;er of future inflation without 
~~rving to increase investment or 
~rivate expenditures. 

Advantages 

J!eohanical: 

1. It will increase the 
Trea sury cash by $75 mil­
lion by the end of the 
fiscal year. 

2 . It w1ll add to the excess 
reserves and thereby sli ghtly 
ease the money market and 
possibly incr ease investment. 
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otoadvantases (continued) 

! avchologi ct\l : 

1. Apt to g ive r i se to t he cr1t1-
ciso that t he Tr easury misunder­
stands monetary management i n that 
it appe::~ra to beli eve a $15 million 
e !:lonth r educt i on in its inactive 
_ol d i s goin.:; t o he.ve significant 
e:'fect s on the busines s situa tion. 

2. !f t~e Treasury considers it ad­
viseble rt this tL~e t o stoo steri-
11z1n~ Sl 5 mill i on of Qold a month, 
r.hy doe an ' t it des t er1l i ze l arger 
~~ounts . Either the Trea sury i s i n 
Prror in assuoing t~At dester1l i za­
~ 1on will have beneficial effects 
or it i s in error in not doing it on 
r su~ficient scale to be s i gnificant . 

3· The s tep will revive t he now 
ror~ant inter, st i n gold. The less 
•~ 1 r..bout ~ old the better. 

~. I f the Trensury i s to take any 
.onet c.r y l'.c t ion at all it should 

be torce!ul nne subst antial and not 
cr~~te the i mpression of timidity. 

Advantages (continued) 

PsYchological: 

36., 

1 . It me.y have so~e merit as 
a t rial balloon. Public r e­
action to the steo will throw 
a ddi t i onal lisht on the merits 
of desterilizing a l arge sum. 

2 . I n the f ace of criticism 
ot the sterilization poli cy 
steril i zat i on of inflowing 
gold cnn be sooer.hat ~ore 
easily defended than steri l i­
zation of newly ~ed do~estic 
bOl d. 

) . ~he step would emphasi~e 
the reco&nition t hat instru­
ments of monetary control shoul d 
be fl exi ble ann not automntio 
in ohnracter. Discontinuance 
ot the steri lization may be 
called for no>. ; r esumption may 
be callen for at some t ime in 
the future . ~eversal of opera­
t ion 1s exactly what l s to be 
exnect ed 1n the ~rooer use ot 
any instrument of control when 
conditions call ~or such re­
versnl. 

4. :BY be r e5arded in so~e 
quarters a s a step in a pro­
gr am of &Gsress ive monetary 
measures des i gnee to check the 
r ecession. 

The following two oossible psychological effects would be 
r egarded in some quarters as a disadvantage and in other quart ers 

ss an advantage : 
1 It cay be regarded as a.nother indication t~~t the 
administration i ntends to resort to a program of c~ne­
t nry "inflat i on• as a means of cheolting the recess on. 

2. In recent weeks some talk of possible f~;;~~r~~i~a-
preci a tion of t he dollar has ap~eared. AnY stra• 
t i on s teo taken noq may be regar ded as another 
pointi ng in t hat direction. 
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~ustificntion in nrinciple of distinction between newlv mined 
~omratic and imoorted gold, 

When the inactive account was crel'.t ed t wo of the three 
reasons advanced as a justification for sterilizing gold were: 

1 . Tha t inflows of gold during 1935 and 1936 reflected in 
l tu•ge .,art inflows of cn!)1tc.l which mi:.,ht suddel'~Y be with­
nrnlm with possibl e adverse repercussions on t he dooest1c 
economy. 

2. The Federal Reserve Board in i t s nlenned onerations 
COUld not !mOIV i n advance hOW ~IUCh excess reserves it 
would have to deal ri th because it could not know how 
ouch ~old was goiOb to be i mported or exported. Ster1li~­
ing all gold would remove that source of uncertainty. 

Il1'1ther of t hese two reasons apply to newly mined domestic 
:old: acquisit i ons of newly mined &old do not result from or 
rrflect inflows of foreign cnp1~nl , a nd the anpr oxi mate rate of 
neuly mined domestic gol d ce.n be fore>told with sufficient ac­
curacy. Sterili7.at ion of newly minEld domestic gold would hnve 
to res t solely on the third reason - namely, i ts effect on ex­
cesr r roervec. Though it may be claimed that t hi s t hird reason 
1r o.decunte even now, yet 1t may be possible to justify in prin­
c1rl e Cessation Of ster111z.ation Of newly !lC(!Uired gold, While 
continu1n.,: to sterilize imported gold nithout beins necessarily 
lnoonslatent. 

It s!lould nossibly "::>e eo!)hnsized, hor.ever , that the less 
~de of the difference between newly mined domestic gold and 
~-orted uold -- in oress confprencea or ~ublic atate~ents 
t'te :~ore effective wlll the step be a& r. trial "::>alloon • 

• 
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OAT I 

FebruAry 7, 19~8 

till OM Mr. Haam 
Subject: Pros and cons of proposal to have the Treasury 

use $500 m1~lions or gold in the Inactive Fund 
to purchase Government securities !rom the 
Federal Reserve banks 

I . From the Trepsury ' s Standooint 

1. Assuming that no increase in member bank reserves 
is n~ desired by de~iberate Trea sury or Reserve Board action 
the obvious motive and principal merit or the subject orooosai 
r:ould be to reduce the int ere st-bearing public debt without 
increasing member bank reserves . 

2. If the securi ties sold to the Treasury constituted 
a cross section of the Reserve banks ' open-ma.rket port fol i o, 
t he annual interest expense of the Tree.sury would be reduced 
by not f a r from $S m1~~ions . 

