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Appointments and Resignations
0'Connor, J.F.T.:
Resignation again discussed at 9:30 group meeting -
ulsfaﬂiiﬂi'l"“-f'f."il‘IIil“.itIi"iIiiiil!iilii 158’1-&5

Banking Legislation
Federal Home Loan Bank Board: Conference; present:
HMJr, Taylor, Bell, Foley, Murphy, Fahey, Webb,
Delano, and Russell =
a) Board memorandum
Bueiness Conditions
See also Houslng
HdJr end Bell to see FDR with regard to financing of
future administrative program - 4/13/38

a) HiJr tells Eccles of pending conference -
mgﬁjaii CEU R R L BB R LR L)

b) HWJr tells Hull of pending conference -

4/13/38

¢) Conference with Bell, Taylor, Gaston, Haas, White,
and Viner, preparatory to White House conference -
B R R e e e R R .

d) Bell memorandum on conference with FDR; prog‘ran
will not meterially change financing picture -
Mljfjsiili.itiiii..'lii‘liiliiliiI...Q‘i'li‘!ll-li

e) Conference with Taylor, Gaston, Oliphant, Lochhead,
Haans, White, Viner, and Magill, after leaving
White House - 4/13/38

New York Herald-Tribune article: "Roosevelt consults foes
and friends of spending; denies rift with Garner" -
4}’13‘!33#!‘!!..‘!‘#1.!#1 ''''' EE SRR e LU LU
FIR's fireside talk - Wj'auitottittt-oltlttt-tt-otiill
FDR's message to Congress - 4/14/38....
Conference concerning financing of FDR's program; present:
HJr, Taylor, Oliphent, Bell, Hess, Gaston, White,
Upham, Bernstein, Eccles, Ransom, Goldenwelser, and
Gardner - 4/14/38 . T4
B.-} Eﬂu memorandum FEEEEES 1-244125!123
Greenbaum memorandum on "deliberate deficit spending™ -
4/16/38 144
Conference on future borrowing planned at 9:30 muting -
Mlsfaaiiiiiiiiiil.i'b llllll L
Further conference concerning gold policy, with
representatives of Federal Reserve - 4/18/38

a) Memorandum: "Shall sterilization of gold be
cmplﬁtrﬂly mﬂpﬂndnd?'“ sassasses

b) Bell estimate of working balances at the end of
each month, April to December, 1938, under
various oonditions - 4/18/38 aues

¢) HWr reads to Eccles proposed statement on gnld

14 B/38...
pol)ql?uuliv;’lrip-urtu on reaction of Board — 4L/18/38..
Haas memorandum on situation showing further improvement in
hu‘iﬂ..l mtimt-m&fﬂaoooullt!io------i sesEeREEES




Comptroller of Currency
See Appointments and Resignations: J.F.T. O'Connor
Correspondence with FDR concerning eligibility of
bonds to be issued by local housing authorities
for purchase by national banks for their own sccount.. CXIX

P

Federal Home Loan Bank Board
See Banking Legislation
Pinsncing, Government
See also Buainess Conditions
Conference in connection with financing of FDR's future
program; present: HMJr, Taylor, Oliphant, Bell, Haag,
Gaston, White, Upham, Bernstein, Eccles, Ransom,
Goldenwelser, and Gardner - 4/14/38 Th
a) For personal expressions of opinionm,
see pages 11.-123
b] Bell memoranda sammenn 12&,125’123
CGreenbaum memorandum on "deliberate deficit spendingh -
Mlﬁ‘fjgti!ttiii-tiuiiui -------------------------- TR 1“
Conference on future borrowing planned at 9:30 meeting -
4;13;’38 LR 161.
a) Conference held; present: HWJr, Eccles, Ransom,
Jones, Myers, Fehey, Taylor, and Upham - 4/19/38
(Upham memorandum) e
1) Straus memorandum on funds for United States
Housing Authority for disbursement to
localities through December 1, 1938
Further conference concerning gold policy in connection
with financing of FDR's future program - 4/18/38.....
a) Memorandum: "Shall sterilization of gold be
Gmpl&trﬂ‘].}" mﬂpended?nilvliiii-i----i-i#iiitliit
b) Bell estimate of working balances at the end of
each month, April to December, 1938, under
various conditions - 4/18/38
¢) Harris review of United States Government
security market - 4/18/38....c0000cenencacs v
d) Haas memorandum: "Adjustment of Treasury
finaneing program to use of desterilized gold™ -
M].ijs SESEREEEEE gEEEEE BN
e) HWr reads to Eccles proposed statement on gold
Wliﬂ*mﬂf}ﬁ ------------------ FEEEEEE RN BB RS
1) Eccles reports on reaction of Board -
4/18/38
France

See Stebilization




Schacht's loss of influence commented upon by Niemeyer
at Bank for International Settlements meeting -
L LE R R ‘Itlll'-iil'lt‘tllll cm

See also Japan
Conference on desterilization in connection with the
finaneing of FIOR's future program; present: HWr,
Teylor, Oliphant, Bell, Haas, Gaston, White, Upham,
Bernstein, Eccles, Ransom, Goldenweiser, and Gerdner -
Lf"‘w}slil‘i LA R R RN Ty ] L] 74
a) For personal expressions of opinion,
see pages 114-123
b) Bell memoranda, 124,125,128
c) FDR talks further to Eccles - 4/18/38 155
Further conference concerning gold policy, with
representatives of Federal Reserve - //18/38....
a) Memorandum: "Shall sterilization of geld be
completely suspended?®......
b) Haas memorandum: "Adjustment of Treasury
financing program to use of desterilized gold® -
4;"18;33 ------ R e . e .
¢) HWr reads to Eccles proposed statement on gold
mliﬂ}r - mﬂ;”jﬁ LR NN EET]
1) Eccles reports on reaction of Board —
mﬂfﬂﬁ ----- SEFAEEEEEERE B (RN sssmamaw -
Government Bond Market
Harris review of United States Government security
m&rkﬂt-— mﬂfﬂﬂ.u” ------ [ EE TN EEsEEE SR R e aw
Greenbaum, Edwsrd S.
See Business Conditions

ol

Housing

HWr tells Straus, after interview at White House,
"we're counting on you for $800 million worth of
housing™ - ,/13/38....... e T T I

Straus memorandum on future requirements for disbursemen
to localities through 12/1/38, dated 4/19/38, attached
to memorandum on conference with regard to future
hbrl'ﬂ‘ling‘--u SEEBAAEEFA B R AR sEEERES

Correspondence between Comptroller of Currency and FDR
concerning eligibility of bonde to be issued by local
housing authorities for purchase by national banks for
their own accoWnt.c.eeseecnness .




Japan
Fhite memorandum: Financial mission is proceeding to
United States to inwestigation of possibility of

establishing additional credit - 4/12/98....e000s0s.. CXIX

American Embassy, Tokio, reports shipment of gold to
San Franclsco in the amount of twenty million yen -
mﬁf}aliiiviiii ---------- LR R R R R

Ao

Leith-Rogu, Sir Frederick
Butterworth reports on conference with - 4/13/38.......
Liquer
Senator King consults HMIr concerning proposal to Fequire .
by legislation that Federal Government protect sfate e
bordere in comnection with enforcement of tax laws
relating to aleccholic beverages - .L/14/38
a) MoReynolds memorandUm....scsssesesssssssnsssancass
FOR and HMJr confer concerning an increased tax in new
revenue bill: HWJr feels that inereasing the tax

increases bootlegging - 4/18/38...cuvevinncnnannenns -

=N =
Niemeyer, Sir Otto .
Butterworth reports on conference with - 4/13/38
=i
0'Connor, J.F,T.

See Appointments and Resignetions

-

Peoples, C. J. (Admiral; Director of Procurement)
HiJr verifies fact that message was delivered requesting
presence on 4/18/38...cceiiicnncnancns
Program, Administrative (Future)
See Business Conditions




Revenue Revision
Magill tells HWr reaction of committee to FOR's letter -
mj{janvutit-ot-ott---t ----------- AR AR e ﬂm
Liquer:
FDR and HWr confer concerning an increased tax in
new revenue bill: HWr feels that increasing the
tax inereases bootlegging - 4/18/38
Tax-exempt Securities:
FIR agks Treasury for certein statistical information -
‘;1&!33 llllllllll EEFAREEFEEEE e
HMJr-Magill conference on Treasury position - 4/18/38..
HWr consults FDR about position Treasury should take -
Ml’uf3a'|-t-ii-ii-rt-itiiiiii'iii
a) Magill memorandum

Soelal Security Board
Unemployment Compensation:
Third report on situation regarding payment - 4/18/38
(Bartelt, of Treasury, memorandum)

Stabilization
France:
Exchange market movements resumé — 4/13/98..cccsssnsass
Stabilization Fund (United States)
HiJr's release: "Contingent liability of United States
Etﬂ.bﬂi“tim Fund® - 4;19;33---;--:--11:1-;-‘#

el

Taxation
See Revenue Revision
Tax-exenpt Securitles
See Revenue Revision
Transportation, Department of
FDR and HWr confer concerning; HMJr suggests Jones as
hﬂﬂd-mafﬂitllﬂli SEE B AR L
HiTr's letter to Jones transmitting certain dnmmanta and
ﬂ.ﬂuﬂg that ther be studied - Ml?f}ﬁ- T

Unemployment Compensation

See Soclal Security Board
Unemployment Relief

See Social Security Board
United Btates Housing Autherity

See Housing




PARAPHRASE OF TELEGRAM RECEIVED

FROM: American lh:%i-r, Paris, France

DATE: April 13, 1988, 11 a.m.

NO.: 593

RUSH FROM COCHRAN.

Yesterday evening when the first vote of 576 to
S in favor of the French Government before the Chamber
was announced, the Paris exchange market was closed.
However there was a quick response from New York. Yes-
terday evening the French control wae able to sell
74,000,000 francs in New York. This morning when the
banks opened there was clear indication of the impetus
from New York's trading last evening.

and capitalists

French operators/have in addition been much encour-
aged by Daladier's second vote of 508 to 12 whereby Chamber
approved special financial powers. A contributing factor
comsisted of the explanations of the Finance Minister,
Marchandeau, and Chamber reporter Schmidt, that the Gov-
ernment did not intend to ask for or use special authority
to establish exchange control, or to change bearer securi-
ties, or to put a ta; on rentes, or to suspend amortiza-
tlon, or to have gold stocks revalued, or to impose pro-
hibitions on capital.

This morning at a quarter of ten I visited at the
Bank of France. The control by ten fifteen had gained
1,400,000 pounds and at the same time the franc rate had

been




_2..

been strengthened to 158.58. The control had not yet reached

a decision as to how far the franc should be permitted to

come up. {Qciﬁding gold and foreign exchange, the French

control held approximately 2,130,000,000 as of yesterday,
not counting the foreign exchange which was gained in New
York. Decision may be reached to try to replenish the
(1) considerably in the pre;ant favorable conditions
rather than permit a too abtupt rise in the franc.

The labor situation still needs much to clear it up,
although the labor news is better to the extent that national
aviation plants have been evacuated.

In addition, in view of international conditions,
it would seem that the bank and control would be warranted
in strengthening their positions as much as they can.

In the opinion of my friende in the Bank, a national de-
fenee loan will not be floated until the Liberal Government
has been successful in eliminating strikes and restoring
more confidence in tle Govermment.

WILBOHN.




April 13, 1938.
11:17 a.m.

D. w.
Bell: Dan.

H.M.Jr: Dan.
Yep.
I'm just back from the White House.
Yep.
And I asked the President for thirty minutes, for
you and me to see him, to go over the whole program.
And he's agreed to glve it to us.
When?
Sometime in the next hour or two.
Oh, is that right?
Yeah.
I see. Well, any change?

Well, I - I told him, ah, how far I'd go. 8So, ah,
we - we're going to have our day in court.

Well, I mean, is there any change in the figures -
have I got to change the figures before that time?

Well, ah, I didn't know whether you wanted to go
over and get the latest figures from Jimmy, in the
meantime.

Uh-huh.

Or does 1t make any difference, if he's going to
go over the whole thing?

Well, oh, I see. He's golng over all this whole
plan,

H.M.Jr: He's going to go over the whole plan.




H.M.Jr:

B:
H.M.Jr:

ST i
I see. All right. That's all right. I can do
some quick figuring while I'm there, I guess.

No, I mean, ah, he - he's going to go over the whole
plan, and, ah, I'm in a - where are you now?

In the Budget.
Viell, in about .....
I'm coming around that way right away.

Well, I'm just dictating a little bit, and in ten
or fifteen minutes I'1l be ready, and let you know.

Ah - ah, Burlew called up and said he'd been
instructed to write a bill for the loan part, and
he wants to come over and see Taylor and me, and
he'll be here about eleven thirty.

All right. Goodbye.

All right.

Ah, ah, when I'm through, ah, which will be ten
or fifteen minutes, I'11l let you know.

Right.




April 13, 1938.
12:20 p.m.
Operator: Go ahead.
H.M.Jr: Hello.

Marriner 5.
Eccles: Hello. Oh, hello, Henry?

H.M.Jr: Yeah.

E: Uhm, remember, I talked to you last night, uhmm,
and you sald you'd let me know today what the -
what your position was.

H.N.Jr: “No,"my- pesition - ah - hasn't been settled.
It hasn't?

No. And, ah, ah, I - Bell and I are to see the
President the first minute he's free.

Oh, I see. B0 sssss

And, and, ah - ah - just as soon as, ah, ah, Roosevelt -
Jimmy called up - why we didn't come over to fill

in the figures, and I advised him - waiting to hear

from his father.

Uh huh.

S0, ah, ah, the President is going to, ah, sit
down, ah, with Bell and me for the first time and
go over the program.

Did, ah - last night at the meeting, did he - he,
did, ah, did he decide to go on the - go through

on the program as - along the line that was dis-
cussed yesterday? Is there any particular modifieca-
tion in 1t?

HeM.Jr? No. No.
E: There i1sn't?
No. The only thing that, ah, that he had in mind

which wasn't mentioned at noon, was the, ah, billion
and a half,.ah, ah, no-interest loans to states.




E:

HoM.JT:

L

Well, is he going to cut that out?

I don't know.

Don't know whether that'll go through or not?
No, I don'ts

Uh huh. Well, if - if that goes out, he'd - they'd
put the other in, I suppose. That is, the - he,
he's determined to have a Public Works Program,
isn't he?

Well, I don't know that - I, I've never had a chance
to discuss it with him, ah, Marriner.

Viell, ah, what I meant was that, that did he change
his views last night over the views that Jimmy and
Hopkins discussed yesterday noon? .....

No.

Well, there's the, the ah, the individual - the
breakdown of the program was not discussed last

night.
Oh, I see.

And, ah, ah, he - he read the program, leaving the
dollars out.

I see. Well ....

And the program, he, he read it as &, program, but
whether this was good or that was bad was - it was
never discussed.

Uh huh., Well, the, the only reason, of course, I
was checking was because the Board, ah, ah, I
represented to them that no action would be expected
except based on certain conditions here, that, timnt
their action, of course, is - is dependent upon, ah
that other, on other conditions.

Well. Those conditions which you gave me over the
phone, you gave those to the President.




That's right.
B0 I imagine .....
Tos, that's ...s.
you'll have to deal with the President direct.

Yes. Yes, well, I hadn't called him; I - I just
thought if you knew what the result was that.....

H.M.Jr: No.

E: But, but it apparently hasn't been entirely settled.
No. But, but please remember, this - those conditions
which you named to me, ah, don't expect me to trade
for them. You'll have to do your own trading.

ELaughsg Well, I guess so. I usually do though.
Laughs

What?

Have to do my own trading.

You will have to this time. I - I'm doing mine.
You - you've got your hands full doing yours, huh?
Ah, they're - they're full and over-flowing.

Yeah. (Laughs) Well, I don't want to over - I, I
wouldn't ask you to do that.

All right.

A1l right, then.

Just as soon as I know, I will call you at once.
Well, fine.

And I'm doing the best I can under very difficult
circumstances.

All right. Thank you.
Thank you.

Goodbye.




H.M.Jr:

H.M.Jr:
Operator:
H.M.Jr:

Secy. Cor-
dell Hull:

HeMoJd1 5

April 13, 1938.
12:55 p.m,.
Hello.
Just a moment Mr. Secretary.
Hello.
He'll be right on.
Thank you. Hello.

Hello.

Cordell.

Yes sir.

Are you alone?

Yes.

0. K. Ah, I had thirty mimutes with the President.
Yeah.

And, ah, ah, I argued and pleaded - way I never have
before in my life .....

Yeah.

And the result of which he is seeing Bell and me at
twenty minutes to two.

Oh, I see.

And give us a chance to go over the whole program
with him,

Well, that's fine.

And, ah, whether we get anywhere, I don't know. I
couldn't get - we never have had a chance to go over
it with him, and would he give us thirty minutes?

Yeah.

And he's going to do that.
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Well that's fine. Maybe you'll make some progress.

Well, I hope so. Now, ah, ah, I'1l do the best I
can. You didn't have any chance to talk to

No, I didn't.

Uh huh.

No, I haven't so far.

Uh hnh.

I had to go into that meeting .....

Ohy, I sususs

ess+s and haven't had the chance yet.

Well, I wanted to keep you informed.

Yes. Thank you so much, Henry, and best of luck.
Thank you. Yeah.




Operator:
Roswell
Maglill:
H.M.Jr:
M:

H.l.J1:

H.M.Jr:

April 13, 1938.
1:16 p.m.

Go ahead.

Hello.

Ros.

Yes, Henry.

I wouldn't bother you, but I'm seeing the President
in a few minutes again.

Yeah.

And I wanted to know what happened up there.

Ah, his letter came in about ten thirty, or so.

Ten thirty.

Ah, to the two people.

Yeah.

And, ah, Senator Harrison, who was elected Chairman
of the Conference Committee read it to them. And
he, ah, he had previously told me what I said.
Yeah-

Ah, ah, Doughton declared himself - sald this
wouldn't affect him because he'd always thought the
theory of the undistributed profits tax was per-
fectly sound.

Yes.

Ah, ah, two or three of the Senators, particularly
Vandenberg, expressed themselves adversely to the
letter.

Yeah.

Well, then they went on, but, ah, discussing the
two main things, ah, described in the letter, which
they'd agreed to discuss anyway.

Yeah.




D

And, ah, got nowhere in particular. It was pretty
obvious that they were all turning it over in
theér minds, trying to make up their minds what

to do.

HoM.Jr: Yeah., Well, now, let me ask you this: Would you
say they were sore?

No. I think, ah, I think Harrison, ah, ah, ah,
was to the extent that he wished the President
hadn't injected himself into it.

Uh huh.,

He, ah, he said he had told the President that
at sometime in the past.

Yeah.

Ah,I didn't get a chance to see the House conferees
afterwards, but I imagine they were very much pleased.
But, ah.

Ah, do you think there's any chance of holding a
line?

I think there's a - I think there's a pretty good
chance. What they'll - I think it undoubtedly will
have its effect. The - I think on the capital
gains that they'll try to work out some compromlse
position. That seemed to be the way they were
trending.

I see.

Ah, on the U. P. they're - they're still locked
horns.

Uh huh,

And I don't know what they will do, but, ah, gosh,
if they have any sense, why, ah, I think they'd take
the House plan, but I don't know whether they will
or not.

H.M.Jr: Well, he kept faith with you.

M: Well, I - I was very much pleased about that, and
I wish you'd thank him very much on my behalf.




Ly

Well, I don't think I will today, but I will ....
(lavghing.) All right.

(Laughs.) How do you feel, Henry?

Ah, I'm all right.

Gosh, you must - you certainly had one day yesterday.
Well, it's just as bad today.

It is, huh?

Yeah.

Well, ....

Well, well, I'1ll see you a little.later.

Thank you for calling, Henry. Yech, I'1l be up
there from two to four, I guess.

0. K.
Thank you




London
Doted April 13, 1938
Rec'd 2:35 p,m,.
Secretary of State,
Washington,

307, April 13, 6 p.m. (SECTION ONE)

FOR TREASURY FROM BUTTERYWORTH

Onee In the course of a converantion at a private
dinner Sir Otto Niemever snid that the B I 8 meeting hod
bEEn a depressing affalr; thet the governora of the central
banks took o pessimistic view of world affairs in general

and France's in particular. He also said Schacht had

really lost greatly in influence nnd that he was now only

consulted about purely technical matters and even then he
Wwas overruled 1f it could be presented to the Fuehrer that
2 given question should be decided on its political merits,
He c¢ited as nn 1l1lustrntion the mark=echilling rate which
Schacht had felt should have been in the ratio of one to
two but 1t had been decided on grounds of political ex=-
pedlency to fix at one to one and one half, Niemeyer said
that in effect the prevailing rate added 25% to Austria's
Export prices but correspondingly aided Austrian Explolita-
tion of the German market, Leith-Ross who was present

questioned




-2« #307, Aprll 13, 6 pem, SECTION ONE from London

questioned Nlemeyer about Schacht'!s attitude towards the
Austrian sterling lcans (my 298, April 11, 7 p.m.) and
Niemeyer repeated that Schacht would only have the de-
clding velce on such a question if it were not represented
to the Fuehrer as involving important political considera-
tionsa,
Both Niemeyer ond Lelth-Ress were convinced that the
inclusion of Austria into Germany had raised extensive
and difficult problems. The military and politiecal ad-
ministrative problems incident to the annexation of Austria
had been minutely prepared for in advance but the finanecial
and eccnomic preparations had been negligible, In any
case the ndjustments both internal and external were of
such a character as to preccecupy Germany for some time,
Ineldentally, in the course of subsequent discussions,

Niemeyer defended Kienbokck!s skillful handling of Austrialts

financial problems, Leith-Ross, however, blamgd him for

refusing in recent times to embark on an expansionist
policy which would haove deecreased Austrion unemployment
through public works activity. Leith-Ross attached con-

siderable importance to the fact that Imredy, Governor of

the Hungarlion Naticnal Bank, was benefitting by Kienboeclkis
mistake; an expansionist policy was a necessary safeguard
agalnst Nazl penetration in Hungary,

Two. (END SECTION ONE)

KENNEDY
KLP:SMS




PLAIN

London

Dated April 13, 1938

Rec'd 2:40 p.m.
Secretary of State,

Washington,

307, April 13, 6 p.ms, (SECTION TWO)

The city's renction to the American spending program
13 reflected In the moderately worded concluding portion
of an editori~l entitled "Priming the Pump" in today's
FINANCIAL NEWS: "For America the policy may lead to
recovery of an inflaotlonary kind although 1t may do no
more than couse a further loss of confldence among in-
dustriallsts, To the extent that public expenditure
cousea o loss of confldence and a reduction of private
cnpltnl expenditure the benefits which 1t provides even
in the short run are limited, On the whole it seems 1likely
that towards the end of this year under the impetus of
this expendlture Amerlca will recover. But 1t is highly
uncertain how lasting or how healthy that recovery will
be".,

Threes, Shortly after the opening the franc turned

bid nt 158 1/8 and the control has had to give francs

freely thereby acquiring as much as six million pounds,

It




~2= #307, April 13, 6 p.m, SECTION TWO from London

It 1s antleiprted that on Tuesday when the value dates
come together ngain the dollar which has remained steady
today will be weak in terms of francs, But today's

movenent into francs 1s due not to actual repatriation

but to bear covering, It is noteworthy that gold coins

especlally gold sovereigns have been freely offered

-

down to 34,07, (END MESSAGEY " - e

EENNEDY
RR:KLP




H.M.Jr:

April 13, 1938.
4:15 p.m.
Hello.
Hello, Henry?
Hello, Nathan.
I've been reading all about you.
Have you? What have you got, one of these tickers?
No - don't have to have that.

