TREASURY DEPARTMENT
WASHINGTON
APR7 1938

=0 M2, TAYLOR!

In submitting this memorandum on the estimated finanelal
requirements for the next 15 months, I have made the followlng as-
sumtions for the fiscal year 19391

1. That the business recession will cause a reduction in
reveme of at least $519,000,000 below the estimates contained in
the 1939 budget;

5, That for the same reason 1t will be necessary to in-
crease emergemcy expenditures by $962,000,000; to a total of
$2,100,000,000;

3. That other expenditures will have to be inereased be-
canse of the fallure of Congress to adopt the recommendation of
the President for reduction in the 1939 road program, the passage
of the COC bill, and other miscellanecus increases, guch as for
the Army and Navy, aggregating $288,000,000, or a total increase
in the budget of $1,769,000,000, meking a total estimated net
deficit of $2,719,000,000;

4. That the latest estimated deposits in the Unemploy-

ment Prust Fund for the fiscal year 1939 will amount to

$791,000,000 and that the estimated withirawals will amount to
$381,000,000, leaving $}410,000,000 availsble with which to help

finance the above-mentiomed deficitj




5, That our balances during this period will range between

700 and 900 million dollars;
6, That there will be no further gsale of public debt ob=
ligations for the purpose of purchasing gold for deposit in the ine

active gold fund; and

7. That the financial reguirements of the Commodity Credit
Sorporatlion and the Racumt::u.ctian Finance Corporatiom will be
mde through the sale of their own obligatioms in the mariet and
the Treasury relieved of supplying these two organizations with
cash,

Baged on these assumptions there is set o;u.t below, by
quarters, a statement showing the total estimated Treasury finance
ing which will be required for the 15 months ending June 30, 1939,
and also the proposed methods of meeting these financial re=-

guirements,
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A glance at this table will show, aslide from the refunding
gperations, that for the last quarter of 1938, the amount of market
gperations will be $250,000,000; for the first quarter of 1935, ‘e
:300,000,000; second quarter, $750,000,000; third quarter $500,000,000,
and the fourth quarter $850,000,000, It will be seen, therefore,
spat the Tremsury does not have any serious financial problem until
g6 reach the third and fourth quarters of 1939 and themn only becaunse
of the large maturing issues of Treasury notes, Agsuming that the
epecial Treasury bill program shown in this statement will be carried
out the major financial operations, lneluding refunding of maturing
Treagury notes, for December 1938 will be $920,000,000; for March,

#ill be $1,200,000,000 and for June, 1939, $1,750,000,000,

The last twc are rather large financial operatioms to carry out at
one time, although it can be done with favorable market conditlions.

It may be, however, that the Treasury should consider in its next

two financing periods as to whether it would not be wise to raise
eliminate

additional cash money through note or bond issues eo as 0

all or a part of the cash requirements in the second and third

quarters and have only at that time refunding issues. Particularly,

we should give consideration to this phase of the matter so far as

it concerns the fourth quarter which involves a major financing

operation of $1,750,000,000.




Uge of Treasury Gold:

i of March 31, 1938 the Treasury held gold in the inactive
cecount in the amount of $1,183,000,000 and free gold in the work-
ing balance of $210,000,000, or total gold asmdlable for creating
credite with the Federal reserve banks thereby increasing our cash
balance, if the Secretary deems it wise, in the amount of
$1,395,000,000, There are, of course, other resources such as the
fxchange Stabilization Fund of $1,800,000,000, the balance of the
increment resulting from the reduction in the weight of the gold
dsllar of $142,000,000,making a total of other gold resources of
§1,942,000,000, Then there is $457,000,000 of silver bullionm in
the Treagury which could be revalued and against which a face
amount of silver certificates of more than $900,000,000 could be
igsued, TFor the purpose of this statement, however, I am leaving
put the lagt three mentioned items,

The $210,000,000 now in the working balance could be de
pogited at any time and increase our casgh balance by that amount,
thus reducing our financial requirements from the market over the
next 15 months., We could, of COUTES, deposit any part of the ine
sctive fund which would, however, reduce the reserve that the

Treasury has built up to meet any foreign aemand for gold. If

there is an export of gold during the period the Treasury will
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get the use of the prooceeds of the sale of such gold. This would

also reduce the amount of the cash required from the market, If

for example, there is an export of $500,000,000 of this inactive

gold, the proceeds thereof together with the $210,000,000 free

gold in the working balance, would reduce our major cash financing

operations from about $1,400,000,000 to $590,000,000.
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gubject: shall excees reserves be inereased, and if so, how?

Bummary

1. A decisive mcnetary move to greatly lncrezse excess
reserves at thie time 1s, in our opinion, unquestionably
desirable.

2 We do not believe that an increase in excess resgerves
undertaken alone can be relled upon at this stage in the
recession to Initiate and sustain an upturn in business.

However, the step would be desirable even (a) a spon-
teneous upturn in business were to take place, or (b) even
if increasing excess reserves were the sole government
measure taken to combat the recesslon. It would be much
more effective -- and even necessary -- if a broasd program
e to be undertaken which includes government spending,
lending and encouragement of private conetruction of durable
goods.

1, The methods of ralsilng excess reserves econglat of:

Reducing reserve requirements.
Desterilizing gold.

Open market operations.
Combinations of these.

4, Each of theee methods has its special advantages. We
belleve that a strong case can be made for only two of the

procedures: namely,

(a) Lowering reserve requiremente, OF
(b) Desterilization of gold.

Nelther of these two methods appears to have -- all factors
cerefully considered -- & great advantage other.
However, we are of the opinion

stronger case can be made for desterilization o

step to be taken miow to ralse excess reserves.
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gubject: ghall excees reserves be increased, and if so, how?

1. If there ig no change in our monetary practice excess
regerves will gradually increase from the present level of
81,550 million to about §1, 700 million by the end of the
year, provided, of course, there is no significant change
in bueinese activity, or in the international eituation

gbroad.

This increase in excess reserves of §150 milllon over
s period of nine months will hrve a negligible effect on
either business conditions or buelness psychology.

In the monetary field only more drastic action can be
hoped to achleve results.

5 The advantage of action taken to reatly increase excess

reserves 2t this time 18 thet 1t will faclllitate & sus tained
upturn in business.

(a) The large increase in idle bank funds should reduce
the reluctance of banks to extend loans to industry and

Government.

(b) Borrowing rates for lndustry and Government will be
eaged.

(e) It will be a spectacular pronouncement of a Govern-
ment poliey which the public would interpret ag expan-
sionist, and therefore contribute toward the development
of a peychology favorable to expansion. It would streng-
then the expectation of rising prices because 1% would be
evidence that the Administration proposes to take eggres-
sive steps to reverse the present deflationary trend.

(d) Such section would fit in with the recent Presidential
gtatement with respect %o price polley.

These deslrable effects of increased excess reserves may be
of considersble importance and might even provide a stimulus
for the upturn especlally if accompanied by measures taken

to incresse directly investment and expenditures. But_we do
egerves undertaken

not believe thet an increaese in excess I
Blone cen be relled upon & s stage 1n urecaunnu

inftlate and sustain an Upw n bueiness.
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3. However, there ls adequate justification for ralsing
owese reserves now, irrespective of ofher plans for e

Feccvery program.

(a) If business is in any case going to improve, the
incresse in excess reserves wWill help to sustaln the

upturn.

(b) If business falle to lmprove and excess reserves
are not inerescsed now, they wlll have to be taken later.
It is one of the preliminsry monetary measures which
become lnereasingly difficult to reeslst as the recesslion
lengthene. «~Since 1t will be done sooner or later, 1%
would be fer To do 1t now.

(¢) If the Government 1s going to embark on a compre-
hensive program designed to restore recovery -- whatever
the elements of the program be -- an lncrease ln excess
reserves muet be psrt of the program, else a tightened
money merket will Jeopardlze its success.

The cne danger of taking action now independent of other
measures 1s thet 1t may not be fcllowed by business lmprove-
ment end the consequent reactlion to an unsuccessful Government
teasure may serve to diminish the psychologicel value of sub-
sequent messures.

In some quarters it has been held that an increase in ex-

cess reserves greatly increases the danger of inflation. It

12 held that once a boom starts, popular demand for its con-
tinuance mekes restrictive action by the Federal Reserve Board
very difficult. In the light of the current gltuation and the
defletionary powers held and exercised by monetary authoritles,
thls fear -- even were 1t well-founded -- should be wholly sub-
ordinste to the more immediate urgency of getting out of the
recession.

4, If excess reserves are to be increased, shall 1t be:

By reduclng reserve requirements?
By desterilizing gold?

By open merket operations?

Or by a combination of these?

(Th s reserves by the lssue of silver
e lncrease of exce a feasible method

certificates can be dismissed at once &8
because 1t has no advantage over desterilization cf gold and
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does have gerious disadvantages. If necessary, &8 & later
end supplementary measure after all the gold has been de-
sterilized -- glther through internal or external outflow --
1t mey heve merit, but not now.)

5. The advantages of increasing reserves by reducing reserve
requirements ae against Inﬂraaagng reserves Dy EaufE}IIIiEEIEh
5T gold ere as follows:

(a) Alteratlion 1ln reserve requiremente would have a sud-
den and spectacular effect upon excese reserves. At one
atroke excess reserves could be doubled or tripled (depend-
ing upon the requirementsselected). In contrast, excess
reserves could be only gradually increaged -- over &

period of several monthe (depending upon the rate of
deficlt expenditure) -- by a desterilization program and
the psychologlcal impact might not be as potent if the
inorease in excess reserves 1s spread out over geveral
monthe.

(b) The maximum increase 1n excess reserves by use of
altering reserve requirements 18 roughly $3 billion and
oy uge of the Inactive Account only about $1.2 billlion.

(¢) Whereas a decrease 1ln reserve requirements would im-
medis tely incresse the excess reserveg of ell banks in
the System substantially, desterilization of gold would
operete unevenly and poeelbly towards an undesired dls-
tribution.

(d) The alteration in the reserve requirements is probably
more easlly reversible. Resterilization of anterlllzed
zold could take place only by employing current revenue

not for the purpose of expenditure, nor for the purpose

of reducing ocutstanding debt, but for the purpose of pur-

Ehaﬂing back gold certificates from the Federal reserve
enk.

(e) The less gold in the Inactive Account, the less in-
sulated is our domestic economy from outflows of gold.
However, in evaluating thls point, it must not be over—
looked that the monetary authorities have virtually un-
limited powers to offset the mechanical deflationary
effects of outflows of gold.
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£, The advantages of increasing excess reserves by de-
atsfffIEIEE_EPIE Instead of lowering reserve requirements

are:

(a) The outstanding debt and, consequently, the interest
burden to the Government 1s reduced. Thls is particularly
desirable now in view of the likely addition to the out-
standing debt involved in the proposed recovery program.

The reduction of debt involved in this step will be
congletent with the Treasury objective of pursuing a fls-
cal poliey as congervative as conditions permit. Bueh
a poliey necessarily includes economy in the carrying
charges of Government debts wherever feasible.

(b) It would remove criticism against the Treasury for
borrowing while "needlessly" sterilizing gold. This
eritielsm might grow worse were reserve requirements to
be lowered while the Inactive Account was maintained.
Some ceritics would say that the Adminietration wae favor-
ing the banke as agalnst the taxpayers.

(e) A reduction in the reserve requirements will leave

the member banks with the uneasy feeling that as soon as
business turns up the reserve requirements will again be
‘nereased. Thue the member banks may not feel Justified
in counting on the increase in thelr excegs reserves as

a portion of their loanable idle funds. If the bankers

do react that way much of the hoped-for effect would be

lost.

(d) The removal of earning assets, (Treasury bills and

notes-8618 millions 2-7/8-percent-maturing June 15) from
the portfolios of banks and investors cannot help but be
some stimulus to the investment of funde in industry and
commerce.

(e) Inasmuch as the Treasury cannot reasonably accept

the burden of maintaining the Inactlve Account indefinitely,
1t 1s better to get rid of it during a recession. If we
walt until an upswing additions to excess reserves may be

considered unwise, and then desterilization could be under-
taken only if offset by some other monetary action.
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(f) The Federal Reserve Board would probably prefer
desterilization, partly because it does not involve an
obvious reversal of polley on its part.

(g) pesterilization of gold can be Justified on budgetary
grounds as an appropriate step independent of the problem
of excess reserves. For that reason it can be used as a
fipst step. If later 1t be found desirable to still fur-
ther lncrease eXcess reserves the lowering of reserve re-
quiremente could be then undertaken without so great a
rigk of giving rise to undue fears that devaluation 1s
contemplated.

(h) The effect oOn the price of Government gecurities of
continued deficit financing will be offset and hence the
atability of Government bond prices maintsined without the
»1d4 of open market operations.

(1) The desterilization of gold would hsve the advantage
of slightly increasing the prestige of gold both here
end abroad.

Incresesing excess reserves through open market operations.

Tnereaged purchases by the Federal reserve banke of
Covernment securities has the following disadvantages com-
pered with the other methods:

(2) It is less spectacular and therefore the psycho-
logiesl effect would be less.

(b) A successful open merket program on a large gcale
depende upon continued and sympathetic cooperatlon of
the Open Market Committee. In view of past experlences
such cooperation can hardly be unhesitatingly relied
UPON.

(¢) As against desterillzation of gold, there 1s the
criticliem that open market purchases lncrease the earnings

of the Federal reserve banke atl the expenee of the taxpayer.
(d) The Open Market Committee's purchase of gecurities

mey be dictated more by what they regard as a proper
dlstribution of their portfollo than by the exigencles

of the economic eituation.

(e) Large-scale reversal might have a more direct depres=
sing effect on bond prices than may be the case with

altering reserve requirements.
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The sole advunt%ﬁ% of open merket operations is that such
getion would no a confessed reversal of the steps taken

1get year, hence 1t would involve no loes of "face" and
inerefore erouse less gbjection on the part of certain mem-
vers of the Board. (Desterilization of gold has this ad-

vantage &8 well.)

g. MNone of these methods of increasing excess reserves 1is
mutually exclusive, But 1t would De unwise 1o use more uhan
one method at this Tlime.

A1l three procedures could be undertaken at the same time
or successively. Undertaken at the same time they would com-
bine the advantagee of each with the additional advantage of
meking the move much more gpectacular and hence peychologically
more powerful.

The disadvantage of undertaking more than one procedure
at the same me 18 & serious one. It would create fears

both here and abroad, that 1f the move did not prove success-
ful in creating an upturn in business, the Government would
edopt more drastic monetary measures, gpecifically, further
devalustion of the dollar.




Excerpt from Herman Oliphant's weekly report to the

cecretary dated April 7, 1938:

construction Contracts. In connection with the "Rackets"
committee, Procurement has made certaln changes, effective
April 1, in the general terms and conditions applicable to its
construction contracts to combat practices, in the mechanical
trades, tending unjustifiably to increase prices. The revised
provisions require complete information from successful con-
tractors, subcontractors, etc., relative to the preparation of
their bids and require them to certify that they have not parti-
cipated in any collusive agreement having the effect of re-
stricting competition or controlling prices. Any contract or
sub-contract may be terminated 1f the representation of any
contractor of subcontractor is found to be false. Efforts are
being made to work out a satisfactory formula for imposing an
sdditional sanction in the nature of a liquidated damage pro-
vision
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gubject: 1Is increased Government spending necessary for
business recovery?

Concluslona

I. While increased Government spending for rellief purposes
will be req d this year, we are not convinced that additlonal
expenditures To ump priming purposes will be essential for
buginess recovery. We are led to this conclusion by the follow-
ing facts:

Present business and psychological conditlons seem
ready to respond to other methods of a confldence-
restoring nature, which we believe would be more
immediately effective.

Business activity recently has been stable with an
improving tendency, and appears to have a sound
foundation for a rising trend., The only real source
of anxiety is in the possible effect on business of
recent declines in security and commodity prices,
accompanying changed political condltlons in Europe,
This anxiety would be overcome, Wwe believe, by
moderate inflationary moves &s guggested below, 1in
connection with adequate provision for relief needs.

II. Pump priming as a business remedy would have certaln
disadvantages:

It would create new problems of financing, and tend
to unsettle confidence in the fiscal position of
the Government,

It would be slow in getting under way.

It would hé difficult to curtail 1n proportion to
diminishing need.

tely, while
We suggest that three moves be taken immedia -
business is inEE geasonal upward trend, to increase business
confidence and lead to an expansion of private spending.
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The President's relief message, incorporating a request
for a libersl relief appropriation, presented to Congress.

pe-sterilization of gold in the inactive gold fund,

pestoration of reserve requirements to the level existing
immedlately before the May 1, 1937 increase.

These moves would be moderately inflationary; they would
lead to an improvement in business sentiment without impairing
ssnfidence in the fiscal position of the Government; they would
involve no expendlitures; and added to the present tendency toward
~usiness ilmprovement they might be sufficient to restore business

recovery without recourse to pump priming.

IV. In the meantime, effort should be made to work out all
jatails of an efficient pump priming program, in order that it
could be put into effect ilmmediately if this should be found

necessary.

V. Private spending should also be encouraged by working
out plans for eliminating conditions in individual industries
that are tending to restrict buying.

Methods other than pump griming
should rs & uae
We know that additional Government spendlng will be required
this year to provide for rellef requirements. This, 1n iteelf,
will represent an inflationary fasector that will tend to overcome
current deflationary influences. In preference to & further ex-

nansion of Government spending through a pump priming program, Wwe
telieve that use should first be made of other methods avallable

%o the Government for a moderste inflation of prices that would
‘«Eﬁ to stimulate private spending and thereby turn business up-
ward.

favorable for guch

Tublic psychology at present appears
Pet e t of experience, the pub-

ection to be effective, After five years
11c have been sold on the managed economy of the New Deal, and
have learned to look to the Government to take the lead in direct-
in¢ business trends. They are now walting for the Government %o
take action to reverse the deflatlonary trend. The immediate
response of commodity and gecurity prices on the gtatement of the
Adninistration's price policy in February indicated a readiness

to follow the leadership of the Government in a constructive

:un‘.nesg program,
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The business gituation likewise appears favorable for such
action to be effective, The decline in business activity has
flattened out, and during the past three months has been main-
tained et a stable level, improving somewhat during March 1n line
yith the normal geagonal trend. Such a flattening out of a
rusiness decline usually indicates that industrial production has
gdjusted 1tself to the lower levels of demand. Normally one
could expect a gradual busineees improvement from present levels.
rending to confirm this expectation i1s the fact that industrial
rroduction has for a number of months been running well below
the apparent level of demand,

In recent weeks, however, the outlook has become impaired
by world developments that have led to declining prices for com-
nodities and securities at a time in the bueiness cycle when
rising prices were to be expected. This has led to a general
loss of confidence and a fear that lower levels of busliness are
in prospect, which has caused consumers to withhold purchases
untl the outlook becomes clearer. Unless businese improves from
these levels, there 1s a very real possibility that the contin-
uing shrinkage in security values may lead to a new financial
erisis, with the many problems which that would involve.

The more immedlate requirement therefore appears to be not
so much that of making work through Government 8 ending as in
(1) preventing a further price deflation, and [E? stimulating
orivete gpending, Both of these would be accomplished, we be-
lieve, through moderately inflatlonary moves aimed directly at
ralsing prices and restoring business confidence. We therefore
suzzest that these moves be made firet.

If these should not prove sufficient, they will have served
the purpose of preparing the ground both psychologically and
technically (through strengthening the underlying conditions of
the bond market) for the successful carrying through of a deflelt

gcending program,

Ob jections to pump priming
4 be avolded, 1f

We feel that a pump priming program shoul
possible, for the following reasons:

1, A considerable time would probably be required to
get such a program under way.

2 nan for such a prograi would tend
T e pabite = in the fiscal posi-

to un bliec confildence
Seunle g creating an uncertalnty

tion of the Government
that might act as &8 re'utra.tnt on capital goods eXx-
pansion and private initiative.
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once a epending program le launched, business adjusts 1ltself
+o 1, and can only with difficulty change back. This difficulty
vas clearly epparent in 1937, and might be even more pronounced
sollowing another period of Government spending, which would
orobably lead to an even greater dependence of businese on

government funds.

The failure to make an effective transition in 1937 must in
lerge measure, however, be charged against the drastle lncrease
\n reserve requirements and other features of the Government's
financial program which tended to restrict the capital markets
at & time when they were most needed to finance prlvate eXxpan-
sion., In place of these restrictions on the capital markets,
the transition from Government to private spending required that
monetary snd credit policles be directed toward encouraging a
#low of private capital to take the place of Government spending.

Method of financing of fundamental lmportance

The effectiveness of a spending program depends to a great
extent on the source of the funds, and not merely on the amount
svent. If the money 1s ralsed by taxatlon 1t would have the min-
tmun effect, since 1t would largely represent merely a replace-
zent of private spending. Any spending program, whether for pump
peiming or for relief, should be 80 financed that 1t interferes

least with private operations.

The following princlpal means of financing a spending
nrogram are avallable:

By taxes. This would be least effective, and
nrobably a practical imnossibllity.

By defielt financing, involving borrowing from
banks or borrowing from investors through bond
1ssues. The former method would interfere

least wlth private spending.

By using gold in the jpactive gold account or
the stabllization fund. This would have an
inflationary psyahﬂlogical gffect, and would
in no way restrict private enterprise.

By colnage of silver and using the silver

seigniorage. This would have an inflatlonary

effect, but posslbly an unfavorable publlio

reactlon.
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. By use of Thomas currency. While this would be
strongly inflationary, 1t would cause a severe
shock to financial confidence.

ngggutad recovery program

An effective recovery program should be directed toward
removing the present feeling of insecurity and toward breaking
u the prevailing belief that business is golng to decline. By
reversing the deflationary peychology 1t ghould build up a feel-
ing of confldence in the business outlook. The program should
pe started immediately in order to secure the advantage of the
present rising geasonal trend.

In general terms, the followlng program is suggested:

Make conditions ae favorable as possible for
increased private spending, through increased
business confidence, Thie 1s essentlal under
any program.

Carry out the Government spending neceseary
to take care of relief needs.

Make and perfect plans now for a pump priming
program to use 1f necessary, in order that 1t
may be put into effect with the minimum delay.

Specific moves suggested

following speciflc immediate moves are suggested:

A reduction in reserve requirements to the
level existing immedlately before the increase
of May 1, 1937. This action, in the publlc
mind, would be equivalent %o removing the
brakes and leaving business free to respond to
fevorable influences, since the high reserve
requirements are now identifled with de-

pression conditlions.

Transmittal to Congrese of the President's
relief message, incorporating & request for
1liberal relief appropriations, in stated
amounte, This would serve immediately to
relieve anxiety over the relief problem.




gecretary Morgenthau = £

Announcement by the Treasury that the remaining
gold in the inactive gold fund would be de-steri-
lized. This action would release into the general
fund approximately $1,100,000,000, the spending of
which would have a definite inflationary effect
since it would (1) increase bank reserves, and lE}
finance an extenslve rellef program without recourse
to borrowing or taxatlion.

Other parts of a recovery program

Complete detalle of a pump priming program should
be worked out over the next few months, sifting
projects down to those which would provide the most
immediate and most effective aid to business. In
case the measures outlined above should not be suf-
ficient to start business activity strongly upward,
a pump priming program could then be put into effect
with the minimum delay.

Private spending in the meantime should be encour-
aged by working toward analyzing and correcting con-
ditions that are tending to restrliect buylng in
certain important industrles.

a, In the buillding industry, the F.H.A. loans
have been very successful in stimulating
consumer spending for residential construc-
tion. With thie industry already on the
upgrade, more could be done to speed up
recovery by working for a reduction in
prices of construction materials and toward
eliminating costly rackets 1n the bullding
fleld.

By working toward a clearing up of the rall-
road situation, spending for equipment would
be encouraged.

A reduction in steel prices arrived at through
some arrangement with labor for a temporary
reduction in wages would gtimulate buying of
steel productsa.

Some mechanism should be Eerfec;ed ig:iira—
venting an lncrease in prices ol ce
products that are already high, which might
tend to shut off a buslness recovery.
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gecretary Morgenthau
Mr. White

gubject: Should the Government initiate a recovery program now?

1. The present business situation and the prospeots for
the next six months do not, in our opinion, Justify further
7alting befoprs taking declsive actlon.

Failure of business to make a substantlial recovery
before next October 1s fraught with grave danger to the
gtabllity of American institutione. BSo grave are the possi-
bilities in the event of faillure that the prospecte of a
business upturn must be almost certain to Justify inactlon
this epring.

2. What are the possible objections to adopting a
recovery program Now

(a) A spontaneous recovery is on the way in any case
and a Government recovery program would counteract 1t.

In our opinion, the initlation of a comprehenslive Govern-
ment program can serve:

(1') Only to speed the recovery up, and

(2') To enable the Administration to claim that the
measures undertaken were responslble. If recovery
occurs spontaneously without a Government program, 1t
is almost certain to be gradual, and critlcs of the
Administration would allocate it to the modification
of the tax program. It 1s against the capital galns
and the undistributed profits tax that the oritice
have directed most of their fire. They will be able
to "prove" that it was the modification of those two
taxes and the blocking of other portions of the
President's program which was responeible for the

upturn.

(3') The Government program can be qulockly curtalled
1; a spontaneous recovery movement develops quickly

enough.
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1f Government actlon were capable of discouraging private
ipyestment ae the eritice of the Administration claim, the
naximum discouragement has already been attained. The amount
of expenditure on capital goods and on durable goods, plant
eypansion, renovation, new indugtries, etc., ls at a negli-
gible 1evel now end has shown no eign of increase during the
pagt six months. Therefore, a recovery program could not make
LEtters WOrege.

(p) The Administration 1s merely repeating the pattern
of 193L-1935.

In the first place, 1f we were sure we could repeat
thet upturn the measures should be undertaken. The gen-
eral recovery which characterized 1934-1935-1936 1s what
we want. In the second place, we have lesrned something
from pest experience and can hope to De able to avoid the
aoet serlous errors made in 1936 and 1937.

{e) It will increase the netionel debt te en extent that
w1ll threaten the national credlt.

There 1e always the danger that the nztional debt
%111 be increased to too high a figure for the stabllity
of the economic eystem. However, the present debt le
ct11l fer from that contingency. The fact that our debt
iz lower, both sbsolutely and per capita, than that of
tingland, for instance, is good evidence thet our debt
ig not dsngerously large. Furthermore, the low interest
rates on government debts are a guarantee that we are
ct111 far from being on dangeroue ground.

(d) Emb-rking on & large-scale government program now
will threaten bueiness confldence.

The greatest threat to business confidence 1e the
shrinking purchasing power, the falling prices and the
declining industrial activity. On the contrary, the
recovery program will unquestionably revive bueiness
confldence.

Concluglion

dopt=
It ie clear that none of the possible objections tc &
!ng & recovery program Wow hsve gufficient merit to possibly
Jutveigh the advantages of initlating a recovery progrem at
time,

thie
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gecretary Morgenthau
Mr. White

subject: Does the present businees sltuatlon call for a
program for recovery, and if so, what should the

program be?

Coneluslion

1. A careful welghing of the slgnificant factors of the
buginess situation here and abroad leads us to the definite
conclusion that prospectes for substantlial recovery before
next fall are not sufficlently assured to Justify lnactlon.

More than that, we belleve that the evidence as a whole
indlcates that it is more likely that the recession will con-
tinue reather than the reverse.

2. fe believe that a comprehensive recovery program should
be gterted now.

3. We recommend a broad program on the following lines:

Monetary measures

Desterilization of all the gold in the Inactlve
Account ae rapidly as maturing bills end notes

and Government expenditure permit.

(As & second and alternative cholce, reduction
of the reserve requirements by 25 pﬁrnant.]

Increased Government expendlture

(a) Increased expenditure on W. P. A. projects
to supply additional Jobs for the unemployed ase
rapidly as they can be put to useful work - up
to 3 million persons.

(b) A publiec health program involving an expendi-

ture during the next year of approx tely $240 mil-
lion, as recommended by Dr. Parran, (a part of this
project to be part of the W. P. A. project
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(¢) It may be possible to speed up expenditures
on the proposed increase in Army and Navy expendi-
tures even to the extent of increasing Government
gtocke of material.

gelf-1liquidating expenditures

(a) P.W.A. extension of non-interest bearing loans
tc municipalities and States, amortized over a long
period of yearas.

(b) Toll projects. Establishment of a Federal land
and finaneing corporation to finance and build teoll
facilities where needed and justified, the projects

to include bridges and tunnels, underground gareages,
airports, roadse, etc., the financing of theee projects
to be gusranteed by Government debentures.

(¢) The railroad plan now belng studied should in-
clude a provision for the Government sponsorship of
the immediste construction and leasing of new rolling
stock and other necesgary capital equipment to the
amount of at least $500 million this year (along the
lines recently proposed,with modifications to insure
the leasing and use of the equipment by the rallroads).