) . Within its l i mited scope, the subject proposal, by 
shifting the cost of the ster1lize.t1on program to the Reserve 
banks, would result in a more a oourate portrayal of the ordi­
na~J interest costs of the Government, and of the size of the 
publ i c deb t, tor the steri~ization program was adopted and is 
being maintained essentiallY as a matter of central banking 
~olioy. In other words, to t he extent of the $500 mill ions 
i nvolved, the subject proposal wou~d have t he effect of re­
s tor i ng the traditio~ oo~icy of central banks, nbereunder 
the undesirab~e effect s upon bank r eserves of gold inflows 
~re avoided by open- marke t sales of securiti es . 

Even if the re suJ. t i ng i mpairment of the ee.rnlngs 
ot the Reserve banks was suoh as to require an annual 
Government subsidY to these banks, i t would appear to 
be f ar better to 0 ay this subsi dY directly tr~n to do 
1t indi rectly through a process that invol ves i nflating 
t he pub~1c debt b y a capital sum equal to some 62 times 
t he amount of the annual sub sidY t hat would be involved. 
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~. The proposed use of $500 m1llione of ster1lized 
gold would in no way reduce the amount of gold that could 
be exported without straining the domestic credit structure. 
The total monetary gold stock of the United states would 
rema in unchanged at about $12. S billions. 

As of December g , 1937, the Federal Reserve banks held 
$9

1
122 millions of gold oerti.fioates and $321 millions of 

other reserves as com~ared with aggregate minimum legal 
requirements of only &~,351 millions; leaving free reserves 
of $5,092 millions, of which all but S321 millions consisted 
of gold certificates . The subJect transaction would i .n­
crease these tree reserves by $500 millions and would reduce 
the Inactive Gold Account of the Treasury by the same amount. 

When gold exports take place through the Inactive 
Account, the Treasury is reimbursed by deposits 1n American 
banks. The Treasury can use these de~osits to nurohase 
Government securities or to allow maturing issues to run 
ott , thereby almost instantaneously restoring to commercial 
banks the reserves lost through gold exports. So long ae 
any part of the Inactive Account remains, t h is procedure 
can continue to be followed. 

If t he Inactive Account is reduced by the nurchase of 
Government securities from the Federal Reserve banks, that 
Account will naturally be exhausted by gold outflows sooner 
than would otherwi se be the case. But the Federal Reserve 
banks could then be expected to negative the effects upon 
member bank reserves of further gold outf lows, 1f such action 
were deemed desirable, by open- ma rket purchases of securities. 
The extent of the Reserve banks' ability t o conduct such 
operations is suner- abundant at the present time and would 
be increased if $500 millions of t he aLd1tional gold certifi­
cates were transferred to t hem by the Treasury. 

It may also be noted that member bank reserve require­
mente could be reduced to their original levels, if necessary, 
thereby treeing about $3 b1llions of member bank reserves now 
backed entirely by gold. 

Finally there would remain $l, SOO+ millions of gold ~n 
the stab1li~tion Fund, a l arge part of which could be use 
as a substitute t or Federal Reserve open- market purchases, 

1t desired. 

3Sv 

-
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5· The emergency resources or the Treaeury would not 

be aignitioantly atteoted by the propoeed transaction. IJ1 

the very unlikely event that t he Treasury round itself con­

fronted by sudden large oaah needs and extremely unfavorable 

market conditione tor the eale or new s ecuritie s the Treae-

ury would be able to use ' 

(1) The r emaining $700+ mill i ons i n the Inac­

t i ve Gold Aooount; 

(2) The $1,800+ millions in t he Stabilization 

Fund; 

(}) Some $900 mill ions ot ellver oertiticatea 

against the oost value ot $423 millions ot silver 

bullion against which no silver certifi cat es are now 

outstanding; and 

(4) Up to $},000 millions or Thomas ourrenoy. 

In addition, the Federal Reserve banks could be ex­

pected i n euch an emergency t o purchase large quantities or 

Government seourities . in t he open market , and thi s would 

tend to have t he ettect ot creating a market demand tor 

additional Government secur1tiee. 

6. From the Treasury' s standpoint, assuming that the 

determinati on ot the l evel or excess reserves i s t o be t he 

!uncti on exolusively ot the Reserve ott1oials , the only ob­

Jection against the proposed t ransacti on is that it might 

be publicly interpreted as smacking ot trickiness or sleight­

at- hand. 

II. From the Standpoint or- the Reserve Banke 

1. The proposed acti on would reduce the earni ng assets 

ot the Federal Reserve banks by $500 mill i ons. It t he seou­

r i ties sold constituted a cross section ot t h e open-market 

oort:tolio the annual earnings or the Reeerve banks would be 

reduced by not tar tram .g millions, or by about 20 percent 

o:t the Syete~~ ' e present 1noome ! r om ita open- market port­

folio. Thia reduction would be equal t o nearly all or the 

aggregate current net earn1J:6s ot t he Federal Reserve banks 

in 1936, Which amounted t o Just over $g m1llione. 

35~ 
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2. Ir the Reserve banks attempted to offset this loaa 
in earning& b7 shirti.ng their remaining holdings into long­

term issues, they would sacrifice a considerabl e measure of 
fleXibility in their control of the money market. some 
aaount of suoh shirting, however, could be aately undertaken. 

3· If they attempted t o offset the loss by increasing 
the size of their open- market portfolio, they would be in­

creasing member bank reserves in roughly commensurate meas­

ure -- which is preci sely what the subJect proposal is 
designed in part to avoid. 

4. Th e sale of $500 mlll1ons of Gover n.ae.nts to the 
Treasury without a correapond1ng increase in their open­
market portfolio would reduce the power of the Reserve 
banks t o absorb excess reserves in the future . 