Oh. Well, I've been living at the White House. I -
Just came out for a breath of fresh air.

Yes? Are you going to give us some good prosperity.

I don't know whether I am. They're counting on you
for eight hundred million dollars worth of housing.

Say, wait a minute, don't, don't give it to me all
at once. Give it to me with a teaspoon.

Well, I think - haven't you guaranteed to build
eight hundred million dollars worth of houses?

je
I have not. I told them}cnuld sign that many
contracts, but building I cut down to exactly half

(Laughs) And, ah, ...
And it's going to be a hell of a job to do it, Henry.
And, ah, did Kline get the ten per cent at the end?

Well, Henry, that's a perfectly unworkable, cockeyed
scheme, and Senator Wagner will back me up on that.

Yeah.

Now that'!s absurd - to get the ten per cent at the
end. The whole enthusiasm of the cities is that

it's going to be their projects. And if you're going
ahead and tell them that it isn't going to belong to
them until they've raised that ten per cent, then




H.M,Jr:

=H

H.M.Jr:

i

the local interest we've gotten is - is Just, ah .....

Well, I told them if they really wanted to have
you build the houses, waive the ten per cent.

I said, "My idea is to waive it until December the
thirty-first.m

Well, they don't seem to think that's what ¥ou want
to do.

Well, we've got the amendments over there now. I
hadn't seen Senator Wagner when that went over.

Well, I just .....

And I -think it will be worth the effort. You can
see that other thing's, ah, cockeyed.

Well, I - I - I mean, ah, I made the statement, I
said, "If you really want Straus to build it," I
sald, "You'd better wailve the ten per cent." He
said, "No, he's insisting on the ten per cent come
in at the end.M

I never - I've been consistently opposed to it as
strongly as I knew how, and they had Senator Wagner
partly sold, and we got him unsold today.

Well, what Franklin D. Roosevelt wants James Roosevelt

insisting that the ten per cent - build a
house, don't give it to the city unless they cough up
ten per cent.

Well, Henry, you know I wouldn't advocate anything
as crazy as that.

Well, I Just, ah, .....

I'm glad you told me, and I will - tomorrow when I
go over there, I will try to straighten them up
because Senator Wagner now has authorized me to
speak for him. He had .....

Better do it tonight - it, it's - the whole thing
is erystalizing about a hundred and twenty miles
an hour.

Well, I - I'1l call up right away. Thank you.




= Yin

Well, don't, ah, .....

No, I was going to call up anyway, tomorrow morning.
Now, I'm simply making it .....

Well, you'd better do it tonight, because the way
the thing 1s going it's crystalizing, and, and if
you really want to give Straus a chance to do

something, then you'd better, ah, build the
houses and give them to the cities.

Ah, well I - I'm, I'm not going to build them; they're
going to build them.

I know.
All right. All right, Henry; thanks very much.
Well.

Now Henry, on that other thing, is tha't 0. K. with
you?

What's that?
Ah - did you get my - my note today?
I haven't had a letter in three days.

Well, I sent a letter over to you - it has the same
thing - asking whether you would be good enough to
designate Admiral Peoples to discuss, with some of

my people, the question of placing a large order for
individual things like bathtubs and piping and ranges,
in groups of - we want to buy & hundred thousand.

Ah, Friday I'll come up for air.

All right.

And until Friday, ah, just count me amongst the .....
All right, Henry, quite 211 right.
Will you?

You'll get this letter in due time. Why, why did
you call me up - just to help me out?
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I got a message you called me this morning.

Well, that was about this thing, but I decided
you were too busy and I asked the office to kill
the call and I sent the letter over in place of
it.

Well. Friday morning I'll come up for air.

All right. Now don't worry about this; it's
perfectly all right, and it'll keep until you
have plenty of time.

What is it, bathtubs?

Bathtubs, toilets, everything else. What have you,
to be - we're going to place - place a big order
and we want to use your Procurement Division to
cooperate in as far as you're ready to lend it to
us, because they tell me you have a swell machinery
for doing that.

Well, can't I resign and go in the bathtub business?
Well, I wonder how good it's going to be. Where
they going to stamp it - store the damn things

after they're finished? Well, that's the headache,
but the boss wants the order placed, and we're
trying to arrange to place it.

You're not implying they're going to put coal in
the bathtub, are you?

That joke was very old very many years ago.
(Laughs.)

And, everytime at a meeting, Colonel Rice told me,
Captain Rice, of the London County Council .....

Yeah.

I heard him answer the question, when he was asked,
"You know, that, that question 1s very old in England,
and really, we wouldn't expect the Americans that

are always ahead of everything to be bringing up that
joke, when we consider it rather stale, twenty-five
years ago." And he got a laugh.
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H.M.Jr:

[

Well .....

Except when he sat down, I said to him, "Gee, you're
pretty quick on the trigger. How did you happen to
answer that quickly at that question"? He said,
"Oh, I always could ask that at all the meetings

and I dlways make the same answer."

0. K., Nathan., All right.

Henry, thanks ever so much. Don't overwork, old
man, and don't worry about me; I'll try to limp
along and I'11

You called me up didn't you? Fellow died on us
out in California.

Henry, I'1l, I'll - don't let's talk about that
over the wire.

(Laughs.)

So long, old man. Call me up soon. I'm awfully
anxious to see you.

0. K.
Will you?
Goodbye.
Goodbye.




PARTIAL PARAPHRASE OF TELEGRAM RECEIVED

FROM: American Embassy, Paris, France

DATE: April 13, 1938, 6 p.m.

NO.: 600

RUSH

FROM COCHRAN.

The optimism reported in my 593, April 13, 11 a.m.,

continued thoroughout the day on Paris market. French rentes

gained ap much as 4.15 francs; share market experienced boom

trading; three months premium on sterling declined from

5 to 3 francs. Many bourse operators feel that this time

& real turn has been taken in French affaire that will con=-
tinmue in the right direction.

More conservative observers reserve their judgment
until they see how the strikes are settled, whether indus—
trial production picks up, whether service on public debt
can be reduced, et cetera.

At any rate a very promising start is being made by
Daladier and many business people will support his actions
eince they look upon him'as the last hope for gemeral .
salvation of the country. It is entirely conceivable that
capital will return better under his present Government than
it would under broad National Union Govermment with Com-
muniet participation therein.

This evening at a quarter of six the French had for
the




the day gained in foreign exchange, including dollars,
approximately one million five hundred thousend pounds.

Guaranty had bought by four o'cleock two and three
quarters million dollars for the control. The "value datesg"
incidental to Easter holidays somewhat hampered Guaranty.

The closing rate of the franc was around 158.12 to
the pound sterling.

WILBON.
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“ Roosevelt Consults Foes
And Friends of Spending;
enies Rift With Garner

roen an Henry A. Wallage, Becretary of Agri- ready espouse & firm sta
] o thau g * culture, and Harry Hoplkins, W. P, A agalnst higher defleits, had actusily
Opponents of ‘Pumpadministrator, representing thelcrossed the President by champion=
.3 L] other Administration wing, James'IDE tha House leadership in the res
Priming,’ Sounded Out g, . " e Brotionts sor ang OTganization bll fight and resenting
2 & half-humorous Presidential “crac

on Message Tumurruw;:'i;:‘:'?- Was also present with his . ense.

P = | Capital observers are well agresd
& The purpose of the eonference™

President Movesthe white House nnouncea aneag 5 Mr. Garner is flercely opposed
of time, “Is to discuss the Iﬂtmﬂtﬂ any great “pump-priming” and
To Ward Off Revolt e President is preparing for probe deficit-rolling program, and that he
ble transmission to the Congresghas ¥olced these views trenchantly

Thursday."” to the President at other times, if

Seeks to Refute Ropm't'mrr; “Lh[‘lf ltuaﬂ:;:a It was learnedjnot yesterday, :
=il A% earller Becretary Morgenthau But at his press confersnce th
of White House Rowhnad joined the ranks of those m-mm,:l; “mm-m gm: nothin;

With Garner Over Plan [*r¢ the President against & 1arg8 y0u0 any tir with Mr. Garner ex-
F b pump-priming program.” Incent what he had read in the
to Pile Up More Debtshis own quiet and unbelligerent WAY, newspapers. He replied with a flat
P It was reported mmong his friends, negative to & question as to whether
By Albert L. Warner ~ ~the Secretary of the Treasury hadhe and the Vice-President had dis-
WASHINGTON, April 12.—Prese 1014 the President yesterday he was8greed over pump-priming.
dent Roosevelt called to the White MY gninst a big spending pro- The President also was maked
House tonight mnd conferred witp 5. 8lthough he realized thagibout s report that last week Mr,
. : - fUrrent  economle conditions re-@arner had told him the New Deal
five Cabinet members anpd L:oqulm! more money for relief and®hould “let the cattle be turned
Sgency hescs In an effort fo bringe, . ent aid out to grass"; In other words, that
the Right and Left Wings of his ad- bl business should be glven some kind
ministration together on o rellef and Hull Against Spending treatment and good pasturage, for a
works program to be sent to Con- This put the Secretary of thechange, so it could “fatten up.* The
gress Thursday. Treasury in much the same capPresident sald this report was marde

fith Vice-Pres n? out of whole cloth, and he himself
The Presidential message andwith Vice-President John N. Garr, ) O SO0 €. W0 yesterdny i

radio speech to accompany the pro=1t Was taken for granted in Washe had read it B Vice-
gram and designed to bring agree-ington that Seeretary Hull ﬂ“?m:dm: Bs uﬂ:r:lqmﬁl. yes,
ment in the ofMclal famlly s dm.:]ﬂ}h‘.l‘ﬂ H-!F::EI'II.'E! at any IHTR!-EK'RHI:'“ seen 1" Mr. Garner, accord-
closed from muthoritative indicationTeturn to “pump priming.” This wasing to Mr. Roosevelt, sald hs had
to cover the following: the first time he had been called never made the remark to any one,
A firm request for $1.250,000,000 forintu B special eonfercmce on relisflet alone the President.

W. P. A. rellef for seven months 0 Public works as far as newse Meantime, the spending forces In
starting July 1 paper men knew. the Administration were upheld by
E T The personnel of the White HoussJohn L. Lewis, chairman of the
Discussion and commendation ol onference thus suggested that theCtmmittes for Industrial Organiza-

proposals for a $1,500,000,000 I:H.H:l-PT ident w ol t ih tlen, who told fellow leaders of the

lic works program but epecifia o K anxious o erase Wén v n ynions that the government
consignment to Congress of re- TS.RE dIvision in his Adminlstration'myst create purchasing power and
sponsibility for making any de=°0KS Some assurance to businessjobs for the unemployed. He warned
clsion and choosing the method,®0d the hapding of "’W“E’hl“t’ﬂ”ﬁu;ﬁ“:'ﬂ%;iﬂ“:ﬁ? s be

. % q o D= tion.
Use of desterllization process on the E::;S: g:::“::;:::‘;"1"'-’1:":":‘1"“??:;‘ “Hand-to-mouth measures ars not
$1.200,000.000 sterilized gold fund 37°% ¥ e e enough. A well planned, long-time
to reduce the public debt and cut :"—:::" concesslons to the “”m'”"grnlgr%m r;;e-ﬁlm be em':.-dggeg. The
1 d - 1.0 & unemploy o not
: ;5,:3_5:“de:: lm;;,:nmugﬂf That the President was disturbedwant leaf-raking jobs. They want
Eram. by reports of dissension in his .d.tﬁnus?als SHEﬂ r:'t:r.;anrinrlglcu.mschﬂ;.
e . , education

A new call for the revival of privatey DUELOR VET SPending was 1n-g Pogury recreation.

business and assurance as to e ?M:“l‘:o F. H. LaGuardia nrhmi_lw
ernmental policles towa = i oric & ave encouragement to the
try, = O g Despite s growing lst of wellynenders ig conferences with Messrs,

Th 4 Cont .2 [known points on which their viewsHopkins and Ickes. Mr. Hopkins also

05 Laniyrene have differed President Roosevelbsaw Secretary Morgenthaw To the

At the wmuﬂurlmua conferencedenied any estrangement from VLN-:MM Hﬂm :-?R:M Htprtatn:tl.l‘.lv:
were  Cordell l, Becretary . of President Garner and particularlyMaury averick, Democral, @
Slate; Henry Morgenthau, Becretarysought to refute the report mgﬁ_m- one of the Left Wing gt
of the Treasury; Postmaster Gen-they had quarreled at s White®lve group. He said afterward that a
eral James A, Farley and Jesse . House conference or that they had
Jones, chalrman of the R. F. C,, allhad & tiT over renewed “pumps

representing the conservative wingPriming” expenditures,

af'the Adminlstration, and Harold 1, Mr Roosevelt did not refer te
Beere . yesterday's other gossip wversion,
T, tary “of the Interlor;l . .y that'Mr. Garner, although




<EE3

.nwm

wm

m

i
%
E

The. Targely
llpmthem:nhmmu-
and

orgagizations

behind

tieally| extraor-
o works program

m&"“ that when

o

t's

tive advisers.
the plans go befors
and the rellef

-Op
th Fresiden
ta h curtalled it would

dinary if & big p
can be stopped.

them, It will

loeal




. - 26
«Copy of letter as finally sent by
| ’l the President to Senator Harrison
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THZ MITZ NOTsR

inzhiinrton

arll 13, 1978

Jear ir, Chalmman:

F11 Jnst edestad r the Tanats ALf%ar in eamy cortiomlars.  Mdle
A1 ffarqema In da%all man, 1 anm confident, ba ironed out ln con=
farmmes coaxities vithmt ancrifiece of Mmdwoenta) nrlncinies, in
tws mjor Faspants irmoartamt oriaciples of Talrness In tamtion are
in e, T +igh &7 Tring these two matters briafly to your atten—
tion =%t thie tine.

Tha Hevemia 3111 2a 1% passad the Mouas and the Tevems

1. Cozital Oalnag - Tor many 7years tha country has
nccantad without questicn the ;rineiple 5f tammtion in secordance
with ~b11ity ta nay. This »rincirls sppliss to nll formg of mddl-
tim=1l renlth necmuing $o indivifnsle. Thare 1o ne Talrnass in
toxin~ the arl=risd mrn nnd tha merchant upon thelr incomes nnd
trxing at {-r lewer rntas the ;rofits on the capitel of the soam-
lstor. For isg 1t f=ir te sublect the sclnried man and the =erchant
to ;rograselve surt-xaas woon fhplr earninge and at the sn=s tine to
tnx eapital rFring, 1arrs or gmll, 2t the an=s flot rate, to the
partiruler sdysntnee of the taspayer rho athervise would oy wuch
hirher suarinx rates. In othear words, as rn matter of rrincinle, AT
additinnel we=lth in the form of sarnings from siness, soch =e
dividands, interest, or wures, 13 tozred ot srogressive Tates them
capltal gring should alse be toxed at ;rogressive rates.

The nresant law trants eapltal going very favoradly -
more favorably than dividends, intere:t, or s=larias sarned over
pimiler reriods of time. The advmntape rlven fo ennlitsl ~rins under
the presant law, ra cosared to osrdlmry lncome, in mny casss mma
as hirh re 57 carceat, Dnder the Sammte B11 thiw ~referantis]l ad-
wntrure 18 furthear Ineranssd by refneling the tar to a fMat rts, no
mattar how lorre nra the tumayer's enplitnl pnine or how hree hia
other incore. Tor exnmpla, n nan who makes n eapltal s=in in »

Civen “yanr rmounting %o 35700 wonld hawe Lo ony . tax of Rot more than 15 Zammm

parcent: whils nt the same Ltinme the =n whn oales capdtal

ng af 3500,200 in n glven year will also pay n tax of not more
than 15 parcent. Desirnble ns it iz to foster business recovery,

we should not do w0 Ly erenting infustices in the tax mrstss, par-
ticularly injustices nt the ar-snss of the mam who sarnas his incoms -
infustices to the ndwmatase »7 ths man who does not.
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with his moante It would be particulurly undesirnble to aliminate
the undistributed profita tax nt this time, in fuvaor of a flat rute
of tax, represonting on ineresse in the tax burden on mamTy small
gorporations, end on all sorporations which follow ostablished
werioan practices of dividend diptribution; and a ape in the
taox burden of namy lurse porporntions, which have eir
enrnings in the past, and would be angouruged to resume the prac=
$ioe in ths future.

The Pill as passed by the lPuse givos s flat exscptlon
fron the undiatriouted profits tax to those sreller corporations .hieh
wmke net oomings up to 425,000 per yeur. tus of the total of
200,000 tnxp-oing corpor:tlona, appro inately 176,000 are sxe=pted
fron the undistributed prolfita EnX upder this provision, This meand
that any young and rowing aurpor 4lon earning up to bp5,000 por year
sap In the disoretion of lss directora aet nside all its earnlogs for
sowth and expannion, ''oreover, undar the House 111, gorporations °
Ath incomes in exoess of 15,000 can «1so negumlnte resorves for
agitimits purposes by paying an sdditlonn] tax of only fro: 1 %o

peroant on undistributed o.ralnmt.

~here are many other provisions ia sne two bills shileh will
aprove tue equity of the tax systom, and the efficlency of its ad-
inistrution. .ome pending unendsentsa srunt unjustifiable em=;tions
‘ranm a fulr ponerul rale, gosaplicute the law, und should be ol lalnated.
t 18 post i ortunt, Sowever, O aold fust %o that wilch is good ln
06 tux systese .ouul tazstlon of inoomos of sizmilar size, and el
-axation of eorsorutloms :md jnlividunl tuxpaers are axiomi.tie. The
wpeal of the undlatributed profits tux and the rodugtion of the tax
n oapital ming to 4 rragtion of thu tux on other forms of income
trike st the roeot of funduentus prineiples of taxatlons

Tusipes: will be helped, not hurt, by these susgestlons.

Faithfully,

=N T O ETILT

‘loh. I'nt lnrrison,

Chairman, Finmnee Comiittea, a
nited tutes wnote, r
ashington,ll. C.

¢



April 13, 1938
12 o'elock

Present:

Mr. Bell
Mr. Taylor
Hr. Gaston
Dr. Haas
Dr. White
Dr. Viner
llrs. Klotz

(Mrs. Morgenthau present for the last few minutes of
the meeting.)

HM,Jr: The purpose of asking you people to come
in is this: The President told me this morning that he
would give Bell and me 30 minutes to go over this whole
program with him. Jimmie Roosevelt Just called up and
asked why wasn't I over there to £411 in the figures.

I saild the reason was the President sald he would give
us 30 minutes in which to go over the program and ftell
him what, in our oplinlon, we thought was a good program
and could be financed.

80 I want to go over this thing with you fellows
once MOTre.

Now, Dan, let's Jjust start 1in on this thing. This
ig the way 1t is golng to go. Highways, $290,000,000.
Doesn't show any increase. What about that?

Mr. Bell: Shows an increase -- Yyou 8ee, what I did
wag to glve the lncrease for the total rather than individ-
ual items. There is $190,000,000 increase.

HM,Jr: This thing he is gending up tomorrow, any
inerease in that for Highways?

Mp. Bell: $100,000,000 is the new linorease - §90,000,000
ig the inorease in the regular amount. The total is in here -
$190,000,000 there (pointing %o tabulation) and $150,000,000
there, making §340,000,000.

H¥,Jr: The difference between that 1s?

Mr. Bell: 190,000,000.
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HM .Jr: You have upped it $190,000,000 and upped
this one §150 000,000. That makea your $340,000,000.
A11 rignt. There 1s $190,000,000 inorease in Highwaya.
Well, he told Wallace that muet be spent in this mlendar
:,rEEI.I‘.

Mr. Bell: What I take is, he is going to put in
the Budzet the $100,000,000. The $90,000,000 goes in
the regular appropriation and is matching money, and the
$150,000,000 is also going in hils message == flood control.

HM,Jr: Just $100,000,000 for Highways. Are we for
it or not =-- the extral

Mr. Bell: Well, we don't know what he intends to do
with 1it. T would Just as soon see 1t spent on Highways
as on anything .else, but I hate to see a Transcontinental
Highway, to start with $800,000,000, and that's what I un-
derstood Jimmie Roosevelt to say 1t 1g for -- to start a
spur for that. I certainly am against that.

HM,Jr: Well, we will ask him what 1t is for and at
thig time we don't want to start an $8,000,000,000 program.

Mr. Bell: I don't belleve we ghould.

Mr. Taylor: No, if they use this total highway prin-
ciple, it can go to Jesse on that. ‘ He can finance that.

Mr. Bell: Oh, no; ¢that won't work.
Mr. Gaston: It's bad in principle.

Mr. Bell: Sure. Politically it won't stick. Tolls.
We will be holding the bag in two years after you put on the
tolls.

HM,Jr: Well, Just kind of go quickly over the whole
busineas.

Mp. Bell: $150,000,000, Flood Control. The country
1g flood control conscious and I think that is a good thing
to spend money for if you are going into a spending program.
I don't think, however, we should build up a big one - flood
control bill - which we can't meet out of taxes.
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HM,Jr: (Reading from tabulation)

Rural Relief.

National Youth.

C.C.C.

Those are all fixed.

Boeial Security. You can't fight about that.
Revolving Fund including Grants?

Mr. Bell: That's the $450,000,000 extra that you
about yesterday.

Mr. Taylor: That's what we are having a meeting on
other room.