(d) The plan now being studled of granting R.F.C.
loans to small business should inelude provielons for
use of loans for new caplital construction, in part at
least.
4L, The total amount of expenditure involved in the sbove
program is roughly $4 billion. A large part of thils expendi-
ture will, of course, consist of recoverable assets. This
L b11llon should be financed roughly by:

£1 billion from the Inactlve Account

22 billion by repayment of recoverable assets of the
R.F.C. (who would 1lssue debentures on
their account.

¢1 billion issue of Treasury bllls.

If & substantial upturn occurs this fall it should be
pogssible to reduce the rate of expenditure very gubstantially.
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gecretary Morgenthau
Kr. White

rROM

gubject: What 1s the present business situation and what are
the prospects?

Forelgn trade.

(a) Our exports are holding up well. Preliminary March
figures indicate a 5 to 10 percent increase over
February. Though leses than the usual geasonal increase,
it indicates that foreign countries are not yet a drag
on business conditions here but, on the contrary, con-
gtitute a sustaining influence.

(b) Imports likewise show a moderate lncrease for March
over February, though they are lese than 60 percent of
last year's level. The larger part of thie decline 1in
imports cannot be allocated to the agricultural situa-
tion. It reflecte the decreased domestic industrial
activity and decline in world prices, and must inevit-
ably operate to depress business abroad.

(¢) The successful consummation of the Eritish-American
trade agreement will doubtless give some 1i1rt both
psychologically and actually to our forelgn trade.

(4) The index of the various aspects of our inter-
national competitive position remaine more favorable
than it was last year, but 1t has begun to turn down,
and the prospects are that it will continue to do 80
thouzh at a slow rate.

Foreign economic conditions.

Altogether the foreign economic picture 1l not encourag-
ing. Taking it as a whole, the prospects, in our opinion,
are more on the down side than the up gide. Central and

South America are particularly hard hit by the decline in
their exports. England has had less than ite usual seasonal
increase in business activity in March. France shows no
vrospects of substantial improvement. The situation 1n
Japan and China can grow only worse from an economic point
of view. Q@ermany's exports are declining and consequently
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her power to purchase abroad 1e declining notwithstanding
ner increasing and high level of domestic activity; the
conditions there cannot get better so far as their effect
upon the rest of the world 1s conecerned.

The fear of imminent recession dominates
throughout the world, and the political
intensifles the general uncertainty.

the business picture
situation only

3, Armament expenditures.

World armament expendituree during 1937 were reported to
be at least $1% billion greater than the already high level
of 19%36. The actual increase was almost certainly much
greater. For next year the estimates of expenditures to be
nade show an increase that will be &ven greater.

This is one factor that will help substantially to main-
tain the level of our exports and of businees activity 1in
leading foreign countriee. However, the fact that so great
an increase in armament expenditures throughout the world
in 1937 did not succeed 1in preventing the recession in the
United States, and has not increased the level of busineas
activity in Europe during the first few months of 1938,
indicates that the forces making for a depression are Very
powerful.

4. Apriculture.

Mr. Wheeler, of the Department of Agriculture, expressed
the view to me {unoffiuially} that the agricultural plcture,
both here and abroad, looks on the whole bearish rather than
bullish for the coming eseason. He gtated that an improve-
ment in business would, of course, change that plcture but
that the initial impetus for a buslnees upturn was not, in
his opinion, to be found in the agricultural outlook.

5. Unemployment and payrolls.

The disemployment since Labor Day has now reached
3,300,000. The preliminary figures of employment (unofficial)
for the middle of March show & decline of 1 percent as against
the usual measonal inorease of 1% percent. Payrolls show &




gecretary Morgenthau - 3 -

decline of 1/2 percent. The relatively smaller declline in
payrolls was ascribed to the fact that hours have already
been drastically cut so that further reduction hits the
nunber of employed more than payrolls.

f., Construction.

Construction 1g inoreasing and so far glves evidence of
promise that last year's total of $1.2 billion will be
reached and possibly passed. (Opinion on the prospects for
housing for the year varies. There are some informed per-

ons who belleve that the level to be attained in home con-

mnﬁaﬁumL;t_%:uthe absence, of course, of any additional
Governuent acton =- will be less than last year's total.)

Industrial productlon.

Industrial production has shown no increase in the first
three monthe of thie year. Although there are indications
of an upturn and indicatione of downturns in the future, the
general pleturs seeme to be that 1f there 1s an upturn 1t
will not be of any substantial proportlon.

Inventories.

Although there has unquestionably been & liquidation of
surplus inventories during the last slx months, inventories
still remaln very high compared to business activity. A
recent report by Dun & Bradstreet, on the basils of an
examination of the inventories of 17,000 firms, shows that
inventorles had a much larger increase than has usually been
believed. They show an increase in inventories durlng 1936
in manufacturing, wholesaling and retalling of over $2 billion,
and in 1937 of almost $3 billion. In other words, at the
end of 1937 inventories were $5 billion greater than they
were at the end of 1935.
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pven allowing for a decrease of inventories durlng the
a8t three months of $2 billion, that would still leave us
sith inventorlies of $3 billion greater than at the end of
1975 when industrial activity was 25 percent greater than 1t
15 now. (These increases do not include agriculture, mining
end other industries which likewise had conslderable 1ncraasagﬂ

Unless there 18 a substantial upturn in business which
sould convert what are now regarded as surplus inventories
into "normal" inventories there must be a contlinuation of in-
ventory liguidation. Even though the rate of liquidation
clows up 1t will continue to be a retarding factor in business

for some time to come.

9, Prices

sensitive pricees in the past month have resumed thelir
downward trend. Such price behavior cannot help but be a
depreesing factor. The price structure 1s becoming steadlly
more out of line and is probably as bad now as 1t was durling
1921 and 19%2, because of the fallure of important controlled
prices to fall relative to competitive prices.

10. Banking and monetary situation

The banking situation 1s, on the whole, very good consld-
erini the sharpnese of the recession and felling securlty
prices. There 1s little doubt that there are a large number
of banks which would become shaky 1f the recession continues
through to the fall, Yet on the whole the banking situation
ig & bullish factor rather than a bearlish one.

The monetary situation is particularly good. Interest
rates are low. The gold gituation 1s quiet, the prestige of
f0ld ie high, and despite the depreciation of the franc there
1e no widespread expectancy or fear of a coming perlod of cur-
rency competitive depreciation. Here again as in the banking
pleture the situation is not bearish.

11, Capital expenditures

The prospect of private expenditure on plant equipment,

durable goods, eto., 1s not good. There has as yet been no
Bignirlcﬁnt r;vivaliin new nggital jgsues. HRallroads certalnly
do not give promiese of unalded improvement. Public utilities
are likewise not 1ikely, with demand for thelr product falling,
%0 increase their expenditure. On the other hand, there are
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nuperous capital constructlon undertakings involving intricate
time absorbing and expensive machinery and equipment which were
begﬂ1dur1ng the upturn and are now belng completed. There
does not appear to be in any industry any large-scale expansion
in cepital expenditures contemplated, except the armament in-
dustries, which may prove to be an lmportant bullish factor.

12, Government spendlng

The factor of Government expendlture already allocated is
on the up side. (The mere announcement of a forthdoming large
recovery program has been enough apparently to give the secur-
1ty and commodities a sharp boost.) The net Federal Government
ntribution to community expendliture during the first two
-nthe of this year was less than $50 million a month. In
varch 1t is computed to have been about $100 million. The
econtribution during the coming montk will doubtleess be greater.
The effeet will be, of course, %to increase purchasing power and
help stimulate business activity. :

=
[+
il

Coneluslon

A careful welghing of the foregoing factors of the business
situation here and abroad leads us to the definite conclusion
thet pTCEPGGtﬂI$GTABUbEtEﬂtiﬂl recovery before next fall are

very doubhtful.
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FROM; American Embassy, Paris

DATE; April 8, 1938.

FROM COCHRAN.

At 11:30 this morning when I called at the Bank of
France, there was considerable fluctuation of the frano
but trading was light. The French control, in a private
transaction, purchaged from a former regent of the bank
200,000 pounds at 161 3/4. 140,000 pounds was needed
today by the control to apply on the Eritish coal bill
of the Parig=Orleans Railway. This railway’s require—-
ments of British coal in 1938 will reach 800,000 pounds,
as compared with 200,000 pounds purchaged in 1937. This
does not result from increased consumption but rather
from the present social legislation, and i1t indicates
the strain upon the franc which will result when provision
mist be made for foreign exchange to purchase materials
which were formerly supplied from domestic sources.

The following story regarding Spanish gold was told

to me ¥mwkx¥=f in strictest confidence. Some years 8g0,

it will be remembered, the Bank of spain got an advance of

over one billion French francs against gold which wae ex-

ported from Spain to France and deposited at Mont-de-Marsan
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in a branch cf the Bank of France. This credit was closed
out some months ago. Enough of the gold to cover the repay-
.ment of the francs was sold by the Bank of France.

Only part of the gold had to be utilized since from
the date of opening of the loan negotiations there had been
a franc depreciation of around fifty percent. Approximately
1,400,000,000 current French francs now remains at Uont-de-
yarsan in the form of Spanish gold. Efforte have been made
by both factionec in Spain to secure the releage to them of
this gold. During the past few weeks - especially since
Blum has been in power again - officials of the Spanish
Republic have been very persistent in trying to get physical
delivery of the gold or the franc equivalent thereof from
the Bank of France but on verious technical grounds the
Bank of France has delayed a decision. At last Premier
Slum was directly contacted by the Spanish representatives,
and I am.,informed that Blum gave oral instructions to the
Bank of France Governor to release to the Spanish Republican
authorities the gold at Mont-de-Marsan.

I have been told that the Bank of France Governor
argued the case with Blum, explaining that should a court
decision later decide that the Bank had made 1mproper de-

livery of the gold, the Bank would be itself liable for

any loss. Some time ago when this question had come up
the
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the opinions of the French Ministries of Juetice and of
Forelgn Affairs had been requested but the oplnions had
pever been received. Blum confirmed his order to the Bank
of France Governor for release of the gold a few days ago,
and appended two annexes to his letter. One annex was a
letter signed by Paul-Boncour, Blum's Minister fof Forelgn
Affairs, in which he advieed the Bank of France not to
take such a step and insisting that it would be an the
responsibility of the Bank 1tself. The other annex was
a letter signed by the Minister of Justice informing the
Bank of France that in France there was no officlal of the
Government competent to instruct the Bank of France to
release the gold; a Judiclal ddcision was the only means
of declding with finality and safety to the Bank of France
how the gold could be disposed of.

Fournier was perplexed at receiving Blum's orders to

carry out the transaction when his orders were accompanled

by letters opposing the move. Therefore he called on Blum

who had Vincent Auriol present when he received Fournier.

It is said that both Prime Minister Blum and Minister Auriol

urged the Bank of France Governor 1o release the gold, and

they gave various arguments, ineluding political ones,
for such a move. The Bank of France Governor was adamant

-

and sald that the Bank was not concerned with political
arguments.
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arguments. Finally Blum shook hands with him and sald that
he was correct, and that they should drop the matter.

The Bank of France statement to whioch I referred in my
telegram No. 551 of April 7, showed that as of the thirty-
first of March in the Bank of France there was left to the
Tressury's credit only 3,510,000,000 francs of the latest
5,000,000, 000 ar-ﬁg.i""hj‘._nh:had been authorized, Confiden-

tial information has been given to me that as of last night
only half of thls balance remalned, and that it appears that
the State will have exhausted all of it by next Thureday,
April 14, No matter what Government 1s in power, therefore,
it will be faced by the end of next week with the necesslty
of ralsing funds.

Political ddmonstrations, growlng strikes and uncer-
tain govermmental prospect have contributed to nervousness
and hesitanoy of today's Paris exchange market. American
"pump priming" plans sald to have caused some offering of
dollars in London.

I am planning to leave Paris 10:50 pm Saturday fof
Basel and return Monday night. Could be reached at BIS
or Hotel Schwelzerhof.

END MESSAGE.
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London

Dated April 8, 1938

Rec'd 3:55 p.m.
Secretory qf State,

Woghington.

290, April 8, 6 p.m.

FCR TREASURY FROM BUTTERWORTH

In th= course of o conversation at a private dinner
given for him Rooth, Governor of the Bank of Sweden, Ex=
pressed very peasimistic views about the French situation,
He was very skeptical as to whether French capltal could
be induced under present circumstances to return and he
thought that either a capital levy or forced conversion
of rentcs would eventually be found necessary; in such
circumstonces the problem was to Extract concesaions from
the rentier without penalizing the Entreprentgur. Rooth
was convinced thot exchange control, if instituted would
be o complete failure in France. HE said from hls own
experience he felt sure that there was no such thing as
limited cxchange control except if applied for a VEry B
linited period, for merely o few doys during a transitional
. a complete

In his

crisis, Therefore, the question came to whether

system of cxchange control was workable in France.
opinion
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opinion the answer was definitely "no"., Rooth said that
1t now took 15,000 honest and efficient Germans to wark
the German clearing gystem but that a similar number of
honest Frenchnmen were not available for any purpose, rmch
1rgs such & methodical and 8killful task.

Rooth ingquired about the proaspects in the United States
and said that thus far Sweden had not been adversely af?:ctﬂd
in ary irmortant degree by the American slump. However,

the overwhelning majority of its wood pulp exports for

1038 had alrcady been contracted for in the United States

and that pressure in sone instances was now being exerted
by the purchasers to terminate or riodify those contracts,.
He Imew that sultable arrangements could DbE effected
through price concessions in return for contract extenslions.
It is perhaps interesting that Rooth also asked about
the ch&ncz_af dollar devaluation should American TECOVETY
be delaygd.
The dollar has been steady and while the franc has

fluctuated the volune has in the circunstances bEEN snmall,

KENNEDY

PEG:SHS




April 10, 1938

The attached was written on the train coming

up from Sea Island for the Secretary to use when he

gsaw the President this evening.




MEMORANDUM FOR THE PRESIDENT

The time seems most propitious for presentation to
tne people of a comprehensive statement of administration
policy end of & program of action designed to restore recovery.

I believe it should be presented to the people by you

=5 soon &5 possible st three broadcasts.

To be most effective, and to give promise that your

recovery program &ims not only at getting this country out of
tne recession, but is designed also to keep us out - for many

ears at least, I believe your program should include:

)
I. 4 restatement of your long-run objectives, and of
the ue jor measures you propose to seek during the next two years
to attain those objectives (railroads, monopolies, wage-hour
legislation, tax-exempt bonds, etc.);
II. An outline of specific steps, botn administrative

end legislative, you propose to take to eliminate the

lnefficiencies, the wastes, and tne fallures in parts of the

New Deal program already adopted; and
III. A comprehensive governument spending and government

lending program, coupled witn measures to stimulate private

recmployment.

The statement to be made to the people is so important,

and the material to be presented SO varied, that it would seem
to require not one, but three radio speeches given as close

together as 1s feasible.

of the three parts, the most important 1s, of course,




your program of immediate action to put 10 million unemployed

back to useful and productive work. I am inclined to think that
tals part of your larger program might well be given in the third
speech. The bullisnh effect of three speeches, culminating in a
brond recovery program of immediate actlion as announced in advance,
spould be tremendous. It would serve, I believe, to ellminate
existing confusion which is working to hold business down; it
sould give tne people much needed reorlentation and assurance,
and should greatly strengthen the administration's position.
Formulation of the recovery part of the program should
include:

Determihetion of the total expenditure called for
by the whole program.

Insistence upon correlating government expenditures
witn the geographical distribution of unemployment.
Wiherever possible, government funds should be expended
where most unemployment exists.
Careful survey of all proposals for the purpose of
elimineting duplication and overlapping of projects
and of administration.
Presentation to the public of this pert of the program
d include an estimate of the total cost of the program, &
stzetement on the amount you propose to ask Congress for and how
you propose to finance the expenditures.
Just as soon as you have formulated &n outline of your

new recovery program I shall be ready to study it and present to

¥you witnin a reasonsble time a plan for finsncing it.
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The time seems most propitious for presentation to the
people of A comprehensive statement of adninistration policy and
of a program of actlon designed to restore recovery.

I believe 1t should be presented to the people by you as
goon as poasible at three broadcasts.

To be moot effeotive, and to glve promise that your recovery
progran ains not only at getting this countryout of the renession,
cut 18 denigned also tokeepus out /- for many years atleast, I
belisve your program should includes _. “:—-:x,_;."'

1. A restatement of your long-run obje~tives, and of the
maJor neasuresyouproposeto seek during the next two years to
attain those objectives (railroads, monopolies, wage-hour
legislation, tax-exempt bonds, etc.)}

II. An outline of specific steps, both administrative and
legislative, youpropone to take to eliminate the inefficlencies,
the wastea, and the fallures in parts of the New Deal program
alrendy adopted; and

III. A conprehensive government spending & d government

lending program, coupled with measures to stimulate private

ree nployment.

The statement to be made to the people isso important,
and the material to. e presented so varied, that it would seem

to require not one, but three radio speeches given as close

torether as 1s feasible.

Of the three parts, the most important is, of course, your

Program of immediate action to put 10 million unemployed back to
I am inclined to think that thils

useful and productive work.
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part of your larger program might well be given in the third speech.

the bullish effect of three speeches, culninating in a broad
recovery program of immediate action aes announced in advance,
should oe tremendous. It would serve, I belleve, to eliminate
gxisting confusionwhirh 1s working tohold business down; itwould
give thepeople much needed reoricntation and assurance, and should
greatly strengthen the adninistration's position.

Formulation of the recovery part of the program should
{nrlude:

a. Tetermination ofthe total expendlture called for by the
vhola program.

. Inslstence upon rorrelating government expenditures with
the geographlical dletribution of unemployment. Wherever

poagible, government funde should be expended whare most
unemployment exists.

"areful survey of all proposals for the purpose of elimindgty
ing duplication and overlapping of projects and of
administration.

Preaentatlion to the public of thie part of the program should
In"lude an estimate of the total cost of the program, a statement on
the amount you propose to ask Congress for and how you propose to
finance the expenditures.

Just as soon as you have formulated an outline of your new
Tecovery program I shall be ready tostudy it and present toyou

"ithin g reasonable time a plan for financing 1t.
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Paris

Dated April 10, 1938,

Rec'd, 3:55 pe.m,

Secretary of State,

Washington,

578, April 10, 4 pem.

Reference my 577, Aprll 10, 11 a.m.

Daladier has formed the following Cabinet which
he presented to the Elysee this afternoon:

Premier and Minister of War and National
Defense, Daladler;

Vice Premier and Minister of Interministerial
Coordination, Chautemps;

Forelgn Affairs, Bonnet;

Colonies, fitandels

Navy, Campinchl;

Air, La Chambrej

Justice, Reynaud;

Interior, Sarraut;

Finance, Marchandeau;

Pensions, Champetier de Ribes;

Commerce, Gentin;

Agriculture, Queullle;

Labor, Ramadler;

Public Health, Rucart;

Public Works, Frossard;

Posts, Telephones and Telegraphs, Jullien;

Merchant Marine, Chappedelaing;

National Economy, Patenotre.

Of these
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Of these Ministers there are fifteen Deputies
comprising nine Radlical-Soclalists, one Republican
Independent, one Democratlec gllliance, three Soclalist
and Republican Union and one Bemocratic Left and
Independent Radical; and four 3enators, comprising
three Radical=Soclalists and one belonglng to no group.

Wo undersecretarys hsve beEen named,

It 18 reliably reported that there has been formed
gn Interminlsterial Commlttee composed of Daladier,
Chautemps, Bonnet, Reynaud, Sarraut and Marchandeau who
will meet daily in order to decide upon urgent
questions facing the Government.

The Cabinet 1s scheduled to meet tomorrow and may
present itself to the Chamber on April 12,

This is the first time since June 1936 that
members of the Center and Right, such as Reynaud and
Mandel, appear in the Cabinet and it marks the end for
the moment at least of the succession of Popular Front
governments, It is reported that when Daladier offered
participation to the Soclalists on the basis of five

Cabinet posts he proposed to seek full powers to govern

by decree during six months., With the refusal of the

Sccialists to particlpate it is 1llkely that his program

may be less ambitious.
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This Covernment rests on a narrow basis of par=-

1iamentary support and assuming that it receives an
initial vote of confidence 1t can hardly aspire to a

lengthy term of offlce,.

WILSON
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Paris

Dated Lpril 11, 1938

Reec'd 2:15 p.m.
Secretary of State,

Washington.

579, Lpril 11, 4 p.m.

FOR THE TREI.SURY.

The gxchange market today vas calm and transactions
light. The sterling rate remained close to 160 in
unoffieinl trading this morning and during the official
sesslon this afterncon,

On the securlity market most rentes mede substantial
gnlng,

'ihile there is n disposition to wait for the
~nnouncement of policy the new government seems to be
fairly well regardid in finenclal circles although some

disappointment 1s apparent that it was not possible to

set up immediately a I‘-Ir.tian:‘J‘Unicn ndministration.

No officinl stntement has yet been noted regording
o definite financilal progrnm but afternoon press predicts
that, os conelllating mensures, Parllaoment will De asked
tomorrow or Thursday to suthorize a further advance of
5,000,000,000 frones from the Bank of France and that a

loan issue of 15,000,000,000 francs will bE prepared. It

is




2= #579, April 11, 4 p.m., from Paris,

i3 said that a comprehensive project will be lald before
the Chombers after Parlloment reassembles following the

Easter holidays,

WILSON




GRAY
London
Dated April 11, 1938

Rec'd 4:14 p. m,

Seecretary of 3tate,

Washington.

200, Apr3l 11, 7 De M,

FOR THEASURY FROM BUTTERWORTH:

One., Waley states that as Chairman he has called
a meeting of the International Relief Bonds Committee
for April 22 to decide about sending a note to the
German authorities asking if they accept responsibllity
for the relief debta and whether they will appoint a
representative to discuss methods of settlement with the
Committee, Waley feferred to our note of April 6 and
requested me to inquire whether I might be authorized to
’attend the meeting here as an observer., When I demurred
he talked about the "principle of pari passu" and j
reiterated his request that his suggestion be forwarded
to Weshington,

Two. Waley states that the British Embaasy in

Berlin will present probably today a note, the kernel of

which is that the Dritish Govermment assume that Germany
will




2-#298, Prom London, Apr.ll,7p.ms

will accept responsibllity for the Austrian loans,

Three. In recent days from separate talks with
%waley, Leith-Ross and Lever, Chalrman of Britlish Bond-
holders Committee, I gather (a) that the Britlish have
been informally advised by the Germans that they are
willing to toke care of the Austrian loans for the
time being. It was implled, however, that adjustments
were Expected particularly as regerds the Seven pEr cent
unguaranteed loan.

(b) that the 3ritish although they take the line
that they would prefer to deal with the loan position
on on international rather than a national basis
réally expect to be forced to reach a national agreement,
4 resdjustment of the Anglo-German payments agreement
wlll also have to be made.

(¢) that they also expect that the whole question

of servicing the Reich and non-Reich sterling loans will

come up for diascussion. (See my 813, December 30, 5 pems)

Waley feels that the negotiations will be compli-

cated but he is not unhopeful of the result for the

rEA3OND
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reason that the amount of free sterling which the Germans
obtain under the present Anglo-German payments agreement
ig large enough to cover present payments on the Relch
loans, the guaranteed Austrlan locans and the to be
arcreed upon payments on the non-Relech loans and un-
guaranteed Austrian loan and still leave free sterling
avallable to Cermany.

Leith-Hosa was more pessimistic and called the
Germans "mean-minded fellows who had no understanding
of the importance of eredit". He feared that revising
the Anglo-German payment agreement might prove Very
difficult if a clearing arrangement was to be avolded.
He said that the payments agreement had worked un-
believably well; that he was most anxious to avoid a

clearing but he could not help remembering how unexpect-

edly fortunate he had been in 1934 in avolding one at

the final hour,

KENNEDY




PLAIN
London
Dated April 11, 1938

Ree'd 2:59 p. m.

Seeretary of State,
Yiashington.

FOR TREASURY FROM BUTTERWORTH.
20, April 11, B p. n. (SECTION ONE)

208,
In comrenting on the composition of the Daladier
Government the British press continues the policy of
studied restraint mentloned in my 281, April 5, € p. me
Hevertheless it cannot altogether conceal either 1ts
disappointment or anxiety. The appointment of Reynaud
is welcomed as a portent., But even the TIMES concludes
its article by saying "With the largest party in the
Chamber in this ugly mood, tempted to selze the first
plausible opportunity to take its revenge by turning out
a radical Prime Minister, the zovernment will have to go

warily to avold defeat. Even more disquieting than this

unpleasant political atmoaphere i1s the growing disturbance

in the metallurgical industries the causes of which are

obscure but seem to be as much political as industrial,

| AP




2-#299, From London, Apr, 11, 8 p.m,
(Sec. One)

M, Daladier broadcast last night a atrong appeal to all
Frenchmen to make each his individual contribution

‘to the unity and security of the nation. However,

much political and sectional feeling may have been
inflemed this 1s not an appeal which should be allowed
to go unheeded,”

(EXD SECTION ONE)
KENNEDY




GRAY

London

Dated April 11, 1938,

Rec'd, 3:04 p.m.

sreretary of 3tate,

"aghington.

299, Anril 11, 8 p.m, SECTION WO,

In the course of a conversation about other
matters TalEY expresoed much the same views as given above,

Two, Ualey referred to the posters on the
strects "lHexico says no to Britiaﬁ note" and said he
simply could not understand our patience when from our
past Experlence WE imew that HMexlco hod no intentlon of
vaying compensation for expropriated foreign property
and in this instance certainly hod no means of effecting
guch camwsﬁhaticn payments. HE also said that he felt
sure that in due course MExico would begin selling gillver
abrocd and at that time wE would be faced with another
difficult silver declsion.

(Z11D SECTION TWO)




PLAIN
London
Dated April 11, 1938

Rec'd 3:05 p. m,

Secretary of State,

Washington,

209, April 11, 8 p. m, (SECTION THREE)

It may be of interest that the City 1is now receiving
consideraeble sums from Czechoslovekia for hoarding
purposes ané in many cases the money is Delng brought to
London in cash by the owners themselves., The City is
also receiving clumsily worded letters from Vienna
finaneial houses which in effect ask whether accounts
held in the name of a deposed principal or partner

be
can drawn/upon,

Four, The volume of trading in the forelgn exchange

market was unusually small today. The franc remained

steady at around 160 and although, the dollar came on
of fEr toward the close 1ittle buslness was done.

(E¥D WESSAGE)
KENNEDY

HPFD




GRAY
London
Dated April 11, 1938

Rec'd 4:14 p. m.

Sccretary of State,

Washington.

29¢, April 11, 7 p. m.

MOR TREASURY FROM BUTTERWCRTH:

One. Waley states that as Chairman he has called
a meeting of the International Relief Bonds Committee
for April 22 to decide about sending a note to the
German authorities asking 1f they accept responsibility
for the relief debts and whether they will appoint a
representative to discuss methods of settlement with the
Committee, Waley referred to our note of April 6 and

requested me to inguire whether I might be authorized to

attend the meeting here as an observer., When I demurred

he talked about the "principle of pari passu" and

relterated his request that his supgestion bE forwarded

to Washington.
™o, Waley states that the British Embassy 1n

Terlin will present probably today a note, the kernel of

which is that the British Government assume that Germany
will
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will accept responsibility for the Austrian loans.

Three. In recent days from separate talks with
waley, Leith-Ross and Lever, Chairman of British Bond-
holders Committee, I gather (a) that the British have
been informally advised by the Germans that they are
willinz to taoke care of the Austrian loans for the
time being. It was implied, however, that adjustments
were expected particularly as regards the seven per cent
unguaranteed loan.

(b) that the S3ritish although they take the line
that they would prefer to deal with the loan position
on on international rather than a national basls
really expect to be forced to reach a national agreement,
A readiustment of the Anglo-Cerman payments agreement
will alasoc have to be made.

(¢) that they also expect that the whole question

of servieing the Reich and non-Reich sterling loans will

come up for discussion, (See my 813, December 30, 5 peme)

Waley feels that the negotiations will be compli-

cated but he is not unhopeful of the result for the

rEASON
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rgason that the amount of free sterling which the Germans

obtain under the present Anglo-German payments agreement

15 large enough to cover present payments on thEKﬁcigh

loans, the guaranteed Austrian loans and the to Dbe
acreed upon payments on the non-Reich loans and un=-
guaranteed Austrian loan and still leave free sterling
available to Germany.

Leith-Ross was more pessimistic and called the
Germans "mean-minded fellows who had no understanding
of the importance of credit". He feared that revising
the Anglo-German payment agreement might prove VEry
difficult if a clearing arrangement was to be avolded.
He said that the payments agreement had worked un-
believably well; that he was most anxious to avold a
clearing but he could not help remembering how unexpect-
edly fortunate he had been in 1934 in avolding one at

the firnal hour,

KENNEDY




GROUP MEETING

present:

H.M.Jr:

Magill:
H.M.Jr:

Oliphant:

H.M.Jr:
0liphant:
H.M,.Jr:
Oliphant:

Hi M. "II‘ I

Oliphant:
Bell:
Oliphant:
HoM.Jrs

Oliphant:

April 11, 1938.
9:30 A. M.