5. The Reserve banks would gain no practical advantage 

Vthatever from an increase of $500 millions in t heir holdings 
of gold certiricates . They already possess (December S, 1937) 
gold cert1ricates amount i ng t o $9,122 millions, and other 

reserve cash or $321 millions. Thi s !a tar in excess of the 
required reserves of $4, 351 millions against their combi ned 

note and deposit liabilities. 

The present power of the Reserve banks to use Govern­

ment securities instead of commercial paper as collateral 

f or Feder al Reserve notes expires on June 30, 1939*• Until 
then, at least , and thereafter it the law is extended, the 

Federal Reserve banks, without adding another dollar to 
their reserves will be in a ~osition to purchase or discount 
between $12, 7Jb millions and $14,549 millions of additional 
securi ties Without violating the existing reserve require­

menta -- tlie precise limits of the present pos sible expanei on 
depending upon the proportion of notes and deposita involved 

in t h e expansion. 

6. Apart trom the recognit i on that the sterilization 

program is essentiallY a matter of central banking policy, 

the cost of wb1oh should properly be borne by the Reserve . 
banks there is only one other consideration that might con­

cei vably induce t he Reserve officials to be receptive to 

* Federal Reserve notes must be aecure
6

d by a m;nimum of iet 

4o pe rcent in gold. The remaining 0 peroen ma~ :~~!e 
ot gold and/or commercial paper; exo~p~~t~:e~o~~r ccmme~ 
that Government securities may be au a 

cial paper until June 30, 1939· 
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the .ubJeot propoeal. Thle consideration is that the Treae­
urJ might other·dee spend t .he $500 m1lliona d1reotlJ1 e1ther 
tor debt retirement or other purpoeee, o•er the obJection• 
ot the Reeer•e ottio1ale, and thereb7 increase excess re­
eenes by rougb).7 the eaae aaoiiDt. The Reeen e official• 
might well be w1l.l1ng to take a chance on th1e contingenc7, 
howe•er because the7 could, 1n that eTent tare no worse 
than u~er the eubJect propoeal. The7 couid negatiTe the 
effect of the Treaeur1 action b7 selling or allowing to r\ID 

ott some $500 m1llions ot their holdings of Government 
securities. 

III. Conclusion 

The subJect proposal would appear to be ent1rel7 ta•or­
able to the Treaeur7. Its adTantages t o the ReserTe 87stem, 
considered as a separate ent1t71 are not apparent. From a 
general public standpoint, it would appear to be entirel7 
equitable and Justifiable. 
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••n February 7, 1938 

TO Secretary ~rgenthau 

Mr. Haas 4 -o/ ~ 
/ .t;" r' 

SubJect: Review or the business situation. 

The gradual improvement in business activity which has 
been under way since the beginning or the year showed signs of 
int erruption in t he statistics tor last week, and tor the our­
rent week a setback seems likely in the New York Times business 
index. Retail sales, steel output, carloadings, and automobile 
~roduotion have shared in the reaction, and lower levels of 
stock and commodity prices have contr ibuted to a lees optimistic 
reeling generally than was in evidence a few weeks ago. 

We find no reason tor believing t hat the present reaction 
indicates a fur ther extension of the general decline. On the 
contrary, the same underlying influences which brought about 
the January upturn are ap9arently still favorable and tending 
to i mQrove . While the current setback is such as can be 
exneot ed from time to time in any 1~9rov1ng business trend, it 
indicates that t he recovery in business which we expect this 
year may be somewhat slower in getting under way than we had 
earlier anticipated. 

The oresent situation 

The New York Times business index was unchanged at 82.3 
for the week ended January 29. Increases in t he sea sonally 
adJusted indexes of steel production, cotton mill actiVity, 
lumber production, and electric power oroduction, were offset 
by declines in the indexes of automobile production and car­
lcad\ ngs . The Times index tor t he current week will probably 
be lower, since steel output and automobile production have 

been on lower schedules . 
Deoartment store sales declined somewhat during the last 

week 
0

t ' January according to Federal Reserve Board data, where­
as an inorease ~as shown in the corresponding week last year. 
The sales of 217 reoorting stores were reduced to $2~,795 , 000 
as compared with $25,g75,000 to~ the previous week, and were 
9,3 percent below thOse tor the previous year. The January 
monthly index of department etore sales, i n dollar volume, 
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will be about 91 , as co111pared with 93 in January last year 

In Physical volume the sales tor the month Will be larger tha.n 

in JAAuary of last year, and probabl:y comparable wi th those at 

t he recovery peak in Feoruary, 1937. 

The steel situation 

The operati ng schedules of steel mills were lower this 

week , on an average , t hough some districts showed increases. 

For the i ndus t ry as a whole, operations were reduced to 30.5 
percent of capacity, as compared With 32.7 percent last week. 

Unfavorable developments during the week were a dron 1n the 

volume ot new orders reported by the u. s. Steel Corporation, 

and reduced output by t he pr eViously well- maintained farm imple­

cent industry. 

To follow current developments i n the various steel dis­

tricts, we have prepared the attached chart, showing t or each 

district the r ate of oper ations by weeks , the trend ot steel 

scrap pri ces, and t he deviat i on of t he operating rat e in each 

dist rict fr om t he general average . During the current week 

373 

the poorest showing has been made by the Buttalo di strict, where 

oper ations have been curtailed because of i nsufficient new orders. 

This di strict normally gets a considerable volume ot orders trom 

t he automobile industry. Operations are also slightly lower in 

the Chicago, Cleveland, and Youngstown districts, but have been 

well maintained i n the i mportant Pittsburgh distr ict and at 

Wheeling . The Wheeling district and the Birmi ngham district 

have shown relativel :r the greatest i mprovement 1n recent months. 