HM,Jr: Who 1= Twe®i

Mr. Taylor: Department of the Interlor.

HM,Jr: Do we want to start Ickes in business again?

Mr, Bell: I certainly don't.
HH.Jr: I don't either.

Mr. Bell: I think what will happen, you will get
a lot of commitments in 1939 and the money will be spent
in 1940-1941 and that will ruin those years if you even
think about balancing the budget.

HM,Jr: What's what I told the President. The
President said if they don't get started until October,
it's no good. You and I have seen letter after letter
on that. I think ybu and I should take the position not
to start Ickes in business again.

Mr. Bell: That's right.

HM,Jr: Because he has never been successful at 1it.
I don't think we should have 1% billions-50 year thing for
States. It's too slow.

Mr. Gaston: That's an alternative to thie same thing.
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HM . Jr: No:; 1it's separate. They won't tell us.
That's The trouble. And they keep me in the dark all
the time and as near as I can make out, that 2% to the
States 18 extra.

Mr. Bell: That's direct loans without interest.
Mp. Gaston: That means another $700,000,000.
HM,Jr: It means another 14 billions.

Mr. Gaston: Actual cost.

Mr. Bell: Over a perlod of 50 years 1v niiﬁiiﬁgt*
us at least 1 billion interest.

HK,Jr: That won't pet started until the State leg-
jglatures meet. Right? Won't be started thls year.

If the President says, Now I put it up to you. We
do the 1% billion for unemployed. Youth Administration,
Farm Security -- that's all in theref

Mr. Bell: That's in the bottom bracket.
HM,Jr: I won't argue about that.

Mr. Bell: I can't argue about taking care of the
poor fellow who hasn't a Job.

HM Jr: What we are arguing about is putting Mr.
Ickes bacﬁ in business because it won't get results. We
are going to argue about 50-year loane to States because
that won't get results now and has not been thought through.
In the first place, take New England. There are Tive
States involved in the Connecticut Valley. Until they
get together and they won't meet until next year, it won't
get started until a year from now.

Mr. Bell: The only possible amount that could get
out, you could take old applicatlione on f1le which have
already been approved by cities and countles.

Dr. Wnite: They haven't anything later than 1936.

Mpr., Bell: I think that's right.
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HM,Jr: And Mr. Jones has authority to do that.
What I am trying to get at is the thing we don't

1. Put Ickes back in business.

Er. Bell: Xes.

HM,Jr: Because it 1s too slow. Right?
Mr. Bell: Yes, sir.

Dr. White: Is 1t possible to avold a good deal of
opposition by giving him a 1ittle?

HM . Jp: Dan and I have been through this thing. I
had the President give me his word of honor that he wouldn't
epend a dollar of the $300,000,000 Revolving Fund of Ickes.

Mr. Bell: And i1t's all gone.

HM,Jr: It's all gone.

2, MNo 50-year loans to States. Right?

Mr. Bell: Yes.

EM Jp: Too slow?

Mr. Bell: Yes, I think too slow.

HM,Jr: No Transcontinental Highway.

Dr. White: They would never get gtarted on that.for
at least four months.

Mr. Gaston: Too slow; unsound.

Mp. Bell: We made a $4,000,000 allocation in June,
1935, for good roeds which they sald they oould get under
way immediate1¥. They didn't spend a dollar of it until
the spring of '36.

HM,Jr: Now, Straus. What about waiving his 10%?

Mr, Bell: I don't know enough about it. I don't
think it es a lot of difference -- thinking out loud --
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because 1t's a gift anyway.

Mr., Taylor: I would take that one.

HM,Jr: That's the way I feel. I would take that.
But he wants another authority, for another $500,000,000.
Let him do the first $500,000,000 first.

Mr. Bell: That's what I say.

Mr. Taylor: I would even give him the other
3500,000,000 if you have to.

HEM Jp: If Straus signs contracts for $500,000,000
now, O«Ke Then Congress will be back in seven monthe and
1f the thing works -- let's see.

¥pr. Taylor: If you find 1t useful I would take that
$500,000,000 end throw it in there and it isn't going %o
hurt you.

HM,Jr: You mean he won't do 1t7

Mr. Taylor: Yes.

Mr. Bell: Yes, but Af he signs contracts and com-
mitments, we are sunk.

HM,Jr: Surel
Mr. Gaston: I think that's a trading item.

Dr. White: Put a strong on it -- on gcondition such
and such an amount is expended.

Mr. Taylor: No.

HM,Jr: When thie bolls down, we don't want to put
Ickes back in business; we don't want 50-year lcang to
States; we don't want Transcontinental Highway. Is that
right?

Mr. Bell: Xes. And if they want to gpend anything
on roads, 1t should be part of Hopkinse 14.

Dr. White: So far you have merely taken away. Any-
thing to substitute?
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HM Jr: I don't think we need to.

Dr. White: Couldn't you increase expenditures
for Public Health. Very badly needed.

HM . Jr: I offered to increase Hopkins' appropria-
tion by sgﬂﬂ,ODﬂ,DDD if he wanted and the Presldent's
answer was 'I don't want any leaf raking'.

Dr. White: Would that apply to Public Health?

Mr. Gaston: You have nearly 2 billione additions
to the deflcit here: increases over the budget.

Dr. White: Before dlscarding the Public Health pos-
sibility, it 1is very popular; all worked out. There 1ls
a report on public health that 1s full of dynamite.

Mr. Bell: Would it create employment?

Dr. White: No. They have a program -- Dr. Parran
has a program for hospitalization.  $175,000,000 would go
a long way. Hospitalization and treatment for those on
relief.

HM,Jr: Does that put anybody to work?

Dr. White: BSure.

HM.Jr: How?

Dr. White: They are going to bulld hospitals; put
more purchasing power in the hands of the physiclangs....

Dr. Viner: What percentage of the beds in hospltals
are vacant nowi 35%.

Dr. White: Surely you don't question the value of
the project. ;

HM.Jr: No. I am taking the position, Harry, that
if you do thies plus all we have got plus what the President
has got left, if he wants to, if he really wants to do
thingd, we have plenty of things left that he does not
need authority for. I¢ he wants to do this Job, I am not
recommending it but he has some sllver certificates, some
Thomas currency; he has got lots of stuff that he can use.
And what I am trying to do is give him a program which I
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think Congress is going to glve him. No, I think you
people can take -- I think that's as far as we can go
with safety and I thi@k it 18 neceseary to go.

Dr. White: I think you can increase the strength
of your position in taking off these very large slices
if you substitute something which 1s not large, yet which
can be very well defended.

HM.Jr: No. The thing that he threw out himself
last nigﬁf, very emphatically, this item of $100,000,000
to put unemployed railroad people back to work on rail-
rﬁaﬂ;; which ig a Jones matter, he emphatically is opposed
to that. .

Dr. White: You feel it 1g too late to conslder any
additional e....

HM,Jr: It's not too lateil but I don't think it's
necessary and I think that I don't want to scare the country
to death and this thing here, Hopkins kept saying he wanted
to add a billion dollars. Cash.

Mr. Bell: Yes, sir.

HY,Jr: This will do that, won't 1t?

Mr, Bell: I understood him to say a bllllion cash
over and above the 1% billions which was dlscussed with
the Congressional leaders.

HM,Jr: Oh!

Mr. Bell: In other words, a 2% billlon program.

Mr. Gagton: This Just does that without grants and
no interest loans. About 2% billions altogether.

Mr. Taylor: We are really argulng about whether
you do grants and public works; that'e all.

HM,Jr: Practically.

Dr. White: Would there be any virtue in scaling
down the grants, making them smaller? You might be able
to get sufficient demand for them that they would begin
spending them right away and 1t would be quite popular.

HM,Jr: The trouble is, Harry, I have been through
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this thing for four years. Bell and I find we can
control Hopkins. You can start him quick and he will
stop quick of his own accord. You can control him.

These other things, the experience that we have had 1s,

in the first place they don't spend the money when you
want them to do 1t. They spend it when 1t 1s unneces-
sary. And you never can stop 1t and nobody can work

with Ickes. You just can't work with him. Now, Hopkina
has always sald that he can build big projécta. I don't
care how much authority they give him, because you can work
with that fellow.

Mr, Bell: That's right. Yes, sir.

HM,Jr: You can work with him, but you cannot work
with Ickes.

Mr. Bell: That's richt.

HM,Jr: If you want to go back to the President's
original idea and say a town wants to bulld a $50,000

school. We will let Jones make a loan and Hopkins will
either give you unemployed labor or the money with whiech
to hire unemployed labor.

Mr. Bell: That's all right. No objection to that.

HM,Jr: And those things will go and 1f all these
projects are kicking around and they get this thing started,
but by the time Ickes examines the thing and has all his
engineers examine them and has them adjust projects the
way he wants them, two years go bYs

Well, Dan, I wanted you to have what I had in mind.
You had better go up to your room and re=-examine if in view
of what I have been saying here now. And 1f and when I
get a call from the President, you will be among the first
to know it. If you go out for lunch, will you leave word
where you aret

Mr. Bell: Yes. I don't see much change in that
memorandum except this 1% billions for non-interest bear-
ing loans. Now whether that $450,000,000 that we have
got in there for grants could be considered part of that
1% billions -- what Wayne had in mind -- I don't know
whether we could get away with that or not.

Mr. Taylor: That's what I have been talking to thls
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Intericr crowd about, that you can, let's say, take a
billion or any figure that you want and say that 1s a
grant. Now that grant, if it is made in the form of

a contribution of interest, has to come out of that
billion and you set it up on 1its present day value; in
other words, it is a form of grant. Treat 1t as that.
But keep your financing mechaniem, whether AFC or Com=
modity Credit or a new gorporation that they are involved
in setting up. ;

HM,Jr: Ickes crowd?

Mr. Taylor: Yes. Trfit.ﬁe&gvg_-g’aweet.

HM,Jr: Do we need another corporation?

Mr. Taylor: You don't need another gcorporation,
but if you do do it in that form, with Ickes back in busi-
ness and so on, that is the only way that it makes the
slizhtest sense. Doesn't make much then. But you can
do 1t if you do it on that basls and Dan 1s thoroughly
familiar with that. I said all I had to say in there
and got the impression that the Interior boys acreed with
that.

Hi, Jr: I don't want them to start 1t.

Dr. White: The chief argument you are advancing
avout the lE billions to States is that 1t will not be
uged?

HM,Jr: Promptly. Will not be used in this cal-
endar year.

Dr. White: Subposing that there 18 avallable, or
can be within two months, 200 or 300 or 400 million dollars.
It geems to me you would be on weaker ground and in view of
the fact that the objection you are raising to us, that
instead of 1% billions let us make 1t 250 million or 300
million. That would give your point gonsistency.

HM,Jr: No, because as soon as you get up on the
Hi11l they boost it a billlon or a billion and a half.
Ickes goes up with his whole machine and he tells this
Senator, If you don't do this I will take 35,000 projects
away from you. You can't work with this fellow. Hopkline
will say, I want 1} billions. Have we egreed on 1t?  and
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and we say yes, and he sticks to his word. Ickes' word
doesn't mean anything. He Just won't stick to it. Idon't
know where I am at from day to day. And the best example
1g, the President tells Jesse Jones to put a new bill through
and Ickes goes up on the H1ll and lobbles against 1t. How
are you golng to deal with a man 1ike that?

Mr. Bell: To my mind, the amount you suggeat could
be handled very promptly through Hopkins and Jessle Jones,
by Hopkins glving labor equivalent to the grant and Jones
giving the loan.

HM,Jr: Dan, you go on and 1f I get word and I have
a 1ittle more time, I will meet with you fellows agaln. In
the meantime, you can be thinking about 1t. :

o0o=-000




TREASURY DEPARTMENT
WASHINGTON

F THE ADMINISTRATIVE
TO THE SECRETARY
April 13, 1938,

T0 THE SECRETART;

The Prosident indicated in todoy's confersnce that his
message would contain recommendations for appropriations es

. |

followst

Works Progress Administration .s.. $1,750,000,000 to last until
February 1, 1939.

Farm Security Administration see.. 175,000,000 full year.

¥ational Youth Administration s... 75,000,000 full year.

Civilian Conzervation Corpe ssssss 50,000,000 in addition to
the amount in
tudezet.

Bonds sesssssacsssssssnsssscsnnnanns 1"::':'[0‘}‘}.':]0:' in addition to t
amount in the
dget.

Flood Control sesssrsssssssssannns 37,000,000 in ~dditlon to
amount in the
budget.

Federal Pulldings acsssssssssassns 25,000,000 in addition to
amount in the
mdget.

Public WOrkS sesesssssssaassssssas 15000,000,000 for loans and

grants,

TOLEl eesesnesnsssnns $23712,000,000

He also steted that he was adding $300,000,000 for the
United States Housing Authority for expenditure in 1939 and that an
screement had been reached betwsen Wagner gnd Straus to offer an
amendment which would permit the United States Housing Authority to
ney the entire cost of = housing project but that the title should
not pess to the local housing aathority until the local housing
authority had paid to the United States Housing Authority 105 re=
gqaired under the Act.

As to the billion dollars for publie works, loasns and
grants, the President said that 1t wns his thought that this could
be on an optional 45% grant and a 55% loan or on some other per-
centage basis, end, also, that pernission should be granted to loan
the whole sum without intersst, the borrower to repay the principal




only over a period of years not to exceed 50, This would result in
the Federal Government loaning the principal, paying the interest on
tha borrowed funds, and using the principal repayments as they come

in to retire its outstanding debt obligations, The President stated
that it is his thought the total ultimate out—of-pocket cost to the
Government should not exceed $1,000,000,000 and, furthermore, no loans
or grants shonld be made on any gtate or local projeet which cennot be
started within six monthe from the date legzlslation 18 approved, 1
asked him if he would care if a provision to that effect were inserted
in the proposed legislation. He szid he would not care and thought

it might be a good thing %o insert it.

There is attached hereto gtatenents showlng rough budget es-
timates for the fiscal year 1939 which include expenditures from the
above-mentioned appropriations on a full year bo218,




(In millions of dollars)

Estimated in
1939 Pudget Revised estimates

$1,324 $1,324

Tlood Control
All othsr
National Defense
Agric, AJe. Program
Civilian Cons. Corps
Social Security
Int, on the Public Debt
Revolving funde (in-
cluding grants)
Transfers to truat accts
Supplemental
L' lecovery and relief=
Works Progress Admn,
Farm Securlty Admn,
All other

Total expenditures

The President indicated that he would ask for suthority to make grants and loans
0 local governments optional on a 458 grant and a 65§ loan or some other such perw
entage or advance the whole sum as & loan without interest to be repald over a term
f years, the Government paying interest in the meantime on the outstanding debt
bligations, but that the total cost would not exceed $1,000,000,000, It is esti=
ted in the above statement $450,000,000 will be spent in the fiscal year 1939,

thuv; Tevised revenus estimate is based on Federal Reserve Board business index
B f this index declines to 75 the estimate of revemue will be sbout $4,881

* "n, and the net deficit will be $4,380 million. If this index increases to 85,
venus estimate will be $5,238 million, and the net deficit $4,023 million,

s




April 13, 1938
4:15 p.m.

Present:

Mr. Taylor

lr. Gaston

Hr. Oliphant

Mr. Lochhead

Dr. Haas

Dr. White

Dr. Viner

Mr. Magill

Mre. Klotz

(The Secretary's father was vresent for the last
few minutes of the meeting.)

HM,Jr: To be brief, the program is Just about the
way it was. There is no change.l had two hours with the
Presldent and as near as I can make 1t out, I think it

totaled up to 1 billion 700 million cash. I Just haven't
got the figures offhand, but anyway 1t is Juet about where
it was.

I suggested to the President that 1t seems to me
there are a lot of possibilities, Herbert, that may get
im in trouble -- talking about copper vrices and inven-
torles and all that kind of stuff. I thousht possibly
you (Mr. Gaston) and Haas and White -- he sald he would
like you, as soon as 1t 1is typed, to go over there and go
ocver 1t word by word.

Mr, Oliphant: That's Leon's work.

HMiJr: No, most of it was written by Aubrey Williams.
Kr, Gaston: You mean the speech or the meassage?

HM.Jr: This is the measage. Acain and again he
sald, 'Thls is Aubrey Williams'. I would say 'Who wrote
that?' and he would say 'Aubrey Williams'. He said it
ghould three times.

Mr. Taylor: Leon probably wrote it for Aubrey
Williams.

HM,Jr: So I think, Herbert, if you would talk to
2teve. ﬂﬁyba I had better clear it for you.
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Mr, Gaston: Perhaps so, if Steve doesn't know.

HM,Jr: Well, now, there really ien't -- I think
you (Mr. ’fa:.rlar} had better get hold of Marriner snd tell
him that I have Just come in after two hours and that the
first thing in the morning I would like to get together
with him. I have a press conference at 10:30. Why not
ask him to come over at 1ll. I would like Ransome too.

Mr. Taylor: Tell him what's happened?

HM,Jr: Well, he sent over a memorandum on this
gold and on the.exzness reserves and I had the President
change 1t t% TFoeyl The Federal Reserve has advised me'
ingtead of his saying that he 1s golng to tell the Federal
HReserve. Eccles wrote this thing and he had this whole
thing about bank examinations and I had the President
change that and say as a part of better organization, bank
examinations should be consolidated, leaving out reference
to securities and all the resat of the thing. Bell and I
felt the way 1t was written was all right. The way 1t
read looked like we were golng to do three things: gold,
excess reserves, llbéralize bank examination -- and fourth,
8EC, etc., so if the combination wouldn't scare anybody
nothing would. And so all I can say 1s 1t is Just about
where 1t was.

Dr., White: Was there a specific amount of gold
mentione

HM . Jr: Yes. 1 billion 4. Dan thought 1t would
be better to say 1% billions; keep a little in case some-
thing goes out. But I don't want to change anything as
long as it is in there. I Just thought. I would tell you
where it is, and that's where it 1s. Tomorrow is another
day.

Dr. White: Are you golng to have another crack at
it

HM,Jr: No. But I want Gaston to take Haas and
White over there and take care of the words, because I am
& little worried about the words. Aubrey Williames or
Leon Henderson has written the thing. There may be some
terrible mistakes.

o0o-000




EXTRACTS FROM ADDRESS GIVEN BY FRANKLIN D. ROOSEVELT, AS
GOVERNOR OF NEW YORK AND DEMOCRATIC NOMINEE FOR PRESIDENT,

OCTOBER 19, 1935, AT PITTSEURGH, PENNA.

What I should like to do ie to reduce, in so far as poseible, the
problem of our mational finmances to the terms of a family budget.

Now the credit of the family depends chiefly on whether that family
is living within its income. And this is so of the metion. If the mtion
ig living within its income, its credit is good. If in eome crieis, it
lives beyond its income for a year or two it can usually borrow temporarily
on reasonable terms. But if, like a spendthrift, it throwe discretion to
the winds, is willing to meke no sacrifice at all in spending, extends its
texing to the limit of the people's power to pay and conmtime to pile up

deficita, it is on the road to baokruptoy.

#* % E N R R E RN

Taxes are paid in the sweat of every man who labore because they are
& burden on production and can be paid only by production. If excesslve,
they sre reflected in idle factories, tax-sold farms, and, hence, in hordes
of the hungry tramping the streets and seeking jobs in vain. Our workers
mey never see & tax bill, but they pay in deductions from wages, in increased
cost of what they buy, or (as now) in broad cessation of employment.

There is not an unemployed man—there is not & struggling farmer—whose
imterest in this subject iz not direct and vital.

Let me make it perfectly clear, however, that if men and women or

children are starving in the United States, I regard it as a positive duty




of the Government to raise by taxes whatever sum mey be necessary to keep
them from starvetiorn.

What I am talking about are the taxes which Eo to the ordinary costs
of conducting Government, and that 1e where the question of extravagance
comes in. There can be no extravagance when gtarvetion is in question;
but extravegance does epply to the mounting budget of the Federal Govern—
ment in Washington during these past four Years.

The most obvious effect of extravegant Govermment epending is, then,
ite burden on farm amd industrial activity and, for that, nearly GVery
Government unit in the United States is to blame. But when we come to
consider prodigality and extravagance in the Federal Government—as dis-
tinguished from State or local government—we are telking about something
even mere dangerous. For upon the finencial stability of the United States
Government depends the stability of trade and employment, and of the entire

banking, saving and imsurence syetem of the country.
L R R B IR B A AR R
BANKE F CING STUFENDOUS ICITS.

Tou know as well as I do that this administration's claim thet it has
provided credit for industry and agriculture by pouring credit imto banks

are not frank. Commercial eredit has contimously contracted and is con-

tracting now. Most of this new Govermment-created credit has been taken to

finence the Govermment's contiming defigits.




The truth is that our banks are financing these stupendous deficits and
that the burden is sbsorbing their rescurces.

A1l this is highly undesirable and wholly umnecessary. It arlees from
one cause only, and that is the unbalanced budget and the contimed failure of
this edministration to take effective stepe to balance it. If that budget had
been fully and honestly balanced in 1950, es it could have been, some of the
1951 collapse would have been avoided. Even if it had been balanced in 19El1,
gg it could have been, much of the extreme dip in 1932 would have been obviated.
Our financial men knmow the unnecessary muddle that has sccumilsted and is still
accurulating in Washington.

BN EE KRB RN

In all earnestoness I leave the answer to your common gense and judgment.
The other bad effect of this fiscel mismanesgement ig not et all technical. It
is the burden of high coet on the backs of all our pecple.

W ON cosTs.

I can state the condition best.by guoting one paragraph from a document
published a week ago and signed by both Alfred E. Smith and Calvin Coolidge:

"All the costs of local, State and Natiopal Government must be reduced
without fear and without favor. Unless the people, through unified action,
arise and take charge of their govermment they will find that their govern-

ment has taken charge of them. Independence and liberty will be gone and the

general public will find itself in a comition of servitude to and aggregation
of organized and gelfish minorities.®
Every word of that warning is true, and the first and most important and

pecessitous step in balancing our Federal budget is to reduce expense.
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~——ROOSEVELT TO CONFER WITH MORGENTHAU AND BE|L
ON RELIEF MESSAGE } S =

WASHN - PRESIDENT ROOSEVELT REVAMPED

HIS SCHEDULE OF CALLERS SHORTLY BEFORE

3
o
-
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—

LUNCH TIME TODAY AND ANNUUNGED HE HAD CUT g&
HIS LUNCHEON APPOINTMENT WITH EDWARD FLTNN oF

NEW YORK IN HALF AND WAS GIVING THE OTHER

HALF OF THE TIME TO A DISCUSSION OF THE RE-

e S ———————

LIEF MESSAGE WITH SECY MORGENTHAU AND ACTING

BUDGET DIRECTOR BELL - THE PRESIDENT INTENDS
T0 DEVOTE MOST OF THE AFTERNOON TO WORK ON
THE MESSAGE AND THE RADIO ADDRESS

THAT WILL FOLLOW IT

-0-




April 13, 1938

Employment figurea.