Mr. Magill
Mr. Oliphant
Mr. Gaston
Mr. Taylor
Mr. Haas
Gibbons
Bell
Lochhead
Uphan
McReynolds
Mrs. Klotz

Well, you (Magill) and I been talking here, so
WEe ATe sssss

Clear.

Mr. Oliphant.

I have an invitation from that Princeton-Yale-
Harvard banguet to come up there at thelr next
meeting.

Why not?

Well, I'11l be glad to go.
What's the subject?
Monetary.

I think you'd better go - don't want them to give
you "Law Reform" or something like that.

They wanted me to suggest somebody else here.

They have also asked me to come.
In case I couldn't come.

Let Harry White go.

That's all I have.




0liphant:
H.M.Jr:
0liphant:

H.id.Jr:

T

I wish you'd get hold of your friend, Bob Allen,
the next day or two and have a little talk with
him. Will you? And let him know some of the
things we have been doing here, like price things,
cement, and all that business - some of these
things we've been doing.

(Nods "Yes.™)

I really wish you'd get hold of him. Will you?
(Nods "Yes.m)

You know him better than anybody else.

Herbert?

Mr. Bundy, the editor of the Yale Daily News,
called up a few days ago and asked if you wouldn't
write a letter about the Harvard-Yale-Princeton
Conference that they could publish in the Yale
News.

(Shrugs) Just right now we'll skip all that stuff.
I should think so, yes.

All right.

That'!s all I have.

(Nods to Mr. Taylor.)

I have a letter here that just came in from
Viestervelt.

All right.
Which I'11l give to you.

Thanks. I'd like Taylor and Bell to stay after
this meeting, please.

(Nods to Mr. Haas.)

I'11 have that black book in here in a few mimtes.
Didn't have time to get all the material in it.

I'11 have a business atatement for you around noon.




Oliphant:

Hoilodrs

H.i.Jr:

Gibbons:

HM.Jr:
Gibbons:

H'.Ha Jr H

e

I am anxious for you to get hold of that report
of Dunn and Bradstreet on business trends.

I'm interested to see how they

I really wish you'd get hold of that.

I've a note on 1it.

Harry wrote me that Dunn and Bradstreet - seventeen
thousand concerns—and that their inventory
position was five million dollars above normal
December 31. Well, if that's so, got to work
that off before anybody's going to buy anything
new. Five million dollars above normal.

Work it off or raise the value of it.

Yeah.

They are working on this cement price - with
Blaisdell - making some progress. A very fruitful
field, but very difficult.

Well, I think this week that it will be suspended
from Mr. Bell!'s spending program.

That's all.

First I knew I had one.

(Nods to Mr. Gibbons.)

Got a2 telegram on Saturday from Governor Horner -
says our Comptroller of Customs out there 1is trylng

to intimidate everybody to vote for Mike Igoe
out there., I sent him a telegram in reply.

Congratulations.

I guess this man will come pretty near winning -
Horner.

Will he?
Understand it's about nip and tuck.

Before I do any more bets, you (Mrs. Klotz) are
up holding a lot of mine.




Gaston:
Gibbonss
HM.JTi

-

Lochhead:

o MadTd

Lochthead:

Lochhead:
Taylor:
HoM.Jr:

Yes, you are.

What was that bet again?

It was one with Gaston - wouldn't be seven forty-
five. I've got one with Irey that the Reorganiza-
tion Bill wouldn't pass on April 1.

Oh, it wouldn't?

Itve a half interest in one of those.

You win a nickel.

We bet him ten cents it wouldn't be seven forty-five.
You and I get a nickel, and we'll match for the
nickel.

Dan, have you got your things? I want to talk
next year expenditures. I've got your memo.

I have a copy of that.

I see.

(Nods to Mr. Lochhead.)

Foreign exchange market isn't showing any enthusiasm
over the developments over the week-end. They don't
think the French setup is very strong yet, and they
don't think that it's going to go very far.

I see you slipped my friend, Marchandeau, back again.
I understand once youre a member of the Finance
Committee, you're a permanent part of the Cabinet.
They've got three former Finance Ministers in the
Cabinet - Marchandeau, Bonnet, and Reynaud.

Wasn't Marchandeau the one just before Blum?

Yes, he was - Just before Blum, under Cheautemps.

He was the boy that was tired.

I wonder if he feels any better after twenty-nine
days! vacation.

All right.
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Banki Committee
Pat Boland, of the Huuse_fwnuﬁ like to come see

you today, to invite you, as near as I can find
out, to address some bankers' convention up in
Pennsylvania.

That's too near. Could he make it California?
(Laughter)

The President, last night, emphatically invited

me to be present at eleven this morning, so we'll

have to see him. (To Mrs. Klotz:) It's not just
to see me?

(side conversation with Mrs. Klotz)

Did you make any headway with 5. E. C. on that
particular holding company?

I've been over there, and they expect something,
possibly, to break this week. They are sending
us an effieciency letter which goes into the
defects in the national set up.

It has a report I could take to the Banking Com-
mittee? i

No, it has not. It certainly should get here
this week. There have been a good many delays
that are understandable.

Are they?

. Yes.

Really?

Yes.

Anything particular on that? Will you keep after

Mrs. Klotz on Pat Boland? I'd like to see him if
possible. Why not gilve him = definite appointment

tomorrow morning at ten o'clock?

He's a very nice fellow.

Of course he is; he's a man that can't just be
turned aside. He is efficient in the sense that

you can always count on him.

Mac?




McReynolds:

H.M.JT:

McReynolds:

H.i.Jr:

Gaston:

HeHeynolds:

McReynolds:

-G

I had a letter from the Comptroller of the Cur-
rency, dated the sixth day of April, and signed
by J. F. T. 0'Connor.

Well? And so what?

Well, I refused, so far, to grant any official
requests of the Comptroller of the Currency in
+he name of J. F. T. O'Connor.

That's what he resigned under.

He claims he didn't; that his resignaticn has

never been accepted. I think he has a point there.
The wording of the letter is equivocal. It isn't
an outright acceptance.

Listen, gentlemen, right now, as far as I am con-
cerned, he's out. I've got too many important
things. I just don't - I mean, I'm not saying I
won't handle it. I'm not going to handle it
while we've got all that stuff.

It's in my shop for study.

It's proper for you to bring it to me, and
explanatory letters go to the President, asking
him to clear up with me.

I also askedBmmy whether the President accepted
his resignation. They haven't sent anything back
here. He said it was his understanding, and
everybody's over there, that he resigned, effective
the first of April. I turned it over to Herman.
On this Mount Rushmore .....

Well, you better clean it up - that's all. You
fellows - I'1ll appoint a cnmmittﬁe of Hcieynntds,
Oliphant, Taylor, and Upham with power to act.
The four’ of you - the four of you - and handle it
promptly, and if it isn't clear, send 1t over

the President and ask him to clear it up. Will

you, please?

Go ahead, Mac.

On this Mount Rushmore. We got this memorandum
f?bm the President. I called Peoples, and I also

oalled Interior.
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H M. JT3 Oh, Mac, let one of the Secretaries - or Assistant
Secretaries handle it. Let somebody else sign 1it.
A1l right - want me to sign it? Is it all right?

HeReynolds: It's all right.

H.M.Jr: It seems like a silly way - no, it's a silly letter -
I write the Secretary of the Interior, "After the
ronference of the Secretary of Interior and the
Director ...." "MAfter a conference between you
and the Director....." It's such a silly way to
address it. But if you want, I'd just leave sign
it. "Dear Mr. Morgenthau: After a conference
between the Secretary of the Treasury ....."

Klotz: They'll rewrite it.

Yeheynolds: But I just wanted you to know that the thing is
straightened out so everybody's happy, and the
gentlemen out there will get proper service.

(Mr. Kieley hands Secretary note.)

I don't like that. She's got..... (Over telephone)
Get me Lieutenant McKay, please.

(Side conversation with Mrs. Klotz)

(Over telephone.) Hello. Hello. Hello. I just
got a telegram from drs. Morgenthau that she's
thinking of flying tonight from Buffalo back to
Nashington. I wish you'd find out what kind of
equipment that they have - that Central Lines -
Pennsylvania Central. I'd like to know what kind
of eguipment and what do our boys think of their
pilot from Buffalo here. It's on the seven o'clock
plane. I'd like to kmow what they think of their
equipment. I mean, they can find out exactly what
kind of plane they are going to fly tonight., Is
it a new plane? They've got some awful old
Boeings - and what their record 1is. ¥ill you?

Thanks.

Are you sure it's Pennsylvania Central?

Yes. It's just opened, about a week. They fly
Buffalo to Pittsburgh, pittsburgh to VWiashington.




In strictest confidence, so that you people will
know what I'm doing, I'll read you two letters -
I mean a letter which is going this morning, and
a memo which I gave the President last night.

(Reads communication to the President, beginning,
"My dear Mr. President: Mr. Magill and I saw you
The letter is attached.)




April 12, 1938

My dear Hr. Presldent)

Hr. Magill and I gaw you last in regard %o
the tax bill on the morning of Saturday, Harch 19th.
At that time we discussed with you what polioy the
Tressury should follow before the Finance Committee
whioh would be considering the tax bill in executive
gegsion during the following week.

You undoubtedly remember that we dlscussed
the possibility of your writing a letter to 3enator
Harrigon expressing your views in regard to your tax
principles. After considerable dlscussion, you de-
oided that you would not write a letter as you felt
that your public appearance at Gainesville, Georgla,
would be an ideal opportunity to deliver an addreas
covering the tax fleld. You asked Hr. Magill to
send you over material not later than three o' oloeck,
that afternoon, so you oould immediately go to work
preparing your speeoh.

You did not, however, find it convenient to
discuss tax polioy at Gainesville and nelther M.
4ar-1ll nor I have had any word from you since on the
pendins tax legislation other than the genaral dis-
gussion which occurred at Cabinet on April 5th.

As you know, the bill passed the Senate last
Saturday and now goes to conference. The bill does
not ecarry out the principles which we have been ad-
vooating, earnestly and foroefully, at your requesat
before both Houses.

Prior to the Treasury's appearance before the
Conference Committee on the tax bill, we would wvery
mueh like to know what position you wish us %o tak:h.
in regard to the differences in prineiple between
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House bill and She Senate bill.

Nr. 111 and I would appreciate an appoint-
ment with ;r:‘ at your earliest convenienoce.

Yours sincerely,

The President,

The White House.




Gibbons:

H.M.Jr:

iy =

So Magill is responsible for the Gainesville
speech.

(Nods "Yes.")
I know, so you people will know.
I sent over the vwrong memorandum.

Well, it's an interesting fact, for three weeks
neither Magill nor I have had any advice from the
President.

In this morning's Washington Herald, did you see
the editorial on Pat Harrison's tax?

I think it's important enough, because no one would
believe that for three weeks, the Treasury has had
no advice. In three weeks there's been no advice
as to what he does or doesn't want. Well, while I
was down south - Upham, Haas, and White - I wrote
this and gave this to the President last night.

(Reads memorandum to the President, which is

attached.)




MEMORANDUM FOR THE PREEIDENT

April 10, 1938,
The time seems most propitious for presentation to

the people of a comprehensive statement of administration
policy snd of s program of ection designed to restere recovery.

I believe it should be presented to the people by you
.5 soon &8 possible at three brosdcasts.

To be most effective, and to glve promise that your
recovery program #ims not only at getting this country out of
the recession, but is designed also to keep us out - for many
yjears st least, I belleve your program should include:

I. 4 restatement of your long-run objectives, and of
tie n:jor messures you propose to seek during the next two years
ts #ttein those objectives (reilroads, monopolies, wage-hour
leplelation, trx-exempt bonds, etc.);

II., An outline of specific steps, both zdministrative
snd legislative, you propose to take to eliminate the
in:f7iciencles, the wastes, und the failures in parts of the
Ner Leal progrem slresdy edopted; and

111. & compreliensive government spending and government
lenilng program, coupled with measures to stimulste private

reciployaent.

The statement to be made to the people i= so importeant,

ind the meterial to be presented so verled, that it would seem

to reguire mot one, but three radio speeches glven &s close

togetuer as is feasible.

Of the turee parts, the most lmportant ls, of course,




your progrem of immediate action to put 10 milliom unemployed

pack to useful and productive work. I am inclined to think that
this pert of your larger program might well be given in the third
speech. The bullish effect of three speeches, culmineting in a
proad recovery progrem of immediate action as snnounced in advance,
should be tremendous. It would serve, I believe, to eliminate
gilating confusion which is working to hold business down; it

would rive the people much needed reorientation snd assurance,

and snould greatly strengthen the administration's position.

Formulati-n of the recovery pert of the progrem should

u. Determination of the total expenditure called for
by the whole jprogram.

b. Insistence upon correlating government expenditures
with the geopraphical distribution of unemployment.
nerever possible, povernment funds should be expended
where most unemployment exists.

Careful survey of all proposals for the purpose of
eliminating duplicatior and overlepving nf projects
snd of sdainistration.

Presentsation to the public of this part ol the program

siould inelude #n estimate of the totel cost of the program, 8
stotement on the amount you propose to ask Congress for end how
Jou propose to finance the expenditures.

Just as soon &s you heve [ormulated an outline of your

new recovery program I shsll be ready to study it snd present to

Jou +ithin o ressoneble time a plen for finsneing it.




H.M.Jr:
Magill:
H.M.Jr:
Magill:

H.M.Jr?

0liphant:
H.M.Jr:
Oliphant:
Hoil 12
Gibbons:

'-‘ioTi'['JI":

Bell:
H.L‘:.JI‘:
Bell:

Bell:

McReynolds:

H.M,.Jr:

That's that. That's that.

Excellent.

What?

Excellent.

8o he had that last night. Mr. Hopkins was
present, and so was Mr. Jimmy Roosevelt. At
eleven o'clock we'll see what they got. But
they've been moving awfully fast - moving too
fast.

Vho's golng to be there?

Well, Bell and I from the Treasury.

Is Hopkins golng to be there?

Yes. And the rest are Senators.

Who advises Hopkins?

He's got a bigger staff than any other agency.
He's got an enormous staff. I have no idea how
big, but after all, how mach has he got for
administrative expenses?

Five per cent of the total amount he spends.
Which is how much?

He spent a million and a half.

He can hire a lot of advice for that.

And then he has a lot of raseﬁrch projects, which
are really in effect, administrative.

Not charges against his administrative expenses.

I don't mind telling you gentlemen what I heard
last night. The way 1t was put up to me last night
just scared me to death — worse than I've been
scared - and the thing hasn't been thought through.
And fear begets fear - I mean the thing that -

the President's attitude was, in 1933, was, "Let's
be calm and do things, and overcome fear," but

fear begets fear. Whether I am golng to be
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stalled, as far as I am concerned, to overcome
this thing, so it will be an orderly program which
I have formed, but this thing, as far as I can
make it, is completely finished and there hasn't
been a single person in the Treasury consulted.
They had a conference - lasted an hour before I
came - in advance of my com!ng - and I think the
whole thing is finished, and there hasn't been

a sin:le person in the Treasury that knows a
single thing about this.

Gibbons: Not even him? (Bell)
H.M.Jr: No.
Bell: I get my information from the paper.

(Over telephone:) Hello. Thank you. Hello. Oh
yes. Is that right? Good. Good. But the racket's
all right? Uh huh. Well, let our boys keep a
line on the weather, will you please. I'll call
you. In case any signs of storm, you call me,
from here to Buffalo. 0. X. Thank you.

S0 we'll see what we'!ll see.

UcReynolds: Both the Appropriations Committees have called me
about the attitude that was developing up there
in the Committee about additional authorization
for expenditures.

What do they say?

: They say there is very definite, active block in
opposition - to limber appropriations - Wheeler-
Byrd in the Senate - that's working very active -
to work Up «seses

I've got a program I'm willing to go om, but I
want the thing thought through. I mean, how can

1 say, when they shoot these things at me, =
everything you've read in the paper plus 2 lot
more - how can I say whether you can finance it

or not until you total the thing up. I mean, there
is such a thing as a limit, and ceses

Oliphant: I think you'll have an opportunity to discuss
alternative measures too.
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Well, in the financing part, we didn't put down
such questions as handling the sterilization of
gold. It will all come under - when he gives me
the total fligure - "I need such and such a thing
to be done."

Oliphant: Uy point is that you have an alternative.
No.

You have the same free hands in monetary measures.
You can turn the thing around.

Vell, they want to do it Thursday night.
0liphant: You can act before Thursday night.

Hol.Jr: Vell, not for them. This is - everything that
Jimmy Roosevelt's been trying to do - and gets
done - he's nut across, plus a few things besides.
I mean, every single thing they've been advocating
over there, they've done, plus a few things we
haven'!t heard.

The things Harry Hopkins wants done he goes to him.

?undred
Couple new ones, like building five/million dollars
worth of houses for rental.

That isn't branding you.

Trans-continental highway - taking all - anything
that bothers Straus, just removing it, and let

him start five hundred million dollars, and commit
himself to another five hundred million dollars

on paper, and get the administration - but he is
baclk of the business, and they let Hopkins put

a hundred fifty labor to work for railroads. Have

you heard that one?

Yeah.

Wiell, everything that you've heard, plus = couple
more besides.

Would be a good idea to look at that.
It's a program, plus.

Everything that's said eeess
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That vote on the Reorganization bill has a bearing
on that.

well’ Of COUrSe ssess
That's the polnt.
They are going to get stopped.

That'!s just the point. What I suggested, I think,
is calm and sensible. Get down there at Sea
Island, where it is calm - series of three radio
speeches, say, over three weeks, and announce you
had three and let him state his long-term program;
let him put in his wages and hours; let him put in
his monopoly message, and price message; and let
the public know, and let him admit there are
certain things -"and that is why we need reorganiza-
tion." And then the last thing - this spending -
and they think, on account of this thing, they've
got to do this thing Thursday.

On account of what thing?

On account of what happened Friday - Saturday.
And, as I say, there is nothing that begets fear
like fear. I saw in the paper, I think either
today's or yesterday's Tribune - they had a very
intelligent article, the point of which - was by
the management of the Tribune. Here. (Looking at
paper.) He hasn't got it, but yesterday Alfred
Warner sald, "To offset this defeat 1n Congress,
they are going to have this big spending program.”
He said 1t yesterday.

You remember, Mr. Secretary, in '33, the five-
year plan, the twenty billion dollars in five years.

Thﬂ-t is hﬂ?ing L L

I am not fearful of any progranm which you sit
down and carefully think through, see?

(over telephone.) Tell Miss Chauncey I am waiting
for that letter to the President, please.

I am not afraid of anything, but I'd like - just
as though I came back and said to you fellows,
"Tomorrow I am going to steriliie gold. “I am going
to do this, and going to do it OmOrT oW .

What's thn’aense of having a Treasury staff? Huh?

"I'm going to do 1t tomorrow."
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oliphant: I think Gaston has a good point.
HoM.Jrs What's that?

Gaston: This reaction is just going to increase the
confusion.

gliohant: He'd better rely on an alternative measure.

Gibbons: Right in this room, the day the Senate passed the
Reorganization bill, Farley called him and told
him - and said, "That was too close a vote." He
said, "If this thing doesn't go through the House
you are going to lose control of your party. The
thing to do is call in some of these people and
sit down with them - not put yourself in a shell
and just let lightening strike where it will."

I said, "Well, what's the reaction - sitting up
and just -"(shrugs) you know. He's lost control
now, - there's no question.

(Miss Chauncey brings in letter.)

Just a second, Miss Chauncey. I want this to go
promptly off.

And want the envelope marked "Confidential"?

Ah, I'1l phone him it's coming. Tell Dowling to
take it special. I'1l phone him.

(Over telephone.) Find out what usher is on duty
at the White House. I want to talk to him, please.

Well, I want you people to know - as they sayﬁa
I am calmer today than I was yesterday, now that I
know the worse, but I'm awfully afraid that the
cards are all stacked against us. I don't think

we've got much chance.

Oliphant: Do you think you would have a chance of presenting
the alternative program on the monetary thing?

Ho Ml Jrs I 't think so, Herman. That's worth considering,
beg:ﬁsz :hile I éidn‘t say so, he classified us
into three groups; one group said things are going
to get worse; one group said things are going
along as they are; and one group said th%zgs are
going to get better, s me in the group
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that says things are going to get better, so I
reminded him that .....

(Telephone.) Hello. All right. Crim, good morn-
ing. I've sent my head messenger, Dowling, over
with an important letter for the President, and
asked him to give it to you. Will you see that

it goes up to the Presldent? Will you please?
Thank you very much. And congratulations; I

wish you success.

Ah, where was I?
That he put you down as ON€.ecsss.

Oh, as one saying things are going along, and get
better in January, and I said, "If you remember,
Mr. President, we came over with two estimates -
ninety and ninety-five. I recommended the ninety -
you took the ninety-five." I said, "I was off ten
per cent, and you were off fifteen.

Incidentally, Herbert, this morning - what I said
before, on that particular point, was what I said
in December, and what I said when I went up on the
Hill. ©GSee?

Yes.

So, ah, uh, going back to what Wallace saw in one
day - said the Presidentsraring to go, and they
have just stampeded him during the week I was

away. He was completely stampeded. They stampeded
him like cattle - they trampled the grass under
foot.

May get in this meeting this morning - may get
some surprising words from that group up on the
Hill.

I'm not «esse

I don't think so0.
(To Mr. Bell) You don't think so?

tty
Well, I've never seen it as yet. They are pre
genﬂéal when they get to the White House.
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You can say, "Well, let's take the first things
first." First it cuts thelr arguments out and
increases the debt. ©Second, he avoids the danger
of going down there and getting defeated again.

But (RN
Am -.ee

But I don't know how long Congress 1s going to
stay, but it is (Shakes head negatively.)
Well, we'll see. I'1ll keep you fellows posted,
but - and there's no total - I couldn't get a
total; I have no idea what the total 1is.

Couldn't get totals? I mean, with Harry Hopkins?

The Hopkins thing was - the least thing was that
figure for Hopkins - a billion four fifty from
the first of July through until next February.
That's the least part.

That's gone up two hundred million since the
Cabinet meeting. '

Well, gone up four fifty since he gave his word
it would be only a billion. I was there when he
gave his word. Woodring said, "I'1l go along if
you give us your word of honor it's only going to
be a billion."

That's what's got the people on the outside
jittery. They say, "Where's the bottom?"

Thaet's what just got Jones' bill. It's through.

I made a fight to keep them from wrecking Stewart
McDonald Vs program, and it's going along nicely.
Now they are going to wreck R. F. C's program -
chance to make good before he gets started, not
even going to give him a chance. If you are golng
to have Ickes lending to municipalities, and Jones
lending to municipalities, and Hopkins lending to
municipalities .....

Hopkins will maintain them.

ash baskets at twenty-

The city's contribution of tr
five cents per month.
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It's gone so far, the only hope is in an alterna-
tive - no?

They figured that all in. For some reason or
other they overlooked currency and silver certifi-
cates; I don't know why, but maybe before Thursday
they'll think of those. Give them time.

Well, as I say, what I am saying here is triple
confidential, but I'd like you to think about it,
but don't discuss it with anybody except in the
room. I'm glad I had two weeks of sunshine.
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gubject: The Businese Situatlion, week ending April 9, 1938

Summary

Business activity etill continues on a generally stable
level, despite recent disturbing influences, although some
evidence of a tendency toward greater caution appears in a re-
auction in new steel orders for the second week in successlon,
s I-point decline in steel operations, and a drop in carload-
ings which has reduced the New York Times ad justed buslness
index to slightly below its previous low.

Sentiment in the financiel centere, however, which had been
severely depressed in recent weeks by acute weakness in security
prices and other disturbing developments, has taken a dlstinct
turn for the better.

Also on the favorable side were an increase this week in
sutomobile output in excees of the normal geasonal rise, a con-
tinued increase in new orders of reporting companies, outslde
of the U. S. Steel Corporation, and an improvement in retall
geles,

Conditione at the present time appear favorable, in our

opinion, for the success of a qugrmmmmrmgr_m-
InTI etary movee, with spending

volving moderate atl
corfined large elie ropriations. We base this con-
clusion &n gtabllity shown by buslness in recent monthas, 1ite

apparent willingness to respond %o a Government recovery program,
end our belief thet the long decline since last summer has
cerried industrial production too 1ow in relation to consumer
demand,

A marked upturn in security prices has in part been respon-
glble for, and in part has reflected, the improvement in

eentiment. d begun to rise earlier in the week on
nt. Securitlies ha gu O Ea o aip galns st ths e
program had
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The steel sltustion

steel operations declined 3.1 points this week to 32.6
ser cent of capacity, following two weeks of declining orders
attributed in some quarters to the decline in security prices.
In Chart 1 we show the weekly changes in total steel output
durinz 1937 and 1938, in comparison with new orders reported
by the U. S. Steel Corporation.

1t will be noted that steel output in recent months has
veen on & somewhat lower level than new orders, -This appears
to indicate that orders for certain products are belng filled
fron stocks, a conclusion confirmed by the fact that actual
shipments of steel recently have been running higher than gteel
sutrut. The present level of orders ghould therefore result
eventuslly in a higher level of steel output.

The fact that steel prices have not yet declined from thelr
1937 peak levels, desplte +he downward trend of commodity prices
generally, continues to discourage the buying of steel on any
tut a hand-to-mouth basis. A move 1s reported this week to
correct this situation by having labor take the initiative in a
»lan whereby wages would be lowered temporarily in return for
the oromise of steel companies to (1) make an even sharper re-
duetion in steel prices than in wages, and (2) restore the wage

soon as buylng stimulated by the price reduction had
i the volume of steel outout to a higher level.

The automobile situation

In response to ement in sales durling

the latter part of March, X s week rose
to 60,975 units, as compared with 57,500 units the previous
weelt, Thnls represents an inerease of 2 polnts in the New York
lines seasonally-adjusted index of automobile production. (See

Chart 2).

Referring to the improvement in gales, Ward's Reports says
that the lagt third of March more than fulfilled the earZiem

hopes of manufacturers, end that a continuation of this forward
nace appears likely during April. The fact that the plants
wilch are advancing thelr assembly lines are doing so after
havinz first reduced their fleld stocks to falrly satisfactory
levels, according to Ward's analysis, appears &an encouraging
feature of the present gituatlon.

new car buying when the 1939 models

Ah
e e obable. A factor in the small volume

annear next fall appears pr
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of scles this year Was the lack of any importent style change

in the 1938 modele. Profiting from this experlence, the auto-
-oblle companies are starting early to make plans for radical
chances of design 1n the 1939 models, which on the basis of past
experience should result in a marked improvement in demand.

Current developments

The New York Tlimes geasonally-adjusted bueiness index for
tre weel ending April 2 declined 2.0 points to 7&8.1. This com-
sapes with the previous low figure of 7.3 for the last week of
Decerber. Largely responsible for the decline was a marked drop
1n eorloadings followling the date on which the new frelght rates
teorme effective, the Times index for miscellaneous carloadings
iropoing 12 points, and "ell other" loadings 3 points. During
she current week a greater than seasonal rise in automobile pro-
duetion will partly offset a contra-seasonal decline in steel
sroduction, with the remaining figures for the index not yet
avallable.

lew orders reported by & important companies, which we
tebulete weelly, not including the . 8. Steel Corroratlon,
shoved an inerease during the week ended April 2 for the fifth
-nccecsive week. The total of £9,830,000 compares with $9,760,000
‘opr the mrevious week, and with a recent low of $8,130,000 for
the lost week of February.

Zetsil sales continued to improve thls weelk, according to
Dun and Bredstreet, desplte a wave of unseasonably cold and
stormy weather, rising 2 to 5 per cent above the previous week.
Tholesele orders were reported as 5 to 10 per cent above the
orevious week, with a general improvement 1n the outlook for
vholesale bueiness seen in the progressive lnventory reduetion

rerorted by retailers throughout the country.

The price situation

Commodity prices continued %o decline during the early

nert of the week, but later turned sharply upward in company with
security prices on prese reports that the Administration was con-
terplating a program of deficlt spending to bring about business
recovery. The prospect of such & Drogran has brought 1nf1ﬂt%0“
telk to the front agaln, gtimulated in part by bulletins on he
cutlook for inflation published by several market writers.

did the
The action of the markets this week suggests, as
market action on the President's price gtatement in February,
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that public sentiment 1s apparently ready to follow the Adminig=-
tration 1n a definite recovery program, Conditions at thies time
geem favorable for the success of such a program, barring
unfavorable developments abroad that may affect our economy.