Steel scrap prices have recent ly been reduced sharply 1n 

the Birmingham district, although quotations t here have appar­

ently been l argely nominal. They are also sli ghtly lower i n the 

Chicago district. In most district s, however, scrap prices have 

been well maintained. A continued heavy export demand i s re­

ported in t he trade to have provided a strong support to t he 

scrap market . 

Inventories of semi-finished and finished steel i n t he 

bands of t he industry at t he beginning ot 193g were about 7t per ­

cent lower t han a year earlier, according to re~orts to the 

American Uetal Market from a group o f lar ge steel companlea. 

The outlook tor t he industry during t he next t ew months 

depends to a considerable extent upon the snring outlook~~r 

the_ automobi le industry. Progre;s in cle~ain~e~i~~= u;oll~:: 
situation 1s reported t his week rom seve d dealers 

in~ extensive sales promoti on efforts by factories an t in 

Jointly, and by general pr ice markdowns. The i mprovemen 
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used oar sales reported from various secti ons of the country at 
a time of eeasonal inactivity suggests t hat consumer i noomee 
available tor automobile buying are not as low as new-oar 
registrations would indicat e. 

The price situation 

A furth er decline in commodity prices th1e week appears 
somewhat unfavorable, alt hough i t is noticeable that the weak­
ness has not been general but has been confined largely to a 
few commodities. Hides, steers, steel scrap, cocoa, tallow, 
rosin and print cloth, in the order named, showed the largest 
losses among the spot commoditi es. The Dow- J ones index of 
futures prices has held steady, and Reuters index of Bri tish 
prices has steadied after reaching a new low last week. 

Barring any new deflationary monetary influence, we see 
no reason tor expecting any material further decline in com­
modity prices . We be~ieve it significant t hat oonmod1t1es are 
no longer l eading the deolines in the stock market as they did 
l ast fall, but have recently been showing greater steadiness. 
This 1s particularly true of the import ant speculative oommod­
t t1es included in the Dow- Jones futures index. A continued 
good export demand provides a supporting influence tor such 
co~•odities as cotton, wheat , and steel scrap. 

Stock prices have declined slightly further this week, 
but without at tracting any i mportant volume of liquidation. 
On s everal occasions during t he nast few months the three 
sroury s of the Dow- Jones index have approached the lows estab­
l i shed on October lS, but while t hese lows have been penetrat ed 
slightly effective su.nport on each occasion has been met at 
t hat levh. 

Odd-lot buying has been the mainstay of t he stock market 
since the beginning of t he decline last August . Si nce that 
time , according to s.E.C. reports, odd-lot purchasers have 
increased t heir hol di ngs by about 7,000!000 shares. By far the 
l ar ger part of t his buying has apparent y been for cash. Pur­
chasers have 

80 
far shown no tendency to reduce their holdings 

either on declines or on ralli es , but have steadily increased 
them. Such buying has without doubt contributed to t he steadi­
ness of the stock market during the past several months in the 
face of a declining busi ness trend. 
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The textile outlook 

Cotton m111 actiVity during the week ended January 29 
showed el1ghtly more than the normal seasonal 1morovement 
though tor the month as a whole there is some doubt that ~ill 
actiVity on a seasonally- adjusted basis will equal the December 
l evel. Another substantial pickup in cotton textile buying is 
expected in t he trade within the next tew weeks . Converters 
in the cotton trade are reported to be facing actual shortages 
~e a result ot month s ot curtailed operations, while clothing 
i nventories in t he hands of merchants have been deoleted by 
continued heavy retail sales. · 

Aoti v1ty in the wool industry, Which during December 
showed a contra-seasonal improvement following a severe con­
t r act i on during the preceding months, is not expected to show 
much turther i mprovement until uarch , when buying for the next 
t al l and winter sea sons will get under way. Untilled orders 
on t he books of the leading woolen goode manufacturer on 
December 31 were only 50 percent ot t hose a year earlier, 
while new orders received during JMuary were only 11 percent 
of t hose received in January last year, when t he buying move­
ment wa s near its peak. The production rate, however, has 
droooed corres::>ondingly, the F.R.E. index of wool product 1on 
in December of 1937 showing a reduct i on to 56 as com.,P.red 
fli t h l4o in December 1936 . 

P.ayon oroduoers ere oredicting t hat yarn output will be 
back aooroximately to oaua citY levele by t he end of the month , 
owing to t he sharp i morovement in eales etnce recent prke 
ad just ments. ~stimates ot January production and deliveries 
~ve been r ev1eed upw~. because ot t he heavy sales volwoe. 

Some business series continue relativelY hi 

Various data suggest that t he general level of business 
activity may not be eo depressed as indexes of industrial pro­
duction would indicate. Carloadings during January we~e ~ 
hi gher t han in the corresponding month of 1935, w~e6n tne · .R.B. 
i ndex stood at 91 and not much below t hose in 19) when the 
index stood at 98: Electvic power production during ~enuary, 
on the bne1e ot uaet relationships, would suggest an .• RiB' d 
index around 100. atter making allowance for the rising r~n 
of electricitY production. The J~~~~Yt~e~~t0~/~!!~~;al9j7. 
F.e previously mentioned, will be t F R 8 index as a measure 
These data suggest that the curren • • • ' d b the 
of genera1 business act1v1ty, madyibet~~d~~io~~P~~6~~e d~ble 
steep decline which hae occurre n . 
goods industries. 
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SubJect: 

Seoretary~~nthau 

!.!r. Haa~ 
The eit uation in t he woolen industry. 