Week ending April © 2,504,479

Increase over week ending April 2 - 59,163




WORKS PROGRESS ADMINISTRATION
WALKER-JOHNSON BUILDING
1734 NEW YORK AVENUE NW,
WASHINGTON, D, C.

April 13, 1938

MEMORANDUM

TO: Mr. Morgenthau, Secretary of the Treasury

Emerson Ross, Director
DMivision of Hasearch,
Statisties, & Records

During the past week WFA employment rose to
2,504,179 persons, an increase of slightly more than
59,000 from the previous week. This increase was again
rither widely distributed, although the larger increases
were concentrated in the industrial states, including
Ohic, Pennsylvania, Michigan, New Jersey, Indiana, and
Rew York.




FOR THE PHESS April 14, 1938

CONFI I IL

CAUTION: This addrese of the Preesident, to
be broadeast from the White House, Thursday, April 14,
1938, MUST EE HELD IN CONFIDENCE until raleased.

ROTE ! Helease to all editions of news-
pepers appearing on the streets NOT EARLIER than 10:30
P.M., Eastern Standard Time, April 14, 1938.

STEPHEN EARLY
Secretary to the President

Five months have gone by since I last spoke to the
people of the Mation about the state of the Mation.

I had hoped to be able to defer this talk until next
week because, as we all know, this is Holy Week. But what I
want to say to you, the people of the country, is of such im-
mediate need and relates so closely to the lives of human beings
and the prevention of human suffering that I have felt that there
ghould be no delay. In this decision I have been strengthened by
the thought that by speaking tonight there may be greater peace of
mind end the hope of Easter may be more real at firesides every-
whera, and that it is not inappropriate to encourage peace when so
many of us are thinking of the Prince of Peace.

Five years ago we faced a very serious problem of
sconomic and social recovery. For four and a half years that
recovery procesded apace. It is only in the past seven months
that it has received a visible setback.

And it is only within the past two months, as we have
waited patiently to see whether the forces of business itself
would counteract it, that it has become apparent that government
itself can no longer safely fail to take aggressive government
steps to meet it.

Tnis recession has not returned us to the disasters and
suffering of the beginning of 1933. TYour money in the bank is
safe: farmers are no longer in deep distress and have greater pur-
chasing power; dansers of security speculation have been minimized;
national income is almost 50% higher than in 1932; and government
has an established and accepted responsibility for relief.

But I know that many of you have lost your jobs or have
geen your friends or members of your families lose their jJobs,
and I do not propose that the government shall pretend not to see
these things. I know that the effect of our present difficulties
has besn uneven; that they have affected some groups and some lo—
calities seriously tut that they have been scarcely felt in others.
But I conceive the first duty of government is to protect the
economic welfare of all the people in all sections and in all
groups. I said in my Message opening the last session of Congress
that if private enterprise did not provide jobs tanis Spring, govern-
ment would take up the slack —— that I would not let the people
down. We have all learned the lesson that government cannot afford
to wait until it has lost the power to act.




Thersfore, 1 have sent & message of far-reaching im-
portance to the Congress. 1 went to read to you tonight gertain
passages from that Mossage, and to talk with you sbout them.

In thet Message [ anslyzed the causes of the collapse
of 1929 in those words: wgyer-speculation in and over-production
of practically every article or instrument used by MAN «ess
millions of people had been put to work, but the products of
their hapds had exceeded the perchasing power of their pocketbooks
veess Under the inexorable 1aw of supply nod demand, gsupplies
so overran demend which would pay thet production was compelled to
stop. Unemployment and closed factories resulted. Henee the tragic
yeszrs from 1929 to 1933."

I pointed out to the Congress that the national income =--
not the Govermment's income but the totnl of the income of all
the individual citizens and familios of the Tnited States --
every farmer, €very wWorkcr, 8vVery banker, every professional
man and every person who lived on ineome Aerived from investments -—
that national income amounted, in the weer 1928, to eightv-one
billion dollars. By 1972 this had fallen to thirty-eight billien
dnllars. Greduslly, and up to & few months a=o, it had risen to a
total of sixty-eight billion dnllars -- & nretty good come=back from
the low point.

I then seid this to tho Congress:

"But the very vigor of the recovery in both durable
goods end consumers' f,0ods brought into the picture early in
1937 certein nighly undesirable practices, which were in large
part responsible for tha economic decline which began in the later
months of that year. Again production putron the ability to buy.

"There were many reasons for this over-production. One
wag fear -- fear of war abroed , fear of inflmntion, fear of nation-
wide strikes. lione of thes: feers have been borne out.

", ... Production in meny important lines of goods out-
pan the ability of the public to purchase them. For example,
through the winter amdspring of 1937 cotton factories in hundreda
of cases were running on & tmea=-shift basis, piling up cotton
goods in the fnetory and in the hands of middle men and retailers.
For examples, nlso, automobile manufactursrs not only turned out
a normal increase of finished cers, but encourcged the normal
inerease to Tun into obnormal figures, uzing avery known rethod
to push their sales. This meant, of course, thot the steel mills
of the Mation ron on n twenty-four hour pasis, ond the tire
companies and cotton factories specded up to meet the snme type
of nbnormally stimulated demand. The buyine powsr of the Hation
lagged bohind.

"Thua by the futurm of 19%7 the Mation asain hed
stocks on hand which the consunine nublie em’d not buy becanse
the purchasing powuer of the eomsumine public hed not keot
pace with the production.

"During the seme period ... the prices of many vital
products had risen fuzater then was worranted. sse.se 10 the casa
of many cormodities the price to the consumer was roised well
cbove the inflstioncry boom priccs of 1923. In many linzs of
goods aond materials, priccs got 80 high that buyers and buildurs
censad to buy or to build.




n, ., the economic process of getting out the
raw materials, puttinz them through the mamfacturing and
finishing processes, selling them to the retailers, selling
them to the consumer, and finally using them, got ecmpletely
cut of balance.

",.. The laying off of worlcrs came upon us
last Autunn and has been contiruing at euch a pace ever
since tlat all of us, Government and banking and buciness
and workers, and those faced with destitution, recognize
the need for action.”

A1l of this I said to the Congress teday and I
repeat it to you, the pecple of the country tomight,

I went on to point out to the Senate and the licuse
of Reprecentatives that all the energles of government and -
usiness must be directed to increasing the national income,
to putting more pecple into mwivate jobs, to piving security
and a feeling of security to all people in all welks of life,

I om constantly thinking of all our pecple -
unerployed and employed alike — of their humen problems of
food and clothinm end homes and educatlon and health and old
age, You and I agree that security Is our greaetest need — the
chance o worlk, the opportunity of meklig o rossorable
profit in our business - whether it be a very & iwll business
or a larger one — the possibility of sellinc our farm products
for enouch money for our families to live on decently. I
know these are the things thet decide the well-being of all
ouy people,

Therefore, I an determined to do all in my power
to help you attain that security and because I lmew that
the people themselves have a deep conviction that secure
prosperity of that kind canmot be a lasting one except on a
basis of business fair dealing and a basis where all from
top to botiom share in prosperity, I repeated Lo the
Congress today that neither it nor the Chiel Lxecutive can
afford "to wealen or destroy great reforms which, during
the past five years, have been affected on behalf of the
bmorican peoplcs In our rehabilitation of the banlkdng
structure and of agriculture, in our provisions for adequate
and cheaper credit for all types of business, in our acceptance
of national responsibility for uncmployment relief, in our
strengthening of the credit of state and local government,
in our cnecouragement of housing, slum clearance and home
ovmership, in our supervision of stock exchanges and public -
utility holding companies and the issuance of new sccurities,
in our provision for soecial seccurity, the electorate of America
wants no baclamerd steps taken.

"We have recognized the right of labor to free
organization, to collective bargaining; and mechinery for the
handlin; of labor rclations is now in existence. The principles
are established even though we can all adnit that, throuth the
evolution of time, acministration and proctices can be
improved, Such irprovement can come about most guickly and
most peacofully throush sincere cfforts to understand and
assist on the part of labor lecders and employers alike,

nThe ever-increasing evolution of human society will
doubtless Lring forth new problems which will require new
adjustuents, Our immediate task is to consolidate and maintein
the gains achiewved,




"1n this situation there is no reason and no occasion

for any American +o allow his fears to be aroused or his energy

and enterprise to be paralyzed by doubt or uncertainty."

I ceme to the conclusion that the present=day problem
salls for amction both by the Government and by the people,
that we suffer from & failure of consumer demand because of
lack of buying power. It 1is up to us to oreate an economio

upturn.

"How and whers can and should the Government help to
start an upward spiral?"

I went on to propose three groups of measures and I will
summarize the recommendations.

First, I asked for certain appropriations which are intended
to keep the Government expenditures for work relief and similar
purposes during the ooming fiscal year at the same rate of expendi-
ture as at present. That ineludes additiocnal money for the Works
Progress Administration; edditional funds for the Farm Security
Administration; additional allotments for the NotionAli Youth Ad=
ministration, and more money for the Civilian "cnserration Corps,
in order that it can maintain the existing nur’er of samps now in
operation.

These appropriations, made necessary by inereased unemploy=-
ment, will cost about a billion and a quarter more than the estimates
which I sent to the Congress on the third of Jemuary.

Secomd, I told the Congress that the Administration pro-
poses to make additional bank reserves available for the credit
needs of the country. About one billion four hundred million
dollars of gold now in the Treasury will be used to pay these
additional expenses of the Govermment, and three-quarters of &
billion dollers of sdditional credit will be made awvnilable to
the bonks by reducing the reserves now required by the Federsal
Heserve Board.

These two steps taking core of relief needs and adding
to bank oredits are in our judgment insufficient by themselves
to start tho Nation on a sustained upward movement.

Therefore, I came to the third kind of Government action
which I consider to be vitael, I said to the Congress:

"ou and I eannot offord to equip ourselves
with two rounds of emmunition where three rounds
are nocessary., If we stop at relief end credit,
we may find ourselwves without ommunition bafore
the enemy is routed., If we are fully equipped
with the third round of ommunition, we stand to
win the bottle cpainst adversity."

The third preposal is to make definite cdditions to the
purchnsing power of the Nation by providing new work over and
above the contimuing of the old work.

First, to enable the United Stetcs Housing Authority
to undertaks the immedinte construction of sbout three hundred
million dollars of additicnal slum clenrmnce projects.
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gecond, to remew a public works program by starting as

gulakly as possible about one tillion dollars worth of needed

permanent public improvements in states,counties and cities,

Third, to add one hundred million dollars to the estimate
for federal aid highways in excess of the amount I recommended

in Januarys

Fourth, to add thirty-seven million dollars over and
above the former estimate of sixty-three million dellars for
flaod contrel and reclamation.

Fifth, to add twenty-five million dollars additional
for federal buildings in various parts of the country.

In recommending this program I am thinking not only eof
the immediste economic needs of the people of the Nation, but
also of their personal liberties == the most precious possession
of all Americens. I am thinking of our demceracy and of the
recent trend in other parts of the world away from the
democratio ideal.

-

Democracy has disappeared in several other great nations ==
not bocause the people of those nations disliked demoecracy, but
because they had grown tired of unemployment and insecurity, of
geeing their children hungry while they sat helpless in the face of
government confusion, government weakness, through lack of leader-
ship in government. Finally, in desperation, they chose to sacrifice
liberty in the hope of getting something to eat. We in America
know that our own demooratic institutions can be preserved and made
to work. But in order to preserve them we need to aot together, to
moot the problems of the Nation boldly, and to prove that the prac-
tienl operation of demoeratie govormment is equal to the task of
protecting the security of the people.

Hot only our future economic soundness but the very sound-
neas of our demosratic institutions depends on the determination
of our Goverrnment to give employmont to idle men. The people of
Americe are in agreement in defending their liberties at any cost,
and the first line of that defense lies in the protection of
economic ssourity. Your Government, secking to protect democracy,
must prove that Government is stronger than the forees of business
doprossion, i

History proves that dictatorships do not grow out of strong
and succossful governments but out of weak and helpless oncs. Ir
by demoeratic methods people get a governmont strong enough to
protect thom from foar and starvation, their democracy succeeds,
but if they do not, they grow impatient. Thorefore, the only sure
bulwark of continuing liberty is & government strong enough te
protect the interosts of the poople, and a people strong enough
and wull encugh informed to maintain its sovereign control over
its government.

We ars a rich Nation; we oan afford to pay for seourity
and prosperity without having to sasrifice our liberties into
the bargain.

In the first century of our republic we were short of
capital, short of workers and short of industrial prodwetion,
but wo were rich in free land, free timber and free mineral
wealth. The Federal Govermment rightly assumed the duty of
promoting business and relieving depression by giving subsi-
dies of land and othor resourcus.




Thus, from our earlicst days we have had a tradition
of substantial government “elp to our system of private enter-
prise. But today the government no longor has vast tracts of
rich land to glve away and we hoave discoversd that we maat
gpend large sums tn conserva our land from further erosion and
pur forests from further depletion. The gituation is also very
different from the old days, because now we have plenty of
capital, banks and insurance comnanies loaded with idle money;
plenty of industrial productive capacity and several millicns
af worlkers looking for jobs. It is following tradition as
wall as nocessity, if Government strives to put idle money and
jdlemen to work, to increase our public wealth and to build up
the health and strength of the people — and to help our gyatem
of private enterprise to fanctions

It is going to cost something to get out of this
rocession this way but the profit of getting out of 1t will
pay for the cost several times over. Lost working time is lost
money. Svery day that a worlman is unemployed, or a machine
ig unusged, or a business prganization is marking time, ia a
loss to the Nation. 3ecause of idle men and idle machines
this #ation lost one hundred hillion dollars hetween 1929
and the Spring of 1933. This jyear you, the people of this
country, are making about twelve billion dollars less than
lasgt year.

If you think back to the experiences of the early
years of this Administration you will remember the doubts and
fears expressed about the rising expenses of Government. Put
to the surprise of the doubters, as we proceaded to carry on
the program which inecluded Public Works and Work Relief, the
country grew richer instead of poorer.

It is worthwhile to remcmber that the annual national
paople's income was talriy pillion dollars more in 1937 than
in 1932. It is true that the national debt increaged sixteen
hillion dollars, but remember that in tais increase mst be
ineluded several billion dollars worth of assets which eventually
will reduce that dcbt and that many 3111ion dollars of pormanent
publie improvements —- schools, roads, bridges, tunnels, publie
buildings, parks and a host of other things meet your ere in
evory cne of the thirty ona wndred counties in the United States.

Hlo doubt you will be told that the Government gpending
program of tha past five years did not cause t4e increase in
our national income., They will tell you that tusiness revived
because of private spending and investment. That is true in
part, for the Government spent only a small part of the total.
Eut that Government spending acted as & trigger to set off
private activity. That is why the total addition to our national
production and national income has been so mich greater than the
contritution of the Govermment 1tself.

In pursuance of that thought I gaid to the Congress
today: "I want to male it clear that we do not believe that we
can get an adequate rise in national income merely by investing,
landing or spending public funds. It is ossential in our economy,
that private funda be pat to worlc and all of us recognize that
such funds are entitled to a falr profit."




As national income rises, "let us not forget that Govern-
ment expenditurss will go down and Government tax receipts will go

up. "

The Government contribution of land that we once made to
business was the land of all the people. And the Government con-
tritution of money which we sow make to business ultimately comes
out of the labor of all the people. It is, therefore, only sound
morality, as well as a sound distribution of buying powsr, that
the benefits of the prosperity coming from this use of the money
of all the people should be distributed among all the peopls -- at
the bottom as well as at the top. OConsequently, I am again oxpres-
sing my hope that the Congress will enact at this sessipn a wage
and hour bill putting a floor under industrial wagee and a limit
on wmorking hours —- to ensure a better distribution of ocur prosper-
ity, & better distribution of available work, and a sounder distribu-

tion of buying power.

Tou may get all kinds of impressions in regard to the
total cost of this new program, or in regard to the amount that
will be added to the net national debt.

It is & big program. Last autumn in a sincere effort
to bring Government expenditures and Government income into closer
balance, the Budget I worked out called for sharp decreases in
Government spending.

In the light of present conditions those estimates were
far too low. This new program adds two billion and sixty-two
million dollarse to direct Treasury expenditures and another pine
hundred and fifty million dollars to Government loans -— and the
latter sum, because they are loans, will come back to the Treasury
in the future.

The net effect on the debt of the Government is this -—-
betwoen now and July 1, 1939 - fifteen months away -— the Treasury
will have to raise less than a billion and a half dollaras of new
MONEY .

Such an addition to the net debt of the United States
need not give concern to any citizen, for it will return to the
preople of the United States many times over im increased buying
Power and eventually in much greater Government tax receipts be-
cauege of the increase in the citizen incoms.

What I said to the Congress in the close of my message
I repeat to you.

"Let us unanimously recognize the fact that the Federal
debt, whether it be twenty-five billions or forty billions, can
only be paid if the Mation obtains a vastly increased citizen in-
come. I repeat that if this citizen income can be raised to eighty
billion dollars a year the oational Government and the overwhelming
majority of State and local governments will be 'out of the red.'
The higher the national income goes the faster will we be able to
reduce the total of Foderal and state and local debts. Viewed from
every angle, today's purchasing power -- the citizens' income of
todsy -- is not sufficient to drive the esconomic system at hizher
speed. Hesponsibility of Government requires us at this time to
supplomant the normal processes and in so supplementing them to
make sure that the addition is adequate. We must start again on
& long steady upward incline in national income.

«es«"And in that process, which I believe ie ready to

start, let us avoid the pitfalls of the past -- the over-produc-
tion, the over-speculation, and indeed all the extremes which we

did not succeed in avelding in 1929. In all of this, Covernment
cannot and ghould not act alone. Business mast help. I am sure
businees will help.




' ™¥a noed more then the materials of rosovery. We need o
united mationnl will,

"ife need to recognize nationally thet the demands of no
group, howsver just, can be satisfied unless that group is
prepared to share in finding a way to produce the inccme from
which they and all other groups can be poids «sssss You, ms the
Congress, I, as the President, must by wvirtue of our offices,
gseek the national good by preserving the balance between all
groups ond all sections.

™fe have ot our dispossl the notionsl resources, the
money, the skill of hend ond head to reise our cconomic level =-
our citizens' income. Our capacity is limited only by our
ability to work together. What is needed is the will.

"The time has come to bring thot will into action with
every driving forece at our commend. And I om determined te do
my share,

ssssss TCortain pesitive requirements seem to me to po=
company the will == if we hove thot will,

"Thore is placed on all of us the duty of self-restraint,
ssssssseThat is the disecipline of o democracy. Every patrioctie
eitizen must say to himself or herself, that immoderate stotemont,
opponls to prejudice, the crention of unkindness, are offenses
not agoinst an individunl or individunls, but offenscs against
the whele pepulnticn of the United Staotes. sssese

"Self-restraint implies restroint by articulste publie
opinion, treined te distinguish fact from folschood, trained
to believe that bitterncss iz never o useful instrument in publie
effeirs, Thero enn be no dictatorship by an individual or by o
group in this Naotion, sowe threough division fostored by hate,
Buch division there must novor be."

Finelly I should like to soy n perscnol word to you.

I nuver forget that I live in n house omed by all
» Americen people and thet I hove boen given their trusts

I try clwnys to remember that their decpest problems
are humon. I constantly talk with those who ocame to tell me thelir
own points of view =- with those who monege the greet industrics
rnd finoneiel institutions of the country -- with those who repro=
sent the farmer ond the worker == snd often with everage citizens
without high positicon who came to this house. And constantly I seek
to loock boyond the deors of the White Houso, beyond the officinldom
of the Notionnl Copitnl, into the hopes ond fears of men ond women
in their homes. I have trovelled the country over mony timos.
My fricnds, my cnomies, my doily mail bring to me reports of what
you arc thinking end hoping. I wont to be surc thet neithor battles
nor burdons of office shall over blind me to en intimate knowledge
of the wny the American peoople want to live and the simple purposes
for whieh thﬂ:'l' Put, ma h.ﬂ'l'ﬂ-
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In these great problems of government I try not
to Torget that what really counis at the bottom of it all, is
that the men and women willing to work can have a decent job
+o take carc of themselves and thoir hones and their children
adequately; that the famer, the factory worker, the storekeeper,
the gas station man, the panufacturer, the nerchant — blg and
emall — the banker who takes pride in the help he gives to the
tuilding of his commundty — that all these can be sure of &
reasoncble profit and safety for the savings they earn —not
today nor tomorrow alone, bub as far ahead as they can see.

I can hear your unspoken wonder as 1o where we
are headed in this troubled world, I cammot expect all of
the people to understend all of the people's problems:
but it is my job to try io understand thosc probloms.

I always try to rcmember that reconciling
differcnces cannot satisfy cveryone curmictcly. Decause I do
not expect too much, I not disoppointed. But I Mmow that
T must nover give up — that I must nevar let the greater
interest of &1l the people dovm, mercly because that might
be for the momant the casiest personal voy outs

I believe we have been right in the course we have
charted, To abendon our purpose of building a greatoer, & more
stable and a more tolcrant fmerica, would e w0 miss the tide
and perhaps to miss the port., I propese to sail chead. 1
fecl sure that your hopes and your help ore with me, For te
reach a port, we must sail — sail, noi tic at cnchor,
sail, not drift,.




April 14, 1938

COMFIDENTIAL: To be held in STRICT CONFIDENCE
and no portion, svnopsis, or intimation to be
published or given out until the READING of the
President's Messare has hemun in the Senate or
the House of Renresentatives, Extreme care must
tharefore be exercised to avoid premature puhb-
lication.

3TEPHEN EARLY
Secretary to the President

TO THE CONGRESS OF THE UNITED STATES:

The prosperity of the United otates is of necessity
a primary concern of Govermment. Current events, if allowed
to run undisturbed, will continue to threaten the security
of our people and the stobility of our economic life. The
National Administration has promised never to stand idly by
and wateh its people, its business system and its national
life disintegrate. It is because the course of our economics
has run adversely for half a yecr that we owe it to ourselves
to turn it in the other direction before the situation becomes
more definitely serious.