The eevere decline 1in business since last summer has undoubtedly
done much to correct unfavorable features of the inventory situ-
ation; the recent stabllity of businese seems to indicate that
derand, even at vreeent depreessed levels, 1s sufficient to take
care of current production plus inventory withdrawals: brokersa!
loans are at the lowest levels since May, 1533: and commodity
orices, in the absence of a further weakening in foreign curren-
cles, seem well deflated,

hile the prospect of strong Government action directed
toward buslness recovery has favorably influenced buslness genti-
ment, the use of funde for pump priming operations has ralsed
miszlvinge in finanelal ceireles over the finanelal questions
involved. The Wall Street Journal mentions that the pronosed
nrogram has not been so well received in Wall Street as was the
orogram several years ago, owlng partly to fear of a possible
logs of confidence in muniecipal bonds 1f munieipalities should
be invited toc borrow from the Government.

In view of the relatively favorable business ocutlook, which
s narlzedly different from that in the snring of 1933, and the
evident readiness of business to follow any constructive
Government recovery program, 1t 1s our opinion that an elaborate
gnending program at this time 1is unnecessary, and might adversely
alffect confidence among lmportant sections of the public. To
restore public confidence, on the other hand, and permit business
to respond fully to whatever recovery measures are adopted, there
arneare a distinet need for monetary measures which in the minds
of the publie will remove present brakes on business activity.
-heee actions, coupled with the spending which will be involved
in the relief progiam, ghould be suffieclent as a first move,
ve of what may later be requlred 1f business does not

LT o .
I'resnectl

resnaond,
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golLD FOR RELEASE HOLD FOR RELEASE HOLD FOR RELEASE .
April 11, 1938

CONFIDENTIAL: To be held in STRICT CONF IDENCE
and no portlon, gynopais, or intimation to be
published or given out until the READTIO of the
Proaident's Mesaogoe hes hegun in the Sencte or

tha Housao of Represontotives. Extreme cure must
therefore be exorcised to aveld oremature subl iea-

tion.
STEFTH EARLY
Jperetary to the Proaident
™ THE CONGRESS OF THE UMITED STATES: 2 »

uring the past month T have consulted with a largs numbear
of individuals on the increasingly A1ffieult problem of our railrond
tronsportation. As the Congress is aware, the ralationship of the
Fadernl Governrment to the railroads has been for pifty years through the
modinm of the Interstate Cormerce Commission. Thig distingnished bedy
ang originelly set up with the primary puropols of ending serious abusss
on the patt of the carriers, such as rebating epd cut-throat competition.

As the years went by the Congress from time %o time has ex-
tended the nuthority of the Trteratnte Commerce Cormission, vesting in it
other quasi-legislative and guasi-judicisl poWeTS and giving to it ulso
n pumber of purely exsecut ive functions. while the lutter powers 8T, in
gll probubility, unconstitutionsel in that they create executive uuthority
in & fourth branch of the Government instend of in the President, I do not
at this tipe ronise that lssue becouse for the prosent it is more important
for all of us to coocpernte in prevent ing scrious bankrupteies omong &
inrge number of railroad companlas, great und smell.

I invited Chairman Splowm of the Interstute Commerce Copmission
and Commissionars Eastman ond Vahnffie to present, somewnnt hurriedly ond
informally recormmendations releting to this gerious situntion == and I
have kept bhe Chairmen of the sppropriate Committees of the Senste and
House of Hepresentotives informed of the report.

Somarized, the threo members of the Interstate Commerce Com-
mission recommend as o meana of irmediate relief tho rollowings

1, That spproximatoly 300,000,000 be pade aveil-
uble from Government funds for the purchose of rail-
rond ogquipment, the equipment to be the sacurity for
the advunces

2, That for twaelve montha the Roconatruction Finance
Corporation bo ermowsred to mke lonns without
grrtiffontion by the Interatate Commorca cosmission
that the railmnad can meot 1ts fixed charges.

a, That other forms of Government credit be conaiderad
from the point of view of nublie polic¥.

4, Thot Government traffic pay the full rete by
sliminating land grond reducticns.

5, That the Commisaion does not feel justified in ex-
pressing an opinion for or eg-inst reduct ion of ruilrond
WogE8.

6. That reorgonization procedure undor section 77 of the
Bonkruptoy Act recelve the ottention of the Congross, and they
suggest consideration of the gstablishrent of & single

court in charge of reorganizat ions.
The long term progrom suggested by the Cormissionera ineludes!

1. That o Federal Tranportation Authority be ereated for
two years to plan and promote action by railroed companies
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to aliminote waste, aid consolidation snd coordina-
tion.

a, Thot the Intorstate Commorce Act be omanded to
proaden the powars of the Commission with regpect to
pooling of anrnings or traffic, to eliminate "tha con-
solidation plen” and to approve unif ientions; that the
juthority be pernitted to intervens in such procecdings
pefore tho Commission, and make recommendations through
the Commission to the President and the Congress.

%, That the juthority investigate economy and nall types
af transportetion, enerurnge specinl fitness and abote
aestructive cometit ind.

4, That attention hwe eiven tn rnilroad financinl
abuscs now under inveatigetion.

The full report of the three members af the Intaratote Commerce
Commission 18 trrnamitted nererrith, and 1 em tpansmitting alao eertoin
pormants which have been mpde by others with whom I heve telked:

{z) Letter to the President from the speretury of the
Traagury, March 29, 1978.

(u) Leattsr to thc oSresidont from the Chulrmin of the
Reconstructicn Financo Corpor:-tiom, wirch =8, 1938.

(e} Letter to tho President froo tie Chairman of the
Sueurit ies and Exchange Commission, March 28, 1938.

(4) Memorurdum to the pregident from assistaut secretLTy
of Commercs Ernest G. Dreper, March 29, 1908.

(e} uemornpdum to the Prosident from the AMministrater
af Form Security, gareh 31, 1928,

(f) Memorandum to tha Frosident from Henry Bruara,

Progident of the Bowory savings Beni, Hew Tork City.

lg) Mororandun to the President froo I. T. Pelley,
President , Asscciation of Arpricon dnilroods, hpril 4,
1378.

(h] Letter to the Prosident from Goorge W, Harrison,
Pregident , orntharhend of Railwny ond Stonmship Clerks,

April 2, 1908.

{1) Statisticel detn from the Interstate grmmeroe Gom=
migsirn releting to rovonues =nd expenses of tranaporto-
tinn in the United Stotes in the vear 1906, geparated
botween tvpes of transport.

Insofar o8 {nformetion in regord to the railroad problem 13
eoncernod, there 1s probably oo athor subject %o which the Congross,
yoor after year, hpg devnted mOTE atudy o chtoined moTe information.
The troubles of the reilroads ~Te not now, but they have pecn getting,
on the whole, steodily more diffieult since pafore the World War. It
is true that a genercl upturn in pusineas would undoubtedly halp to
kecp meny ronilronds frem cetunl receivership. Byt it is also true
thot resumpticn of troffic ot 1ast yoor's level would not solve their
growing difficult iea par.mnur.tl;r.

Most of us have definite cbjeetion to Govornuent subsid’es =
the railrceds to ensble thom B0 meat the interest on their outstending
bonds or for any other purposs, and most of us also OPposs Government
ewnorship end operstion of tha railrrgls, I dos

The suggestions modo Y the three meumbers of the m“i:“m
Cammercs Commission should, of coursas, be recd in the light of %ae
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comments thereon made in the letters appended thereto.

I ask your speclial consideration of the fact that matters re-
1ating to transportation in its wider sense are now dealt with by the
following departments or agencles of the Covernment:

1. The Bursau of Public Roads of the Department of
Agriculture.

The Bureau of Air Commerce of the Department of
Commerce.

The United 3tates Maritime Commission.

The Division of Transportation of the Bureau of
Forelgn and Domestie Commsrce of the Department
of Commerce.

The Interstate Commerce Commission.

The Lighthouse Service of the Department of
Commerce.

The Bureau of Nevigetion and Marine Inspsction of
the Department of Commercea.

These agencies deal with special phases of transportation
rather then the trensportation problem in its broedsr national aspect,
Some of the functions ers executive, some are legislative, some are
judieisl.

From the point of view of business efficiency, such as =
private corporation would seek, 1t would seem to be the part of
common Sense to place all executive funetions relating to all trans-
portation in one Federal department -- suel 85 the Department of
Commerce, the Department of the Interior or some other old or new
Department. At the sams time all gquasi-judicial end quasi-legislative
metters relating to all transportation could properly be placed under
en independent commission - a reorganizad Interstate Comrerce Com=
mission. And such action would be highly constitutional.

I refer to this, not by way of recommendation, but only as
one method which should receive Congressional study.

In the meentime, snd until it has been possible for the
Congress to mekc any end sll studles for permanent solution of the
railroad problem, some immediate legislation is, I balieva, necessary
at this session, in order to prevent sarious financiel and operating
difficulties betwoen now and the econvening of the next Congress.

FRANILIN D. ROOSEVELT

THE WHITE HOUSE,

April 11, 1938.




TREASURY DEPARTMENT

WASHINGTON

April 11, 1938

CONFERENCE AT THE WHITE HOUSE WITH THE FRESIDENT,
MOMDAY, APRIL 11, 1938, REGARDING 1939 RELIEF
APPROPRIATION

Those presgent besides the President were Senators Earkley,
Glase, Byrnes and MeKellar, Congresemen Hayburn, Taylor, Cannon
and Woodrum, Secretary Morgenthau, Mr. Hopkins, Mr, James BRoosevelt
and Mr, Bell,

The President started the conference by saylng that there
wara three schools of thought in Washington with views on the
present business situation. These views are quite divergent and
they represent honest differences of opinion. One school of thought
feels that conditions will improve over the next few months. Another
school of thought feels that the present conditions will remain about
the same and that the present business level will drag along for
many months to come. The third school feele that conditions are
going to get drastically worse unless the Government steps in and
takes positive action to put more money in the banks for loaning
purposes, to spend money for pump priming purposes in ordsr to in-

crease the purchasing power of the people.
He then went over the W. P. A. rolls saying that in the

next few months a great many people will be thrown off of the
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Employment Trust Fund rolls and then it will be necessary for

Mr. Hopkins to take them wup, It may not be necessary to increass
the present W. P. A, rolls which smount to about 2,600,000 people,
including about 160,000 employed on relief projecte under the
gupervision of the various governmental departments, but that in
all probability it would be necessary to carry this number through
the summer and next winter. He says if the billion dollars in

the Budget is to last until February 1, it will be necessary for
Mr. Hopkins to let 500,000 people go by June Z0. By keeping the
present force it will require $1,260,000,000 for W. P. A., approxi-
mately $150,000,000 for Farm Security, and $50,000,000 for National
Youth Administration, the total of which exceeds the present budget
estimate by $450,000,000,

There was & feeling among members of the Appropriation
Committes that the bill which is to be sent to Congress ghould
contain these amounts for these purposes in three separate paragraphs
in the bill. -

The President then discussed at some length the Civilian
Conservation Corps' estimates. He sald that the btudget estimate
contemplated a reduction in the number of camps by 300 on July 1,

1938, and that he wanted to let the gentlemen present kmow that

the $50,000,000, which passed the House and was now pending in the

Senate, would not imcrease employment by ome person but all it did
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was to keep on the rolls & number of boys equivalent to those
already there now, This had all of the implication of an invita-
tion to the Congressmen present to increase the CCC beyond the
present 1,500 camps. It was finally agreed that he would permit
gn estimate to go to Congrese for the CCC mlthough he turned it
down when it wae pending in the House.

He then discussed at some length the gue@tion of loans.
He said that this had been given a great deal of study and would
heve to receive a great deal more before he was prepared to submit
anything to Congress. He said he had talked with Jesse Jones and
while it was probably too soon to discuss the effect his loans
will have on the general situation, Mr. Jones does not feel that
more than $200 or $400 million will be loaned to industry and he
does mot think any of it will go for new plants or reopening of
old plants. The President said that, in reply to a question by
Senator Barkley, he was going to study the loan suggestions further
and that he would submit something to Congress on this at a later
date,

On the question raised by Congreseman Toodrum there was
then a discussion whether the new bill should contain the so-called
Woodrum Amendment. Some felt that the bill should not contein the

Woodrum Amendment but it should be gtated on the floor and in the

Committee report that the smount appropriated was intended to last
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up to February 1, 1939, and that 1t would be necessary for the next
Congress to appropriate an additional sum to carry relief from
February 1 to June 30, 1929. Congresesman Woodrum agreed, and

geveral others concurred in his views, that it was important to

1et the country know in the bill itself just what Congreses was

doing, namely, the emount of money appropriated which ghould be
apportioned by the President over the seven months beginning July 1,
1938, and that Congress would be asked to appropriate whatever amount
was needed for the five months following February 1, 1939.

Just before we adjourned the Secretary of the Treasury sald
to the conference that he thought it might like to kmow just what
the budget pleture looked like for 1939, including some of the money
for the full year which had been discussed at this morning's sesslion.
He thought that the revenue would fall below the esgtimate by

$900,000,000; that additional expenditures including those mentioned .

this morning, but excluding sny loaning and pump priming expenditures,

would incresse the deficit for 1939 to $3,500,000,000. Thise geemed

to be quite a shock to every one present, even the President.




Those present besides the Preslident were Senators
triley, Gless, Byrnes and McKellar, Congressmen Rayburn,

Teylor, Cannon ond Woodrum, Secretary Morgenthau, Mr. Hopkins,
r., Jemes Roosevelt and UMr. Bell,

Ine President started the conference by saying that there
sere three schools of thought in Washington with views on the
present business situation. <lhese views are yuite divergent
:nd they represent honest differences of opinion. One school
»f thought feels that conditions will improve over the next
few months. snother school of thought feels that the present
conditions will remain about the same and that the present
business level will drag zlong for meny months to come. The
third school feels that conditions are going to get draestically

srse unless the Government steps in end takes positive action

to put more money in the benks for loaning purposes, to spend

. 4 2 1 + 1 g 2 tl
ney for pump priming purposes 1ln order Lo Ineresse the

purchesing power of the people.

He then went over the W. P. #. rolls saying thet in the

next few months a great many people w111 be thrown off of the
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mployment Trust Fund rolls end then it will be necessary for

ypr, Hopkins to take them up. It may not be necessary to Increase

tne present W. P. 4. rolls which amount to about 2,600,000

eople, including sbout 160,000 employed on relief pro jects
mder tne supervision of the various governmental departments,
out thet in all probability it would be necessary to carry this
nunber through the summer and next winter. He seys if the
illion dollars in the Budget is to last until Februsry 1, it
w111 be necessary for Mr. Hopkins to let 500,000 people go by
June 30. Dy keeping the present force it will reguire
£1,250,000,000 for W, P. k., approximately $150,000,000 for
Ferm Security, and $50,000,000 for National Youth Administretion,
tie total of which e xceeds the present budgel estimate by
8450,000,000.

There wes & feeling smong members of the Appropriation
ommittee that the bill which is to be sent to Congress should
:ontsin these amounts for these purposes in t hree separate
peragrapns in the bill.

The President tnen discussed at some length the Civilian
Conservetion Corps! estimates. He said thet the budget estimate
contemplated & reduction in the number of cemps by 300 on July 1,
1938, end thet he wanted to let the gentlemen present know thex
the £50,000,000 which passed the House ond was now pending in the

Cenete, would not increase employment by one person but all it did
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+s to keep on the rolls a number of boys equivalent to those
1resdy there now. This hed all of the implication of an invite-
t1on to the Congressmen present to increase the CCC beyond the
present 1,500 camps. It wes finslly agreed that he would permit
.n estimete to go to Congress for the CCC although he turned it
down when it wes pending in the House.

He then discussed at some length the guestion of loans.

He s=id thet this had been given & great deal of study and would
nove to recelve a great deal more before he was prepared to
submit anytning to Congress. He said ne had talked with Jesse
Jones and while it was probably too soon to dlscuss the effect
his loans will nave on the general situstion, Hr. Jones does
not feel that more than £3J0 or £:00 million will be loaned to
{ndustry and he does not think any of it will go for new plants
v reopening of ola plents. The President said that, inreply
to z question by Senztor Barkley, he wes going to study the
losn suggestions further and that he would submit something to
Congress on this at a leter date.

On the guestion raised by COnéPESSﬂﬂﬁ'RUGdeW there was
then & dlscussion whether the new pill should contain the
so-celled Woodrum Amendment. Some felt that the bill should
not contain the Woodrum Amendment but it should be stated on

the floor and in the Committee report that the emount &ppro-

oricted was intended to last up to February 1, 1939, and that
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1t would be necesszry for the next Congress to epproprilate
.dditionel sum to carry relief from Februsry 1 to June 30,
Congressmen Woodrum szgreed, and seversl others
neurred in his wiews, thet it wes importent to let the
ntry know in the blll itself Just wnat Congress wes
in-, nemely, the emount of money zppropristed which should

yrtioned by the Preslaent over the seven months /

ginning July 1, 1938, &nd that Congress would be asked to

Jropriazte whatever amount wss needed for the five months
following February 1, 133%9.
e &djourned the Secretery of tne
ugnt it might like
looked lixe for 1939, including
ned been discussed
He taougnt th=t the revenue vould
ate by $900,000,03); thut additional
"y but
ming expendltures would
530,003,000, This seemed

sent, even the President.
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The President indicated in today's conference that his
nessage would contain recommendations for appropriations as
follows:

Jorks Progress Administration .... $1,250,000,000 to last until
February 1, 1939.
Ferm Securlty Administration ..... 175,000,000 full year.
letion=1l Youth Adminlstration .... 75,000,000 full year.
Civilian Conservation Corps ...... 50,000,000 in addition
= the amount
~PudEet:
5 s sss s s @ @88 8 6 8 0888808888888 lJJ,J\J.},de in E:iiditiﬂn
the smount
budget.
I'lood Un:'nt-r':‘]_ @ B E s R B EEOEE R E S SR E R BT’DJJ,:]-]] in sddition
the smount
budget.
redersl Bulldings ceeeenvovonnsnee 25,000,000 in eddition
the zmount in the
budget.
Ublic WOTKS eceascesscsssassassss 1,000,000,000 for loans and
grants.

‘Dtaj_ LR B B B B E:—,Tl:,]\.jr’,-\jjj

He also steted that he was sdding $300,00.,000 for the
United States Housing Authority for expenditure in 1939 and that an
wgreement had been resched between Wagner and Straus taluffer an
zmendment which would permit the United Stztes Housing Authority to
sey the entire cost of a housing project but that the title should
not pass to the local housing suthority until the local housing
suthority had paid to the United States Housing Authority 10% re-

julred under the Act.

' ' s W E nd
A8 to the billion dollars for public works, lozns &
'rents, th. President said that it was his tnought that this could

L=

be P g a @ loen or on some other per-

be on an optional 45% grant and a 557 1 ;

centage bhgls’ snd, also, that permission should be grented io ica?
tie wnole sum without interest, the borrower to repay the principa




only over & perlod of years not to exceed 50. This would result in
+ne Federzl Government losning the prineipel, paying the interest on
porrowed funds, &nd using the principsl repayments as they come
to retire its outstanding debt obligations. The President stated

Lk

LIl

tnet it is his thought the total ultimate out-of-pocket cost to the

sovernment should not exceed $1,000,000,000 &nd, furthermore, no

lo:ns or grants should be made on any state or local project which

=mnot be started witnin six months from the date legislation is

;pproved. I asked nim 11 he would csre if & provision to that effect
re inserted in the proposed legislation. He said he would not

wre end thought it might be 2 good thing to insert it.

Tuere is nttached hereto statements showing rough budget
timstes for the fisezl year 1939 which include expenditures from

-

bove-mentioned appropristions on & full year basis.
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(In millions of dollars)

Estimated in
1939 Budget Revised estimstes Increase

—

Txsenditures-
,.P‘._-‘...; rtmental $1,324 $1,324
le Works-
Ways
i nd Harbors
| Control
ather
=1 Defense
sij. Program
izn wons. “orps
cecurity
Int. on tie Publlie Lebt
evolving funds (in-
wing g rants)
ere to trust msccts

¢ LU L

emental
overy =nd relief-
(s Progress Admn.
cecurlty Admn.

yther

expendltures

t deficit

Lvecrease

The President indicated that ne would &sk for iutgority t? qa?e .
nd loans to locel governments optional on :1¢5; Erhﬂt‘-vd fr5i
1 or some other such percentage or advence the whole sum 68 & 13TF_. |
ituout interest to be repald over & ternm of years, an QPVh.HEt? t;i%‘gﬁe'
t in the mesntime on the outstznding uEbE‘UPllgEtLJLS,_ u*”elibnvé |
‘05t would not exceed £1,000,000,000. It 18 cstiwitu% in the &z |
nt £450,000,000 will be spent in the fisczl year 1939.
bzsed on Federzl Reserve Board
iness index of 80. If this index declines to 75 the iﬁfi?it;Eﬂgf i
ue will be about $4,881 million, and the net uef;?%i fte 1111\6;
n. If this index increases to 85, tne rfvenue estime .
1llion, =nd the net deficit $4,023 milllion.

sove revised revenue estimate is




April 11, 1938,

To: The Secretary
Froms Mr. Shoup f-j A

Subject: Possibilities of Immediate Action with Respect to
Federal-State Tax Coordination.

1. Possible Flans of Action for the Near Future.

There seem to be two alternative methods that are practicable
for getting action in the near future with respect to Federal-State
tax coordination.

Under the first method the President would comsult with the
states and appoint a Commission of about five members to study
Faderal-State fiscal relations and make a report thereon within a
year or eighteen months. The state groups to consult would probably
be the Governors' Conferencel/ and/or the American legislators'
Association. The Commission should have adequate funds to employ
the best available talent for research. I understand that the
President would probably be able to make such funds available if
the proposed program of new spending materializes.

It would be best to select, as members of the Commission,
outstanding citizens who do not directly represent either Federal
interests or state interests. Presumably the Commission would
hold hearings and study sympathetically the special interests
involved.

The seccond methed is quite different and much more restricted in
scope — but it might have a greater chance of gctuwally improving con-
ditions. Under this plan the Secretary of the Treasury would consult
informally with the administrators of a few leading states, notably
liew York State, to discover whether there is a chance for agreeing on
some form of cooperation in administration. If the prospects seemed
good a formel conference with one or two or even more states might be
held. The result might be, for instance, that one or more of the
states would join with the Treasury in setting up a joint Federal-
State administrative board to elininate administrative duplication,
particularly in income taxes and estate taxes.

I have considered a third method, which would be the same as the
first except that the Secretary of the Treasury, rather than the
President, would join with the states in selecting the Commission.
Any researd staff, however, would have to be Treasury staff, under "
this plan, and the Treasury could not spend its funds without a“?;ﬁnd
ing responsibility for whatever the Commissicn might do. This me

seems, therefore, impracticable.

ce met from September 14 to 16.

1/ last year the Governors' Conferen
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2, Data That Should Be Gathered Meamwhile.

While some such plans as those described above are in their pre-
]iminary stages it would be helpful to have some basic data on the
problem gathered. If a Commission 1s appointed it will, of course,
have to have a substantial research staff of its own, but some of
its research needs can be foreseen and to some extent cared for
beforehand.

Thus in any case it would be desirsble to have the following
dats assembled during the next few weeks and months:

a., A bibliography describing briefly the contents of each book,
report, article, etc., bearing on the problem.

b. A summary of the bibliography by topics.

c. A summary of the chief provisions of each of the state income
taxes, death taxes, gift taxes, sales taxes and possibly other taxes.
These data would be compiled, not with any particular question in mind,
but simply as & storehouse of information that would be useful in many
ways. Ur. Zucker's section has already done a large amount of work
of this kind and has been planning to continue it, utilizing nearly
the full time of two or three members of the secticn.

d. Dats assembled to answer certain questions that reflect
specific complaints against the present system.

(1) It might be possible to assemble some in-
formation (and perhaps gather new information) on the
costs of duplicate administration of certain taxes -
costs both to the Government and to the taxpayer.

(11) Likewise, it might be possible to get some
idea concerning the extent to which the lack of uniform
rules for the allecation of tax bases among the states
has caused evasion and unjust duplicate taxation.

(1ii) Again, it might be possible to give some
definite impression of just how oppressive are the
combined Federal and state tax rates upon & single
base in many instances.

e. Data to show how heavy a tax the Federal Government would
have to irpose if it were to induce all of the statag to withdraw
from any particular tax. For example, how much would the Federal
Government have to add to its cigarette tax in order to get enough
money to return to the states to induce all of the states now tax-
ing cigarettes to withdraw from that field?

for
f£. It would probably be necessary to study various plans
Federal aid to the states. Data on existing systems of state aid
to localities should therefore be gathered with 2 view to analyzing
various possible mechanisms for Federal aid to states.
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MR. BELL
MR. KILBY

FPublic anncuncement was made by Secretary Woodin on October 12, 1933,
of the call for redemption on April 15, 1934, of approximately three-tenths
of the outstanding Fourth Liberty Loan 4-1/4 percent Bonds of 1933-38. At
thet time, about $6,268,000,000 Fourths were outstanding, and the first call
gontemplated the retirement of about $1,870,000,000. At the same time, he
snnounced an offering of 10-12 yeer Treasury bonds, for cash at 101-1/2 in
the epproximate amount of $500,000,000, and in exchange at par for any Fourth
Liberty Loan Bonds, whether called or uncalled. The rew bonds bore 4-1/4 per-
sant interest for the first year, and thereafter 3-1/4 percent interest.

The subseription books for the new issue opened on October 16 and were
clogsed at the snd of the second day for the recelpt of cash subseriptione.
it the eapnd cof the first weak $573,000,000 Fourths had been exchanged for the
new bonds. During the second week $183,000,000 mors were exchanged and dur-
ing the third week, but $80,000,000 were exchanged. Although the books were
kept open another four weeks, or until the announcement of the December finane-
ing, but $64,000,000 exchanges were received during the last four weeks. When
the subscription books finally closed on December 2, a total of $200,000,000
Fourths hed been exchanged, of which all but $26,000,000 were included in the
first call for redemption. It will be noted that although the subseription
books were open for six weeks, nearly two-thirds of the total umount exchanged

were exchanged during the first week.

Even before -the of fering was announced, there was much general speacula-
tion regarding the future monetary policies of the Administration. On QOctober
22, at the emd of the first week of the refunding, in a radio addreass, the
President announced the Govermment's policy to restors the price level bafore
affecting a permenent valuation of the dollar. In discussing the comtrol of
the gold valus of our dollar, the President in that address ennounced the
establishment of a Govermment market for gold in the United States and the
suthorization to the Reconstruction Finance Corporation to buy geld newly
mined in the United States at prices to be determined from time to time after
consultution with the Secretary of the Treasury and the President. He also
stated that whenever necessary to the end in view, we would buy or sell gold
in the open market. Ths President's executive order relating to gold recoversd
from natural deposits, and the Treasury's new gold regulations, were issued
under date of October 25. On the following day, the Reconmstruction Finance "
Corporation announced that it would issue short-term notes which could be pai
for only in newly mined gold., The gold price was announced daily at ‘h"mnt
Treasury, $31.36 an ounce being the first price set under the new arreng .
The price rose steadily during the period the books om this offering were open,
$34,01 an ounce being the price on the closing day, December 2, 1933.

Daily exchenges of Fourth Loan bonds during the first, second and third
weeks of the offering wers as follows:
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(In millions of dollars)

Immediately following the cloeing of the subseription books om thie ex-
ghange offering, the December financing was announced. This consisted of
$950,000,000 of l-year 2-1/4 percent certificates of indebtedness. The Decem- —
ber 15th maturity was $728,000,000 and such maturing certificates to the amount
of $607,000,000 were tendersd and accepted in payment for the new lssue.

The following month, on January 24, 1934, the Treasury announced an offer=
ing of l4-month 2-1/2 percent Treasury notes ani an offering of 8-month 1-1/2
percent certificates of indebtedness, each for $500,000,000, or thersabouts, for
ecash only.

gn February 15, 1934, an offering of two series of Treasury notes for cash
to the smount of about $400,000,000 each was announced. This offering comsisted
of & 22-month 2-1/2 percent note and a 3-year 3 percent note.

A 0+3
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TREASURY DEPARTMENT
INTER OFFICE COMMUNICATION
oare April 11, 1938
To Secretary Morgenthsu

From M. A. Harries

f the U, S, Government
th wee
In the first week under review, the market was firm on Monday btut
during the next four days was under considerable pressure. Sizeable
liquidation toock place and along with the selling was a lack of buying
interest as investors chose to stay out of the market. The factor largely
responsible for the liguidation appearsdtc be the general weakness in
other security markets, which resulted in sharp declines for both corporate
bonis and stocks, Due to purchases by the Federal Reserve System, an
orderly market was maintained and declines on sach of the four days were
confined to rather small fractions. The average loss by all Treasury
bonde during the period of weakness was about 1/2 of a poinmt, with in=

dividual losses renging from 10 o 22/32nds. The intermediate issues

guffered the larger losses, Short notes declined 6 and 7/320ds and those

issues maturing after 1939 10 to 13/32nds. However, fturnover in notes

was considerably lighter than that for bonds.
Beginning on Saturday and continuing through Tuesday of the past week,

prices tended higher, were steady on Wednesday and Thursday, but turned

somewhat easier on Friday when the System again entered the mariet, Never-

theless, for the past week as a whole, Treasury bonds were genmerally 1 to

4/32nds higher and motes 1 snd 2/32nds higher. The somewhat hesitant
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panner in which govermment securities performed the latter part of last
week was contributed in part to the news of a Government spending progrem.