· Conclusions 

Heavy overproduction or woolen goods during 1935 and again 
during l ate 193& and the first halt ot 1937, r esulted in ex­
cessive i nventories or finished goods last summer which 
brougbt on a severe curtailment or production beginning 1n 
July. Tbe seasonally- adjusted F.R. E. index or ~roduction for 
tbe woolen industry, which had risen to l~ in December 1936, 
dropped to 51 in November 1937. 

This sharp decline in production, together with success­
ful clearance sales and t he marking down ot prices, has a i ded 
materially in reducing inventories or clothing and other woolen 
goods. As a consequence, activity in the woolen industry rose 
somewhat in December, contrary to the trend in moet i ndustries. 
llo material upturn in production seems in prospect during t he 
next few months, however, since (l) stocks or woolen goods in 
retail channels continue l arge in comparison with a year ago ; 
(2) new orders currentl7 being placed with manufacturers are 
in light volume ; and (3l the opinion 1e generally held 1n the 
textile trade t hat activity in the woolen incl.ustry will not 
pick up muob before Yarcb, when buying tor tbe fall and winter 

season Will get under way. 
Conditions leading to the present situation 

The woolen industry is characterized by rapid and wide I 
fluctuations in output resulting trom (l) the chain of inter-
mediate stages between the spinning ot t he yarn and the final 
sale or the finished clothing; (2) buying and selling p~l1c~ee 
followed by the different sections or the treAe, whi ch _avol 
alternate periods or overproduction and underproduction, (3~ an 
excessive plant capacity dating back to the overexpansion ° 
the ~orld War years. 

we ahow in tbe attached obart t he wide swings 
from 1932 through 1937 in comparison with the more 

i n -oroduotion 
stable 
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movements of an estimated index of 1baeio demand• tor wool 
uroduots. The ~roduotion i ndex increased !rom a low or 37 in 
:'AY 1932 to a high of 1211- in July of the following ye= dronped 
back to 3g in 1934 and r ose to 131 in 1935. A neak of i4o the 
highest on reoord back to 1919, was reached in December l9J6. 

In comparison, the estimated 1 basic demand• shows a gradual 
ri se through this period, in l i ne wit h the imurovement in real 
i ncomes of consumers , with but moderate changes i n the index 
! rom month to month. The production of woolen goods has been 
bslOYI the estimated dema.nd !or six months or longer, reaching 
~uoarently an even greater degree of underproduction t han at 
t he turning points in 1932 and 19311-. 

The principal !actor responsible !or t he excessive produc­
tion which came to an end in 1937 wa s a steady rise i n raw wool 
?r ices t hat began early in 1935 · This led to rising prices !or 
woolen goods, and to heavy speculative buying in t he various 
sect ions of the industry. A severe decline in wool prices in 
1937 ended • ue speculative boom, and resulted in enoroous 
i nventory losses. T~e American Woolen Company the leading 
f act or in the industry, reports a net loss of t1, g55,000 tor 
t he year as a whole , which compares with a profit of n3,394, ooo 
in the first half-year . Inventory losses of t he company i n 
1937 amounted to $4, 023 , 000. 

The nresent situation 

Deenite the !aot t hat oroduction ourta1lment ha~ gone 
r~r toward correcting t he overproduction situation, t <te experi­
ences of t h e nast year have made new buyers overly cautious. 
The American Woolen coronany reports unfi l led orders on 6 
December 31 1937 as 50 percent less t han at t he end or 193 • 
During Janu~y 19jg, new orders r eceived by t his company were 
~uorox1matelv 11 oeroent of those r eceived during the same 
month of t he"prevtOUS year, when speculative buying was near 

its peak. 
~ftt bile stocks of wool cl othi ng 

Trade reports indicate t~ w 8 in comnari son wi th 
in retail establi shments are sti~l 1~~antially- in recent wee~s 
l a st year, t hey ha~e been reduced~~ t he marking down o! prices. 
by successful clearance sales anW len Cocnanv at t he end of 
The inventorieS of the American °6 000 as co~ared wtt~ 
t he year had been reduced t o ~22 , ~ l3•0 533 000 at t~e end of 
~33 ,567,000 at the end or 193 an • ' 
1935· 
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A reduction i n inventori es throughout the wool trade, 
toget her with the small volume of new bu&iness that has been 
booked to date, should place the 1nduatry in a favor able 
position for improvement during 193!. Some tendency in tbia 
direction was seen during December, when t he F.R.B. adjusted 
index of woolen goode production rose to 56 as compar ed with 
51 in November. No real improvement ia expected by the trade, 
bowevor , until about Karoh, when new buying for the fall and 
winter season is expected to come into the market, 
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February 7 , 1938 

For the Secretary: 

I have noted down same of the pointe most commonly 

made for and against bank holding compa.n1es. They may 

be of interest to you. 

Upm 

38.:. 
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There was widespread discussion in 1892 of a proposa l 

for group banking. The general opini on of bankers and others 

at that time was that the proposal would be unacceptable 

because of its •trust" or "monopoly" character. 

In 1911 the National City Bank of New York engaged i .n 

an abortive attempt at group banking. The National City 

Company acquired substant ial hol dings in a number of banks 

scattered throughout t he country. Solicitor General J.Ahm•n 

ruled that t h is was contrary to the spirit, at least, of 

the statute which prohibited banks from holding stocks of 

other banks . The National City Company l iquidated ita 

holdings. 

In 1911 Secretary MacVeagn in his annual report asked 

for l egislation to prevent either a nat i onal or a state bank 

from holding s tock in any other bank and wanted legislation 

"so explicit that its spirit as well as i t s l etter would be 

enforoed. " 

38.; 

I n 1911 Pres ident Taft in his special message to Congress 

asked for legisl ation assuring " the individuality and inde-

pendence of each bank·" 
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SOME CONSIDERATIONS AGAINST SANK HOLDING COiiPANIBS 

1. They constitute an evasion of the statutory prohibitions 

against interlocking bank directorates . 