When this Administration took office it found business,
credit and agriculture in collepse. The collapse had followed
on the heels of over-speculation in and over-production of
practically every article or instrument used by man. During
the processes of over-speculation and over-production == in
the twenties -- millions of people had been put to work, but
the prdducta of their hands had exceeded the purchasing power
of their pocketbooks, with the result that huge surpluses,
not only of eroms but also of buildings and goods of every
kind, overhung the market. Under the inexorable law of supply
and dermand, suppliesz so overran demand which would pav that pro-
duction was compelled to stop. Unemnmloyment and closed factories
resulted, Hence the tragic vears from 1929 to 1970,

Starting in lerch, 1977, the Congress and the Adminis-
tration devoted themselves unceasingly, not only to reestab-
lishing reserveirs of credit, but to putting purchasing
power in the hands of the consuming public and actually securing
a more equitable distribution of the national income. Thus
the downward spiral wos stopped -- and not merely stopped, but
started on an upward course -- o trend losting through four
yeoars and a haelf.

In 1928 the national income was eighty billion dollars;
in 1932 it had fillen to less than forty billion deollars.

3ince the low point of 1932, each yesr imcluding 1937,
has shown a steady inerease in the income whieh the Ilation
produced, reflected in increased woapes ond sclories, in
increased dividends, intorest and individual's incoms. In
1937 thea total of our citizens' income had risen to sixty-eight
billion dollers.

At the end of 1935 thu efforts of the Goverament to
nid in incressing the Netion's purchasing power and in stimulat-
ing business had become 80 woell reccgnized that both the
busineoss community and the Government falt thot a large
measure of the Government's groending sctivities could ba
materinlly reduced.




But the very vigor of the reocovery in both durable
goods end consumers' goods brought inte the picture early in
1337 certain highly undesirable practices, which were in large
part responsible for the econcmic decline which began in the
later months of that year. Again production outran the abil-
ity to buy.

There were nany reasons for this over-production.
One was fear =-- fear of war abroad, fear of infletion, fear of
nation-wide strikes. None of these fears have been borne out.
There were other causes of over=-production, and these causes
differed in each industry.

The net result of these causes and ill-advised prac-
tices was & repetition, on a emall sca'e, of what had happened
in 1927, 1928 and 1929 on a much larger scale. In other words,
production in many important lines of goods ocutran the ability
of the public to purchase them. For example, through the
winter and spring of 1837 cotton factories in hundreds of fEEFe®-... |
were running cn a three-shift basis, piling up cotton goods in -
the fectory and in the hands of middle men and retailers. For
example, also, automcbile manufecturers not only turned out m
normal inorease of finished cars, but encoursged the normal
increase to run into abnormal fipures, using svery known
method to push thelr sules. This meant, of course, that the
steal mills of the lintion ran on & twenty-four hour basis,
and the tire companies and cotton factories speeded up to meet
the seme type of abnormally stimulated demand. The buying
power of the Naticn lagged behind.

Thus by the Autumn of 1537 the Nation again had stocks
on hand which the consuming public could net btuy because the
purchasing power of the consuming public had not kept pace with
the production.

During the same pericd prior to last Autumn, the prices
of many vital products had risen faster than was warranted.
For example, copper ==- which undoubtedly cen be produced at a
profit in this country for {rom ten to twelve cents & pound --
was pushed up and up to seventeen cents a pound. The price of
steel products of meny kinds was increased far more than was
justified by the increased wages of steel workers. In the case
of many commodities the price to the consumer was raised well
above the inflationary boom prices of 1829. In many lines of
goods and materials, prices got so high that buyers and builders
ceased to buy or to build.

Once more, as in 1929, the economie process of g?tting
out the raw materials, putting them through the manufacturing
and finishing processes, selling them to the retailers, selling
them to the consumer, and finally using them, got completely
out of balance. The Government of the United States fanri§5
just such an event had issued warnings in April, 1937, ageinst
thess practices of over-production and high prices. The Federal
Reserve System curtailed banking credit, and the Treasury com=
menced to "sterilize" gold as a further brake on what it was
feared might turn into & run-away inflation.

The simple fact is that the laying off of workers ceme
upon us last Autumn and has been continuing at such a pace ever
since that all of us, Government and banking and business and
workers, and those faced with destitution, recognize the need
for aotion.
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It should be noted in fairness that since January 1,
1937, the Preaident has recormended to the Conaress only four
pesgures of major importance %o the business of the country:

1, Legislation to gtabilize agriculture., A com-
prehensive law was approved by me two montha

BEO.

Legisletion to end gerious loopholes in our
personal income tax lews. This was enacted
laat sSummer.

Legisletion to put & floor under wages and a
seiling over hours of lsbor in industry, and

Tax legislation to Temove inequities from the
undistributed profits tex, especially as they
affect the smeller type of business. Both
this measure and the third are gtill under
congideration by the Congress.

The record spesks for itself. No other measures
affecting business heve been proposed.,

All the energies of Government end business must be
directed to increasing the national income; to putting more
people into private jobs; to giving gecurity and the feeling
af security to ell people in all walks of life.

I believe thet improvement in Ggvernment and business
practices must go hand in hend with recovery -- that they ghould
be, and will be, & definite sid to recovery. While I do not
wish in this Massege to over-erphasize some of the needs, I do
want to Bay thet I believe that we mst be definitely sware of
gertain of them -- the elimination af future tex exempt bonds
of &1l kinds of Government sgencles; the subjecting of Govern-
ment selaries and wages of all kinds to Federsl and State
income texes: a serious underteking to solve the railroad
problem and the problems of moncpolistic prectices end price
fixing. These are no new subjects; nor heve I anything to add
to them except the stetoment that their solution will help end
not hurt business.

At the seme time, I must repeat what I believe the
overwhelming majority of both Houses of the Congress will sgree
to -- that the Congress snd the Chief Executive can ill-efford
to wesken or destroy great reforma which, during the past five
yeers, heve been effected on behelf of the Americen peoplo.

In cur rchabilitetion of the benking structure and of sgri-
culture, in our provisicns for adequete snd cheeper eredit for
sll types of business, in our scceptence of netionel responsi-
bility for unemployment relief, in our strengthening of the
credit of stete and locel government, in our encouragement of
housing, slum clesrance end home owncrsbip, in our supervisiocn
of =tock exchanges end public utility holding companies end the
issuence of new securities, in our provision for goeinl socurity,
the electornrte of Americe wents no backwrrd steps taken.

Wa heve recognized tho right of lcbor to free orgenize-
tion, to colleective tergeining; snd mechinery for the hendling
of lrbor relrtions is now in existence, The principles =re
estrblished even though we cen ell edmit thet through tho
svolution of time sdministretion end proctices cen be improved.
Such improvement een come cbout most quickly rnd most pencefully
through sincere efforts to undorstend end sssist on the prrt
of labor leamders and cmployors alike.

LY
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The never-cessing cvolutlon of human society will
doubtless bring forth new problems which will require new
edjustments. Our lmmedintc tnsk is to consolidete end waintein
the gains echiesved.




In this situation there is no reason and no occasion
for any American to allow his fears to be aroused or his energy
and enterprise to be paralyzed by doubt or uncertainty.

Our situation is wvastly different from that which
we faced five years ago. Let us use the tools already forged
and laid out on the bench.

At this immediate time we suffer from a failure of
consumer demand. The hoped for reemployment of this Spring
is not proceeding fast encugh to create an econamie upturn,

Therefore the problem calls for action both by the
government and by the people,

It cannot be disputed that the natiomal income which
was thirty-eight billions in 1932, eixty-eight billions in 1937
is now running at the lesser rate of esbout fifty-six billions.
If it can be increamsed to eighty billion dollars in the eourse
of the next year or two the whole economic ploture will be
different. Hundreds of thousands more pecple will be employed
in private isdustry, hundreds of thousands fewer wi 11 be in need
of relief, and consumer demand for goods will be greatly stimulated.
I do not set elghty billion dollars as the national income goal,
It ought to rise in the next decade to more than one hundred billiona,
I went to muke it clesr that we do not believe that we can get an
adequate rise in national 1income merely by investing, lending or
spending public Punds, It is essential in our economy that private
funds be put to work and all of us recognize that such funds are
entitled to a fair profit.

As citizen income rises, let us not forget that government
expenditures will go down and government tax receipts will
EO up,

How and where can and should the Government help to start
an upward spiral?

I propose to the Congress three groups of measures:

l. In the first category I place additionel appro-
priations for the fiscal year beginning July 1938. These
will not put more money in the hands of the consuming publie
then we are spending in the current fiscal year, but they
will prevent men and women from being thrown out of work
on July 1. They will atop the 8piral from contiouing its
downward course:

(a) I recommend an appropriation of one billien
two hundred end fifty million dollars for the Works
Frogress Administration, to be used during the first
Seven months of the next fiscal year. Such a grant
is smmunition of the highest grade for mttack on
rocesslon. It will not greatly increass the present
rate of expenditure, but ought to be sufficient to
care for the additionel men and women who have come or
are coming to an end of their unemployment insurence
paymenta.

(b) For the Farm Security Administration an
appropriation of ons hundred and seventy-five million
dollars for the next fiscal year.

{e) For the National Youth Administration the
sum of seventy-five million dollara to cover the full

fiscal yoar.

d) For the Civilian Conservation Corps the
sum ui‘ fifty million dollars sdditional to maintain the

existing number of camps mow in operaticm.

iations
I eall your attention to the fact that these appropr

will avert the laying off of people now receiving asaistance
from the Federal Government.




In this same category of stopping the downward
spiral, I also place the suthorization recently given for
the lending of money to business enterprises by the Re-
construction Finance Corporation. I do so beceuse the
greater part of such loans will go to businesses which
ere in grave denger of shutting down end throwing people
out of employment. Some of the money, but, in all
probability only the smaller part of the loans, will
epable businesses to erploy more pecpls or start new
enterprises.

2, In the second category, the Administration
proposes lmmedistely to nake ndditional bank resources
available for the credit needs of the country. This can
be done without legislaetion. It will be done through the
de-gterilization of approximately one billion four
hundred million dollars of Treasury gold, sccoupanied
by sction on the part of the Federal Reserve Board to reduce
reserve requiranents by sbout three-quarters of a billlon
dollars. The Federsl Reservo Board informs me that they
are willing to do so. These measures will make more
abundent the supply of funds for commerce, industry
and mgriculture, By themselves, however, monetary
measures are insufficient to start us on a susteined
upward movenent.

As a part of better administration I hope
that federal banking supervision con be better co-
orainated., In addition, I am requesting that the
Gecurities Exchange Commissicn consider such
simplification of rugulations as will mssist and
gxpedite the finwneing, particularly, of small
business enterpriscs.

3. I come, therefore, to the third eategory
which I consider to be witel. The first two
categories -- maintonence of relief and the
expansion of credit might prove sufficlent --
but in my judgnent other peasurss are essential,
You end T cennot afford to equlp ourselves with
two rounds of armunition where three rounds ers
necessary. If we stop at rellef and erodit, we
mey find ourselves without smmnition bufore the
enemy is routed, If we erc fully equipped with
the third round of armunition, we stand to win
th: bettls agsinst sdversity.

This third propesal relates solely to definite additions
to the purchesing power of the Natlon by providing new work:

(a) I ask for curtain omendrsnts to the
Unitod Stetos Housing: Authority Act to
permit the undortaking of the immedicte
construction of ebout 3300,000,000 of
pdditionsl projects. Tha Fu deral Housing
Adninistretion is prupared to inersasc the
alrendy mounting volums of homo ond
spertzent constructicn.

(b} I asik for & renewal of Fublic Works
projects. I believe tact by thke expenditure
of $450,000,000, and the gronting of ou-
thority to loen wp to $1,000,000,000 to
stotes and their sub-divisions, o vast
mptber of well thought out, needed cnd
parmenent public luproversnts con be
undertoken this sumer and eutumn. I bulieve
thet thu eid of the Federsl Government should
be put in opticnol form -- wither the sxisting
pethod of 4% grant ond 55% loan, or the ad-
vaneing of the wholes sum as loons to sictas
ond their sub-divisions without imtersst.
Undsr such & plen the Federcl Government
would mssume She puwrent of imterest ond the
borrowing nuthority would assume the poyment
of the princip:l by mmortizetion or remtal.




Undar sither method the ultimate cost to
the Federsl Government and to the states and
their sub-divisions is approximately the same.

It is my thought thut the total ultimate
out of pocket cost to the Federal Government
by elther or both methods should be limited
to one billion dollers, and furthermere that
no louns or grants should be made on any state
or local projects which cancot be started
within six months of the date of the emabling
legislation, and completed within a year or a
year and a half from the commencement of work.

{e) I recommend the appropriation of

$£1m0, 000,000 to the Jureau of Fublic Roads
for highways in excess of the arount I Mmve
greviously recommended in the budget for the
fiseal year 193%, but I reguest that this
additional smount be used only for projects
which can bte definitely started this calendur
VeRT .

(d) 1 recommend an appropristion of £37,000,000
over and sbove sstimates for the immediate under=
teking of flood contrel and reclamstion works to
be expended on projects already authorized by
this or former Congressas.

{e) I recommend the appropristion of $25,000,000
sdditional for Federal buildings.

A summery of these recommendsticns falls into two
cateporieas:

1. Expenditures from the Treasury for work:

Works Frogress Administration v s sne21,250,000,000
Farm Security Aduministration.. 76,000, 000
Fational Youth Administration.... 75,000,000
Civilian Conservation Corps §0, 000,000
Publie Works Adsinistratiecn +ees 480,000,000
Highwayss« .. i 100, 000, 000
Flood Control.... . 37,000,000
Federal BuildingS.cissss saneas 26,000,000

§7.06¢2,000, 000

Loans from the Treasury for work:

Farm Security Administration..s...
Public Works Administration
United States Housing Administration....

It should be noted that state and lecal public works
undertaken on & loan btusis instead of & losn and grant basis
will reduce the item in the first clessification and increase
the item in the second ¢lassification.

Let us unanimously recognize the fact that the Federal
debt, whether it be twenty-five billions or forty billions, cmn
only be paid if the Nation obtains a vastly increased cititem
income. I repeat thet if this sitizen inceme can be raised to
eighty billion dollars & year the national Government and the
overwhelming majority of state and looal governments will be
"aut of the red.” The higher the national income goes the
faster will we be able to reduce the total of Federal and state
and local debts. Viewed from every angle, today's purchasing
power -- the eltizens' income of today -- is not sufficient to
drive the economic system at higher speed. Responsibility of
government requires us at this time to supplement the normal
processes and in so supplementing them to make sure that the
addition is adequate. e must start again on a long steady
upward incline in national income.
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I hove set my hope, my aim on stebilized recovery
through o steady mounting of our citizens' income and our
eitizons® woealth, And in that process, which I believe is
ropdy t2 atart, let us nvoid the pitfnlls of the past - the
over=-prdusctisn, the cver-speculntion and indesd nll the
gxtromes which we 4id n~t suceeed in avoiding in 1989, In
s8ll of this, governmont cannnt and sh~uld not net alone.
Businoss must helo, I am sure business will heln,

Wn need rore than the materinals of recoverv. Yo neoed a
united anti~nal will.

We need t~ recogn‘ze nati-nelly tiet the domands of no
group, however fust, c=n be satiaf'ed unless that group ia pre-
pared to shere in finding & way to prdduce the income from which
they and c¢ll other groups con be paid. Unjust claims defeat
themselves. You, us the Congress, I, as the President, must
by virtue of our offices, seek the nutional gocd by preserving
the balance betwooen ull groups and 21l sections.

Wa have ot our disposcl the nationul resources, the
money, tho skill of hind ond heeod to ruise our econovmic
lavel == our citizens' income. Our eupuecity is limited only by
our ohility to work together. Whut i aeedad is the will.

The tim: hes couw to bring thot will into zetion with

every driving forec at our copmond. And 1 oe determined to
do my share.

The responsibility for meking this naticnol will
effoctive rests cn overy individual whether in the governmant
of in industry, or im fincneo, or in lcbor, or in the pro-
fessional flelda. Evory man and women in the United Stotes
hes the great privilege of mnking this will productive. And
the baneficizry will be the whole ~f the Ameriesn people.

Certoin praitive roquirements seem to me i~ moccompany
the will == if we hovo that will.

There is plueed ~n nll ~f us the duty +f self-restraint.
We still rely =n nors-nal resnopaihility -= a rasn-neibility
puided by n ermmen erngcionee, Thet 18 the Afseinline ~F o
dem~craev. Every prtristic ¢'tizan -mat sar +- himaslf ~r
hergelf, th-t imm~derrte strto-ent, nopan's t- pre'udice,

the cremtion »f un-indness, a~e nffonses n~t agninst on in-
dividucl or ipdividuals, hut offenses cgrinst the whole
proulati~n of the United 3teates.

Usa ~f p-wer by any group, howover situanted, to force
its interest or to use its strutesic positiun in order to
regeive more from the common fund toun ito contribution to
the common fund justifies, is .n attack cgainst endoot on
uid to our nutionul life.

Solf-restruint implies restraint by nrticulete publie
opinion, trained to distinguish faet from felsshocd, trained
to belicve thet bitterness is nevor o useful instrument in
publie affairs. There c¢un be no dictotorship by an individual
or by & group in this Hetion, save through division fostered
by hate. 3Such division there pust never bu.

Amid the wvolices which now seck to divide group from
group, occcupntion from occupation, secticon from section, think-
ing Americtns must insist on ecommon effort in o common
cndesvor and 2 eymmon faith in esch other. Let svery business
min sot out t> use his strength Af mind and heart and his
confidence in his fellow man and his eruntry. Let every lobor
leadar find not how work ccn be stopped but hew it can be meds
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to proceed smoothly, continuously and fairly. Let every public
of ficial consider that his task is to use his authority so

that the service he renders is adapted to curbing abuses and
helping honest affort. Let every one of us work together to
move the life of the Hation forward.

We, a successful demoeracy, face a troubled world.
Flsewhere schools of thought contend that democracy is doomed
to failure. They tell us that free speech and the free exchenge
of views will destroy democrocies. My conviction on the
contrary is that the United States retanining free speech and
a free exchange of views can furnish a dynamic example of suecess-
ful govermment, provided the lation can unite in practieal
measures when the times call for united action, The driving
force of a Nation lies in its spiritusl purpose, made effective
by fres, tolerant but unremitting national will.

: In the Western Hemisphere the good nel ghbor poliey
has so strengthened the American Republics that a gpiritual
unity in our relations now prevails, Oan that good neighbor
message be accepted and practised in our national life?

If we mcoept +that high and gplendid road this frea
demoeracy will give successful answer to the fenrs and question-
ings which today trouble the minds and souls of men and women
the world over.

FRANKLIN D. ROOSEVELT

THE VWHITE HOUSE,

April 14, 1938,




April 14, 1938.
11:05 A.M.
How are you?

Oh, sick and tired of working. I've got two
Committees on my hands - three.

Yeah.

Immigration, and the two tax bills - the District of
Columbia and the other.

Well, who can handle them better than you?

Ah, well, you could. "TLaughq{}

Oh, no.

What I wanted to call you up for, I - to
apologize. Ah, we've got that Tarver bill here
which got past the House the other day, which puts
the, ah, the Federal Government back into the
whiskey business and enforeing the law, and, ah,
I've ordered a hearing on the bill, before the
Senate now, and, and the - it occurred to me that,
perhaps Berkshire isn't - well, whoever's the
strongest man that you've got that could explain
that, and present it.

HoM.Jr: What is the bill, please?

K The Tarver bill.
I don't happen to bé «.ees
Well, it, it passed the House - it, it's a bill
that will re' - that - ah, requires the Federal
Government to, ah, to ah, enforce the state laws -
that's what it means, in regard to liquor. That -
3.h L N

H.M.Jr: Oh, yeah.

If you have it there - it's a very, Very far-reaching
bill.

Yes.




And, ah, Mr. Berkshire and some of the boys have
spoke to me about it, but I Just suggested -
you'll pardon me, and I .....

Certainly.

veses don't want to diseredit anybody - talked with
Magill, and - you'd better have your strongest man -
men there - look into that, and be ready to come

and testify.

When will that be, please?

Why, it'11 be in the next day or two.

Ah, I'11 see that, ah, we give you the best people
we got.

I know that. Thank you, my dear friend.
And thank you for «....

And I know you'll bother - pardon me for bothering
you.

You - you never can bother me.

Oh, that's - well, that's nice of you.




H.M.JT3
J:

J:
Hi r“;‘."Ir :
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H.M.Jr:

April 14, 1938.
11:53 a.m.
Hello.
Hello, Henry.
Hello, Jesse.
How are you?
I'm alive.

(Laughs.) Well, you saved a little money yesterday,
didn't you?

Yeah.

I thought you did.

Yeah. Saved, ah - we saved some money, and we got -
I haven't read it, but he said last night he'd
1imit the thing that they had to have it working
within six months. I don't know whether that's it
or not.

Uh huh.

I don't KNnow sssss

Well, I just - (coughs) if they do that, why .....
That means that he said it. It was there - it was
put in while I was there, that the bill would say
that the money, ah, the - that the pump-priming
P'Ei.rt L

Yeah.

Ah, would have to be started before the first of
October.

Yeah.
After that all the money would lapse.
Uh-huh.

Now, we agreed to that, and that the aggregate
amount should not exceed a billion dollars.




J:
H.M.Jr:
J3
H,M.JTs
J:

Hi;\[- -TI':

Hol.Jr:

H.M.JT:

H.M.Jr:

H.M.Jrt

HM.Jr:

72

Yeah.

That 1s, ah - loans and grants.
That is, instead of two billion?
Yep.

Well that's - I thought that was a fine plece of
work.

So ah, ah, we got that, and, and it has to be
started by the first of October.

Yeah.

So &h, ah, I say that's what they agreed to last
night. I, I, ah, I don't know whether that's still
in there or not. Let me Just see. Ah, I don't
know. We've got some of these recommendations -
nExpenditures for Treasury for work, two billion
dollars; Loans for Treasury, nine hundred and
fifty." BSee?

Uh~huh.
So, ah, that's really a three billion dollar

program. I think - I guess he did - I guess he
stuck to it, as far as I can tell. Huh?

Fine. I kind of - was going to eall him last
night, but I got tied up here and didn't get a
chance.

Well 1 4v.ue
I knew you'd been over:there most of the afternoon.

Yeah.W We were there for about two and 2 half howr s.
I think we got a little something.