Dealers' Portfolie

Holdings of U'. 5. Government securities and gunaranteed issues by
dealers remained small throughout the past week, with the larger part of
their holding in short notes. Figures given below indicate that dealers
gold about 18 million bonds and about 14 million notes maturing after
1 year during the four days of weakmess froa March 29 to April 1. Subse=
quently,they increased their holdings but were again sellers the latter
part of the past week. For four days during the past two weeks dealers

were short bonds.

Below is given total holding on March 26 and April 9 and the change
for this period. Also, total holding of Treasury bonds and Treasury notes

(those maturing after 1 year) for each day during the past two weels.

(In millions of dollars)

Holding Holding

Mar, 26 Apr, 9 Change
Treagury bonds 7. - 1.3
Treasury notes (maturing within 1 yr.) 5O,

" o » # 1=5 yre.) 28,

Treasury bills é
H.C0.L.C. bonds
F.F.K.C., bonds 0

8z.

Bonds Hotes

9.0 28.6
30.1
6.4 25.6
2.4

=7.7
20.4




From March 28 through April 1 prices declined sharply. Best grade
i{ssues, according to Moody's AAA average, declined 1 3/8 points during
this period and on April 1lst the average was 4 3/8 points below the
January 1938 high and only 2 polnts above the April 1937 low. Medium and
low grade corporates, rated BAA, declined 2 1/2 points during the period
and were at a new low since Jamary 1934,

Since April 1, medium and lower grade issues, rated BAA, have re-
covered sharply, rising to a level 4 points above the March 31 low. The
largest gains during the past week occurred in second grade rails, Moody's
average of which was about 4 1/2 points above the recent low, Utilities
ghowed somewhat larger gains than industrials. The average of highest
grade corporate issues, those rated AAA, showed little net change, as
price declines in the industrial and railroad group were about offset

by advances in the utilities.

Treasury Accounts

The only transactions in the market for the various investment

accounts were the following purchases, none of which were in support
of the market:
$ 930,750 = 2 7/8% Tress. bonds 1955/60- a/c Housing Loan Fund
300,000 = 2 7/6% " " 1965/60- a/c Gmptr?;i::r::mn:r;;:qm]
230,000 - 2 3[4 " 1966/69- afc " " .
1,000,000 - 2 7/e% * » 19565/60- a/c Govt. Life Ins. Fund

$2,460,700
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Federal Reserve System
During the past two weeks the System added a total of $52,268,000

various Treasury bonde to their holdings. These purchases were offset
by permitting m turing bills to run off and by sales of bills and the
2 7/8% Treasury notes dume June 15, 1938 in the market. The total holde
ing of bonds now amounts to $785,588,000, or about 30% of the total
holdings of the System account, Details of these transactioms follow:
On March 30th, 3lst, April let and 2nd, a total of $54,619,000
bonds were purchased to aid in maintaining an orderly market for govern=
ment securities., As offeets to these purchases, $29,000,000 Treasury
bills were sold and $25,619,000 Treasury bills maturing April 6th were
gllowed to run off without replacement. BPut on April 5th, due to
higher prices, it was possible for the System to reverse a part of the
purchases of bonds and $8,400,000 bonds were sold and replaced with
Treasury bills, so that the total bond portfolie ghowed only an increase
of $46,219,000 for the statement week ended last Wednesday, April 6th.
However, the market turned soft last Friday and the System again
entered the market and purchased $6,049,000 Treasury bonds for delivery
ipril 11. Against these purchases the System sold Tor delivery April 11,

$6,000,000 of 2 7/8% Treasury notes maturing June 15, 1938, It is

expected that the excess of purchases over sales ($1,049,000) will be

of fset before the end of the statement week ending April 13,
ot in 1

All Treasury notes maturing in 1938 are selling at prices above a

"no yield" basis, with the June maturity showlng quite a substantial
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premium, EPelow 1s given thelr curremt btid price, the premium above a
fpo yield" basis that the current price indicates and the amount of

these obligations that the various investment accounts of the Treasury

hold:
Current Amount
TilC8
101.12 28/32 11,905,000
101,23 20/32 10,971,000

101. 5/32 _._Lm
24,526,000

If it becomes necessary for the Treasury to make purchases in ths

market any time in the near futire, the above notes seam to present a
means of doing so. They could be sold at substantial profits and the
funds invested in bonds. Such a method not only provides a means without
the requirement of additional money but would aid in temporarily lmeeping
the premiums from becoming larger. Fremlums tend to grow as the date of
financing draws closer and in view of the fact that at this time such
large premiums do not seem justified, it would be much better to keep the
premium relatively small than to offer an issue that would sell in the
sarket at a premium substantially under that snticipated by the market.
The latter step would certainly have a depressing effect on the market,
thus hampering the success of the operation. High premiums lead to specu-
lation and speculation leads to an unheal thy market, particularly if news
is uncertain and the market is nervous.

The Federal Reserve System has the following holding of the notes

maturing in 1938:
Amount held Amount
== ; 8,000,000
7.{5\; ™ 6/15/38 §52.921,000 ey

1/26 ™ 9/15/38 90,784,000 Eﬁ.mﬂ:m
1/4% =¥ 12/15/38 42,785,000 434,000,000




April 11, 1938

( Diotated  April 12, 1938 )

Wallace came to see me at my house last night
at a quarter of seven.

He said in addition to the $1,250,000,000 that
he had just come from Jimmie Roosevelt and that they
raised 1t $300,000,000 on top of that for relief, making
1t 81,550,000,000 instead of $1,450,000,000. I said
the way we are talking, $100,000,000 does not make any
difference.

At lunch yesterday, the President said, "Nothing
is agreed upon. I have not told Steve Early that I
will talk on the radio." -He saild, "What are you so
exclted about? I have not committed myself that I would
do anything.® -

o0o=-000
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Monday
April 11, 1938
2:25 p.m.

.as Says 1f you can give him a letter that the
men on the street can understand, giving the
history of capital gains and the history of the
surplus tax and why we're for it, see? Hello.
Hello.

Hello.

Yes.

tnd if you and I will come over there at 9:15

tomorrow morning he'll go over a letter addressed
to the two chairmen.

Well, that's something, isn't 1it?
Yes. It's plenty, ---1isn't it?

Yes. I don't know - I guess I'd better get back
down there and see what I can do.

That's what I think.
Yeah.

You'd better get it to me tonight and let me go
over it with you.

Yeah.

Yeah.
It's got to be - I'd like you to - 4if you don't
mind - if you could get it straight and then I'd

like to go over it with you personally end make 1t
so that I can understand 1t.

Yezh.

And if Mrs. Klotz and I can understand it maybe the
fellow on the street corner can understand it.

(Laughs) Well, I'm not so sure. Ah «es

(Laughs) About Mrs. Klotz and myself or the
street corner?
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The man on the street. (Laughs)
Well ...

But I'd better shoot right back there I guess and
see what I can do.

Well, the letter did the trick.

Well, that's something. You sound better.

What?

You sound better.




Monday
April 11, 1938
3329 p. m,
Hello, Henry.
Hello.

I noticed that you weren't at that bum show
Saturday night.

No, I was on the train.
Good. I didn't want to go elther.
Did you go?

Yes. And I don't think I'm going to many more of
them; I'm fed up on them.

I don't know whether it was good, bad or indiffer-
ent. How ...

That one was even worse than usual and they're pretty
bad.

How did they treat you and me?

They didn't say anything about you; they didn't say
anything about me that mattered. But they're always
jibing the President..

Yes.

They 're always running on him.

Yes.

Say, what I called you up about, Hﬂury.:.

Yes.

The President wants us to draft some legislation
for a P.W.A. program.

Yes.
dering
he wants it by Wednesday. And I was won
iﬁgthgr you would lend me Foley for a couple of
days.
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Ah - sure - sure. When do you want him?
Right away.

I'11 call him aup and tell him,

Thanks a lot, Henry.

Can you spend a billion in a week?

Oh, that's what they want me to do. No, I'm not
golng to waste it any more than I ever did, Henry.

I know, but can't you do it within a week?
Well, I'm golng to try to.

I see.

I'1l give you half and I'll take half.

All right, Harold.

(Laughing) All right, Henry.

I'll see that Foley ...

All right. Goodbye.




April 12, 1938

In conneotion with the attached draft and
carbon copy of letter sent to the President on the
tax bill, see dlary entry of April 13, 1938,




April 12, 1938

My dear !ir. President:

Mr., HMaz1ll and I saw you last in regard to
the tax bill on the morning of Saturday, Harech 19th.
At that time we discussed with you what polioy the
Treasury should follow bafore the Finance Commlttee
which would be considering the tax bill in exsoutlive
geasion during the fol ng week,

You undoubtedly remember that we dlscussed
the posaibility of your writing a letter to Senator
Harrigon expressing your views in regard to your tax
principles. After considerable dlascussion, you de-
oided that you would not write a letter as you felt
that your public appearance at Gainesville, Georgla,
would be an ideal opportunity to deliver an address
covering the tax field. You asked Mr. Magill to
gend you over material not later than three o' olook,
thiat afterncon, so you sould imnediately go to work
preparing your speeol.

You did not, however, find it convenient to
dlsouss tax polioy at Cainesville and nelther Mr.
}a:-111 nor I have had any word from you since on the
pending tax legislation otuer than the general dis-
oussion which ocoourred at Cabinet on April 5th.

As you know, the b1ill passed the Senate last
Saturday and now goes to gonference. The bill does
not carry out the principles which we have been ad-
vocating, earnestly and foroefully, at your requeat
before both Houses.

Prior to the Treasury's appearance before the
Conference Committee on the tax bill, we would very
mieh 1ike to know what position you wish us to take
in regard to the differences in principle between the
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House bill and the Benate bill.

Mr. Magill and 1 would appreciate an appeint-
sent with you at your sarliest convenience.

Yours sinocerely,

The Preslident,
The mt'ﬂ H‘“..r




April 11, 1938

My dear Mr. Presldent:

Mr. Magill and I saw you last in regard to the tax
bill on the morning of Baturday, March 19th. At that time
we discussed with you what poliecy the Treasury should fol-
low before the Finance Committee which would be considering
the tax bill in executive session during the following week.

You undoubtedly remember that we dliscussed the pos-
sibility of your writing a letter to Senator Harrison ex-
pressing your views in regard to your tax principles. After
considerable discussion, you decided that you would not write
a letter as you felt that your public appearance at Gainesville,
Georgla, would be an ideal opportunity to deliver an address
covering the tax fleld. You asked Mr. Magill to send you
over material not later than three o'clock, that afternoon,
30 you could immediately go to work preparing your speech.

From that date to this, neither HMr. Magill nor I have

received any communication from you, orally or otherwise, in

regard to the pending tax legislation other than the general

dlscussion which occurred at Cabinet on April S5th.

As you know, the bill passed the Senate last Saturday

and now goes to conference. The bill does not carry out
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the principles which we have been advocating, earnestly

and forcefully, at your request before both Houses.
,{. " P IR e |
Prior tnjaur appearance before the Conference Com=

mittee on the tax bill, we would very much like to know
what position you wish us to take in regard to the dif-
ferences in principle between the House bill and the Senate
bill.

Mr. Magill and I would appreciate an appolntment
with you at your earliest convenlence.

Yours sincerely,

The President,

The White House.




April 12, 1938

When we were working on the President's recovery

message, this is what Oliphant gave me.




(1) The present crisis should be met first with powers that do

not need to be got from Congress, and later if necessary with further
Congressional authorizations and appropriations for the varicus spending
and lending projects now being discussed.

(2) The broadcast Thursday night should begin with the statement
that you propose to take, one after another, whatever steps (whether mone-
tary, credit, lending or spending steps) are necessary to reverse the re-
ceseion and that you begin by announcing two tonight. These two are lower-
ing reserve requirements and desterilizing a billion of gold.

(3) For immediate action and without consent of Congress, you will
then still heave the following trumps:

(a) Additional free gold of about a half billion.

(b) Silver seigniorage already reslized but held sterile,
about $425 millions.

(¢) Additional unreelized silver seigniorage of about
$500 millions.

(d) Leewsy in working balance - about helf a billien.
(e) Deposit of Stabilization Fund - £¢1,800,000,000.

(£) A fma'ihar ten point c;imi.untinn, which would yield
billions "profit.

(g) Thomes amendment currency = $3,000,000,000

Totel of monetary aces in hole - $9,225,000,000.

(4) Loans by Jones should be gtressed in the broadcast and these

allowed to operate for a reasonable time, to be fol-

ending and spending meagures now under

two immediate meesures

lowed if necessary by the various 1

discussion.

that you
To repeat, the broadcast ghould make it abundantly clesr y
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propose to teke, one after another, whatever measures, of whatever charac-

ter, are necessary to reverse the trend.




PROGRAM FOR IMMEDIATE ACTION

(1) The present orisis should be met first with powers that do
not need to be got from Congress, and later if necessary with further
Congressicnal authorizations and appropriations,.

(2) The broadcast Thursday night should begin with the statement
that you propose to take, one after another, whatever steps are necessary
to reverse the recession and that you begin by ammouncing two tonight.

Thess two are lowering reserve requirements and desterilizing a billion
—

of gold. -
(3) For immediate action and without oonsent of Congress, you will
then 5till have the following trumps:
(e) Additional free gold of sbout a half billion.

(b) Silver seigniorage slready realized but held sterile,
about $425 millions.

(c) Additional unrealized silver seigniorage of about
3500 millions.

(d) Leeway in working balance - about half & billiom.
(s) Deposit of Stabilization Fund - $1,800,000,000.

(£) A further ten point devaluation, which would yield
2% billions "profit."

(g) Thomas amendment currency = $3,000,000,000
Total of monetary aces in hole = $9,226,000,000.
(4) Loans by Jones should be stressed in the broadcast and these

immediate moasures allowed to operate for a reasonable time, to be followed

if necessary by the various lending and spending measures now under dis-

cussl on.

To repeat, the brosdoast should meke it abundantly olear that you

propose to take, one after another, whatever measures are ne cessary to

reverse the trend.
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(1) The present erisis should be met first with powers that do
aot need to be got from Congress, and later if nouum“furthnr Con=
gressional authorizations end appropriabioms. .

(2) The broadeast Thursday night should begin with the statement
that you propose to take, one after another, whatever steps are necessary
to reverse the recession and that you begin by announcing two tonight.
These two are lowering reserve reguirements and desteriliszing a billion
of gold.

(3) For immediate action and without consent of Congress,you will
then still hawve the following trumps:

(a) Additional free gold of about & half billion

(b) silver seigniorage already realized but held sterile,
about $425 millions.

(¢) Additional unrealized silver seigniorage of about
$500 millions.

(d) Leeway in working belance - gbout half a billion.
(e) Deposit of Stabilization Pund - $1,800,000,000.

(£) A further ten point devaluation, which would yield
22 billions "profit," #1 000,000,000 *

(9) Thamas PSP PO g

Total of monetary aces in hole - 8?,26{, ,000.
(4) Loans by Jones should be stressed in the broadcast and these
immediate measures allowed to operate for a reasonable time, to be followsd

if necessary by the various lemding end spending measures now under dis-

cussiona

To repeat, the broadcast should make it abundantly clear that you

propose to take, ome after another, whatever measures are necessary to

revorse the trend.
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About April 12, 1938

Thie ie Wallace's recovery plan for the
President, prepared before the President's message

to Congress.




SALLENT POINTS OF THE PROPOSED PROGRAM

¢
' The Program, exclusive of W. P. A., is daesigned:
eh
. (1) to provide for more than $2 of
iz expenditures f
m el gt xp s for every §l

. (2) to keep the total charge on the budget for the next f

1senl
year below $1 billion, which can be financed through gold desteriliza-
tion.

' (3) to provide for the imitlation of institutions and develop-
ments which will have important implications for greatsr stability im

the future.

H. RE. Equipment Authority, Teoll Authority, Housing
Corporations, social expenditures such as old-age

Examplas:

insurance and health.

(4) %o meet the needs that are generally regarded as most pressing
both in rehabilitating and improving meterial and humsn resources.

Housing, railroads, utilities, hospitels, health
and economiec security.

. ‘but,rather,a program designed to implement the longer-tarm objectives
‘of the New Deal.

(6) to carry popular appeal and mean something concres for the
in the street. [

0ld age ilnsurande and health.

Examples:

1f-liquidating projects spnd in this way

7 stress on 8e
s of the consequences of *non-

.‘l'l some assurance to those fearful
pductive™ eaxpandltures.

Examplas:
' (5) to be not merely another hastily improvised spending progr=m

——— A .




Material Presented.

I' Qutlining Program:

Draft of Message toc Congress,

Details of program t¢ acocmpany moSSAgs,
Draft of new legislation,

Draft of Fresidential letters,

Comments and explanatioms,



Housing corporation

LR Bquip. Corp.

TeBs rﬂﬂh051 etc.

Toll suthority

Jusiness Loan Guarrntee

Teility loans
. 1. A,

lsalth & human econservat ion

014 age
Health

Total, excluding WPA

Wi (incl. WYA & FSA)

TOZAL

(1) Wegligivle coat
(2) Ppid from old-age
(3) Estimated VPA

proposed [-mon

Authority
needed

expenditures f
th aprropriatisn.

Letters to RFC & THA)

Lesislation
Letter to FFC
Ilerislation
Lesislation
Legislation
Letter to RFC
Letter to RFC
Lerislation

Lecslislation
Le~islation

Le-iclntinnfj}

in 1978-39
roserve account
ar 12 months,

. DOLLAPS FOR RELIZF Ik 1935-179)

From federal budat Federal

Yan—-re= Recover—under
coverable able  writing
1 (1) 25
‘_5
50 (450)
100 20
20 (30)
(92)
300
(1)
(2)
1£5 i e
265 600 {570)
1,2 {3)150 LR
211 1% (5719)

in addition to one billion ori

State &

E0Urces

kels Il

Frivate Resulting
investment otal ex—
! menditure
, 225 2
5 i
450 500
300
30 50
100 100

EE EE@ 2%

ginally proposed, based on

Resulting private lnvestment
in successive fiscal years
1938=39 1939-40 194c-la

35

B B 5530
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equipment corporatiob....

Statement of Sources

ih mkﬂtﬂ;.--iilliii!iti

norpornﬂ.unuu-"--u

. ‘h‘d 10‘”’.]1.1!1-----

;\_ ; m‘it}l’.¢..|-.q--staiss
by loBnNSsssssssssssnnsnns

IS

lgasssssssissadasasssnassaas

al, “Gl- ‘-IP..l--ioolllnl--I
P.A. (incl.NYA and FSA)

E--| Tothleenssssssannanans

of Federal Funds Oalled for in the Program.

Hew
Appro=
Ei ations

R.F.C, 01d Age
Exieting Reserve
Authority Fund
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Suggestions for Measage

’ o ‘m,l. I urged certain lines of action to check the recession then
.nd to encourage a resumption of private mctivity. We wanted then
.'“ as mich of private and as 1ittle of government spemding as is con-

g% with our national well-being, I stated then in all sincerity, ™Our
w task is to try to increase the use of private capital to create em-
W. Private enterprise, with cooperation om the part of government can
advamos to higher levels of industrial activity than those reached emrlier this
yoar. Buch advance will assure balanced budgets. But obviously also, govern-
pant oan not let nature take its course without regard to consequences, If
private enterprise does not respond, government must take up the slack."

Bince the opening of the Congress you have enacted new housing legislation
and new farm legislation. The farm bill has helped shield farmers' income from
the full effect of the drop in business. There has alreedy been a gratifying in- .
'mu- in mortgage insurance under the F.H.A. You have also undertaken revisions ¢
in eertain tax provisions which many business men believe will stimulate the flow
of private investment. Despite these measuros, there is a practically complete
cegsation of private investment and cupitel formation in many lines.
’ Meny business men advise me thet they elone can not increase smployment (
and produstion and that it is again the duty of government to help start the pro-
cess of recovery. The Chamber of Commerce anncunced last Sunday that busipess alons

sould mot cope with the present difficulties. Mors than the measures so far sdopted

or reasonably certain of sdoption {s nesded to check and reverse the sbbiog tide

of business activity.
The need of the people for

. Present comditlions do mot permit & longer wait.

the M#surance of jobs and homesa; the need for a stable Jmerican democrucy which cun
i ﬁ!"

.q-&.-' from a pecple at work and prosperous, eras both so grest thet actlon is im-
T8, Again I say, "A government of the people must not let the pecple downm,."
L [}

I ®m therero-e proposing to the Congress & brosd progrem of immediats action.
J_.-!!‘ =

e o e e st




] last five years have demonstrated that the one sure method of starte

activity 1s for the government to put men to work. The funds dis-

This 1‘.} a matter of theory or conjecture. It is a matter .::E?n: ?.3 J':I'h: A H‘."“""
mu-.;, of private investment expansion was all that could have h-:ocxponnd.
The tﬁnh in late 1936 and early 1937, the repetition of which we must shtive
w“;u in the future, was the emergence of a highly speculative period of
advaneing prices and costs which lead on the one hand to ome of the biggest in-
ventory booms we ever experisnced, and on the other, to the killing off of a

¢ promising building revival. When the course of recovery is again resumed through
the stimulus of government we must bend every effort to keep it orderly so that
the $ramsition to a belanced budlget and the retirement of public debt ecen be

sade smoothly and without shock to the economy.

' The proposed progrem will create an immediste incremse in purchasing

power through publie spending, end will also provide new channels through which

private investment may flow, so that scon only a minimum of t spending

~ "1l be required. The program is so drawn s to add as little as possible under

f the eircumstances to the federal debt. It provides:

(a) for such stimulation of private investment in = variety of
industries, especially in housing end reilroad equipment,
as wil. provide a continually expanding field for private

investment,

~(b) for the 1nitiation of supplerentary sel f=licuideting publie {’?
projects in such fields as public works, toll roads, and
bridges, ms will jrovide funés in puclic activities of &

g

productive and self-licuidating charastel,
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{e) for & broad progrem of public health end mediczl c=

| those uneble to provide care for themselves whicg ::I{Dr
aid in physical rehebilitetion of the wﬁr};e:'*s of this $
eountry end fit them to participete ir = high level of
industry and busiress mctivity in the future. This will
center on hospitels in aress where equipment is in-
adequate, 2n expended prograr of publie health, an ex-
panded progrem of care for mothers, infents, and ecildren. end
the essentials of medicel care for pecple unable to abtai;
such care throw b their ocwn rescurces, .

(4) The mbove activities will teke varying pericdas of time to
get under way. An immediete and lerge expansion of employ-
ment on rellef projects and of other relief expenditures is
therefore alsc required.

I want to emphasize that tils program has the double purpnse of stert-
ma Faaa—pd P o LV AT L

recovery immediatel !m%nf mainteintee 1t continuously themefter. gyat** -
.:p...:.Ju LAY

The leglelative muthority which is meeded for these undertekings ie E: g

v dd

ated in the program cutlined in the atteched statement which I hereby sub-
t to Congress for its consideration.

In addition, there are certzin supplementary mctivitiea for which there
ip suthority under existing legislation which could be remsomably underteken if

tked by this generel program. These measures include: 9

1. Use of R.F.C. funda up to_quh project to encourage
large-scsale linitmh‘ﬁﬁnd housing developments, wWhere the Q
sponsors cen provide of the coat of suitebles projects,

“pho jects to qualify for Federal Housing

! "

80 as to enable sucl
Mmninistration lpd:s.

2., Use of W.F.A. labor to install facilities, streets and other
needed improvements on publie property, adjoining or in con- f.*‘.’
nection wit: new housing developments. {

8, Use of R.F.C. funds for loans to utilities to stimulate capital
devel opment s,

" 4. Use of R.F.C. funds for the underwriting of bank loens to mmall
£ sonoerns to enable immediate replenishment of inventorys

¥

I am directing the Department of Commerce to start action om a program
e information for business men comparable to the sccnomic informptlon

provided to farmers, This will include the colleotion of data on
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yarious industries wiich will furnish industriel concerns more adecuste ipfor-
petion on ioventorlee of all concerns in the industry and on the investment

and H:P‘;lﬂ“ﬂ program of industry es a whole. This will enable business men

to develop more stable business policies with reference to inventories and capi-

tal r{sr.ntion.WI am prepered to put these additional measures into mection as

soon as the Congress approves the genersl progrem outlined above. - '
t""t"'r—'ﬁl et Lhes & | - Mg T T, i

]

This progrem of new legislaticn and of action under existing legleletion

Ao ¥

AW

'-
represents the considered judgment of mll hraneﬂos of the Executive Department,
as to the methods which will be most helpful in dealing effectively with the

eurrent economic problem.

The combined program, exclusive of ml.‘mf’l expenditures, will entail a r/'ﬂ
v LW
total net outlay by the Faderjl Government of m million i
faa L 4 N 4 L
in the fiseal year 1939, 'ﬁa—h&\ fof such afandituma e in the re=-
W\,ﬂ" o — e

coverable category. At the same time upsesdess® a billion dollars of private
capital will be attracted into hou in,g._;rail ed eguipment, ang other pew forms
o BN ‘“\?ﬁ.« Mw«f A
of investment opened up by these mua.mu!n It is hﬂl}lﬁﬁ -therefore that total
L i
expenditures arising directly from the pmm.%ﬁlhg will totdlls
. e
wIT Gver$e-viition. In addition, of course, there will be an 1ndutam.1nu}l_:_1. he s

|
mmount of indirect private expenditures stimulated by the program. R'I"'H;__J’
It 18 not contemplated that thie p em will enteil net increase
175...-,',4 ,-j‘wvwrgq-i#,..ﬂl%:f Ady W;

LA -
the publie ﬂﬂb‘t;i,gi e it 1s intended to utilize the funds in tHe idhotive gold

t

N

!
account to meet a part of the Govermnment's inoreased financiel requiredents., The

desterilization of gold will not only serve to finance increesed expenditures
Without a corresponding increase in the public debt but will also supply increased

fumds to banks and thus contribute to continued monetary ease.
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pest that the Congreass give tiis program its immediste considera- 1

4 if it approves it may be put into action as promptly as possible. f

ler the program outlined we can move forward within a short space of

— c—

r;-“tnn'nt-im of industrial production, an incremss in the number of l
and an expension of private investment, which will correct many of the

P iss of the present situastion. Railroads that appear bankrupt when in=-

m‘h;h operating at half of capacity and when buildrng A ki

ﬂ'ﬂl ghow reasonable darnings when full production is restored. Industrial
mth:u with heavy overhead that now a.hqw large losses when sales are low,

I I am confident we can soon restore activity and production to the levels ‘

will show satisfactory profits as mearkets for their products are restored.

q of 1957 or higher. I am confident we can carry activity forward to contimually ]

nigher levels of production until our present defieits of houses and other goods [

' have been made good. Restoration of setivity will reduce the relief load, sc

tbat in subsequent years more funds can be used for self-liquidating projects,
3 for
both private and publie, and 1a'=fcmng the relief load, -

The work we will set the unemployed doing in the months imrediately ehead,

L the Muilding of adequate hospitals for commmities thet do not have them, the '

installation of streets and other publie utilities, the building of flood pre=

| vention and soil conservation structures, and similer wetiwities, WALY T dhe !

on? Se $bo wealth of the country am adding to our stauderd of living for the

fense 1in
i 4 In addition the progrem will contribute to our naetional defe [? |

' L

different ways:
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1, In the immediate provision of new flolling stock for our mﬁ—
roeds, through the proposed railrced equipment corporation.,

2, In the rapid rehabilitation of the roadbeds and other physiaal
operating structure of our railroeds, through the speciml
suthority for this purposs, :

3, In biinging cur vital eleotrical generating and distribution
equipment up to the level peeded to sustain a high level of
output, through the specisl loans to utilities.

4. In strengthening our road traffic facilities in those areas
where congestion is most sericus, through the Toll Authority Act,

6. In incresging the th and phyeical effectiveness of that
portion of our etion which is unabtle to provide medical
and health car + 1tself,

Athough we Americans are a pesceful nation, we have already recognized
the intermational dangers that threaten in the troubled world of today. The
Congress 1a &lread:].r considering messures to strengthen our naval and military
power to ward off any danger that might threeten. To be fully prepared, however,
it is essentiel not only that our defense forces be strong, tut that our ip-
dustrisl power be adequate to suprly and support those forces. Under these
measures, we will bring our rail end road transportation facilities, our elec-
trieal energy equipment, and, most important of all, the physical nonditlon‘,i of
our manpower, up to a high level of cepmcity and efficiency. The precautions
we take in these fields will be ms servicesble in times of peamce as they would
be essential in time of war, While we are arming te be strong to avoid war,

it would be senseless to fmil to strengthen these other sectors which are equally

vitel to our nationel defense.