2. They constitute an evasion of statutory prohibitions on 

branch banking. 

38.3 

3 . They constitute an evasion of statutory prohibitions against 

ownership of bank stocks by other banks . 

4. Prior to the repeal of the requirements for double liability 

on bank stock, they const i tuted, in some cases at least, an 

evasion of that statutory requ1re~ent. 

s . They present manipulative possibilities of promotional 

character, acme of which have been transfon:ed into 

actualities . 

6 . They make possible an undesirable type of shifting of funds 

from bank to bank within the group. 

7. They thrive on the existence of a speculative fever. 

e. They make bank provisions and examination difficult. 

9 . They may develop into elaborate e.nd intricate atructural 

organizations . 

10. t h the We.keat element of our be.nking struc-

They do no reac 

ture--the very small banks . 
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SOI.IE CONSIDERATIONS IN FAVOR OF BANK HOLDING COiolPANIES 

1 . They provide a concentration of bank resources . 

2. They make possible a higher type of bank management . 

3. They give a greater diversification to bank investments 

and loans . 

4. They permit bank operation at lower costs . 

5. They make for fewer losses in bank operations. 

6 . They provide more varied services for customers . 

7. They give a mobility to bank credit within t be group area. 

e. Shareholders have a safer and more marketable inves t ment. 

9 . They make possible local financing of businesses wn1oh 

become units of national chains. 

10 . They give to group areas an independence from New York 

financ ial inter ests . 

11 . They are the rural equivalent of urban bank mergers . 

38 .. 
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H.L!.Jr: 

Operator: 

H.U.Jr: 
Aubrey 
171lli11JDS: 

H. !.! Jr: 

W: 

H. Jl.Jr: 

W: 

H. !.I.Jr: 

W: 

H.U.Jr: 

VI; 

H.l.I.Jr: 

W: 

H.U.Jr: 

W: 

H . l.t.Jr: 

W: 

H. !.I.Jr: 

38.:-
February 7 , 19~8 . 
~: 48 p .m. 

Hello. 

Aubrey Williams. Go ahead. 

Hello. 

Hell o, Ur. Secretary. 

How are you? 

All right, sir. 

I got -

I wonder when I could see you. 

Well now, let's Jus t see . 

Got - you know, it' o - I got word ! r om the President 
to go right toget her with you on dlecueelng what 
probable moves that he ought to make 1n t his thing. 

Yes. Well , now, how about three o'clock t omorrow 
afternoon? 

Well, that's a little bit bad because the Youth 
Administration people are going to meet with the 
President at tour. 

All right . Uake it in the morning. 

Well that would be better tor me . 

How about eleven? 

That would be grand. 

Now that's all right , provided Bell can come. I f 
you don't hear !rom me - I ' ll - if you don' t bear 
trom me at eleven o 'clock tomorrow. 

All right. 

Thank you. 

Than&e very much. 
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( 
I!.Ll.Jr: 

Operator: 

I!.LI.Jr: 
Jeeae 
Jones: 

I!.AL.Jr: 

J: 

II. Ll. Jr: 

J: 

I!. J.l.Jr: 

J: 

I!.U.Jr: 

( J : 

II . I.LJr: 

J: 

H.!.I.Jr: 

J : 

I!.U.Jr: 

J: 

I!.U.Jr: 

J: 

Hello. 

Jeeae Jones. 

Hello. 

Hello, Henry. 

How are you Jeeae? 

Pret.t.y good. How are you? 

Oh, fair. 

38~ 
February 7, lQ:58. 
4;27 p.m. 

Well, t hat. ' a ~bout. all I am. I wanted to aee you 
ae aoon aa I could. 

All r1ght.. 

Convenient. tor you t.o -

All right.. Do you want. t.o do it. in t.he morning 
or t.he afternoon, tomorrow? 

Well. 

Which is bet.t.er tor you? 

I believe that. - if it.'s- if it. 1 a just. aa con­
venient. t.o you 1n t.he morning, it. would suit. me 
bet.t.er. 

All right.. !low about. t.en t.h1rt.y? 

That'll suit. me tine. 

Do you want. anYbody here in particular? 

Well, wayne and Bell, if you want. him, I don't. 

ltnow. 
Fine. .Ul r1gllt.. Wayne and Bell will be here 
at t.en t.b1rt.y, plus t.be Honorable Jesse Jonea. 

All .right.. Fine Henry. 
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H.lol.Jr: 

operator: 

H.!A.Jr: 

o: 

Wynn 
Rietler: 

H.ti.Jr: 

R: 

H.l,. Jr: 

R: 

H.U. Jr: 

R: 

H. !.I.Jr: 

R: 

H.ti.Jr: 

R: 

H.L!.Jr: 

R: 

H.l4.Jr: 

R: 

H.U.Jr: 

R: 

( 
H.lol.Jr: 
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February 7, lQ~8. 

Hello. 

Dr. Rletler ie on hie w~ between the ottioe and 
hie residence. 

All right. Well, t.hen you'd better try it. again 
atter t.he press oonterenoe. 

Al.l right.. 

Hello. 

1f.)'nn R1 etler. 

Yea. 

llorgent.hau. 

Yes. I called up Stuart.. 

Yes. 

And warren. And theY would llke very much to come 
down, preterabl.Y at. t.ne end ot the week. 

Uh-huh. 

Ie that. all r1ght.t 

Well how much toward t.he end? 

11bat? 