Yeah, I think you did. And whenever we can lose
some more time, I've got some 1deas I want to give
you as soon as I get a chance. /

Well, whenever you're ready. I'm here over the
week-end. I'm not going away.

All right. Well I'm - 1111 see you probably tomorrow
or the next day then.




Ah, give me a ring.
I'll certainly do that.

We're having a - a --God-awful time of drawing up
this bill for Ickes.

Yeah.

But Taylor's doing it, and I told him to make it
Just the same as the C. C. C. - to use that as a
model. y

Yeah,

That's a good model.

The ah sesve

Your Commodity Credit bill.

How many has he - i3 he going to sell his own
securities?

That's what they're talking about.
Be better if he could avoid that.

Well. Wayne's working on it. If you've got any
ideas talk to him.

All right. Fine. I will.

Thanks for calling.
All right, Henry. Goodbye.




RE NEW FINANCING PROGRAM AND April 14, 1938.
GOLD DESTERILIZATION 2:50 p.m.

Present:

Mr. Taylor
Mr. Oliphant
Mrs Klotz

Mr. Bell

Mr. Haas

Mr. White

Mr. Upham

Mr. Bernstein
Mr. Eccles
Mr. Hansom
lr. Goldenweiser

Mr. Gardner
Mr. Gaston

Now, we'll continue the hundred million dollars
worth of bills Monday, until we have time to think.

But normally Bell would have called for about 35
million dollars worth of gold - would have called in
35 million dollars from ....

Well, it's gone; I think we can put in about a
hundred by next Wednesday.

(On phone) Hello. (Conversation with Burgess
follows:)




H.M.Jr:
Operator:
HeM.Jr2
Randolph
Burgess:
H.M.Jr:

B:

Hello.

Dr. Burgess. Go ahead,
Hello.

Oh, hello, Henry.
Hello, Handolph.

Well, I've been working away here, to see what I
can get at.

Yeah, ™ ug, *

I don't know all the elements of the problem, but
Just to - to give you my reaction, let me run off
about the kind of a program I would have in mind.
Please.

First, I think to satisfy the psychology of the
thing you need to do something fairly wvigorous, ah,
fairly promptly.

Yeah.

I would deposit five hundred million in the Reserve
Banks immediately.

Yeah.

And, ah, say you make further deposits as you find
use for the funds. Then, I would reduce the sale
of Treasury bills from a hundred million a week to
fifty million a week.

Uh-huh.

Bo you'd be paying off fifty million a week.

Uh-huh.

And that'd be putting out fifty million a week.

Uh~huh.




L
Ah, second, I'd allow, ah, I'd allow anybody who
wanted to, to pay for the bills by book credit.
Th-huh.,
So that, ah, that to that extent, also, you'd be
paylng off. Now, if the rate were over eleven
hundred they would do that. ;
Ah, third, I think you'd have to discontinue the
permission of banks to, ah, to prepay their war-
loan deposits. Otherwise, the money you put out
would come right back again.
I see.
Ah, into the, ah, into the Reserve Banks. And, ah,
four, I'd, ah, participate with us on any, ah,
support operations. I don't think there'll be
any for a while. (Laughs.)

{.M.Jr: Well, ah, I have an understanding with the Federal
RESBI‘VE‘ Bﬂﬂ.rd’ TEXEE

Yes.

ssssa that they're golng to assume entire, ah, ah, ...
Responsibility.

»s« responsibility for this.

I see.

But, ah, ah, I'm going to ask Eccles, who's coming
here at threeyesss

Yeah,

To call together the Executive Committee of the
Open Market, say, for Tuesday.

I see, yeah.

HoM.Jr: And at that time I think we ought to discuss this
thing more fully.

B: Has it been announced when the Board is going to, ah,
take it4 step?




H.M.Jr:

M

Well, the only thing I saw was on the ticker, and
they said they thought they were going to do it
Saturday.

Yes.

But, - | PP

Of course, that really puts out all the money that
the market can use now.

True. But I don't want to find myself in the
position as the President announced it, that, ah,
we haven't carried out his - his orders.

I can see that. That's why I suggested that you
will need to do something, ah, right off the bat.

'1th five hundred million deposited with the Federal
Reserve Bank, ah, it doesn't put any of 1t to work.

No, but this bill program would.

True.

No, I don't know what your other requirements - I
imagine that you're not getting many more out-payments
than you are in-payments.

Well, we would have normally called today

Yeah.

We would have had to have a call today for zbout
sixty million.

I S5ee. Well, and ....
And, we postponed - we didn't make that, you see.
Yeah. Yeah.

S0 that - that would put sixty million dollars to
work.

Yes. Well those, ah - that would take care of, say
fifty million a week, possibly, and then if you'd
pay off fifty in bills, you're putting into the
market a hundred million a week.




Yeah.
The big problem here, ah, ah, Henry, is going to

be the timing of this thing so it doesn't, ah, ah,
shake this Govermnment market all to pleces.

H.M.JT2 Right.

B: The market's going up terribly rapidly today. Welre
not selling today because, after talking it over
with the Board fellows, we didn't think we ought

to do anything to offset the first psychologleal
effect as it appears in the market, to this action.

H.M.Jr: That's right.

B: There ought to be a natural reaction to it, that
people can see.

H.M.Jr: That's right.

B: Ah, but I think that after a day or two we ought
to operate and try to stabilize both ways.

H.M,.Jr: Well, ah «s.-
Ah sense

As I say, ah, my understanding with the Board is
it's going to be your responsibility, but .....

I see.

Ah, I would like to, ah, from time to time, discuss
the policies and naturally be kept advised.

Yes. Well, we'll be giving more thought to 1it.
I'm, ah, - one thing that would occur to one, of
course, is to discontinue selling bills altogether,
and pay off those that are outstanding.

Well, that's why I thought we ought to have an
Open Market meeting, say Tuesday, which gives
everybody a little time.

That's right.

Ah - because you people don't like Wednesday, do you?




H.M.Jr$
B:
H.M.Jdr:

B:

B:

F-[t:IIiII'=

B:

No, I don't care. Wednesday's all right for me.
I think John Sinclair has a meeting Wednesday.

Yeah. Well, Tuesday would be all right.

Yeah.

A.Iﬂ - .

Well I thought sure that he does - may be Thursday.
I think it'd be a great mistake to, ah, to pay off
all the bills. Because that rate would Just go
down to zero, and then when you start borrowlng
agaln later, you'd get the rates going up.

Well, of COUrSE as«ss

This whole program involves putting out a lot of
money now, and spending a lot of money later.

Yeah.

Now, the two things ought, as far as possible, to be
ngee'd" together, so that ....

Yes, because we don't want to pay off a lot of the
obligations and then have our borrowings increased .....

That's right.

eesss S5ix months from now.

That's right, yes. So it be - make for a much

more orderly market, if you reduced the amount of
bills, but kept on selling some.

Well, I - I'm very calm, and, ah, very philosophiecal,
and, ah - and I want to do the thing technically as
well as I know how.

Yes. Exactly.

And, ah, after all, you have, ah, Monday in New
York, and then could come down here Tuesday sess.

Yeah.
amEEE I Hhﬂuld think we cﬂuld dﬂ Smething T




That'll be fine. I think that's an awfully good
idea, Henry.

Right. Well thanks so much.

Fine. We'll be giving thought to it. I feel Just
about the way you do.

Right.

Calm and philosophieal.
Good.

(Laughs.)

Good. Thank you.

All right, Henry.




White:

D

Glad he didn't see me yesterday.

(Laughter)

Oh, I didn't get excited at any time here. Been
extremely calm.

Well, that's the problem, and I think we've got to
watch our P's and 's. I don't think - was 1t
you (Bell) said deposit a billion dollars?

Not me.

Who was it? Oh, Jake Viner - put a billion dollars
#n the banks.

Not the way National City is paying in 25 million
tomorrow.

Gﬂ - fo----
Wwar Loan account.

I think there 1s some advantage in Jake's suggestion.
I mean just offhand. I hsven't given it any thought.

Oh, I understand. That's the purpose of the meeting.
(Gaston comes in)

I think we all think that some of the psychological
effect can be elther reduced or enhanced the way
this thing is handled. When do you have to make up
your mind?

Fortunately for us, in order not to make a mistake,
we're going to sell a hundred million dollars worth
of bills Monday, see? We didn't change the program,
so as not to make any mistake. The only decision we
had to make 2t noon was, should we call in 60 million
dollars worth of deposits. We decided we wouldn't,
we'd pay that off in gold. Now, I would think that
how much gold we're going to deposit - I think we
ought to do that - well, fairly promptly, &nd ....
But the question whether we're going to - after all,
isn't that the first step anyway? 1 mean no matter
what we did, isn't that the first step? Isn't that
the first step anyway?




Depositing gold??
Yes, with the Federal Reserve Banks.

Yes, that's the first step, before it can be spent.

Before you spend it, you've got to deposit it with
the Federal Reserve Banks. Then the guestion is -
the next question 1s, how do youget it from there
into the blood-stream?

White: The first step you will take in any case.

H.M.Jr: Then the guestion is how much should we do. I raised
the gquestion, talking of a billion four, that we
only deposit five hundred million. I think the
question was raised in good feith.

There is, I think, some advantage in putting a whole
billion four in, but I ,...

Mr. Eccles.

Please. 8Send in another chair or two.

If before crystallizing we could think it over ....
As to what?

As to whether to put the whole billion four in.

(Eccles, Ransom, and Goldenweiser
come in)

Now, is anybody missing from the Treasury? Oliphant.
Nell, I didn't know whether - what we want to talk

to you (Eccles) about is the gold, and &ll that. Is
there anybody else you want from the Fed?

Eccles: We ought to have Gardner over here. Don't you (Golden.)
think we should?

Golden.: I think we should.

Eccles: He'd really know ... I would think Gardner. Would
you think anybody else?

Golden.: No.




H. ik, Jr:

Golden.:
Eccles:

HeMo.Jr:

==

(On phone) Tell Mr. Eccles' office, please, that
ne'd like to have Mr. Gardner ....

What'"s his first name?
Walter.
falter Gardner.

++++ Come to my office at once, please. Tell Mr.
mecles' office that he'd like to have Mr. Walter
Gardner come to my office at once, please.

Shall we talk about our problem first?
Whatever you ....

Well, zfter all, when and if you gentlemen would
tell us when you're going to announce your change
in your reserve requirements - I don't know whether
you've come to thzat deeision or not.

Not definitely. I had talked to Mr. Ransom. I tzlked
a2 little this morning. Tomorrow's a holiday up in New
York, sna with the statement today snd the radio
broadcast tonight we felt that it would possibly be
better to wait until the first of the week, that there
would be no point in coming immedisately tomorrow to
that. Now, I haven't discussed it with the rest of
the Board, but I feel sure that they would be agree-
able to deferring taking any sction until, say, Monday
or Tuesday, the first of the week. Thst would be,
unless there is some - unless you know of some reason
that we should do it tomorrow.

No, let me explaih. Unfortunately, I have a press
conference every Thursday morning. So they pressed
me very hard - what am I ping to do? 4nd I said that
this is a very complicated techniczl position, that
the Trezsury would like to think, that they did their
things only after careful thought, and I didn't think
that 24 hours in which to work a thing like this out
was too long; and that the Federal Reserve members
were coming over this afternoon to advise with us.
They asked, would we have & statement after the
meeting? I sald I wouldn't make any promises. But I
told them that you were coming and I said I wouldn't
make any promises: I might or might not.




Ransom:

H.M.Jp:

Ransoms:

HoM.dr:

Eccles:

H.M.dp:

Eccles:

H.M.Jr:
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So the boys - naturally, they're being pressed by
their home offices. And this is part of the speech.
"What are you going to do?" I don't know what Gaston
thinks, but my own r eaction is that I don't see much
to be gained in delaying it, 1f we know how welre
going to handle 1it.

Well, we also had in mind, Mr. Secretary, ......

I mean I'm talking now about our stuff, and I suppose
we could do it at more or less the same time.

We had in mind not reaching a decision until we had
had the conference with you this afternoon. That was
a factor to be considered, of course.

Well now, here's the thing which we had to decide this
morning: Should we get out - what shall we do about
our bills for Monday? Well, I didn't want to make any
move on that until I had a chance to talk to you
people, so we decided we'd sell another hundred
million dollars worth of bills Monday.

I think that's all right.

See? I mean the wires had to go out. Bell lost five
pounds waiting for me to make up my mind what I was
going to do. So we finally decided - Taylor and Bell
and I - that we would do that.

Then the other decision we had to make was, would we
call on the banks for 60 million dollars, and we
deferred that.

Deferred drawing on them.

fie did not draw on them. So whatever gold we did
deposit - that we would use that in order to maintain
our balances with you people of about a hundred
million dollars.

(0liphant comes in)

So that's - I mean this morning we decided we would
continue on Monday selling & hundred million dollars,
postpone any call for cash. Bell needs 60 million
dollars - Saturday?




Monday.

But you have to deposit the gold?

Monday or any time - before Wednesday, that's all.
+he bills that you sold would .....

Offered Monday, payable Wednesday.

But not for book credit.

That's a roll-over.

That's a roll-over.

Now, on this guestion of the bill thing, I would
like to suggest that we have an Executive meeting

of tne Open Market Committee either Tuesday or
Wednesday.

I think that's advisable. I think we ought to get
Burgess and Harrison down.

By that time they can have the feel of the market.
And if you'd like to say now whichever date is the
better for you, either Tuesday or Wednesday ....

Wednesday would give us a little more time. If we
met Wednesday morning, I think that would be a little
better. That would - we could take action on reserve
requirements - say we did it Monday, it would be out
Tuesday. ©oSort of bunches things.

And we ought to - we haven't had a meeting ourselves
of the Executive Committee in session. I think if
they're coming down for this, like to get them
together ....

H.M.Jr: See them before. ©8hall we say Wednesday at 1l o'clock?
We usually meet on Wednesday, you know.

Eceles: That's right, that's when we usually meet.

H.M.Jp: We uauallg meet on Wednesdays and our announcement
h

goes out lhursday. So that gives us plenty of time.
So shall we have a meeting Wednesday?
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Eccles: Wednesday morning, at 11 o'clock, with the Executive
Committee.

H.M.Jr: Now, my own feeling - I mean then at that time we'll
decide what our bill program is going to be, also
re-examine the borrowing program in light of the
spending. The boys have been asking. That gives
me a chance to say, "Pending the meeting with the
Fed crowd, I won't have anything to say before next
Thursday."

snd that's your press conference.

Thursday morning press conference. I mean I won't
have anything at all. If you people think it's a
little bit hot, either do it Wednesday night or
lhursday morning.

I was going to say, in the meantime I suppose we

could get figures as to what the cash picture is

golng to look like, the needs, and revenue, and so
forth. 7This is going to change the whole picture.

You want it for Tuesday?

Well, if we could get it before we come over Wednesday,
then I think we could be much more helpful than merely
coming over here cold on it.

If you will have someone come over to see Mr. Bell -
any time after Monday?

(Nods yes)
Tuesday morning?
Monday afternoon be all right.

Have somebody come over to see Mr. Bell. Mr. Bell
will sit down and in confidence give him the pilcture.

idhat's fine. Then we'd have it Tuesday so we'd be ....
What? How's that?

How's that for you, Dan?

That's all right.
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Well, I'd say if you could see Taylor and Bell
together - how's that?

Fine.

If you'd see Taylor and Eell together. Is that
gll right?

(Nods yes)

So fix it up that Taylor and Bell willl see you and
will go over the thing together.

All right.

I mean whoever decides to come over. Then you get
that, and at that time we'll talk about bills and so
forth.

Now, the only thing is, certainly we don't want to
call on the benks for any more money, do wef?

No, I wouldn't call for another thing, because that
merely means thet that's already distributed. ©&o

why call it in again, in lieu of the fact that what
we're trying to get on this program is a further dis-
tribution. So I don't think it's advisable to call
it at all. I'd put gold out now Just a8s sesses

Well, we postponed our call at noon today.
I think that was advisable.

Now, my inclination, inasmuch as this thing - see,
I haven't had a chance to discuss this with my own
crowd, because this is more or less the first time
I've come up for alr. My own inclination - and as
I say, I haven't talked - whatever I'm going to do,
might just as well make up my mind this afternoon
that I'm going to deposit so much gold with the
Federal Reserve Banks. Is that what you call 1t?

Bell: Yes, sir.
H.M.Jr: What?

Bell: Yes, sir.
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And have it - 1t will go in Saturday, won't 1t?
Go in tomorrow if you want to.
(Gardner comes in)
How do you do.
Just New York is closed tomorrow, isn't it, Marriner?

Yes, New York is the only one closed. I don't know of
any place but New York.

a5 a matter of fact, we could put it in tonight yet.
Thaet is, in New York.

411 over the country. They're open until about five
or six.

Well, I personally ...

Gardner, I'll Jjust sketch what we're doing. We're
talking sbout this. We had this morning to make up
our mind whether or not we'd sell any bills on
londay. So we're going to sell a hundred million
dollars worth of bills, Jjust &s usual. With Mr.
Eccles, we have decided we're going to ask the Open
Market Committee to come down Wednesday and dlscuss
future bill program and financing program.

Normally today we would have called on the banks for
60 million dollars, and we postponed that. I mean
we're not going to call on them. So we need 60
million dollars.

lhe guestion I'm asking advice on, is, when should
we deposit the gold, and how mich? That's as far as
we've got.

Before you leave that calling from the banks, I'd like
to bring up the question of prepayment that Burgess
mentioned. We have allowed the banks pretty wide
discretion in prepaying War Loan accounts. I don't
believe we should discontinue it.

I called up Burgess a little while &go and asked him
what he thought.
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What did he think?
bHe thought we should not permit them to prepay.
Whet does that mean, Dan?

(To Goldenweiser) Thank youl

(Hearty laughter)

Much obliged. One honest man.
I didn"t think of that.
Dan's got to get out his dictionary.

I thought 4 was the only man in the room that didn't
know the answer.

That's the second good laugh I have had this week.

Well, the War Loan depositaries have balances to the
credlt of the Government for the proceeds of the sales
of Government obligations. From time to time we call
upon them for money as we need it to meet our obliga-
tions. Now, from time to time they have more money
than they need, so they ask us if they can prepay

& War Loan account without us calling it; in other
words, Jjust deposit it in the Federal Reserve Bank.

In other words, they refuse to keep the deposit.
Didn't National City do that today?
National City is paying in Z25-million dollars.

It!'s just that the word is an awkward one. They want
to®mturn the deposits without your calling for it.

The reason for it is that they have to pay insurance
charges on that deposit. Naturally, they want to get
rid of that charge if they have no use for the money.

I'm somewhat in sympathy with Burgess's position on
that, for this reason. That is, you give the banks
these deposits and when they subscribe to the War Losan
deposits they - now, they can upset the thing pretty
badly if they zll want to pay off, see? You see, you_
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better krnow in the first instance whether or not
they're going to keep it or not. When you give

them the option, it might very well work sgalnst

the - to the disadvantage, certainly, of the Federal
Aeserve System, because it puts the control in the
nands of the benks. That 1s, 1t seems to me that

it is - that it is likely to do that. Why not let
them sey in the beginning, "Now, here, we can keep
this deposit untll the Government wants to draw 1it,"
or "We won't take it"?

Bell: Well, what's the difference whether it's credited to
a reserve zccount or credited to the Tressury of the
United States with the Reserve Banks?

Fecles: well, of course, if it's to the credit of the Treasury
in the Reserve Banks, then it's out of the - it is no
longer an excess reserve of the member banks; it ceases
to be excess reserves. 7To the extent that it 1s in the
nends of the member bank, the member bank carrles it
with the Reserve Banks, it 1s excess reserves.

Eell: Eut still dead money.

Eccles: But if you want excess reserves, which is the thing
that = lot of people feel we want - if you want excess
reserves, then don't let the banks pey off the War
Loen account, because the minute they pay it off the
excess reserves go down by that smount.

Fell: My point is there won't be enough to hurt anything,
even if it is 2 hundred million dollers, or 150 million.
Hodludr: Mey I interrupt a minute? Does that decision have to
be made today? I mean 1sn't that somethiing that can
be teken up between now and - with the Open Market
Commlttee?
Eell: Yes.
H.il.Jr: I meen couldn't our technical people, our staff, be

thinking zbout thet, get together, then come in with
& recommendation on Wednesday?

beeles: I think I would do that too; I don't see why it can't
walt until then.

Bell: That's right.
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Upham, Haas, and the rest of them - and your people -
and Bell.

Unless you had some over the week-end - now, I
accepted the National City yesterday.

Well, 1f 1t gets pressing - but I would say that

that is something that would come in & recommendation
to the Open Market Committee - to the Executive
Committee of the Open Market Committee.

0.K., Marriner?
fes, I think so.

I mean this 1s Jjust - this thing might go on for
hours, huh?

Well, there may be aspects, too, that we haven't
got. It's a thing that ought to be studied before
you make & declsion.

dhat's what the staffs are for.

It ties into your supply of bills and your bill rate
more than slmost any other thing.

That's right.

Shall we leave that for recommendation of the staffs?
That's all right.

What?

I would recommend that we do leave it for recommenda-
tion of the staffs until next Wednesday, when the
Committee meets. S

Now, what - then we come back again to the question,
how much gold should the Treasury deposit and when?

Just offhand, if it's a psychology we want to help to
create in this thing, as well as consider it from
mechanies, it would seem to me that if the Treasury
might desterilize immediately a substantial sum, even
though it does of course become a large deposit in
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the Federal Reserve but doesn't get out into

excess reserves, yet the very announcement of the

fact that you have desterilized, say, five hundred
million - it means then that 1t 1s there to be spent
as you need 1t. It mesns your balances are high,

of course, in the Fed until that goes out. If you
discontinue offering bills or discontinue the turnover,
it will go out fairly fest. It would seem to me that
it would be desirable to do something of a substantial
neture instead of doing it plecemeal - 50, or 100,

or 150 million. ©Now, that's Just my personal view.

ii.en, when it comes to our sctlon on reserves
Sense of humor all right?

What?

Is your sense of humor all right?

Well, I'm willing to have it tried out. I'm not -
after

£11 right, I won't try 1t. 0.K., I won't try 1it.
I'1]l meke sure and weit until Monday.

After this last week, I'm not sure Jjust ...
Sure you got one?
I'm not sure what I've got.

We'll pass it, if you have any doubts. If you have
any doubts.

411 right. Well, we're still back to, how much?
Well, I merely mentioned five hundred ....

Well, I'1l tell you what I'd like to do. I like
to play games. Everybody got a piece of paper?