The program I am laying before you is egsentizl to meet the needs of

our citizens in distress., It is essential to provide avenues bask S0 full

Te0overy., It is escential to strengthen our pation
= L

al defense. f;‘-""

e —
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. ::;F'“ of the distinguishing features or tids new progrem is its provi-
sion H‘l"t capitel circulating. Along with inereasing unemployment great
pnah'f unemployed cepital have developed. Ve must get that capital to work.
The Fﬂlﬂl provides syphons through which the eapitsl can be drawn out and put
to work in useful projects. It will help prevent similar pools of idle cepital
developing in the future. It will help prevent the reoccurence of the masses
I of idle men which are associmted with idle capitel,
During the past 12 months we have waited to see ow fer the business
I commnity could teke on the leed of providing work for owr peocple.. Ve have
wanted the govermnment to do, in the field of providing direct relief for the
unemployed and in the development of self-liquidating publiec works, only as
mch as it is neceasary for the govermment to do. During the past fall and
’ winter the business community felt that there wes a reasonsble proapect for
l 'mr; in the spring. That expectation has not been fulfilled, HNow not
nl? those unemployed, but business concerns themselves need help from the govern-
‘ mnt, The heavy unemployment and the increasing decline of morale in our indus-
' trial I':Irttum shows that such help is needed to safeguard our whole sceial arder.
'. Govermmemt must acty If we act fearlessly and vigorously, we can restore and
maintain the economic prosperity of this country. That is what I propose we now

Progeed to do.

| L,

| _.




April 12, 1938,

Luncheon Meeting in the Secretary's Office,
Tuesday, April 12, 1938.

Those present: Beoretary Morgenthau -

James Roosevelt

Marriner Eccles -

Ronald Rensom -

Becretary Wallace -

Harry Hopkins-

Jesse Jones -

Paul Appleby

Wayme Taylior

Herman Oliphant

Dan Bell

Herbert Gaston

Secretary Morgenthau said that the meeting was mare or less acci-

dental. He took advantage of the presence of several of the gentlemen
present in his of fioe and called in others to discuss the immediate situ-
ation. The President had asked him to report today his own views and
those of the Federal Reserve Board on the two questions of release of
sterilized gold and the reversel of the action taken last May by the Federal
Reserve Board in increasing reserve requirements, The Presidemt oo ntem=
plated going on the air Thursday evening end the Secretary thought it
desirable to comsider what mction the President should be prepared to
announce at that time, He then read a memorsndum, which he said repre-
sonted his views and those of others in the Treasury Department, as to
statements the President should maks. The memorandum suggested that the
President should say in his Thursdsy evening brosdcast that he proposed

to teke immediate action in the monetary field, by the two steps mentioned

above, and would follow these up by taking later sucoessive appropriate

steps to overgome the recession. Other action which was suggested would
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be held in abeysnce, The Secretary added that the monstary action would,
of course, be coupled with the lending mctivities to be carried om by R.F.C.
under new powers granted to them.

James Roosevelt questioned the sufficiency of these powers to meet the
needs of the situation and esked Jesse Jones what he expected to be able to
do, Mr, Jones sald he had very broad powers under the Act to renew widespread
lending to banks, railroads, insurance companies and munieipalities. James
objected that loans to rescue banks or cthers from financial difficulties would
not put men to work, but Jones replied that saving people fram belng thrown
out of work was the same as putting them to work, He mentioned the large
mumber of applications for loans and grants in the files of HiA end said that
he expected to begin by going over these.

Thers then sroses a discussion betwesen Jamss Roosevelt, Jesse Jones,
Harry Hopkins, Eccles and others, as to whather Jonas could make loans, coupled
with grants by WPA or PAA and whether he could make loens without interest to
mnicipalities. As to the latter point Jones said he would prefer to ask

Congress for additional suthority even though he might have the legal right

to make loans without interest. Harry Hopkins said that this discussion

seemed to be turning to the question of machinsry for administering the pro-

grem and what he would like to discuss was the program itself. The Secretary

invited him to do that.

Hopkins then outlined a program involving "heavy® public works to combine
of about $450,000,000; a doubling of
in

loans and grants and to involve grants

the power of the U. S. Housing Authority %o inour obligations; increases

f
appropriations for highways and flood control snd enlarged appropriations for

Works Progress, Natiomal Youth Administration and C.C.Ce




James Roosevelt, under correction by Hopkins and Bell, then emumerated

the proposed increases in appropriations for the fiscal year 1939, These

werei

Works Progress and National Youth ...... $1,175,000,000
Farm s'.u“.ritf RSN E R R SRR AR SRR RS 115,000,01]:!
Other recovery and relief ...eecasssssss 72,000,000

HIghWBYSE ecsssenscssnssssssnsssssssnnsan 190,000,000
Flood eontrol sessesscvsssssssssssasnnns 150,000,000

This makes & total of additlonal appropriations for recovery and relief of
$1,702,000,000, Mr, Bell pointed out that there were to be added to this,
in order to measure the proposed increases over the President's budget, the
following additional authorized expendituress
Hational defenBd sssssssssssssssnssnsnss * Elgm;om
‘griﬂultu“l uju'mﬂt aEsEERES Eﬂ,ﬂﬂﬂ.m
EQGQGQ "TEEEEEEEEEEEEERNRRR DR R R R N LN BN N 45'@'@
Social Security ssscssscssscsssssssnsnss 12,000,000
Interest on the Publie Debt ssssssssnsns Hjmpm
"ilﬂﬂllﬂn'ﬂul lli'IlIil'i-il-‘i.i..l"""":‘l zﬁ,m{],ﬂ)ﬂ

The total of outright expenditures thus authorized and proposed to be
suthorized under the enlarged program would be $1,909,000,000 above the
budget figures of January.

This tabulation, howsver, makes no allowance for grants to localities
for the "heavy works" program about which Hopkins hed previously spoken. The
onission, it developed,was due to unosrtainty whether the Govermment's contri-
butions would be made through the grant method., If the precedent of maldng
cambined loans and grants was followed, Hopkins estimated that grants mi ght
bs made in the fiscal year in the amount of about $450 millions, wiich would
increase the total of outright expenditures in the fiscal year o about

$2,359 millions. Hopkins jnsisted, however, that the wholes program should

be regarded as one for sn additional billion enly, simoe, he said, his owm
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increase and the various items listed by Bell were already mccomplished
facts.

In response to questions Jesse Jones estimated that he might be able
to put out as much as a blllion dellars in loans during the fiscal year.
Hopkine estimated that the additional authority sought for Strausf would cause
him to market securities above his present estimates to the smount of about

4200 millions., Nr. wg;uisq: the program as above cutlined,

i
ineluding the grants, estimated total expenditures for the fiscal year 1939
gs 39,350 millions and revenue, on the basis of a Federal Reserve Index
of eighty-five was estimated at $5,238 millions, resulting in a prospective
deficit of approximately $4,100 millions. Chairman Eccles stressed the point
that not all of this would have to be raised by market borrowing.

It was agreed that Social Security receipts would reduce the public
borrowings by ome billion end if a billion and & half of gold were released
from gsteriligation, the emount to be raised by Treasury berrowing would not
be much over a billion and e half,. It was pointed out, however, that the
borrowings by Jesse Jones, Strauss and others in guaranteed cbligations,
which would also be drawn from the monsy market, would make a total of a®

least three billions, even if all the available gold were turned loose.

Eccles expressed the opimion that this would not be & difficult problem.

Secretary Morgenthau dissented vigorously. He also warned against

the danger of a program which would stimulate a quick up-turn end then fall

flat,

Harry Hopkins previously in outlining the spending program had stressed

its politioal advantages. He said the President had twice engaged in battles
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which did not mean & thing to the average man and on which therefore he
gould make no effective fight, but the issue of whether hurgry people
ought to be fed was one which everybody would understand and it would have
its effect in the fall elections. Referring to this SBecretary Morgemthau
gaid a burst of activity in the summer and a slump in the fall would have
far from & good political effect.

Secretary Morgenthau reminded Chairman Eccles that he had promised
a decision from the Federal Reserve Board today as to whether they would
be willing to go along on a reduction of reserve requirements. He said
he was quite willing to call a meeting of the Board for this afternocon and
Ransom went to the phone to arrange it. Eccles discussed at great length
the reasons for the original increase in reserve requirements and the ad-
visability of making a change. The substence was that he did not think it
would have any effect "unless it would be psychological", but finally agreed
that he was willing to go along, after a good deal of prodding by Jesse
Jones end others. Eocles thought bank exsminers’ requirements were too

stringent snd cught to be relaxed and Jones agreed with him.

The meeting, which had assembled at ome, broke up at three and
office to contimue dis=

Eooles and Ranson went with the Becretary to his

cussion.




April 12, 192Z8.

The last thing I said to Jimmy Roosevelt at luncheon
in my office to-day was, "Now, Jimmy, at last I have heard
the program"and Jimmy, much to my surprise, said, "There has
always been a program", 8o I said, "Well this is the first
time I have heard it and I wish you would take the following
nmessage to your father." !'After giving the matter further
consideration, I will let him lnow whether I can or cannot
finance it'. So he said, "Well, of course, you can finance
i{t" and I said, "I don't know, Jimmy" so he said, "Will you
not consider the possibility of alternative programs"™ and I
said, "I will be glad to consider anything".
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FUBLIC STATEMENTS BY SECRETARY MORGENTHAU ON THE RECESSION

Before the Academy of Political Sclence, Wednesday evening, November
10, 1837

"] am fully aware that many of our problems remain unsolved.
1 am aware that there still remains & considerable volume of un-
employment; that the speculetive markets have recently been under
severe pressure; and that our business indexes have recently
shown & declining tendency. I am further aware that some persons
contepd that another great spending progrem is desirable to ward
off the risk of enother business depression. -

"I ¢leim no prophetic insight into the future. But, after
giving serious and careful consideration to all of these and other
fectors, I have reached the firm conviction that the domestic prob-
lems which face us today are essentially different from those which
faced us four years ago. Many measures are required for their so-
lution. One of these measures, but only one, in the present juncture
is a determinsd movement toward a balanced budget."

"ss+* The present situation is not characterized by the existenoce
of huge inventories, high i nterest rstes, over-extended credit posl-
tions, or greet surpluses of housing and cepitel equipment. We have
not reached the stage of full erployment of our pr oductive resources.
(n the contrary, from all these standpoints, conditions are favoreble
for & continued increase in the level of business activity."

Nesss The basic need todey is to foster the full application of
the driving force of private capital. We want to see capital go
into the productive channels of private industry. Ve want to see
private business expand. We believe that much of the remaining un-
employment will disappear &s private capital funds are inereasingly
employed in productive enterprises. We believe that one of the
most importent ways of achieving these ends et this t‘i'.mn is to con=
tinue progress toward & belence of the Federal budget.

he House Appropriations Committee, Wednesday,

Before th -Committee of t
g Dopartment Appropriation Bill.

December 8, 1937, considering the Treasury

We have heard a great deal about the recessicn in
would give us your View of the busi-

of what you and the experts of your
1led business recession == whether or
1ittle depressiom, and generally

what your thought on that situation is.

"y, Ludlow:
business, and I wonder if you
ness picture, and & statement
Depertment think about this so=ca
not you think it is temporary, or a
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fSeoretary Morgenthau., That question is not easy to answer.
The slowing down of busimess did not really begin until November,.
October was a good month, snd certainly the first 9 months of
this year have been the best of any busimess year we have had since
1929, Business in general has medes handsoms profits. We have
been going up since March 1933, end I am told by economists who
study business cycles that this was the longest rise in business
thet this country has ever experienced.

"This slowing dewn of business hit us in November of this year,
and over in the Treasury we are studying the thing as carefully and
intelligently as we know how., We have called in a great many people
to advise with us so that we could make up our estimates for the
coming year on the besis of what our business may or may not be. I
want to say that -- this slowing down of business having come so
recently, 1 think it is impossible for Eﬁidy to say whether it is
& temporary matter or whether it is som ng that will last for
severs]l months or seversl years, Frankly, it is too early to say ==
E d_ﬂ EEFE‘-*

"y, O'Neal. Quite a bit of that recession is gesscnal, is it not?

"Seoretary Morgenthau, Some of it is seascnal, and some of it is
not. As you understand, the country was so convinced that we would
have infletion, and that this administration would not be able to con-
trol runawey inflation, that business generally stocked up protty
heavily. Then, when they felt that this edministration would not
stend for inflation, and would not let prices run away, they found
themselves with more than normal inventories.

"They were also convinced that we would make a serious effort to
belance the Budget, and we will balance it if we spend #1,500,000,000
less than we spent last year. Also, the pecple were pretiy well con=-
vinced that we would have real trouble in Europe, and things like
copper, nickel, and commodities of that sort went up m: a war basis.
Then, as somebody put it, 'Peace reared its ugly head.' As s result
of those things, we find businessmen making en adjustment all over

themselves in a better inventory position. That
of those factors, and I do wththink “1;:111

have to look much beyond that. How lomg it will take business

sell off their inventories and get in & position where they m:nz;y

is something that we all want to know, but I do not belleve n:arm

can give you the answer. The combination of those things WO

have been enough to slow up any situation.

the country, getting
is due to & combinatiom

ements that there
"ir. Ludlow, Is it mot the history of these mov
is generally a :-i.u ogver a considerable pericd, followed by e temporary

recession?
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"gaoretary Morgenthau. It has always been so. This rise has
teen one of the longest we have ever had in the business history
of this country. It has lasted more than 4 years.

"y, Johneon. You spoke about the great ri
* g8 in business from
I believe, 1933 up to last October. il

"seoretary Morgenthau. From March 1933,
iy, Johnson. From March 193317
"Secretary Morgenthau. Yes; from March 1933 to last October.

"r. Johnson. Was that the longest period with the greatest rise
in business that history records?

"Secretary Morgentheu. Yes; so far as I lmow. I1do not think we
have had anything else like it in this country.

e, Johnson. Also you state, I believe, thet this was the long-
est period thet business hed inoressed -—— during which there had rot
been & decline.

"Seoretary Morgenthau. Yes.

"yur. Johnsen., In your investization of this ma tter do you recall
any instance where there was guch & repid decline in so short a time,
as upon this cccasion -- the last of October?

"Seoretary Morgenthau. I do not know of any.

wyr. Johmson. It is an unusual situation gnd one that is quite
difficult to tell the cause of.

"Secretary Morgenthau. That is right."

Before the Sub-Committee of the House Coomittes on Appropriations com=
sidering supplemental relief appropriation, Saturday, February 12, 1938.

be a good idee, My, Secretary,

= hairmen., I think it would
it 1 condition of the country.

to give us your reaction to the fisca
What is the tremd?
here the last time, I think

ngecretary Morgenthau. When 1 was up
on December 10, I told you gentlemen at that time that business
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conditions only began to get bad in November, and since then they have
gotten increasingly worse, with the result that a t
have been thromm out of -;rk. great many people

"ps the President pointed out in his letter, there ere some 3,000,000
people more out of work than there were before, and at present business
conditions seem to have reached a level, and the movement is what I would
call sidewise; but whether we have reached the bottom of this down~-turn
or mot, I do mt kiiow, and I do ot think anybody else kmows. ~ T

"But as & result of one of the most rapid declines in business that
has ever been experienced in the history of this country, we have a situ-
ation where we have & great many pecple who have been thrown out of work,
and I do not mind sayling thnh%uatinn is most acute."

"esss Mr, Bacon. In other words, will there be such a pick-up in
business that you will not need all of this $250,000,0001"

"Secretery Morgenthau. We do not weant to make the seme mistake that
President Hoover made when hé made the statement that pros erity was just
around the corner.

"gr. Taber. We have already made that mistake, and there is no use
in our going into that. We have already made the seme kind of mistekes.

"Seoretary Morgenthau. He made that mistake, taking figures from
the Department of Commerce for the first week of the new year snd comparing
them with the last week of the year. In every year practically, if you
take the first week, you get a pick-up over the last week, I think you
have got to take into account that seasonal gituation. The resson I made
that statement was because you were quoting figures of the Department of

Commerce for the first week of the year."

that there
Nyssslr, Bacon. My general impression, Mr. Secretary, is
is some expectation that this condifion will become better within the next

€ months. '

"gecretary Morgenthsu, I do mot believe that anybody cen come up here
and tell you that it will or will not.” Ciga— S

gr. Bacon. In other words, We &re spend ing money om the theory that
conditions will not get better.

LL]
nSegretary Morgenthau. or will not get any Worse.




April 12, 1938

The Secretary

Mr, Magill

Re: Conference with the President on & proposad letter to
the Chairmen of the Ways and Means Committee and the
Senste Finance Comittee, regarding the pending tax
bill, 9:15 to 10:35 a.m., April 12, 193&.

I handed the Fresident a draft letter, copy of which is
attached, The President made a number of suggestions which I tock
down and which are embodied in the second draft, & copy of which is
also atteched hereto. Toward the close of his consideration of the
letter, the President asked that we think about a posaible addition
to it along these lines: "The bill as passed by the House gives a
flat exsmption from the undistributed profits %o the smaller cor-
perations which meke earnings up to 405,000 per yeer. Out of the
total of 200,000 taxpaying corporations this gives exemption from
undistributed profits taxation to ecorporations.
Furthermore, out of this smaller number there are cor-
porations which earned in 1936 between 405,000 and 75,000 net
incomes and the Fouse bill gives them a preference by graduating
their tax from 16 to 20 percent, This means that any young and
growing corporation earning up %o 425,000 per year can in the

diseretion of its stockholders set aside the whole amount to gurplus

without penalty ‘and can continue to do so with additionsl texaticn

fram 1 to ¥ percent until it gets to 475,000 per year sizs.

the other hand gives the same right of

The Senata Bill on
plus without penalty to the largest

growth or building up of sur
corporation.

tion 102 of the
The Senate Bill seeks to strengthen Sec

Revenue Act of 1913, which in theory 1at the Treasury D-ill;.i:m:::h
determine the validity of sums added %o gurplus; u:l in&ufor .
determine whetber they excead the surplus amount ¢ L] ¥
prudent business menagement. Long prac
the courts prove that this is ubla .
great majority of cases impossible %0
the Treesury adviges me that the Senate mnd.u;ﬁupi-&c:h“? =
of proof on gorporations, will not in all pro ¥
situation much, if any.

jnion of the Treasury is that

The net result in the op
surpluses could be piled up."
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The Fresident asked me what I thought of this addition.
I said I thought he might be playing into the hends of his opronents
by referring to the undistributed profits tax as a penalty; and also
by referring to the fact that the Senate Bill permits large corpora-
tions to build up reserves, since that is precisely the argument
which is made for the Senate Bill,

I said further that I wms afraild the reference to Section
107 would not be understood.

I have embodied part of the su-gestions in the second
draft but not all.

The President then ingquired whether it would be poszaible
to work out in conference provisions whereby an accumulated surplus
is trested as a trust fund which may be expended for the maintenance
of wages or dividend payments during recessions or for replacing
obsolete plants, but which may not be used for the purchase of the
corporation's own stock or other similar activities. I told the
Fresident thet we had worked at length on this subject but had found
it almost impossible to define all the various legitimate and
illegitimate uses of corporate surpluses, I asked him whether the
Securities and Exchange Commission had done anything on the subject
and the President said he did not know. The President seid that
soe Congressmen would like to see such provisions as he had outlined.
I told him that I did not believe they could be worked out in the
sonparetively short time the bill would be in Congress.

The President asked that the revised letter be sent over

es soon as we could complete it, I told him we would get it over this

afterncon.
The President then went on to discuss the spending prugr;m
vith Secretary Morgenthau. This part of the confersnce is covere

in a separate memorandums




Letter Mr. Magill handed to the
President at 9:15 A.M, oonference- April 12,1938

THE WHITE HOUSE
WASHINGTON

April 12, 1938

Dear Mr. Chalrman:

The Revenue Bill as it passed the House and the RHevernue Bill just
adopted by the Senate differ in many particulars. Differences in de-
tail can be ironed out in conference committee without sacrifice of
fundamental principles. On the other hand, in two major respects I
believe that important principles of fairnese in taxation are an issue.
I wish to bring these two matters briefly to your attentlion at this
time.

1. Capital Gains and Losses - If the income tax ie to be imposed
in accordance with ability to pay, then capital gains must be taxed;
and taxed at rates fairly comparable to those imposed on earned income.
There is no fairness in taxing the salaried man and the merchant upon
his income, and exempting the profits of the speculator or the in-

vestor. Nor is it fair to subject the galaried man and the merchant %o

greduated surtaxes upon their earnings, and at the same time to tax

capital geins, large or small, merely at a flat rate, to the particular

advantage of the taxpayer who otherwise would pay much higher surtax

rates. The tax on the capital gain, like the tax On other income, should

t er's
inerease with the size of the gain, and with the size of the taxpay

income from other sources.
t law treats capital gains very f
g earned over similer periods of

avorably - more favorably
The presen

than dividends, interest, oOT salarie
present law in

time. The discount in favor of capital gaine under the

licable
many cases runs to 50 percent or more, &s compared to the tares &pp
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+o ordinary income, In my opinion, there is no sound basis for further
inoreasing this discount. Desirable as it is to foster business re=-
covery, we should not do so by creatlng injustices in the tax system,
particularly injustlices at the expense of the man who earns his incoms,

2, Corporation teaxes - For many years the Cengress has sought

4o devise a falr system for taxing incomes from business, whether re-
ceived by individual proprietors, by partnerships, or by corporations,
Lezally the corporation is a separate entity from the individuals who

own it. Henoe, while individual proprletors and partners are tamable

at the usual normal tax and surtax rates upon the entire incomes of

their businesses, whether distributed or reinvested, the corporate charter
sets up a Chinese wall which prevents the corporation earnings from beling
taxed to the sharsholders who really own them, umless those earnings are

iigtributed to the shareholders in dividends. Thus & wide and basically

mnfair diapu.rity between the taxation of individual proprietors and part

nerships on the one hand, and of corporations on the other is created,

inlsss some provision for taxing undistributed corporation earnings ap-

pears in tha law.

At present, corporations are taxable on their earnings at a normal

rate of from 8 to 15 percent, whether the earnings are paid out in

dividends or not. If dirvidends are declared, the individual stockholders

pey an additional normal tax and the applicable surtaxes on what they

receive, Consequently, if there is no tax on undistributed earnings,

F=

the Treasury collects considerably more taxes from distributed eo
d. Mors=

porate earnings than from eorporation earnings that are retaine

profits tax, the partnership or individual

over, with no undistributed
ainst as compared to the oOT

Pﬂrlﬁim-
proprietor is disoriminated ag
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Finally, with no undistributed profits tax, the avoidance of surtaxes
through the use of the corporation becomes a readily available device.
For these reasons and othere, I recommended the undistributed
profits tax in 1936, and the Congress adopted it. Modifications shown
by experience to be desirable, in particular the exemption of small cor-

vorations, should be made, tut the princlple of the tax is sound, and 1t

ghould be retained in our tax system. It would be particularly unde=-

girable to eliminate the undistrituted profits tax at this time, in
favor of a flat rate of tax, representing an jlpcrease in the tax burden
on many small corporations, and oﬁ all corporations which follow eatab-
lighsd American practices of dividend distritution; and a decreass in
the tax burden of large corporations which hoard their earnings.

There are many other provisions in the two bills which will improve
the equity of the tax system, and the efficlency of its administration.
Some pending amendments grant unjustifiable exemptions from a fair
zeneral rule, complicate the law and ghould be eliminated. It is most
important, however, to hold fast to that which is good in the tax system.
Equal taxation of incomes of similar size, end of corporation and in-

dividual taxpayers are axiomatic. The repeal of the undistributed profits

tax and the reduction of the tax on capital gains to & fraction of the

tax on earned income strike at the root of fundamental principles of

taxation.

Fal tl'l.fullj’-

The Honorable Pat Harrlson,

United States Senate.




Copy of second draft of
1atter, ineluding the President's
sugzested ochanges.

Dear Mr. Chalrmami

The Revemue M1l as 1% paseed the House and the Revemme M1l Just
sfopted by the Semate 4iffer in meay particulars. Wnile &ifferences
i{n detail can, 1 am confident, be irensd sut ia confersnce committes
vithout sacrifies of fusdsmeatal primeiples, is two_sajer respecis ia-
pertent prineiples of fairmess in famation are 1a fssue. I vish %o
ring thess two matters Wriefly %o your atteation at this time.

1. M-M-rmlh-wmm-uh-
out questien the prineiple of tamatien in socordance with adlity te
pay. This prineiple aprlies %o all forms of additional wealth aceruing
to individuals. There is mo fairness in $axing the salaried man and
“u“i-nllﬂrimnlﬂ_ﬂllﬁl;ﬂﬂuﬂﬁi“
later or of the lnvester. Nor is 1% fair %o subject the salaried man

ﬂih“ﬂl“”ﬂﬂ“m-ﬂﬁd!mﬁmﬂliﬂl

l-tl-hh:ﬂlm-ln.wﬂ—n.mu-nnﬂnnu.

hmmm-mﬂmmﬂ-m-ﬂln
-—Mdmnﬂrh.ﬂ

much higher suriaxz rates. Ia other words, a8
addivional n-lﬁhh-h—n!mm“-
dends, interest, oF Wages, utu-lli,npl-inni---lul

lﬂlithdln-hu-l-tmﬂui-

such aa divi-




The present law treats cepital gaine very faveradly - more faver-
adly then dividends, interest, or salaries carned over similer perieds
of tme. The advantage given fo eapital galne wnder the present law,
as compared %o erdinary ineswe, ia many cases runs ss high as %0 pereesnt.
Usder the Semate P11l this prefereniial sdventege is further lneressed =~
W refucing the tax %o a flab rate, me matter hov large are the tazpayer's
capital gaine oF hew large hie other inceme. For emmsple, & man whe
-h-lqlhl—llh-nv-m_ﬂuhm-ﬂlmtl
w;mﬂ-t--lh-lﬁ?-—nﬂhﬂi-hn—ﬂnh-
who makes capital gains of $500,000 in a given year will alse pay &
tax of not more tham 15 pereent. Desiradle as it is o foster businese
recovery, we should not do 0 by ereating injustices in the tax wysiem,
rmlmmmumwdmmm“u-m
-I-Iljllﬂl-hlh“tm#ml-ﬁunui.

2. Corperstion Saxss - Yor masy years the Congress has sought te
devise a falr system for taxing incemes from business, whether reseived
hmnmmm.wmnwmum. Legally
""-n-uu—h-w-ﬂwm-nn-uﬂm-mum

Henoe, ﬁllilﬂlﬁmm-ﬂlﬂmmm-nm
-t-m-m-unu-u-tm

usual sormal fax and
hdm.wm-t#mmnhﬂumh-r—
mmﬂ_-mﬂlﬂﬁmhtl-ﬂ-ﬂ-
‘ﬂ-'lt_lhh“lhﬂﬂﬂﬂu'ﬂhﬂl-hﬂﬂl-

-ﬂhhmuhﬁnﬂ

ings are actually distri
dividends. h.ﬂh-lﬂ-ulﬂdrﬂqﬂl'm‘l
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tamiien of individual prepricters and partaerships on the one head,
asd of corporatisns en the other s ereated, wless seme previsien
for taxing undistrilutod sorporation sarnings appears in the law.

M presest, ssrperations are tamsile e thelr carmings at & ner~
sal 7ate of frem § to 15 peveent, vhother the carnings are paid out
in dividends or med. 1If dividends are declared, the individual stock-
holders she get the sarnings pay s additional normal perssasl inceme
tax. If thelr inesmes are large mough, they pay progressive surtazes
alse. Consequentily, the Treasusy stands %o loee shere the sorpera-
tlon does not distribute sarnings, wvhereas if sarnings were distrituied,
the Treasury wuld sollest additional Saxes on the perscnal income
tax retwrns of the stockhelders. Noreover, with no undistributed
prefite Sax, the partnership or individual propristor is discrinimated
againet as compared % the eerperation. Finally, with no undistrideted
prefits tax, the sveldance of surfaxes through the use of the sorpera-
1o begsmes & readily availaMle device, for these persens in the higher
mm.*-ﬂmumunrutmu-
Gown for Saspaying pusposes, and te hide their setual profite W lesw-
ing them in the serperatiens they ew.
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,ﬂﬂ“._“l,’__“.mmu. Nodificatiens shewn
W experience to be desirebls, in partisular the exsmpiion of emll
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through methods which are legal, Yt whish are contrary %o the epirit

of the principle $hat every sitisen should pay Sanes in sccordance with
his means. It would b particularly wndesiradle %o eliminate the ua-

distrituted profits tax at this time, in faver of a flat rate of tax,

representing an Lagreags ia the tax Yurdes oa many small corperations,
and on all corporations shich follew established imarican practices of
dividend distritution; and & doorense in the tax burden of many large

corporations, vhich have hoarded their sarnings ia the past, and woumld
be smcouraged to resume the prasiies in the future.