How near the end? 

Well, they've got eome people comlng trom out. ot 
town, and I think atter Thursday. 

Well , suppoe1nS we ·~ Friday? 

Friday. Good. 

Ten thirty? 

In the morn1nS· . 

tn the 110rD1nS· 
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All rlght. 

You - you won 't be com1ng witb t hee, will yout 

Well, what they wanted was very much t hat I should. 

H.U.Jr: Yes. 

R: 

H.LI.Jr: 

R: 

H.l!.Jr : 

R: 

H.IA.Jr: 

R: 

H. U.Jr: 

R: 

H.U.Jr: 

R: 

H.U.Jr: 

R: 

H.U..Jr: 

R: 

H.M.Jr: 

R: 

H.U.Jr: 

And they' d like soMe chAnce to know what i t's all 
about , t hpt t~ can t &lk it over betor:~:PY get 
ready. I tho t it wno J ust general. ~w• 

I think t hey' ll have to sort or leave it as general. 

Uh-huh. 

See? And I was Just thinking - t ell you what let'& 
do a little bit differentlY - I may have some ot hers 
here. Let's say ten o'clock Friday morning. If 
they come in they could do it earlier - If they come 
1n on t he n1ne, they could come out - t hey could 
be t here at nine-th irty, couldn' t they? 

Yea. 
Let's say nine-thirty, Friday morning, at m.Y house. 

Nine-thirty at your house. 

That's - you know where it ie? 

Yes . 

2211 -

Yes. 

30t h . 

2211 - 30th. 
Nine-thi rty pridaY morning at the bouse. 

All right. 

0. K. 

I'll be there .too. 

And you ' ll be there too. 

-
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R: 

H.W.Jr: 

R: 

AU right.. 

T.llank you. 

Good. 
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FOR RJT.JAQ , IIORIII!IG li'Z11SP..IPEBS, 

Won~, r ebruarz 7, 1938. 
2/4 

Waehington 

Preas Service 
No. 13-43 

- I > 

Secretary Morgenthau announced todAY that United States Savings Bonds 

of a maturity value of $].33,000,000 were sold during January, the largest 

amount sold in any month since these bonds were first offered on Warch 1, 1935, 

The maturity valut of the sales exceeded t hat of January, 1937 , by epproxl-

nately $3,000,000. 

year have been due 

The greatly incr eased aalea not ed at the beglnni~of a·~- . 

to the fact that many investors buy Savings Bonde on an 

annual basis end gener ally make their purcbasee wi thin the fir st month of the 

Up to J anuary 31, 1938, 5, 200 ,000 Savings llonds of a maturity value of 

$1,501,000 ,000 had boen bought by mor a than 1,2.-"0,000 individual investors. 

The maJority of the registered owners o.re amell investors who arc buying tbe 

bonde out of income. Purchaeoa by individuals r eproecnt npproxi metoly 85 per 

cent of tho boncle sold. Of tho r Oii!Aining 15 per coat , 9 per cent was pur-

chaeed by banks and trust co~~~panioa , 3 per cent by corporations, and appr oxl-

metoly 3 per cent by associations . 

J. Savinge Bond ~ be radoemod at any tilte tli'tor 60 days from its haue 

date , but less than 8 pc;' cont of tho bonds cold have been reda=cd· 

An averego of 130,000 investor s are buying Savir.gs Bonds each Jtont h , a 

lart;e propor tion of whom aro repeat purchnaora. Wany thousand• aro undertoldng 

a plan of syste=atic ee.ving through the reo?;Ular purchaae of tho bond• each 

week, or at other intervale. 
--• d t the owners of Snvle&• Bonde, 

Recently a <luestionnairo waa forw ... ~e o 

hundred thou•rutd r opllea have been r eceived. ProlWn&rT 
and to date several -
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OXL'.:olnnt1on or the rcplloa lndicntee t hllt 1110at purchnaea nro aade to provido 

fundi for odueotion of ebildron, tor rotir~ont funda, or to s et up a rooorvo 

for omergonciea. Among the f eatures of t ho 'bonds coost frequently influcncin& 

their purchoao arc safety, tbl1 constant ovol lnbility of tho funds ond the 

f nct tbr t Snvin&s Bonds incronsc 33.-l/'3 por cont in value if bold for 10 yonra. 

Tho rodo~tion feature, which ollmlrJ>t ca any cbanco of loss to tho investor , 

opponh to all purchnsera. 

Tho $100 bond u:U t 1a tho :lOOt popular dono!pinnUon ar.d baa accounted 

tor '30,38 por cent of the r.uobor or t ho bonds sold. Tho $25 unl t r :>.nka 

noxt with 2'3 . 71 per cent of sales. The $5Q unit is next with a aalo of 18, 49 

per cont . Tho $1 ,000 unit .follows with 18.19 per cent: while the $500 unit 

accounts for 9. 2'3 ,cr cent . 

Yonrly anloo to Deco~bor 31, 1937, by Stntea, aro presented in tho 

attached tabulation. 