Everybody put down how much they think we should
deposit, and when. Two things.

(Upham distributes slips of paper)

Well, it's as good a way as any. As good & way &s
any.




H.E.Jr:

0liphant:

Hoilsdr:
Eceles:

H.M.dr:

Oliphant:

Heldodr:

Golden.:
HoM.Jr:

Lecles:

Bell:

Gaston:
kecles:
Gaston:
Hededp;

Upham:

Ransom:

1=

How much, and when.

You talking sbout how much interval between the
amnouncement of it and the message today?

No.

The amount.

Well, there are three questions: When should we
announce 1t? How much should we deposit? And, on
what day should 1t be deposited?

Announce it on the day you deposit it.

dight ennounce it tonight, or say no decision - I
mean when should it - when should we announce it,
how much, and what day?

May I ask a question before I write mine? The
m:rkets are closed tomorrow? I just want to ..

Yes.

And just so that we play the game, the winner gets
the prize (little toy automobile).

Y0 you want the ballots signed, Mr. Secretary?
I certainly do. I'm going to sign mine.

This timing it i1s another question. You can't do
this tomorrow, can you? DNew York ...

You write that; we'll get it in.

It's only 3:20, Marriner.

#hat zbout Saturday?

It's only 3:20. Bookkeepers still at work.
4his is more fun than I've had in a long time.

(Collecting ballots) He (Ransom) doesn't trust me.
Didn't you vote before?

No, I haven't voted before. It's an honest election,
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as I understood it,.

Got any good mathemsticlans? Resd them off. Got
to have a tally.

Anybody to check Cy?

What's George doing, writing a thesis?

Yes.

Wasn't quite finished, but I'11 sign 1t as it is.
We've got to straighten your books out.

dnybody else?

Gardner.

Have you (Taylor) played?

Oh yes, I didn't hold back a thing.

That's the way to get what's known as a concensus.

Well, we've done it with our own crowd, but I don't
think we've ever done it with you.

No, 1It's not a bad idea. I think it's all right.
ihe next time we get in & Jam over there with those
twelve together, by God, I think we'll have to resort
to something like this.

I think it's a brilliant idea.

All right. &.K. Now I'11 try to read them so we'll
et s to the day. Who's going to tally this?

Don't read the names.

Why not?

That's four-fifths of the fun.

Anybody object to theilr names belng read?

(Chorus of "No'sn)
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Now wait a minute, Cy, you've got to explain. You
say "tonight."

That's right. Dan said it could be deposited tonight.

Well, how about announcing it?

Well, it's been announced, in my opinion. The
President announced it.

“fut when you going to announce - the action should
be announced when? ’

Well, when it is done - tonight. You deposit tonight,
emmounce it tonight. I'm sorry.

Upham says, "Announce tonight, deposit tonight, a
billion four.nm

That's right.
Is somebody writing this
Lan 1is.

H.M.Jr. - "Announce this afternoon, deposit Saturday,
one billion."

Huh, huh, huhl

&m I good?

We're working in perfect harmony.

bderbert admits it.

Oh, Bernstein - "Announce Monday afternoon that one
billion four will be deposited on next Wednesday."
"Announce on Monday afternoon that one billion four
will be deposited .... "

On Wednesday.

Yn the following Wednesday.

Vid you give an amount? Upham, I mean.

Yes, one billion four.

"G.C.H." Who?
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Haas - "Deposit with the Federal Reserve a&s soon
as possible ....."

That's tonight.
I didn't want to tske any chance.
A11 right. ".... one billion four."

That other part - Cy took 1t awsy before I finished
it - the point there

"This takes the zmount off the daily statement."

Desterilization account, inactive account.

“nyway, his thing is to deposit it with the Federal
Reserve tonight - one billion four, and announce
tonight.

As soon a8 .... Well, I wouldn't care.
It's announced by the actlon.

White - "Announce it Friday, deposit one billion
four Monday."

Got too many votes here.

Eccles - "Five hundred million dollers today."
ngnnounced tomorrow,” i should have put on, because
if you put it in today you could announce it tomorrow,
couldn't announce it today. I mean there would be no
occasion. I think be better to announce it tomorrow
for the press Saturday morning.

"H.0." Oliphant - "Deposit five hundred million.
Vo it Tuesday. Announce it at 9:31 a.m. Tuesday."

Before the opening Tuesday, that would be.
I added the "1" to 9:30.

You're conservative, Herman.
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That's right. Hair getting gray.

Ransom - "Announce on the 15th" - that's tomorrow -
nfive hundred million dollars, and depdsit it
immediately." -

figll, I mean immediately after the announcement.
I didn't assume at that time that you could deposit
1t today.

Friday.
If you could do it today, so much the better.
Today .

Gardner - "Announce immediate desterilization of
initial amount of 200 million next week."

Might have added to that that the originasl announce-
ment would be to the effect that the whole amount
was to come out in & series of installments, that
you merely begin with the 200 million dollar
instellment.

I see.

Gaston - "On the daily statement for today transfer
21l inactive account to working balance. Saturday,
deposit one billion gold certificates. Announce

both actions today." Are those - is that statement -
I mesn can you do that on a daily s tatement for
today, transfer all ...

You could do that on today's stetement, couldn't you,
Dan?

Yes. Come out Saturday morning.
It will come out Saturday morning, but it will be

for today and it will show the inactive abolished
and all of it in the working balance.

And you could release it to the press, if you want,
by Saturday morning, because that is when your state-
ment would come out.
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How much 1s the lnactive gold?

Yne billion, 182 million; 209 in the working balzance
of free gold - 196 free gold and 12 million tied up
benind Netional Bank notes.

what Gaston 1s suggesting - if we transfer the one
billion one s.ss.

That would show a working balance of zbout a
billion, 390. And then follow it on Sasturday

by depositing & billion of it in the Federal
Heserve Banks, which would leuve you a wqrking
balance of 390, of which 12.8 is for o ‘Bank
notes. o
1o0u mean gold in the working balznce.

Now, the daily statement today - you mean tomorrow's
statement.

‘he one that 1s compiled today, dated today, comes
out Saturday.

oaturday morning?
Saturday morning, ves.

What Gaston has suggested is wiping off all insective
gold end transferring it to the working account.

Right.

fiorking balsnce. 4And then deposit & billion of gold
on waturday.

That 1s, & billion of gold from the working gold
account; by making the transfer you'd have a billion
four approximately in the working account, then you'd
lose & billion of it, leaving about 400 million in
the working account.

Yes.

But that transfer to the Federal Reserve Banks will
not show up until the statement of Tuesday morning.
Of course, you announce the ...
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Action. Mannounce action today," he says.

dzy L say, Mr. Secretary, that I like that suggestion.

I do too. I like that. I like Gaston's suggestion.
I like tnat.

finy wouldn't you like to deposit today, so thet would
also show up?

I'd agree to thet. Deposit your billion today.

20 your announcement would state that you had
deposited with the Federzl Reserve Basnks. Your
inactive gold fund would be wiped out at the same
time.

Irrespective of how much is deposited, I think the
idea of getting rid of the inactive gold fund and
putting it in the working balance is good. And then,
if you deposit five hundred million or & billioen, why ,
1t wouldn't make eny difference to me. But I think
that suggestion would be a darn good one.

Goldenwelser - "Announce today, deposit Szaturday
one billion four.m

Taylor - "One billion four. Deposit &ll and announce
Saturday.”

You mean deposit today?
I mean to have the whole thing show as of Saturday.
when would you announce 1t?

Announce it when it shows.

Bell - he's very brief. He's an economizer. He
says, "Five hundred million, April 14. Bell." Just
like a telegram. "Why sign it - they know I mean
Bell."

Dan, you forgot to say "Regards."
ihat's understood.

daybe you forgot to ssy "Goodbye," Dan.
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My father sent me & radio telegram when he was
coming around from San Francisco through the Canal -
something about "Thanks wvery much for arranging my
going through Panama," and they put on there
"Unsigned." 8o I sent nim back one word, "0.K." -

a wire - "Unsigned."™ I thought I'd go him one
better. He showed it to everybody on the boat.

Well, I think, going around - I think - I imagine
that everybody would agree on this, that as of
today we wipe out the sterilized account. What?
Does anybody object to that - that as of today we
Just wipe that out and transfer that to the working
balance?

Eccles: That will show up in the Saturday morning statement.

Hedlodps Saturday morning statement. Does anybody .... What?

Ransom: It's 2 good thing. All right.

Eccles: I think it's a2 good thing to do.

H. i Jr: Well, now we have agreed on that, then the question
is ... ©BSee, the next statement comes out Saturday
morning?

The next one that could be affected by any action
here.

Would be Saturday morning. Well, I think whatever
we're going to do, do it so it will show up on
Saturday's statement.

And in order to get it into all the banks, it ought
to be done yet tonight.

0.K.

Some banks be closed tomorrow.

Then the question is just how much. How many ...
oix are for the billion four.

Yes.

And two for & billion. Four for a half & billion.
One for 200 million.
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To get the full billion four we either have to take
some of it out of the gold profit or have to get

some from the Stabilization Fund to make up the
full billion four.

Well, that was the round figure - billion, 391, or
billion, 380.

You wouldn't want to do that, would you? Gold -
one billion, 383 ought to be enough. That would be
the full sterilized account, and the rest is not s0
important.

How much is 1t?

One billion, 183.

That is now ...

I'd be willing to take the one billion, 183.

That is the amount now in the sterilized sccount.

I think that would be keeping full faith with the
President.

But 1if you transferred the whole thing and then you
transferred a billion of it - but why transfer a
billion rather than that full amount, the billion,
1837

No, I say & billion, 183.

That's what I say. I think if you're going to go
above five hundred million, then you ocught to go the
billion, 183.

I would.

That closes that.

Make it even money by taking a little money out of
the working balance and making it a billion two.

It's even more effective if you take the odd amount.

lake what is in the sterilized account, exactly what




Golden.:

wWnite:

Upham:

nhite:

Upham:

H.il.Jr:

Klotz:

Golden.:

nansoms:

Eell:

Ececles:

Bell:

Ececles:

Bell:

Golden.:

Bell:

Eccles:

=39-

is in the sterilized account, and deposit that
with the Federal Reserve.

bLither that or the full one four that the President
mentions in his message.

There is something to be said for the full amount
that the President mentioned, and I don't guite see
the advantage of not taking that additionsl amount.

It seems to me it has everything that can be claimed
for the one one plus the other.

I agree with Harry, but I am more willing to com-
promise then he 1is.

How do you Know?

I said I think.

Harry's a champlon compromiser.
Iﬁat's saying something.

That would be just to support the President's figure.
He said ...

He said "approximately.m

de said Mapproximately."™ He knew how much - a billion,
390 - but used the round figure.

What's the difference between the billion, 183 and
the billion four?

209 million dollars of free gold in the General Fund.
Thet hasn't been deposited.

Hasn't been deposited and hasn't been transferred to
the inactive account.

Mostly National Bank notes, isn't 1t?
12 million of that is held behind National Bank notes.

Got to continue to hold that.
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Don't have to. 411 by administration. It can go
in - just as well lie in the Federal Reserve Bank
&s 1n the Treasury. Put the whole thing in.
Eventually forget the Natlonal Bank notes.

From the publicity standpoint, what have we done
today? We have taken the sterilized account, wiped

it out, put it in the General Fund, and deposited
it with the Federzl Reserve as of tonight.

That's a clean-cut operation.

Now, what about the other? Well, we've wiped that
out.

I think it's probzbly a little more important if
you could double the publiecity, which i think you'd
be able to do if you announced it before Sunday, let
the Sunday papers carry 1it.

Herbert is going to tell the boys tonight.

and then postpone the actual deposit until Monday.
lhen you'll get double the publicity, won't you?

No.

No?

My own feeling - whatever we do, he'll tell the
newspapermen; &5 & result of this meeting, we take

such and such action now.

We'll have two stories anyway. We'll get the Friday
morning story and the Sunday morning story.

You mean by «...

++» telling them tonight.

Vo you want a Friday morning story?

thile the iron is hot.

I think there will be so many other things. Why

not keep this for & Saturday morning or Sunday
morning story? Tomorrow you have the President's
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radio talk, and you have this message today, and
this - this could be ...

0liphent: That's what I mean - spacing.

Eccles: Now, it's my Jjudgment that this should come along
on a Saturday morning. If you act today, the story
has got to come Saturday, because the statement is
out anyway. But it would be more - it would be
perfectly logical to follow up here the very next
day after the press is commenting on this radlo
speech.

Of course, the financial ngwspapers won't be pub-
lished tomorrow. -

No, the financial newspapers won't be published.
Of course, the boys will be keen to know what
mechanics have been d ecided upon.

If you don't do it, the public won't understand why
you're delaying it. Get a lot of unfavorable pub-
licity if you don't do 1it.

I don't see any reason - I think we ought to do it
tonight.

You mean for the papers in the morning? Gosh, to
follow the ...

Another reason why - it's better for the President's
sake. The boys said this morning - when I wasn't

ready this morning to tell them, so - oh, this thing
was so sudden and so unprepared, wasn't thought through,
"so you really don't know what you're doing."

Eccles: Well, I don't think the - the amount doesn't make
so much difference, if it's large.

Gaston: You're putting it on today's statement, and you're
holding out from the boys something that they will
find out later you have done today, and there's no
sensible reason, except a matter of newspaper space,
for not telling them. I think it'd make them pretty
sour.

Couldn't do it for release on Saturday morning?




~26-

Upham: So patently & bid for publicity.

Gaston: The effect of prompt action 1s far better than the
kind of head 1t gets in the paper.

Eccles: Well, I ....
Gaston: And you'll get it again on Sunday.
Upham: Yes. Will youl!

Ieylor: If you make your announcement on Saturday, why,
that will take care of that gap, won't 1t?

Eccles: We didn't figure doing anything until Monday.
Taylor: Get both Saturday and a follow-up on Sunday.

Eccles: We figured that possibly by Monday there will be
a little gap, and bring that in Monday. I was
hoping that this could come Saturday and then
we could come in there Monday.

Is your action going to be effective immediately?
Yes, it has to be immediately.

Have to be a date that it goes into effect. First
of the month, for instance. Got to give a date.
Effective such and such a date.

Probably the first of the month - the first period
that you strike.

Heally dor't have to give any effective date far in
the future when you go down. Going up, you do, but
going down ....

Yes, they have to figure their reserves, calculate
their reserves on a weekly basis,

The President is announcing that this is going to
be done, and the effect of your not announcing the
mechanies is Jjust an effect of delay.

Gentlemen, I've been - there's six people - the
President announced a billion four; I think we better
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do what the President said. I think we better do
a billion four tonight.

He said,lhnwever, Ngradual,” didn't he?

No.

In that draft he had "gradually."

Who's got the speech?

Well, what - of course, he didn't - he said ...

lhere are six people here said that .... Has
somebody got his speech?

I haven't his speech. I have the message.

I haven't got the speech either. I mean the
message.

You mean the billion four - the exact amount.
exact amount that is in the ....

what is 1t?

A billion, 392.

4 billion, 39Z.

Yes.

nThis can be done without legislation. It will

be done through the desterilization of approximately
one billion four hundred million dollars of
Treasury gold, accompanied by action on the part
of the Federal Reserve Board... etec.

Well, it's a billion, 392 - is the figure we gave.
Notice the way that statement ....

I remember - I thought it was in there yesterday.

Well, it isn't in there.

Notice the way the statement reads: nlt will be
done." It's almost like an order.
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But I don't want - I mean that's what he sald and
I think we better do it. And as I say, we're
voting and there's six people ....

That's right, six people in favor of the billion
four.

Well, if he doesn't use the word "gradual" in there,
if it's contemplated it should be ....

Would you mind reading ....

He's read it. I'm satisfied it isn't in there.
I thought it was.

well, it isn't.

#ell, that does put a somewhat different sspect on
it.

I mean he can perfectly well say, "Well, Henry, why
didn't you do & billion four?"

Let's meke sure. Let's make sure and do it.

It would be a billion, 392, wouldn't 1t?

Th=t's right.

I'm impressed with Herbert's argument, that to do

it tonight seems to indicate the definite support -
no lapse. He said it would be done; it is done that
night. No possibility for criticism or doubt, or
"Is there confusion?" and so on.

I agree.

It loses possibly some of the advantage that you (Eccles)
claim, but I think it is overwelghted by tnis other
edvantage.

If you gentlemen had been in my press conference with
me this morning and seen how the boys pressed me on
ANSWELS sess

Well, I would .... I certainly wouldn't have any
ob jection to doing tne shole thing. Certainly it 1is
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going to be done, and whether it's done tomorrow or
whether it's done part tomorrow and part next month
and part a month from then, I - it's just a guestion
of which would be the most favorable psychologically.
And it would seem possible that that statement could
be interpreted that it would be done immediately, and
if it isn't done immediately it could be said that it
was being done grudgingly, and of course you don't
want to get that impression.

O0liphant: I've changed my mind. I think that obviates everything
else. I've changed my mind.

H.d.dr: and the other thing, Marriner - after all, the public
shouldn't know that we didn't have time to think this
over.

Well, there's a lot ....

Thet's the sense of humor touch.

mell, there'!s a lot of things that, 1f the public did
know, it would be too bad.

Flenty.
You said it.
I think unless somebody says something - I think I'll
let Mr. Gaston advise the press - I don't see any
reason for my seeing them, Herbert - .....

Gaston: No, I don't think so.

H.oM,Jr: ... that we have decided that we'd deposit tonight
a billion, 392 - whatever 1t 1s.

Gaston: Whatever the sum is in the ....
Right down to the cent.
Right down to the cent.
And I'11 deposit the National Bank note gold.
Huh?
ind you deposit the National Bank note gold. Might
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as well be in the Federal Reserve Banks as be
here.

The entire amount of the gold in the inactive and
the working balance.

Is that one billion four ...
Yes, sir, it's only 12 million.
How much?

12 million. #nd of course, the next couple months,
pbefore you lose this billion, 100 million dollars
wortn of gold, those National Bank notes will have
come in.

Of course, we have - this does not take care - 1
mean include the gold in the Stabilization Fund.

Neither does it include that gold out of the increment
to make loans to industry in the Federal Reserve
Banks - zbout 141 million dollars.

What 1s 1t, Dan?
sbout 141 million.

Plus the gold in the Stabilization Fund. B0 sass
Got time, Dan?

No, you're not rushing us any.

So I think I could tell them, couldn't I, about the
cencelling of the 60 million call, and the fact that
we'll roll over the hundred million of bills, and

that tne Executive Committee will meet with you om
¥ednesday morning to talx about the generzl financing
situation, and the fact that we're making this deposit.

Now let's go - now let's - anybody, please, who
doesn't tnink that this is wise or the best way to
approach 1t, please say 3S0.

Well, Mr. Secretary, I Just wondered if Mr. Gardner
had any well thought out resson for nis installment
plan - more or less academic.
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Gapdner: No, I certainly did not. 8o long as the whole
program 1s announced at one time, it seemed to me
there was no hurry in msking the transfers, but I
don't feel the slightest objection to doing it all
at once.

Ransom: Just being cautious.

Eccles: It will be spent in instzllments anyway. Just a
question of 1ts lying idle on balance in the Reserve
Benks ....

++. 0r whether it's here.

- -

Or whethéF it's here. You'll spend it in exactly the
seme way. The only thing is, you get the full
psychological benefit of it 211 being deposited.

Anybody else? I mean this is important.

Just one point. In order to syueeze the maximum
effect and not to confuse the public with the

phrase "working balance," which they will not
understand and wonder what it is you are transferring -
I wonder whether it wouldn't be possible to say thsat
there is one billion, 392, desterilized at once;
because if you say "from the inactive account and

the working balance," they'll ask a lot of gquestions
and it will not be cleszr.

Gaston: dell, if the boys want to know, I can tell them the
facts.

Bell: I think they know pretty well those two accounts on
the dailly.

Bceless The way they write the story - that there was a !

desterllization of a billion, 392 million; that's
the way the story would head.
By the way, I gather this is Archie's preference too.
What?
Taylor: This seems to be Archie's preference.

HM,Jr: I didn't know ....

Taylor: I say I talked to him.

i
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Well, this is what he'd like to do. Grand.

I vote "Yes."

Suits me.

Dan?

0.K. by me.

(Nods yes)

Yes indeed.

The discussion has changed my mind.

Pardon me?

The demonstration of the ability of the administration
as & whole to act in unity and promptly, I think,
outwelghs all the considerations I originally had in
mind.

1 agree with Mr. Oliphant on that.

George?

Yes.

(Nods yes) Yes, Mr. Secretary.

I agree entirely.

(Nods yes)

(Nods yes)

(Nods yes)

All right.

It's unanimous.

You (Klotz) don't want to vote "No," do you?

I better not.
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Upham:
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H.M.dr:
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Well, isn't that ....

yp. Bernstein raises tnis point: What does the
President say in his speech tonight? Does he
say it will be done or it has been done?

I don't know that it necessarily - well, this is
a message to Congress.

Yes, you're acting on the official document when
you act on the message.

I'd make this for release for tomorrow morning's
papers, not for tonight. The President is, I take
it - his speech this evening is an interpretation
of nis message to Congress.

It might be very well to advise him of the action
in cuse it would be necessary to change any «s.--

He might stop in the middle snd say, "By the way,
the Treasury ss-"

ind say, "It has been done."
No, ne'll say, "Flashl"

njow gulckly we actl It's already been done."
And those babies move, too.

I don't tnink I want to call him up today.

I wouldn't.

What? I don't seeé ...

You're acting on the official document, the message
to Congress.

I think you're safe enough. But he might incidentally,
if ne did know it, state tnat 1t has been done.

Well, you (Gaston) can tell Steve Early.

I'11 tell Steve Early.

You tell Steve Early.
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You (Bell) can do it still?

Oh yes, I'll get it in there.

And also tell them the question of bills and future
financing will be decided on Wednesday .

Will be discussed with the Executive Committee on
Wednesday .

Thank you.
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TREASURY DEPARTMENT
WASHINGTON

dpril 14, 1938

0 THE SECRETARY:

At a conference today in the Secretary's office
with the Treasury Staff and representatives of the Federal
Reserve Board preseant, it was decided that, to carry out
the suggestions made in the President's message, immediate
steps should be taken to deposit all of the inactive gold

and all of the free gold in the working balance, aggregating

$1,391,907,809.30, with the Federal Reserve Banks.