The 11 as passed Wy the House gives a flat exesption frem the
undistrituted prefites tax %o thoss smaller corporations which malkte met
sarnings uwp %o §25,000 per year. Out of the total of 200,000 Saxpayiag
corporations, appreximately 176,000 are exempted from the undietriduted

prefits tax under this prevision. This means thet say young and grew-
luw-m-umm;—-muumumﬂ-
-fu-umutmmtummm-‘-m
nm.“mmlu.mﬂm-nm—-nmu
M.M—MMHMMM“H““'W

-ﬂitmuuﬂul’-ﬂiuﬂmwm

There are many other provisions in the tws Mile whish wiil in-

lmm*wgmumdmdﬂmdlhﬁ-
mjustifiable exempiiens




Iiulﬂlmh_.hﬂl!-ihﬂ“uﬂ%:ﬁJrMmq
the tax apeiem. mmuu—ummug

sorperations sad individual tsapeyere are axiematic. The repeal of

the sndistrituted profite tax and the reiustien of the tax o espital

gains to o frastien of the tax oo other forua of Loseme sirike of

the reot of funismental prissiples of tamation.

Fal thfully,
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BM's 2nd draft (WHITE HOUSE PAPER)

put first draft seem by Seoy.M.=
qnd the draft taken %o White House
for [irst conference. April 12,1938

Dear Mr, Chairman:

The Revenus Bill as it passed the House and the Hevenue Bill just
adopted by the Senate differ in many particulars, Differences in de-
tail can be iromed out in conference committee without sacrifice of
fundamental prineiples. On the other hend, in two major respects I
belisve that important principles of fairmess in taxation are an issue.
I wish %o bring these two matters briefly to your attention at this
time.

1. Cepital Gains and losses - If the income tax is to be imposed

in accordance with ability to pay, then capital gains must be taxed;
and taxed at rates fairly comparable to those imposed on earned income.

There is no fairnmess in taxing the salaried man and the merchant upon

his income, and exempting the profits of the spedulator or the in-

vestor, Nor is it fair to subject the salaried man and the merchant to

gradusted surtaxes upon thelr garnings, and at the same time to tax

capital gains, large or small, merely at a flat rate, to the particular

o otherwise would pay mach higher surtax
should

advantage of the taxpayer wh

rates. The tax on the capital gain ,like the tax on other inocome,

gain, and with the sige of the taxpayer's

inerease with the sige of the

income from other sources.
The present law treate capital gains very favorsbly - more favorably
than dividends, interest,or salaries sarned over similar periods of
time. The discount in favor of capital gains under the present law in
many cases rune to 50 percent or more, &8 compared to the taxes applicable

OriginaleR. M, to Thite House for conference with At .
the PrE-Ediz:n: Secy.M.-4/12/38-9115 A.M ““'




to opdimary income. In my opinion, there is no sound basis for further

{ncrenging this discount. Deslirable as it i1s to foster Tusiness re—

houl & -~ ap
covery, we should not do =0 by ereating injustices in the tax system,

—— e, S

particularly injustices at the exnenss of the man who earns his income.

2. Corporstion taxe= - For many years the Congress has sousht

to devige a falr systea for taxing income=z from business, whether re-

celved by individusl provrietors, by psrtnershins, or by corrorations.
Legnlly the corporatlon ls n =epe rate antity from the individuals who

own it. FHence, while individual rroprietgrs and partners are taxacie

at the ususl normal tnx and surtax rates upon the entire incomes of

their businesees, whether distributsd or reinvested, the corporate charter

sets up & Chinsee wall which pravents the corperadien sarninze from belng

taxed to the ehareholdera who really own them, unless those earnings are
)4

distrituted t¢ the shareholdare *.r; dividenda. Thus a wide and basically

g
unfalr disrarity brtween the taxation of individual proprietors and part-

nerships on t'e one hend, and of corporaticns on the other is created,

unless an=e rreovision far taxing undistributed corporation earnings ap-

“._ Dears in the law.

At vresent, cornorstiosns are taxable on thelr earnings at a normal

e
rate of from © to 15 percent, whether the marnings are pald out im

dividends or not. I° dividends are declared, the individual stockholders

.-I.L‘.ﬂ' I y ” ke, 1I_qu i :
©, Pay an additionsl normal /tnx,md-q-ha- apnlicab
. n undistributed earnings,

‘IL-? -pﬁrtn:mn on what they

¥ecalve. Consequently, if there is mo TAX O
more taxes from distritated. cor—

the Transury collects conaldarably
. stalned. More-

porate e-rnings than from corporation garnings thet are T
. * dividual
' over, with no un'istribated nprofits tax, the narta~rship oF indivi

: 1 tion.
@ropriet-r i-= gt errininated repinat ag comrared to the corporati
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o page of letter
Mrked by the President-9:15 A.M. conference ,4/12/38
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corporatien, Finally, with no undistributed profits tax, the avoidance

of surtaxes through the use of the corporation becomes a readily available

device.

For these reasons and others, I recommended the undistributed
profits tax in 1936, and the Congress adopted it. Modifications shown
by experience to be desirable, in particular the exemption of small cor-
porations, should be made, but the prineciple of the tax is sound, and it
should be retained in our tax system. It would be particularly unde-
sirable to eliminate the undistributed profits tax at thies time, in
faver of a flat rate of tex, representing an inorease in the tax burden
on many small corporations, :nd on all sorporations which follow estab-
lished American practices of dividend distribution; and a decrease in
the tax burden of large corporations which hoard their earnings.

There sre many other provisions in the two bills which will improve

the equity of the tax system, and the efficiency of its administratiom.

Some pending amendments grant unjustifiable exemptions from a fair

general rule, complicate the law, and should be pliminated., It is most

important, howéver, to hold fast to that which is good in the tax system.

Equal taxation of incomes of similar size, and of corporation and in-
dividual texpayers are axlomatioc. The repeal of the undistributed profits

f the
tax and the reduction of the tux on capital gains to & fraction o

es of
tax on earnmed income strike at the root of fundamental prineiples o

taxmmtion. i -

(for President’s signature)
The Homorable Robert L. Doughton,

Houss of R-pruanhtiﬂu.
(same letter written to Senator Harrison)
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Dear Hr. Chalrmani

The Revenue Bill as it passed the House and
the Ravenue Bill Just adopted by the Senate differ
in many partioulars. Differences in detall can be
ironed out in conferense committee without sserifice
of fundamental prineiples. On the other hand, in
two major respeots I believe that important rrinei-
ples of fairness in taxation are an issue. I wigh
to bring these two matters briefly to your attention
at this time.

1. Gapital Gaine and Logges - If the inaome
tax is to be imposed in accordance with ability %o
pay, then capital gains must be taxed; and taxed at
rates fairly comparable to Shose imposed on earnsd
income. There 18 no fairmess in taxing the salaried

man and the mershant upon his inoome, and exempting
the profits of the speculator or the investor. Nor

1s 1% fair to subject the salaried man and the merchant

to graduated surtazes upon Sheir sarnings, and at the
same time So tax eapital gains, large orf small, merely

tax-
at a flat rate, to Whe partioular advantage of the

ussed at the "hite House

This is the draft dise 9:156 AN, == The president,

on 4/12/38-
g::far;:;;ﬂﬂhi and Mr, Magill p”"ntrf.rriaun A
"'tl":{;id by Miss Chauncey- let. to sﬁi'u et
exactly like 1%t and typed in Mr Mag




-2=

payer who otherwise would pay much higher surtax
rates. The tax oa the eapital gaing like the tax
on other inoome, should inorease with the size of
the gain, and with the size of the taxpayer's in-

come from other sources.

The present law treats capital gains very
favorably - more favorably than dividends, interest,
or salaries earned over similar periods of time. The
disgount in favor of oapital gains under the present
law in many oases runs $o 50 peroent or more, as com-
pared to the taxes applicable to ordinary income. In
mny opinion, there is no sound basis for further in-
ereasing this discount. Desirable as i1t 1s to foster
business reeovery, we should mot do so by oreating
injustices in the tax system, particularly injustices
at the expense of the man who earns his income.

2. Gorporation taxes - For many years, the
Congress has sought to devise a fair system for taxing
ineomes from business, whether received by individual
preprietors, by partnerships, or by eerporations.

Legally the ocorporation is & separate entity from the

individuale who own it. [Henoe, while individual pro-

prietors and partners are taxable at the usual normal
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tax and surtax rates upon the entire incomes of their
businesses, whether distributed or reinvested, the sor-
porate charter sets up a Chinese wall whish prevents

the corporation earnings from being taxed to the share-
holders who really own them, unless those earnings are
distributed to the shareholders in dividends. Thus a
wide and basieally uafair disparity detween the taxation
of individual proprietors and partnerships on the one
*nd, Bnd of corporations on their other is oreated,

unless some provision for taxing undistributed corpora-
tion earnings appears in the law.

At present, corporations are taxable on their
edrnings at a mormal rate of from 8 %o 15 pervent, whether
the earnings are paid out in dividends or not. If divi-
dends are deolared, the individual stockholders pay an
additional normal tax and the applicable surtaxes on
what they receive. Gonsequently, 1if there *l no tax
on undistribufpd earnings, the Treasury oclleets cen
siderably more taxes from @ stribufed corporate earninge.
Moreover, with mo uadistributed profits ¥ax, the priner

ship or individual proprietor is dlsoriminated against

th no un~
as compared to the corporation. PFinally, v
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distributed prefits tax, the avoldamoe of surtazes

through the use of the corporation becomes a readily
available devige.

For these reasoms and others, I recommended

the undistriduted profits Sax im 1036, and the Concress
adopted 1%. Modifications shown by experience to be
desirable, in particular the exemption of small corpor-
ations, should be made, but the prineiple of the tax is
sound, and it should be retained in our tax system. It
would be partiocularly undesirable to eliminate the un-
distributed profits tax at this time, in favor of a flat
rate of tax, representing an indresase in the tax burden
on Sany small eorporations, and on all corporations whieh
follow established Ameriscan prastices of dividend distri-
bution; and a decrsagq in the tax burden of large cor=
porations whish hoard their earnings.

There are many other provisions in the two bille
which will improve the equity of the tax gystes, and the
efficiency of its administration. Some pending saend-
ments grant unjustifiable exemptions from a fair general
rule, complicate the law, snd should be olininated. It
1s most important, however, $o hold fast to Shat whieh
1s good in the Sax systes. Equal Saxation of ineomesof
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similar size, and of corporations and individual tay-
payers are axiomatie. The repeal of the undistributed
profits %ax and the redustion of the tax om capital
gains to a frastion of the tax on earned income strike
at the root of fundamental prineiples of taxation.

Faishfully,

Honorable Rebert L. Doughten,
House of Repressntatives.




pear Mr. Chairsani

The Rewvenus BEill as it passsd the Houss and the Rewaw Bill just
slepted by the Semate differ in many partieulars. ihile differenses
ia Getail ean, I sm eenfident, be ircemed cut in conferenes sommittes
vitheut ssarifise of fundsmental prineiples, in two majer respeeta in-
pertent Jrineiples of fairmess in tamaticn are in fsews. I wiah te
wing thess two mtters brisfly %e yowr attention at this time,

1, Capital Gains - For many years the oountry has sssepied

) vithout mestion the primeiple of Samtion in sseordanes with abllisy

%e pay. This prineipls appliss %o all fofme of addivional wealth ||
sseruing %o individuals, There 1s no fairmess in taxiag the salaried

t'“:""'u o ey Faua 1;\?]_.”" LR 1i 'l'lr-"'

ma and the mevehant upem thelr insomes and szsmpiisg 4he prefits of '

e speculater er—of the -izvester. Ner is is falr %o subjes’ e
salarisd man and the merebant e pregreseive gurtaxss upsa iheir
saraings and at the same time t0 tax sapital gains, largs or small,

M E

megely at . u flat rate, %o the partioular advantage of the taxpaysr who

m-up;-huuhr:ﬂ:ﬂh-. In other words, as &

=
miter of primeipls, if additional wealth im the fora of earaings frem (

Wainess, sush as dividends, imberest, oF wages, is taxed at progressive

#ates them sapital gains should alse be tamd at progressive raies.

f 0] . .. &
' ¥ Finml eopv as sent to the hite linuse (alter 4,/1s/ a8 cnn.rfnncﬂlsr?ru 3
gln - I L] TR - Prosidcent
the written corrocticns on thlf ocpy are Lhe changes made LY L::t R
be . g & totl A 15 o
‘before ho sent the letter to the Lwo Chalrmen, (Thite .ouse &

alth our final draft.!

sBopy - dated 4,/18/35 -- wiich we compared
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fhe present law treats oapital gains very favorably - more faver-
shbly tham dividends, laoterest, or salaries sarned owr ll.l.l.]..:rhprlq.ﬁ
of tims. The adwmntage given to ocapital gains under the present law,
as sempared to ordloary income, in uany ocases runs as high as 50 pereeat,
tader the enate BLLl this preferential advantage is further insreased
by redueing the $ax %0 a flat rate, no matter how largs are the taxpayeris
sapital galns or how lurgs his other incows. For example, s man whe
makes a capital gain in & given yeur amcunting So #5000 would bawe %o
pay & tax of not more than 15 perosnt] while at the sams time the man
who makes capital gains of #500,000 in a given year will alseo pay a
tax of Bo% mare than 15 peroent. Desirable as it is to foster business
retovery, wo should mot do so by ereating injustices in the %ax system,
partisularly injustices at the expsnse of the man who sarms hs in-
soms - injustices %o the advantage of the man who doss mod.

2. Corporation taxes - For many years the Congress bas sought %o
fevise a fair system for taxing lnsomes from busimess, whether ressived
by isdividual propristors, by partnerships, or by sorporations. Legally
the sorporation is a separate emtiiy frem the individuals whe owm 1i%.
Eemse, while individual prepristors and partmrs ere tambls at the
wewal normal sax and surtax rates upon the entire imecmss of thelr {

Wsinesses, whether taken out of the business or lsfd im 1%, the eor-

porate sharter sets up a Chinese wall whish prevents the sarmings frem

Moing $amd o the sharsholdsre who really own them, ualess thess earn-

mlhnhnlmuhrﬂﬂ
¥ tetwsen ke

£‘ are astually distributed %o

dividends. Thus s wide and basically unfair disparit
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| “samation of individual propristors and partnerships om the one bhapnd,
] aad of serperaftions en tha othar 18 ereated, wnlass sose provision
for taxing wndistriduted sorporation sarnings appears in the law,
A% present, serporaiions sre tambls em their sarniags ;t & nOT-
sl rate of from § %o 15 pereent, whether the sarnings are paid out
is dividends er not, If dividends are deslared, the individual stoek-
Melders who got the sarnings pay an additiomal normal persomal incoms
max, If thelr insomes nre large snough, they pay progressive surtaxes
slss, Comsequenily, the Treasury stands % lose where ihe carpara-
tien doss met distribute sarnings, wiereas if sarnings were distributed,
the Treasury would sellset additiomsl taxes om the personal ineoms
Sz retwrns of the steskholders. lMareower, with mo undistributed
) prefits tax, the partnership er isdividual proprister is dissriminated

against as sempared to the cerporatiesn, Fimally, with no undistriduted

lﬂlilh:.lh-twthuir-rhlﬂthmthmdihim-

tiea bosomes & readily available devise, far these persons iz the higher

surtax drgekets, who seak lsgally te keep their met yerscmal insomes

Lht-hmﬂum-.-ﬂhnnmu-mrmuhmv—

iag them in the corperaiions they om.

rnlu-m—lmm.xm—llﬂth
Modifieations shewm

mdistributed

prefiss tax ia 1936, and the Congress adephed 1%,

hwuhmm.hmw-—nl-dﬂl (1.-

-n-u—.muh-..mmpmxmxmmu—l.
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fhrough methods whish are legal, but which sre samtrary %o the
spirit of the prinsiple that every citisen should pay tazes in
assordanse with his msans. It would be particularly undesirabls
to elininate the undistributed prefits tax at this time, in faver
of & flat rats of tax, representing an inoreass in the tax durden
on many small corporaticons, and om all corporations whish follew
_sstablished Ameriean practices of dividend distributiomn; and a
dsoreass in the tax burden of mamny largs corporeations, whish bawve
hoarded their sarnings in the past, and weuld be sneouraged o
resums the practiss im the future. !
I » The Bill as passed by the Youse gives a flat sxsapiion frem l
the undistributed profits tax to thoss smller sorpareations whish i
maks net earnings up %o $25,000 per year. out of the totml eof |
200,000 Saxpaying cerporations, spproximately 176,000 are sxampied
frem the undistributed profits tax under %his provision. This
means that amy young and greving sorperation earning up %o

$25,000 per year san in the dissreticn of its diresters set aside

all 1%s sarnings for growth amd expansion.
omes in sxsess of $25,000 ean

Horeover, Ender ke

—~

House Bill, corparations with ine

alse scsumulate reserves fo¥ legitimate purpeses by payiag aa

gramy 1 L

additiooal m"d only, B’ pareent on undistributed sarnings.

rnmmmmmhuunmml
_Ilhi!’ﬂl_]"ltl

There are many OtheT
' ingrove the squity of the tax system,

afministration. Soe pend ing smendments grant un justifiable
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The Revenms M1l a8 1% passed the House and the Revemme M1l Just
stopted by the Semate differ in meny particulars. Thile differences
{n detail ean, 1 am confident, e irened sut.in conforsace committes

vithout sacrifice of fundamental prineiples, iz Vw0 major respectis im~

portant prineiples of fairness in tamation are in issus. [ wish %o
wring thess twe matters Wiefly %o your attention at this tine.

1. m-m-ﬂrmth-wh-m-lﬂ—
out question the primeiple of Samatiea in sgoordsnce with aMlity o
pay. This principle aprlies % all forme of additional wealth aceruing
to individusls. There 18 mo falrnsse in Saxing the salaried man and
thm-mmﬂu—tlummﬂndth.ﬁ
later or of the iavester. Nor is it falr %o subject the salaried man
mmmiuwnm-mumﬂm-lﬂﬂ!

_Hﬂhﬁﬂ!mmmﬂ-ﬂl.m:llmiuu.

“ﬂnnﬂl-ﬂ-mumwﬁ-m—-ﬂlw

mch higher surias rales. l--n--rh.u--m-lm-.

additional mnuum—dmn—“. sush as divi-
mlum--ulm
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this letter to Doughton, and orig.

ary 4/12 late afternoon,
% Sne semehiy draft reply for the president’'s sigr

T L g jﬁ-.. 1 2
ra,go : Presigent made certain changss bafore sendl
- letters out =)
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of same let. to Sem,Harrison,
for the Precident's signature--
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The present law treate cspital gains very faverably - msre faver-
iy thes dividends, interest, or salaries camned over siniler pevieds
of tine. The sdvantage given %o espital gains wnder the preseat law,
as compared %0 erdinesy inesne, in meay csses Fuma oo Mgh o8 50 peresmt.
Under the Semate P11 thie preferential stventage is further Lnarsassd
Hl“ﬂhﬁhimm-ﬂﬂml-ﬂm‘lw‘-
capital gaine oF how large hie other inecsms. Tor emmmple, & men whe
mnﬂﬂmhlﬁﬂm—ﬂuh“-ﬂlMH
a7 & tax of not meve Sham 15 pereenty while at the same tine the mea
vho makes sapital gaine of 500,000 in a gives year will ales pay &
‘ax of not move than 15 peresnd. Desiradle as 1% 10 % foster business
m.ummh-hmlmumumt-m
!ﬂMWmﬂhwnrmuﬂ“uub
--lm.-hihﬂ-lhﬂﬂlhl-ﬁhn-h

2. m_-m-—rmmm-uﬂih
lmu-fdrmfulﬂumtmm.w“ﬁﬂ
W individual preprieters, Wy partacrehips, or %y corperations. Legally
mu!ﬂhﬂ.hn*ﬂnﬁﬁfu—hiﬂlﬂﬂ-ﬁﬂlh
Henee, hile individesl prepristors and partaers are tazadle ab the
seual sermal Sax and surtex rates won the entire incomss of Ahelr
m.w_mﬂn“-m:-u.h-

Hmm—hw-“-ﬂﬂwﬂh‘lmf_
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tamifon of individual prepricters and partaerships on the ome hand,
and of corporations ea the other 19 ereated, waloess senme previsisa
for taxing undictrituted corperation sarnings appears in the lew.

AV present, corporatisns are tamble ea their sarmings at & ner-
sal rate of frem § % 15 pevesnt, vhether the carnings are paid eut
ia dividends or met. If dividends are declared, the individual nteck-
holders whe get the carmings pay sa additisnal nermal personal inesme
tax. If thelr insemes are large smowgh, they pay progressive surtaxes
slse. Comssquenily, the Treasupy stands te lose vhare the sorpors-
tion does not distribute sernings, vhereas if carninge wers dietriduted,
the Treasury wuld eolleet additisnal taxes on the personal ineome
tax returns of the stockhelders. Noreover, with no undistributed
profite tax, the partaership or individual preprister is diseriainated
azainet ae compared %o the eerperation. Minally, with = wndistriduted
prefite tax, the aveldance of surtaxes threugh the use of the cerpere~
Vion Wesmes & readily avallable devies, for these persons in the higher
“m.ﬁ-&munqndrm,--nu-—-
h-ﬂrm“uu.-lhﬂhm-ﬂlw'ﬂhﬁl-
ing them in the ssrperatiens they ewn.

MMM"MIMH“M‘-‘I
Mhhhlﬂ,ﬂﬂmm“‘ Medifications shewm
W experience %o Bo desiralle, ia purticuler the enespbicn of emall
corperations, should be made, Wt the prisciple of he tax ie sewd,
wt 10 should be retained in our fax ayetany ethervice wo Erest &
tefinive insentive 3 the aveidanse of persenel inseme tax payments
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throngh methode shich are legal, But shish are sontvary %o e wpirit
of the principle that every sitisen sheuld pay tazes ia acserdanes with
his sesns. It would b partisularly wadesirable Vo slizinmate the w-
dletrituted profite Sax at this tinme, in faver of a flat rate of fax,
representing an fagresss in the tax Yurden oa meny small corporations,
and on all sorperations shieh follew setablished imeriean prastices of
dividend dletrivation; and & foqranse in the tax Wrden of many large
uwnﬂm.ﬂdmmmmhﬂlﬂﬂ.ﬁ-ﬂl
e encouraged to resume the prasties in the future.

The 111 as paseed bWy the Eouse gives a flat exempiion from the
ﬂliﬂ“ﬂﬂiuhm-ﬂlnmﬂnlﬂﬁ-hm
sarnings wp %o §29,000 per year. Out of the total of 200,000 taxpeying
corporations, appreximately 176,000 are sxempted from the undistrituted
prefite tax wnder this prevision. This means thet say yowsg and grov-
lumﬂ-hm.mww-uﬂ-um
of 1%e directers set aside all its saraings for grewih sad espancien.

aeten, sl the officionsy of 100 ob-
Sending snmineate grent wajustifishle cxempbiens
fron a faiy general Fule, csmplioste She low, and should Vo elistatels

Prove the equity of the tax
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through methods whieh are legal, but which are sonmtrary te tp spirit
\ { /

of the prineiple that every citisen should pay taxes in -?ﬁra.u. with
his meang. It would be particularly undesirable to o1y£nt¢ the wn-
profits tax at this time, mhmdn;i;tuh of tax,

porations, many of waich have hoarded theif earaings in the past, nd
wuld be encouraged to\rnu- the pract in the future,

The Bill as passed by the Enuilj;.ﬂi a flat exemption from the
umdistributed profits tax those /ﬁ.].l-r corporations which make net
earnings up te $25,000 per / owt of the total 200,000 taxpaying
sorporations, approximately 000 are exempted from the umdistributed

profite tax wunder this liﬂl:\'\ﬂﬂnl means that any young sand grow-

ing corporation earming from Hu\hmn per year can in the diseretien
of its direstors set agide all its eatmings for growth and expamsiom,
Bi11, corporations with dncomes in exobes of

reserves for 2 itimate purposes by paying
an additiomal of emnly 4 peroent on undistyibduted earnings.

The und mﬂﬂhmumfm\pmmnmmm

House in 1 lp.hddth:-n-mmﬂ-m it had becoms law

in that much of the present oritieimm of owr system oould not

made, TWith this recemt experiense before us should net

llt,ﬁ;hi same mistake again. \\\k

AN

Seoretary and Mr. Magill

a 4 = the
This is an alternate pag et 5o e

eliminated it before the final draft
Thits House.




It 4e most dupertant, however, fo Mold faeh fo Whet which in goed in

the tax syeten. Nguel Samadien of ineemce of similar sise, end oqual

tazstion of sorpersiisns and individual Saxpayers are axiematis. The

repesl of the uniietrituted prefite tax and the reinstien of the tax

-*ﬂﬂhhn“ﬂﬂﬁh.“hdh—-

sirike st the pest of fundamental principles of tamaties.
Palthfully,




April 12, 1938

8:15 p.m.
] While the Secretary was attending the meeting at
tde Wnite House, he received a telephone call from
| ccles and attached are the notes the Secretary made

of Ececles' suggestlons.
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TREASURY DEPARTMENT

INTER OFFICE COMMUNICATION

oate April 12, 1938
Secretary Mprgenthau

Mr, Hasa

In accordance with your request of yesterday, we have
made a rough and tentatlive estimate of the revenues and re-
ceipts for the flsecal year 1939 which might be expected if
the Federal Regerve Board index of industrial production for
the calendar year 1938 were to average 85, 80 and 75, respec-
tively. At these levels of the index, the total recelpts
from the general and speclal accounts are estlmated at
§5,238,8 millions, $5,077.0 millions, and $4,881,1 millions,
respectively.




TREASURY DEPARTMENT

INTER OFFICE COMMUMICATION

eate April 12, 1938
To Secretary Morgentham

Frow 4+ Lochhead

U, 5, GOVERRMENT SECURITIES

MATURING BEFOEE July 1, 1538
(In millions of dollars)

Maturity Date Treasury Bills Treasury Notes

4/20/38 $ 100
af2v/38 100
5/ 4/38 100
5/11/38 100
5/18/38 100
5/25/38 100
6/ 1/38 100
6/ 8/38 100
6/15/38 100
6/16/38 100
6/17/28 100
6/18/38 50
6/22/28 150
&€/29/38 150

————

$1,450

* Tax-dated bille.




GHAND TOTAL

Maturing before
July 1, 1939) $ 1,800

Besides the above direct obligatioms, the following guaranteed lssues
mature before July 1, 1929,

Amount

" 26 H. 0. L. C. bonds due B/15/38
1 1/2% . 0. L. C. bonds due 6/1/39 325

TOTAL
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TREASURY DEPARTMENT

INTER OFFICE COMMUMICATION

oate  April 12, 1938
Secretary Morgenthau

Mr. Taylor

Frankly I do not think that the program which we heard deseribed at
lupeh today shows originality or holds sufficient appeal to guarantee its
SUCCOEB. It is merely doing over again on & big scale what we have tried
before. #hile the country recognizes its responsibility to the unemployed
end is prepared to meet it, I seriously question whether it wants or would
understand a new program of extensive public works of the character described.
While the immediate political appeal to mayors of great cities and the
heads of local organizations is no doubt great, I doubt the effectiveness
of the utilization of this type of government expenditures at this time.

It is slow in taking effect and cannot be cut off when, as and if private
exvenditures have been resumed. Above all it lacks originelity at a time

when the country is expecting a great deal in the form of a new eppreach

to pressing problems. Even assuming that it serves as a satisfactory stop-

gap and that it gives the Administration a chance to reform its lines, it

must of necessity be followed by & new program which will face the added

hendicap on finaneing which will have teen imposed by the proposed publie

works program.

which you stated this morning, nemely, that

I agree with the position

w ria=
Thursdey's Message and radio talk should be confined to the W.FP.A. approp

tions end supplemental items emounting to say $1,500,000,000, the R.F.C.
irements, the desterilizatiom and spending

Irogram, the echange in reserve requ
to the effect that

as required of the inaetive gold and vigorous statements




- P -

if these measures prove insufficient additional measures will be taken
aven if the enactment of such measures may require the calling of a
special Session of Congress.

I believe thet a new, carefully worked out program should be
prepared end held in readiness for use if necessary, and I think that
this program should meet the requirements which I outlined to you in my
memorandum of April 6, 1938, neamely:

", Thﬂt_tl';a—ﬁ;ﬁzrﬂm_j.g;tntendnd to help end encourage

private initiative, and that expenditures will be made and
gredlts extended in those fields where private initiative
and oredit sre unavailaeble or in those fields where private
{nitiative and eredit will participate in the endeavor.

ns, That each elemsnt composing the program shall meet

the requirement that it represents something that the
country really needs end which has en individual appeal om
its merits. For example, the pstablishment of & human

resources board with its necessary research activities,

flood control, farm security and rehabilitation, the C.C.C.,

housing, both private and slum clearance, the improvement

of our reguler and emergency airports, adequate credit

facilities for small business enterprises, the modernization

the maintenance of essential rights of

of railroad equipment,

way, the elimipation of grade crossings on essential righte

of way and adequate hospital and publie health faeilities,

gll have reel appeal and should be undertaken whenever the

condition of our economy permits or demends action.”