I 
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UNITED S'i'l.T:::S s;.vn:os po::DS s.u.Es m ?.r.Cll !3: ... -=t 

Stc.toa 1935 1936 1937 Totr.l-

Alnb= • . • . . , • 1,381,100 3,228,450 5 , 116 ,725 9 ,756, 275 

Arizo nn ...... , 576 ,925 1 ,126 ,825 1,882 ,675 3, 586,425 

Arkc.nene •.••• , 1 ,928 , 450 3 , 583, 175 4,433,150 9,944, 775 

- Cnlitornia . .. , 10,003 , 400 19 , 225 , 625 32,177, 525 61 , 406 , 550 

ColorCido ..... . 3,231, 125 6 ,689,700 9 ,937,275 19,858,100 

Connecticut .. , 1 ,102,050 2 , 508,675 4 ,389,050 7, 999 , 775 

Delawnre •• .• . ; 139;150 429,?00 657,275 1 , 226 , 125 

Florida ....... 2 ,768, 450 4 ,510, 750 6,427 ,025 13, 706 , 225 

Goorgin •.• .. • • 2 , 526,750 4 ,678 , 250 6,188 ,925 13, 393, 926 

Idoho • •••..•• • 785, 450 1 , 299 , 600 2 ,123,150 4 , 208 , 3>0 

Illinois ...... 24 , 664,075 48 ,167 ,575 70 , 801. 850 143, 633, 500 

Indi~nn .. .. ... 10,182,750 15,689,150 21 ,780 , 400 47, 652, 300 

to":Ja •• ••.•. . . , 14,808,875 21,001,350 25,735,175 61 , M5, -IOO 

Xnnec.a • •. .... • 11,112,275 1.;, 613 ,850 17,906 ,575 4-3, 632.700 

Kontuc:ley • ••.• • S , 945,600 5 , 489 , 750 8, 511 ,950 17,917, 300 

Loui s1 ~M •••.• 1,902,825 3,877,350 5,831,825 11,612,000 

Un.ino • •...... • 1 , 019,900 1 , 722 ,075 3,103, 775 5, 845,750 

Nary1Md , .... , 2 , 071,525 5 ,706 ,650 7 , 77·1 , 300 15,552,475 

llnaeo.ehueotte • ~ . 71~ ,075 8 , 213,625 15,570 ,550 28 , 630 , 250 

lo!ichig~.n , • • , •• 11, 310, 275 19, 291 ,700 28 ,660 ,150 59 , 262 ,125 

lo!1nno afltl' • ..• • 12, 235 , 475 21 , 493 , 175 31, 851 , 250 65 , 579 ,900 

!lie a1 e o1 ppi ... l , 790 , 350 3 , 579 , 250 4 ,917, 900 10 , 28? , 500 

l!iooour1 ...... 15, 237, 325 20 , ·196,875 25 ,108,875 60 , 8·~3.075 

lolontMI' •• •...• 2 , o79 , 475 4 ,809 ,925 6 , 16'~ . 700 13, 65-1 ,100 

Nobrnek.l' •• •.• • 7, 250,050 11,359, 500 13, 673 ,525 32, 283 ,075 

Novo.dn •••• ••• • 325, 750 616 , 950 716 , -175 1 ,659 ,175 

Now Btcpehiro • 600 , 225 881 ,975 1 ,372,100 2 , 854 , 300 

Now Jorao:1 •.•• 3,931 , 750 8 ,618, 400 15,945,225 28.~95 , 375 

!low llorlco • . . . 644,450 1,080 , '6-75 1 , 566,700 3,291, 625 

Now Yorlc . ..... 18,922,875 31.275.600 53,822.575 104,021 . 050 

Ne rth C!>rClino. 3,643,950 5,356, 525 7,701 ,875 16 ,702.350 

North Dckotn , • 2 , 741 , 350 3, 636, 375 4 , r.;s, 775 10,923,500 

Ohio •••••••.•• 17,918,525 2>1 ,899,100 36,9o5 ,625 79,783 , 250 

Okll\l!OD>O. ••• . • • 4,473, 250 7,703,650 11,111,0 75 23 , 288,175 

Oreson • • ..... . 3 , 359,725 5, 7<;5 ,075 7 ,123 ,000 16, ?.27 ,800 

Panna;.olvMil' • • 13, 375,000 25,386,950 43,736,400 82 , 500. 350 

Rbodo I e1or.d .. 617 ,125 795,075 l , e57,975 3, 270 , 175 

South Onrolinn 1 , 413 ,925 2 ,511 ,175 3,231 , 700 7,156 , 800 

South Dukoto. , , 2 , 113,975 3, 364, 975 .. , 209 , 350 9 ,686 , 300 

Tonnoeooo ..... 2 ,977, 850 4 ,566 , 450 6 , 481 ,0 75 14,025, 375 

T OXll.l • •• . .•.•• 10, 742,475 17, 200 ,050 25 ,970 , 325 53 ,992, 850 

Ut'lh ..... .. ... 749 ,025 1 , 263, 025 1 , 497 ,®0 3, 510 , 250 

Verl:IOnt ••••.•. 424;125 91&. 725 1,416, 350 - . ,~9 . 200 

7 . 7~3.575 16,182,500 

V1rcin1o. ••.••. 3,045, 300 5, 392, 625 23,04:.\, 250 

Wo.ehill&ton ••• • 4 , 160, 225 7 ,720 , 550 11,134.~75 
6,101,400 

13 , 66~ .175 

Woat Virginin • 3, .. 139,000 4,323,775 48,395 ,350 

Wiaconnin ••.. • 9 , 53-1,650 15,196,050 22,663, 1)50 3, 855 ,075 

637,125 1 , 215, 300 2 ,002, 650 

lrr.mill& ..... . . 9,015,~ 43,i35,~ 

~ at. of Col ••• 9 , 508, 375 ~·71~, 175 648 ,690 ,1 1.~75 , ?.-, . 
ub Total •... • 268 , 720,725 4 , 26 , 375 2 , 286 ,975 

Poaaoaaiona ... 301, 600 83C. S.'IO 1,146,025 1 , 512 ,325 

rorcign. ••. . . .• 
19C, 950 1,313,375 1, 379 ,~73, 525 

,.. .,. ...... ~ "'"'tl'l1 ~ • • 269,022,325 459,300 . u75 651,150.325 
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