While certain of the compoments of the program discussed today
meet: these requirements the largest individual item and the ome om
which the most stress will be laid by Congress and the publie, namely,
the grants and loans to muniecipelities and other public bodies for
miscellaneous publie works, in my opinion fails to meet either of the
requirements which I beliewe to be essential.

I beliew that the minimum program which you outlined may well
prove to be adequate if it is given a chance and if it is prore rly sold
to the country. I think that the edditional program which was
deseribed at luncheon would interfere with the program which you outlined
and would have to be followed by & new program which in turn would have
to be finaneced under conditions which we cannot attempt to forecast.

T believe that the Treasury, with the cooperation of the Federal
Reserve Board, could finance your minimum program plus a carefully
srepared additional progrem which must show originality and universal

apneal,if it were found that such an additional progrem were Necessary.

It might be possible to finence the program described at lunch if the

doubt
scenery and pressantation were handled perfectly, but I seriously

if the Treasury and the Federsl Reserve Bnu.rd_ would be able to finance

this program plus the additionel new program whieh would inevitably

follows.




April 12, 1938
(Dictated April 13, 1938)

The Seoretary left a ocopy of this with the President

at the White House last night (April 12).
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April 12, 1938

T0 THE SECRETARY:

In submitting this memorandum on the estimzted finsnelal
re uirements for the twelve months beginning July 1, 1938 &nd
ending June 30, 1939, J have mede the followlng sssumptions:

1. Thst the business recession will ceuse a reduction
in revenue of at least $B4<,000,300 below the estimates
contained in the 1939 budget (Federal Reserve Boerd index
f 82) 3

2. Thet for the same resson it will be necessery to
increzse recovery and relief expenditures Dby $1,390,200,000,
to & total of §2,528,000,000;

3, That other expenditures will have to be incressed
beesuse of the pessage of the CCC bill, the Ferm Bill, Nationel
Defense Bill, etc., aggregating £212,030,000;

4. That (according to lr. James Roosevelt) the President
contemplates asking Congress to aﬂprﬁpriate a further
$190,200,000 for rozds and & further $150,000,000 for flood
control, and to reopen P.i.h., OF authorize some sinmilar
organization to make grants, in the additionsl sum of
$453,000,000, or & total of $790,000,000 for these purposesj

5. That the total estimated r evenue for tioe fiscel year

1939 on the basis of the Federzl Reserve business index of 80,




4111 amount to $5,U77,000,000, snd that the total expenditures,
including the extraordinary expenditures set out sbove and not
included in the budget, will amount to $9,261,000,000, lesving

net defiecit of £4,184,000,000, an increzase over the budget

estimate of $3,234,00),000;
&. That the latest estimated deposits in the Unemployment
Tpust Fund for the fiscal yezr 1939 will smount to $731,3J9,92J
‘nd thet the estimated withdrawsls will zmount to £391,000,000,
sving £403,000,200 svallable with wnicno to nelp finance the
~bove-mentioned deficit. To thais should be azdded the other
pecial investments sucil as 014 Lge Reserve, etc., sgpregoting
8602,000,000;
7. That our working balesnce

ronge between 700 and 7J0 million dollars;

8. That there will be no further sale of public debt

yoligetions for tane purpose of purchasing gold for deposit In

and free gold smounting

the insetive gold fund, and that inactlve

to £1,392,000,9J0 will be used to finsnce the deficit; &and

3., That the finencial rejuirements of the Commoaitly

Credit vorporstion estimated at £250,003,J3903, tae Reconstruction

Finsnce Corporatlon estimated &t 81,000,000,000, &nd U. S.

dousing Authority estimated at 200,000,000, will be met througn

Treasury

obligations 1in the merket and the

the ssle of thelr own

relieved of supplying tnese three orgenizatlions with czsh.
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Based on these sssumptions there is set out below &
. tement showing the totsl estimsted Government finsncing whi
i11 ve required for the fiscal yesr 1939 and also the proposed

thoas of meeting these financisl regulrements

t:1 Tressury Filnsncing:
Net daficit v » o 4is ¥ s $4,134,000,000
:turing Trezsury notes . 3,265,002,000
taring speclal lressury
bills (4 times #250M) . 1,390,000,000
‘?tu iNEg Teg ulsr :.:_:..'__["'
bills 'LJ.'.. times L r“f‘)"‘_,l 202,200,033

lotal

fethod of Financing:

Hefunding -
Treasury notes (excnznges). 23,1

Tressury bllls (replccements) f,

w

'usn requirements .« -
uﬂrl'1}VﬂHﬂt Trust Fund
Jld rge Reserve, etc
U. 8. Savings bonds

Gold deposits . « » »
Merket cash oper:tlons

ditional estimsated gueranteed
>bligstions to be sold:
Heconstruction Finance “Orp.. §1,000,000,
“J.'1uLuy Credlt Corporation 'EJ,}JQ,'
U. 5, dousing Authority . - - 200,000, 1,450,009,099

iotal merket operatlons (direct =nd
e $ 3,007,000,20

- - - L -

guaranteed) . « « = * °

jote: In addition to the foregoing finezncing, there are qutu \
standing guar;ntee“ sbligetions wnlch m ture during tne fiscal
year 1939 =nd which nill heve to be refunded, in the zggregate

.mount of sbout 730, 202,000.




Gross public debt Mareh 31, 1938 . . .
imeted ilncrezse to June 30, 1338 .
sted incresse flscal year 1939

finance defileit (less gold

._?:'Sit-:-'" " ® & ® & ® ® ® ® & & & ®

{msted gross public debt June 30,

“-; & -

spanteed debt January 31, 1938 . .

timsted Lnerease by June 30, 19393
ieconstruction Finance Corp.
Commodlity Credit Corporation .

U. 5. Housing Authority . . - -

| stimated guarenteed debt June 30,

April 12, 1938




FEDERAL DEPOSIT INSURANCE CORPORATION
WASHINGTON

OFFICE OF THE CHAIRMAN

My dear Mr. Morgenthau:

This Corporation is taking certain steps with respect
t0 bank supervision which we believe are of such importance that
they should be called to your attention.

1. We are instructing our examiners 0o longer to ¢lassify any
loan as "slow." They shall classify a loan as "substandard"
if it involves a substantial degree of risk to the bank, but
no loan shall be eriticized by a bank examiner of this Cor-
poration simply because it has run & long time or because
it will not be paid off in the near future. We have long

urged this step and intend it to be & permanent policy.
ities

Securities of high invest-

ment gquality are to be valued at cost and market price 18

to be ignored. gSecurities not of a high investment grade

but also not involving great risk of defsult are to be valued

at cost, but the parket price is to be noted as & memorandum

figure in the examinations. pefaulted bonds, bonds having &

high risk of default, and stocks held by the banks are to be

valued at market price.




On the other hand, neither unrealized nor realized
security profite are to be taken into consideration in bank
examinations. As a permanent policy with respect to the
banks which we supervise, and insofar as we have power to
enforce sound banking standards, we intend to change the
practices of banks in rising security markets. Profits
from security sales are to be used as a reserve for future
losses. 8 t o be ab
security s tion. They must invest simply for interest
return. We anticipate that this policy will discourage specu=
lation on the part of the banks and promote stability in the
bond market.

The officials of the State Bank Supervisors assocla-
tion have agreed that the members of their organisation will
go along with us in this program of loan classification and
security wvaluation.

I am very glad to report, incidentally, that the bank-
ing system appears to me to be in a very strong position. Its
present liquid condition, with more than 50 percent of its assats
consisting of cash, interbank deposits and U. S. Government se-
curities, not only makes possible mesting all deposit withdramals

hltﬂlopmitsthuhnkltunatﬂldmndsfwlmofl
loan classifi-

reasonable character. We hope that our change in

cation will encourage the banks to make all reasonable loans.

Loans at present in the portfolios of the banks appear, on the




whole, to be sound. In 1954, 7 percent of the loans in national

banks and banks not members of the Federal Reserve System were

classified as doubtful and loss, and 28 percent as slow. In 13927,

the corresponding percentages were 2 percent and 12 percent.

As you can well appreciste, there are, however, certain
banks, largely banks which have never regained their strength
since 1955, which are in a weakened condition. In the near future
it may be necessary and desirable for us to meke substentisl pay-
ments in connection with these situations. However, our present
record indicates that where we make such paymente there is no eub-
stantial loss to depositors. It is my opinion that the banking
situstion is fundementally sound and need be no subject of con-
CEern.

Sipncerely yours,
H#11#4:ﬂ£<::: (ZEE;)

Leo T. Crowley
Chairman

The Honorable Henry Morgenthau
Secretary of the Treasury

Washington, D« C.




April 12, 1938

(Diotated ApriI 13, 1938 )

I stayed last night after the group left the White House
and then the President t over the tax letter which 1is to go
to the two Chairmen and Jimmy and Steve Early did everything
possible to stop the President from signing it. Steve Early
suggested that I sign it. They gsaid, "It will make the Senate
furious" and I said, "What about the 130 million people who were
under the impression that the President wants certain principles
in the tax bill and he keeps quiet and lets the thing pass without
sayipg anything?" The president's attitude was fine and he made
a Tew changes after going over the letter very carefully and
swept both Steve Early and Jimmy aside.




PARAPHRASE OF TELEGRAM RECEIVED

FROM: American Embassy, Paris, France
DATE: April 12, 1938, 10 a.m,

NO.: 583

FROM COCHRAN.

This morning I got back from Basel where on Monday
the regular meeting of the Board of Directors of the BIS
was held. The members decided to recommend to the annual
general meeting on the ninth of May a distribution of
the usual 6 percent gold dividend for the year ended
March 31, the eighth business year of the BIS, Bachmann,
the President of the Swiss National Bank, was reelected
as BIS director for another term of two years.

On Sunday afternoon at Eadunweile:r, Germany, those
BIS directors who are central bank governors held their
usual informal meeting. Schacht and his German colleagues
entertained the BIS group there at an annual luncheon.

At this confidential meeting the chief topic of discus-
sion was the guestion of the four thousand BIS sghares
which the National Bank of Austria had originally sub-
scribed. gchacht said that since he is president of the

Reichsbank, and the Reichsbank has taken OvVer the business
liqui=-

of the National Bank of Austria which has now been
gome of the

dated, he has the right to vote the shares.
protested against this. The point Was

brought

other governors




-a-

brought up by Norman of the Bank of England that when the
BIS had been set up it had been envisaged and arranged that
in the bank the seven founding countries should be on an
equal footing; if Schacht could now vote the Austrian
share in addition to those which the Reichsbank had previocusly
held, that arrangement would be upset. BSchacht said that
it was a plessure to him that someone was now approaching
him asking for equality of ‘trea.tmdent',at-gé'r all these many
yeare of his being in an opposite position. In addition
he intimated to the Bank of England Governor that he had
no objection to the Bank of England increasing its BIB
shares through some merger. The governors did not reach
a decision on this gquestion, but a gmall committee is to
gtudy the matter before the annual meeting of the share-
holders.

gchacht has completely recovered his well-known
celf-agsurance, as is indicated by the above remarks.
Schacht's term of office was recently renewed for four

years; coupled with thig is the extent %o which he has

partiniputad in activities of the past few weeks, all

indicating that Hitler has placed even greater confidence

in Schacht. Hise friend Funk, who gucceeded him as Minister

of Economics, and gchacht are getting on well together.

ncern was evidenced by gchacht over the in-
creasing

Some CO
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creasing budget burden arising from heavy borrowing for the
Government ,which the Austrian undertaking has increased.
There is no danger that this situation will have,early oon-
sequences, but it must nevertheless cause constant worry

to & man like Dr, Schacht who has such a comprehension of
financial and monetary matters.

I was told by Hechler,Schacht's Basel resident direc—
tor, that the great struggle for Schacht was trying to
keep Goering from his constant demands for resources to
carry out his four year plan in Germany.

The subject of Austrian bonds was brought up by
Hechler. Before the taking over of Austria by Germany, he
said, the BIE as trustee had been active in negotiations
for converting the 7 percent 1930 Austrian loan into a
% 1!3“pe:cant issue, and that it had been hoped by the first
of July this transaction would be consummated. Hechler
said that so far as the BIS ig aware, nothing has been
done on this since the Austrian affair; however, he said
he believes it entirely inconceiveble that the German Reich
ghould undertake to continue full service on thie loan at
the original rate of interest, 7 percent. Hechler sald
it wag much more likely that the Central Government should

look on this loan &s & continuing Austrian obligation which

that part of greater Germany should take care of just

as
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ag Bavaria should take care of a Bavarian loan.

The central bankers who were at Basel did not expect
that Germany would make an early move against Czechoslo—-
vekia, They believe that possibly a year may elapse be-
fore Germany takes any really aggressive action to follow
up the annexation of Austria. In their opinion, during
that time the present Czechoslovakia will tend to diein-
tegrate, which would prepare the way for the three parts
of the country to be amalgamated with Germeny, Poland and
Hungary respectively. This would leave a central part
which has a very uncertain future. Basel observers be—
lieved that increasing degemeration in France would be
the one factor which might tempt Germany to hasten moving

on Czechoslovakia.

Because of the governmental apnd financial crisis in

France the Bank of France Governor, Fournier, could not

attend the April BIB meeting. People in the BIS have become

greatly discouraged by and tired of crises in France.

In their opinion, France has already become & gecond-rate

power in monetary and economic impor tance, and that in

the international political gphere the country is rapidly

moving in that direction. Basel observers feel that the

attempted social reforms in France,
gt and cost of production increase have 80 crippled

aend labor's conse=

guent unre
France
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France economically that the country would not be a danger-
ous competitor in the world markets no matter what deprecia-
tion may take place in the franc. For a really wealthy
country such as France which does not put ite own house in
order there is not much sympathy. At the time of the meet-
ing of the BIS in March the Austrian crisis bad just
developed, and then it was hoped that this shock would be
gufficient to bring & National Union Government in France
which could patriotically lead the country out of the
difficultied it is in. A National Union Government was
not set up and political fight and labor disorders have
in the meantime developed more bitterly; thus many of
the even sympathetic observers at Basel do not show much
interest any more in who is directing the French Govern-—
ment, but their jnterest is rather in the guestion as
to whether the situation can ever be made right without
ghedding blood.

General satisfaction was expressed that the Popular

Front party had broken up, and especially that Blum was

no longer in office. It was thought that great damage

to France bhad been done by Blum through disturbing the

economic and social position. There has been a decline

in the respect for him as & patriot since his recent
tenacious
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tenacious holding on to office when failure was inevitable.

The strike situation was only being aggravated by his

remaining in office, and involved elements over which he
is supposed to have had real control. The opinion of most
of my friende is that if the Senate had accepted Blum's
program, France would within a week have had full exchange
control. They think that even this would have been in-
effective in France, and that none of the flight capital
already out of the country would have come back to France.
Perhaps you have had from Germany & report of the article
in the FRANKFURTER ZEITUNG in which reference is made to
Blum's plan as appearing to be "made in Germany". Some
observers admitted that Blum may have done some good for
the country in revealing the wide field over which reforms
must take place and in proposing such a variety of measures,
even though several were contradictory and some of them

were by no means feasible.
END SECTIONS TWO TO FIVE, INCLUSIVE.

WILSON.




PARAPHRASE OF SECTIONS SIX AND SEVEN OF NO. 583
of April 12, 1938, from Paris

The Daladier set-up became knmown at Basel over the
weekend. This set-up made a better impression on BIS
observers than any recent Government. However, these ob-
servers are still skeptical as to whether sufficient con=
fidence to float a fifteen billion franc loan will be
inspired by thie Government, especially in wview of the
strike situation which it inherited, and whether it will
live long enough to effect the drastic measures which are
necessary in France in order to bring about repatriation
of capital and economic recovery.

When the first reports of the Sunday plebiscite in
Germany and Austria came to Basel I was with the Italiansj
their remarks to me at that time, as well as certain in-
dications given to some of my friends, led us to belleve
that the Austrian affair has EERENWEXK considerably weakened
the Berlin-Rome axis; a contributing factor to this weaken-

ing is the willingness of Great Britain to negotiate &

treaty with Italy and %o take the lead vie-a-vis the

League of Natiomns in seeking a normalization of relations

with the Italian Government. There was & general belief

that very shortly the Anglo-Italian treaty would be com-

pleted and that this cons
ment for a long time in European political affairs. An
expected by anyone. The situa-

titutes the most hopeful develop~

early European War was not
tion
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tion in France and possible repercussions therefrom caused
most concern. There was general regret that the French
had not speedily followed the Britieh initiative in improv-
ing their relations with the Italians. Hope was still
held that a step in this direction might be takem soon,
since Bonnet is Minlster for Foreign Affairs.

I talked with >regident Trip of the Netherlands Bank.
Trip believes that Germnn'au%§f3ﬂ3=&;'haring a detrimental
influence on other lands, giving the impression of activity
and prosperity while in reality an artificially stimulated
regime is being carried on which in the end will cost the
Reich heavily. In the Netherlands, he told me, those Who
have been impressed by the German example, are making in-
creasing demande for public works. President Trip is in
favor of a certain amount of public works, but not such
a program as would involve early completion of all the

projects that would be done over & period of years under

normal conditions; i.e., he does not think that for the

sake of immediate amelioration all possibilities for public

works should be used up and leave the future with the bill

to pay and no opportunities for public works.

Naturally Trip wants the unemployment gituation taken

¢. however he is of the opinion that in most countries
»

care o0




we are too susceptible to propaganda in behalf of our
allegedly suffering brethren. The result of this he said
is perpetuation of loafing, politicians are aided in their
moves to get votes through uneconomic spending, and there
is evasion of courageous stepe toward sound recovery and
saving.

I had a private talk with Professor Eeneduce of Italy.
During the conversation it was recalled that he had remarked
to me in 1933 or 1934 that most of the measures which
the United States was undertaking then were not new in
history, and that American history would reveal the new
failure thereof and thatfzgz g:st countries to emerge from
the world-wide depression would be the United States.
Professor Beneduce is particularly concerned over the
various national experiments seeking to raise standards
of living; in his opinion the world is not wealthy emough

to give to every people the gtandards of living which

national legislators might want to give to them; varying

scales of living mus® continue, he believes. The natural

wealth and resources of the respective countries, as well

as tneir own initiative and willingness and capacity to

work, will determine the height to which they may move

up thelr gtandards. For his own poor country he benev-

desires that there be improvement in the standard
of

olently
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of living, but he realizes that in spite of enthusiastiec

effort of regimented labor, a level cannot be achieved
similar to that which should normally be expected in a
new and wealthier area such aes in the United Btates; how-
ever, he would rather see a gradual move toward the
higher standards than a rush to them through legislation
which tries to give labor so much that the load is too
heavy for capital and there is an increase in unemploy=-
ment.

END SECTIONS SIX, SEVEN AND EIGHT.

WILSON.




PARAPHRASE OF SECTIONS NINE TO THIRTEEN, INCLUSIVE
Telegram No., 583 of April 12, 1938, from Paris.

I wag told by Galopin of Belgium that in his coumntry
industry has contimued to decline with the steel trade suffer-
ing most severely. He does not see a turn for the better as
yet, saying that so much depended upon the United States.

I made reference to the recent report in the London Press
that very shortly Paul Van Zeeland might be made Prime
Minister of Belgium again; this was emphatically denied by
Galopin, who said that in Belgium there was no thought in
this direction or any poseibility that it could happen.

It is too early, he said, for Van Zeeland to reenter politics
evern though the charges against him and the late Governor
Franck will be cleared up next month. Neither is there a
1ikelihood that ex-Finance Minister Deman will return soon,
since there was so much unhappiness over the budget as he
left it and the people are not meeting cheerfully the present
need for increased taxes.

The Swise National pank officials, Bachmann and

pPfenniger, said that the Austrian situation bad caused enough

capital to leave switzerland to obviate the necessity for

them to check the jnflux of hot
n hurt by

any further efforts by
money, but that the banking structure pad not bee
¥

the affair. The swiss hotel jpdustry and railways anticipate

annexation of Austria by
Germany

an important profit from the
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Germany, as tourists are not so likely to go to Adustria
because of the change in government and because of the ex-
change situation. The Austrian resorts, particularly for
winter sports, have in recent years cut seriously into the
Bwiegs trade becauge prices in Austria were lower.

I had a talk with Governor Rooth of the Swedieh Central
Bank. He said that in his country there is practically
no unemployment, but that there is a decline in future orders
for exports. American cancellation of orders for Swedish
wood pulp ie largely the cause of thig., I was told by
Rooth that most of the cancellations had been abrupt without
even any negotiations toward receiving more favorable prices
than those agreed upon when the contracts were drawn up.
The European situation still worries him; he hopes to
keep an increasingly large part of his reserves in gold
crowns. The Scandinavian countries, he said, have now

started on a program of armament expenditures and outlay

for reserves that would be useful in wartime that will

cost in the neighborhood of four hundred million Swedi sh

pinion the Taw material market should

crowns. 1n nis O

sooner or later feel a real impetus witn Scandinavia spend-

ing to this extent and with moTre important areas going much

further.
I had a talk with gir Otto Niemeyer about protectlion
of
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of bondholders and he emphasized the desirability and urgency

of cooperation between the United States and Great Britain
in Erazil lest one be played against the other.

The Bank of England Governor, Norman, was decidedly
peseimistic and he thinke that so long as & cheap money
policy is maintained in the leading business countries of
the world there will be no lasting economic and financial
Tecovery.

The continuing slump in affairs in the United States,
xxixskm caused general unhappiness, and the reported deci-
sion of the Government to resort to "pump priming" to
achieve recovery caused deep disappointment. There was
general recognition that the unemployed should not be per-
mitted to starve and that there would of course be some
pickup in certain lines as & result of distribution of
Government funds. However, no one believed that such spend-
ing would go far toward reviving confidence or lagting
prosperity, as few if any permanent benefits had resulted
from previous spending. In the opinion of most of the
BIS observers, the soundest approach to the problem would
be made if only the most necessitous spending for relif

of actual needy were resorted to with concentrated effort

on bringlng apout normal business activity. In the opinion

of some of them guch & Tecovery would start itgelf if in

the near future business only had a little more en=
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couragement such as may be extended to some degree through
revision of tax measures. These observers want to see
business insured of an opportunity to make substantial
profits over a substantial period; they would like to see
the home construction program carried along. They do

not think that for the Govermment to guarantee rallway
bonde is a good policy. EEoulq}}arga ampunts be voted now,
they think that there ahdulatgiqa safeguarding clause to re-
lieve the Government from spending should there be a recov—
ery in business in the meantime. Private initiative ghould
be encouraged to take the place of outlay by the Govern—
ment. A real beginning had been made, it was believed,
when the Secretary of the Treasury spoke before the Academy
of Political Science at New York and when conferences of
businessmen were held in Washington. Government officialse
making successive attacks against business, revelations

of improper practices on the New York markets and other

factors have not only stopped the progress which was

hoped for but & real depression has grown out of a glump.
If the domestic economic situation does not permit purchases

i1t is evident that a lowering of our trade varriers will

not increase imports. ghould there be spending of important

hat simultaneous private spending
be

gums, it is recommended %
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be encouraged. As an example, should the Government advance
20 percent to home builders, the balance should be financed
by the builder. There should be similar handling of outlay
by railways for capital construction. Leaders in business
ghould make known their genuine desire to cooperate with

the Government and business should be met halfway by the
Government.

Yanagita and Kano, the Japanese directors, as well as
others, spoke of the American silver program with particular
reference to suspension of purchases of silver from Mexico.
They said they realized tm%® the decision of the Treasury
Department to stop purchases of Mexican silver was diffi-
cult to avoid in consideration of the general trade and
business relations between the iwo countries. It was
appreciated that this step had brought up & problem for
the Treasury in carrylng out its legislative mandate with
regard to silver. The BIS representatives for the most
part do not come from countries directly interested in sil=

ver, although the Britieh, China, India, the Dutch, their

Eagtern Colonies and Japan, following Chinese problems,

are naturally anxious to see whal happens on the world

gilver market now. In previous telegrams I have reported

that European central bankers have pnever looked upon the

American silver program as & monetary measure which would

be




be helpful. Some observers might welcame the United States
taking advantage of the present difficulty with Mexico

to begin a liquidation of the entire silver purchasing pro-

gram. Others, on the other hand, mikghk feel that now when
the world has suffered a degree of decline in raw material
prices, the list should not suddenly be augmented by silver.
I had a conversation with Golay, the leading Swiss
private banker who last autumn was in the United Btates.
Golay told me that the BIS observers had no more reason
being pessimistic with respect %o the American outlook in
April than they had in December in being optimistic.
Golay said that observers over here are foolish to try to
egtimate a situation which depends entirely upon the psy-
chology of a people influenced almost entirely by thelr

Executi‘vﬂ-
On May 9 the next monthly and annual meeting of the

BIS directors will be held at Basel.
END MESSAGE.

WILSON.




GRAY

London

Dated April 12, 1938
Rec'd 2:23 p. m.

Seeretary of State,

Washington.

301, April 12, 6 p. m.

FOR TREASURY FROM BUTTERWORTH.

#ixed sentiments both as regards the dollar and the
franc have made the exchanges unsteady today but the
volume of trading have not DEEN large. The movement 1n

francs has been affected by whether or to what extent

financial powers will DbE granted the paladier Government

and the dollar, by whether or to what extent Congress
will 1imit the Administration's spending program.

There is as yet no tangible evidence that Mexico has
begun to sell silver {n this market, The fixings con=

tinue small in both spot and futures. But the market

anticipates Mexlco will attempt to place sSome gilver soon

and probably through & continental bank, It is therefore

on the lookout for any gvidence of such a mMOVE.

KENNEDY




GRAY
Faris
Dated April 12! 1938
Rec'd 3:40 p.m.
Secretary of State,
Washington.

587, April 12, 5 p.m. (SECTION ONE)

FROM COCHRAN

The bill submitted this afterncon by Daladler to
French Parlisment censists of a sele article seeking
suthority for the Govermment to take, up to July 31;
1938, by decrees reached 1in the Council of Minlsters
those measures judged necessary to meet requirements
for national defense and to restoring the finances and
gconomy of the natlon. These decrees would be submitted
for ratification during the extraordinary session of
Parliament and at latest by pecember 31, 1938,

The explanatory note which accompanied the bill
indicated that the Government would still have to raise

approximately 35 billion francs to meet 1ts requirements

during the balance of the present calendar JEAT, this

borrowing made neEcEssary largely by constantly increasing

national defEeEnse expenditures.




=2= #5687, April 12, 5 pem. SECTION ONE from Paris

The Tovernment plans: to reestablish budgetary
unity, improve the commereial balance and augment the
resources of the state through a moderate tax increase
which would not harm production, resuscitation of
special duties, increase of special taxes touching
industries which work for national defense, revision
of the customs tariff, suppression of frauds, in-
creasing taxes applicable to industries benefitting

from a de facto or de jure monopoly.

WILSON




GRAY
Paris
Dated April 12, 1938

Rec'd 4 p.m.

Secretary of 3tate,

Washinzton.

To aasist,Ln_Eccﬁﬂm%Eqrscaggry and particularly to
alleviate the credit situation,” the plan envisages con-
cerns worlking for the national defense belng given the
privilege ol drawing, in & limited measure and in accord-
anice with strictly controlled provisions, drafts on the
state Ell;iblE for discount, presumably with the Bank
of France,

In view of the heavy charges facing the Government,
resort to borrowing will bE necessary and appeal will be
made to the public largely on the srounds of national
defense, Until such borrowing can be effected the
Goverrment must be glven certainty of meeting 1ts require=-
ments and sEeks & neEW ° ..rEASE of credit facilities with
the Bank of France, up to a 1imit of 10 billion francs,
1t being understood that this privilege would be availed

of only to the extent that normal porrowing arrangements

may not provide the nec . :sary funds. ia




2-i#587, From Parls, A?r.lz,ap.m.
Sec, Two)
rhe urgent program indicated above would be
supplemented by group of bills to be submitted to Parlia-
ment in normal course which would be aimed at effecting
gconomic and financial recovery of the country.
tapis exchange market has been dull all dey with

every ont awalting parliamentary pgetion on the new Govern-

ment's prozram, the announcement of which had 1ittle effect.

Rentes -ad earlier declined and discount on forward franc
widened nrincipally because of inereansed strikes. Indo-
Chinese Dank yesterday sold dollars importoantly here on
word of ‘merican spsnding progrimn but sales on thlas alde
today are said to have comE from New York,
(EVD MESSAGE)
WLIL3ON
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