After discussing the matter with Mr. Eccles,

1 aporoved the deposits specified in the attached letter.

atdF




April 14, 1938

Zo the Treasurar of the lndied States:

Instructions contained in my memorendum of Decesber 24, 1936,
to sasrecate as inactive gold im the gemeral fund of the Treasury the
net amount of all gold received dally on and after Decesber 23, 1936,
ineluéins gold received at the old value of $20.67 per fine ounce;
to show soneh insotive gold separately om the Treasurer's record of classd-
fiod assets and 1lisbilities in the Treasury and to change the form of
the Dally Treasury Statement so as to show this insotive fumd separately
from the froe g0ld im the working balsmos of the general fund; the in-

struetions contained in =y mewmorandwm 1.;1 November 4, 1937, regarding the
handling of gold transastions slmltaneously as between the Treasury

nd the Stabilisation Fund; amd the instructions contained in my memoran-
#m of February 15, 1938 to deposit in the gold certificate fumd, Board
of jovernors, Federal Reserve mt-fcmtnfthmlm

Bank of Wew York in maltiples of £500,000, the smivalent of dally acere-
tions of gold in the Treasurer's accoumt uwp to an agegregate of $100,000,000
sagh Tinrter, are hereby revoked.

In this commestiom, mm-thrlul-lnp-hﬂhtmﬂt
t-s balanoe of the inastive gold in the gemeral fund of the Treasury, smount-
ins 2% the close of busimess om April 13, 1938 to §1,182,974,522.81, %o the
00 14 in the working dalsnoe of the geneval fund ol to deposit this sm
t07i, together with the smount of free gold already held ia the working
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balance amcunting $o $208,933,286.49, or a tetal of #,391,907,809. %,
in the gold certificate fund, Board of Governors, Feleral Reserve Bystem,
for acoount of the followiag-named bBeaks in the smoummts indisated, with
mmﬂmuﬁ-m‘-m“iulmiﬂlﬂ
funds to sueh banks: ;
Fedaral lm‘ Baak of .-‘“ sRBEAESAN ﬁ.m.mm
m Resorve m of New h* WEs s ‘Mlm'g
Federal Reserve Bank of Fhilsdelphia ..., 50,000, 000,
m Hesarve H of ﬂ.-'l'l.-l EEEE A m-mmm
Federal Eeserve Bank of Richmend (XTIt ﬂ.“.m.ﬂ

Foderal Resarve Bank of AVlanta «veveon..  50.000.000.00
m-“ LA L L R RN T ] ﬂ-m.m-”

« bowls cucnnns ﬂ.m,m-m

.mll. TEIL m.m‘m-m

Kansas u' LIEET) m-m-mm

Dallas seossssnes ﬂ.m,M1m

Yederal Reserve Bank of San Franciseo ... 150,000, 000.00

Total cevesrrsannssnsass  1,391,907,809,30

Included in the sbove-memtioned froe gold contained in the werking
balamoe as of the olose of business April 13,1938 1s the sum of
$12,855,760.45 held for retirement of National Bank notes im accordance with
the instrustions oontained in the Sesretary's letter of June 26, 1975.
This nemorandum does mot imvolve any change ia this instructicn asd you
@ould contime to sharge the retiremsat of the Natloual Beak motes against
this fund watil the total retiremsuts effested after April 13, 1938 reash
$12,855,760.45, and you should comsidar that the geld dspesited e April 14 (
for credit with the Federal Reserve dasks to Shis extent was merely amtiod-

Pating the retiremsat of sash National Bank nobes.
Beginning with April 19, 1938 you should make no further deposite
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of ssoumlatiens of @id fn the geneval fund walsss inshrested by this
office. This will pesmit $he gald to sssmmiste i Whe usual nemmer sl
be held 1a the wesicing Dalante of the gmevel fund as *free gds®.

Vi
Assistemt Yo the Seavelery




TREASURY DEPARTMENT

WASHINGTON

Jpril 14, 1938

70 THE SEORETARY:

Oonfirming the understanding reached in
vour office thie mnming,. it was decided to approve
the Treasury blll program for this weelk in the’
usual manner, namely, $100,000,000; that there would
be no call todsy on government depositaries; and that
any edditlional funds needed would be provided threugh
devosits of gold through the Gold Certificate Fund.
This entire matter will be discussed this
efternoon at 3 o'clock with members of the Federal

Eeserve Board.

o3




The Honorable,
The Secrstary of the Treasury.

Mrm

The Federal reserve banks named below need funds in the
Treasurer's account to meet current disbursements, and the gold in
the general fund of the Treasury is in excess of legal requirements

end current needs. Therefore, 1t is raspectfully requested that de-

posits of the following amounts be authorized in the Gold Certificate

Fund to the credit of the banks named, with corresponding charg:s in

the Treasurer's account as transfers of funds to such banks

$50,000,000.00
541,907,809.30
80, 000,000.00
$0,000,000.00
80,000, 000.00
80,000,000.00
280,000, 000,00
80, 000,000,00
50,000,000.00
$0,000,000.00

% w A
Very truly yours,

ABril 14, 1938, W e U oot .

Deposits authorized:

Assistant to the Secretary.

E

i

Todaral Reserve Bank,
Fedaral Reserve Bamk, Wew York . .
Tode ral Resarve

i

‘B
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Assistant Treasurer.
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April 14th, 1938,
Mra. Elote

Mr. McHeynolds

I have read the record of the Secretary's telephone
conversation with Senator King this morning about the
proposal to require by legislation that the Federal Govern-
ment protect state borders in connection with the enforce-
zent of tax laws relating to alcoholle baverages.

The situation legislatively 1s:

(1) Senator Lea introduced an amendment to
the tax bill covering this subject and
the item ia, therefore, bafore the
conference committee on tax legislation; and

(2) What is known as the Tarver Amendment, cover-
ing the same gubject, 1is before a sub=
comnittes of the Judlclary Committee of the
Senate, presided over by Senator Eing.

Mr, Hester had been informed that Mr. Magill would take
care of this subject, in view of the fact that it is necessarily
vafore the tax bill conference. For that reason, he had not
followed up the contacts with Senator King's Committee.

1 have now arranged with Mr, Magill and Mr, Hester that
Hester will assume full responsibility for presenting the
Treasury's attitude before Senator King's sub-committee and
that Mr. Magill will handle the matiter before the conference
comnittes on the tax bill. Thie is entirely satisfactory to
both Mr, Magill and myself; Magill having promised that he will
call on Hester for detalled assistance before the conference
committee 1f he finds himself in need of such assistance.
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Strong telephoned to say he received a report that

Col.
Lr. Tetsuzu Horikoshi, Ex-Chief Comptroller of the Bank of Japan,

jeft Yokohama March 31st for Seattle wlth two assistants on a

secret mission to investigate the possibility of establishing addi-

+ional credits for Japan in the United States.




GRAY
Parls
Dated April 14, 1938
Rec'd Bi05 a.m,
seecretury of State,

Washington.

603, April 14, 11 o.M
Reference my 601, April 13, 8 peme

Parliament adjourned last night until May 3l.

WILSON

KLP:CSB
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pate_ April 14, 1958,
sussecr. TELEPHONE CONVERBATION WITH

—_BANK OF FRANCE,

Nr. Knoke called Mr, Cariguel at 9148 this moning. There
ns & definite change of semtiment, Cariguel said, throughout France
te to the recent change in the Governmentj all eyes were on Daladier,
wmnd provided he ocould handle the strike situation satisfactorily,

" things promised to work out all right.

The French Fund had purchased yesterday the equivalent of
sbout £5,500,000 (which includes our sale of spproximately 74,000,000
frencs on Tuesday efternoon, equigalent of £465,000). Today he had
purchased spproximately £1,250,000. In view of the fact that England
holds approximately 4,000,000,000 francs of gold in Paris, Cariguel
{s anxious to build up their gold holdings in Lendon, with the result
that at least for the present, exchange obtained from the sale of
trancs in London will be comverted into gold in Londen.

As another hopeful sign of improved conditions, he mentioned

| the fact that in his opinies British and Italisn suthorities are fin
getting together snd that this time they would get somevhere. The

Epanish situation also looked brighter and within two or three months
the d1fficulties there might be settled, which, of courss, would help

Birope generally.
Mr. Knoke ssked him i{f he was satisfied with the execution of
his exchange orders the last few days, and Cariguel Very definitely

tated that he was pleased.




GRAY

Paris

Dated April 14, 1938
Rec'd 9:85 g.m,.

gsecretary of State,

lasl:ington.

RUSH,
EDI: "'.pl‘ i 11 BalMe
FROI! COCIRAN.

Chasc Bank buyer dollars for French control at

31,72, Total of dollars purchased yesterday by Guaranty

for control was 3,000,850, At 11 o'clock the control
had also hezun to acqulre sterling actively at 158.135.
Market was impressed by unarimous passage last
night by the Senate of Daladier'!s special finance bill
and encourazed by fact that Parliament having ad journed
until lar 31 will glve him favorablE oppor tunity to
begin reconstruction, Acceptance by the Senate of
Chomber's bill of March 25 positively stipulating that
total procceds of eventual 1liquidation of stabilization
fund and of fund for supporting rentes shall be applied
to definitc reimbursement of advances mode by Bank of

France to :he state, also favorable receivedes

WILSON




CGRAY
London
Dated April 14, 1938
Rec'd 1:20 pem.
gecretary of State,

Washington.

309, April 14, 5 Pt

FOR TREASURY FROM BUTTERWORTH

1 had a word with Waley who said that he had made
indirect inguiries and ascertalned that Monick had not
yet returned to London nnd that his office did not kmow
when to expect him, Waley anid that in any casg there
was no chance of any important discussions taking plack
in London during the Easter holidays and for his part he
was not returning until Wednesdaye

All London markets will DE closed until Tuesday with
the exception of the foreign Exchange market which will
be open on Saturday morning.

I am leaving tonight for three days visit near Parls
and can be reached through Cochrans.

Daladier®s initial succEeESSs in the labor gituntion

and his equally striking aochievement in the obtaining of

financial powers has created a favorable and somewhat

hopeful resction in this countrye ThE FINANCIAL TIMES
gOES
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goes so far as to say that although his Government "is
not one of Natlional Unlon, nevertheless 1t may prove an
equally effectlve substitute, having reached what appears
to be a point of stable equilibrium through the exclusion
of the forces of the Extreme Right and Extreme Lefts

THE TIMES is more cautious and predicts that "the
reel test will come when Parliament reassembles, having
had time to study the decrees which will have been issued
before then nnd to note their effect upon the financial
and economic situation and upon opinion in the country.
The Daladier Government'!s program for restoring equili-
brium may be described roughly as M. Blum's plan shorn
of the drastiec proposals such as the capttal levy and thE
supervision of exchange operations, which made it unpopu-
1ar with the radicals, It adheres more closely to
orthodox methods than M. Blum thought practicable in the
circumstonces, In the oplnion of some critics 1t does not
go deeply enough into the root of the evil to be effectlive.

But the real evil is loss of confidences ThE way in which

the program is received 1s thus more important than 1ts

actual contents," (END SECTION ONE)

KENNEDY




PLAIN

London

Dated April 14, 1938
Rec'd 2:55 p. Me

seeretary of State,

Washincton.

309, April 14, 5 p. M. (SECTION TWO)
The Finenclal Fews concludes 1%s geditorial:
#1f 3, Daladier is able on the one hand to handle
the industrial disputes and to hold the confidence both
of the employers and the unions, and if he is able on

the other hand to prevent a further deterioration of the

national finances and at the same time intensify rearma-

vntional Union at some later date should be good. That
must now be the objective. ThE paladier Government, as
it is at present, is not 1likely to be sufficient for the

real solution of France's problems even by the EXErcise

of dictatorial powers, But if the Prime Minlster handles

the -osition properly, then his Government gshould be able

to npenare the way for the Government for which public

oninion, not only in Frence but also in all the democratic

countries,
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2.4309, From London, Apr.l4,5p.m.
(Sec. Two
countries, has DEEN waltinz ever since Hitler marched
into Austria."
Dealings in both dollars and francs have been small
due to the coming holldays. Gold soverigns continue
to decline in price with sales at 34,01,

(EWD MESSAGE)

KENNEDY




GRAY
Paris
Dated April 14, 1938
Rec'd 2:35 pems
seeretbary of Statey

Washington.

609, April 14, 5 p.m.

FROM COCHRAN

"11th offerinzs from New York this morning dollar was
well supported against sterling and frone. In Paris
Chase evidently obtained good amount of dollars for the
French control, Guaranty alone gave Chase $400,000 and
scld 250,000 directly to the control. Sterling was not
lignidated as heavily as yesterday but understand control
was well satisfied with the amount 1t received on this
holiday eve., Forward fronec contimies to improve but
bidding therefor slightly restralned because of somEk
market dislike for Government!s new polley on discounting
trade bills drewn on the states There is a marked demand

for two year notional defense bonds and consequent tight-

ness in money market, French rentes and shares stronge

Bonk of France stotement as of April 7 showed further

droving of 980,000,000 froncs by Treasurys

European
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furopean finaonclal papers carry report of Eccles!
recommendations for gold desterilization but so far have
not expressed opinion as to appropriateness of such a
measure coming Just at the moment when dollar has DEEN
wenkened by pump priming plans and when Europe appears

to be taking a real turn for the better with early

possibility of withdrawling gﬁfﬁ from the United States

agoinst which shock the sterilized holdings would seem

to offer the ideal cushion.

WILSON
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GR.E.Y v Eecretary —-f v Mr. Haas z
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Paria | v ¥r Cilpha L

Dated Aprll_{;: 1938

Rec'd 9:85 Qelle '
iy ] _. ! rr
| l.l-l'-”“Ed.iﬂ
geerctary of “tate,

tlaglington.

RUSH,
604, April 14, 1l a.m.
FRO:! COCHRAN.
Chase Bank buyer dc}lara for French control at X
31,72, Total of dollars purchased yeaterday by Guaranty
for control was 3,000,850, At 11 o'clock the control
had slso HErun to acquire sterling actively at 158,13,
Marlcet was impressed DY unanimous passage last
night by the Senate of Daladier'!s special finance bill
and encourazed by fact that Parliament having ad journed
until lav 31 will glve him favorable oppor tunity to
begin reconstruction. Acceptance by the Senate of
Chamber's bill of March 25 positively stipulating that
total procecds of eventual 1iquidation of stabilization
fund ond of fund for supporting rentes shell BE applied
to defirite reimbursement of advances made by Bank of

France to thE state, also favorable received.

WILSOH

fiLE COPY
A, LOCHHEAD




PARAPHRASE OF TELEGRAM RECEIVED
FROM: American Embassy, Tokyo, Japan

DATE: April 15, 1938, 10 a.m.

HO.: 247

CONFIDENTIAL.

The Commercial Attache has been told by the Vice
Governor of the Bank of Japan that on the thirteenth
of April a shipment of gold was made from Kobe per
S8 KINAI MARU to San Francisco in the amount of

20,000,000 yen.




Tokyo

April 15, 1938

4247,

The Commercial Attache has been told by the Vice Governor of the

Bank of Japen that on the 13th of April a shipment of gold was made

from Kobe per $.5. Elnaimaru to San Francisco in the amount of

20 million yem.




MEMORANDUM FROM

EDWARD S. GREENBAUM
285 MADISOMN AVENUE
NEW YORK CITY

April 18, 1938

pear Henrys:
This is crudely end hastily done.

It contains numerous gquotations, most of which
have no quotation marks, from the speech of

November 10. It is elso repetitious but is

passed on for what it is worth. I have sent

a copy to Herb Gaston.

E.8.G.

CC Hon. Herbert E. CGaston
lir. Earle Bailie




In November I referred to the underlying conditions
that made deliberate defioit spending the wisest kind of polioy
during depression and stated that such defioit spending was not
nesded during the process of recovery. I pointed out that the
basic need was the full application of the driving force of pri-
vate oapital and that we wanted to see capital go into the pro-,
duoctive ohannels of private industry and see private business ex-
pand. Unfortunately the past six months have shown no general
improvement in business conditlons and the flow of private capital
has not yet started with suffiolent force, Further impetus is
needed. In order to supply this impetus further government spend-
ing is now needed. That 1s the cbjeotive of the President's pro-
gram that was presemted to Congress last week. 0f neceasity this
program temporarily postpohes immediate efforts toward the balance
of the federal budget. The adoption of this program, however,
does not mean that the Treasury has lost sight of the necess ity
of ashieving = balanced budget. as soon as underlying conditiomns
warrant further steps in that direction. We are fully sware of
the dangers inherent in a permanent policy which would not inelude
a balanced budget.

Last November I stated "I wish to emphasise that in no

ovent will this Administration allow snyone to starve, nor will




it abandon its broad purpose to protect the weak, to give human
seourity and to seek a wider distribution of our pational incomes."
It is hoped that the adoption of the present program will take
sare of these meeds., The Administration realizes that the success
of the present program depends upon private initiative and the
cooperation of private enterprise. Without that ocoperation there
cas L+ 72 pational recovery. Governmental aid is a supplement to
and not a substitute for private initiative and the driving foroce
of private capital in the productive channels of industry. There
may be honest differences of opinion as to the best method at a
given time,to acocomplsh this, but there can be no dif ference of
opinion as to the rightness of the objectives.

It is not the policy of the Treasury Department to ham-
per recovery, It realizes that of necessity taxation is always a
burden and therefore unpopular. It has no desire to male this bur=
den oppressive. Recently a great deal has been said and written
for the purpose of malking it appear that the retention of the un-
distributed profits tax as provided inm the House bill is intended

& punitive

as xxxaffaxtivscmmexsrs and will hamper recovery. Nothing oould

be further from the truth.

[Hore make strong statement showing that undistributed profits tax
in form proposed by House cammot hamper business. Also try to get
in scmething sbout efforts made for general tax reform as outlined
by Ros Magill in his speech before the Bar Assoolation referring to
eight years effort cn the part of the Royal Tax Commission in
England. )




To summrize, the Treasury is fully consclous of the
danger of & permanently unbalanced budget. It is fully sware
of the necessity of achisving a balanced Rudget at the earliest
possible moment. The basie meed to day is to foster the full
application of the driving force of private ocapital and the
PFresident's program is intended as an aid in this direction and
not a substitute for private ocspital in industry. The Treasury

Departmeht contemplates no step which will hamper this program.

There is nothing in the President's program which con-
templates the Government competing with busipess, The only ex-
penditure contemplated which could possibly be used to compete with
private industry is the proposed grant to P.W.A. It is entirely con=-

sistent with the President's program for the Congress to provide that

ro loans or grants should be permitted which would be in competitioen

with existing or contemplated private industry, imoluding utilities,
or other 1ike industries. I wish to emphasize that the underlying

purpose of these expenditures is to supplement and not to supplant

private industry and initiatives




THE WHITE HOUSE
WASHINGTON

April 16, 1933

MFPUORAYDUM FOR TEE SECEETARY OF THE THEASURY

Can you get me the amount of tax eznmpt.
bonds--Federal, State and local--1a the hands of
income tax-paying individunls who nave net incones
of fifty thousand dollare and up, and the tax
.nnvinga moade to them thereby? If tnis could be
done in several categories of incouwe and also
separating the federal noldings from state and
local holdings, it would give a wetty good

pleture.

F. D. Ba




FROM BUSINESS WEEK of APRIL 16, 1938.

BASING POINT CONFERENCE
Worried about the Treasury edict that all cement bids

mist be made on an f.o.b. mill basis, representatives of

steel, paint, and other industries using a delivered price

systen met this week to discuss the advisability of trying
to induce the Treasury to rescind its order and halt ite

attack on basing points.




April 16, 1938.
12820 p.m.

H.M.Jr: Hello.
Operator: Mr. Jones. Go aheead.

H.M.Jr: Hello, Jesse?

Jesse
Jones: Yes, how are you?

H.M.Jdr: I'm alive.

Good for you. I understand you're on the top of the
world this morning.

(Laughs) I understand you want to talk a little
bit about financing.

Yes.
Are you all tied up this gfternoon?
No, I'm not, I'm free.

Well, would you care to drop up to the house around,
say, four o'clock?

At four o'eclock.

How would that be?

‘That would suit me exactly.

That doesn't break your afternoon up, does it?

No, but it would be good to brezk it up, maybe, on
a Saturday afternoon.

Well, if you would come up there, I'1l be alone and ....
All right.

... I'm very anxious to talk to you, because I think
the time to strike 1s now.

All right, I'11l be up there at four o'clock.

And I tell you, if you could have somebody, one of
your people, d;ar up & little memo - I mean for both




of U8 - saas

Yes.

I mean how much - what's the maximum you could borrow
eand over what term - I mean month or year.

Yes. All right.
But I - I haven't got that.
I'1l have it with me.

And if you'd bring thet along, then we could sit
around and ....

Talk it over.

talk it over.
Fine. I'11 be there.
You know where 1 live?
Yep.
And I'11 see you at four.
Fine.
All right.




April 16, 1938
12:24 p.m.

El]'r: Eﬂllﬂ-

Qperator: Dr. Burgess. Go ahead.

Mr: Hellﬂ.

ll|. - H [
Burgess: Hello, Sir.

I hear you sold a few bonds?

Well, we - we had a pretty hard time keeping things
in order today.

ok s, T >z

The whole world wanted to buy your commodities.
Commodities?

Yes.

Tou mean ...

They thought you made a better "mouse-trap" and they're
wearing a - a path to your doorway .

I see.

(Laughs)

I hear you sold 40 million?
We sold 65 million.

65 million?

Yes.

Uh huh.

But the market's more orderly at the close. They're -
they're more able to meet puyers - put buyers and

sellers together.

I see.

But it's up at least half a point.
Uh huh.




On most issues - from the previous close.

Yeah.

It was pretty important to keep it orderly, Henry.

Yeah.

It was just crazy - ah - You'd have this thing
growing up to a point where it would be very vul-
nerable.

You're going to like our spending program, huh?
Well, all the markets certainly like it this morning.
Uh huh.

Except wheat; I don't know why wheat didn't go up
more.

Uh huh.

0of course wheat went up Thursday.
Uh huh.

But stocks are Up...

Well.

You're coming down Tuesday, aren't
Yes.

Well.

Yes, sir.

We'll see.

That's right.

All right.

Yeah.

Thank you.




All right, Henry.
Goodbye.
Goodbye.
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yarriner
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Monday
April 18, 1938
8:56 a.m.

Hello.

Mr. Eccles.
Hello.

Go ahead.
Hello.

Good morning.

Good morning, Marriner. Ah - Marriner, the reason
I'm calling you is this. Hello?

Yes.

Is that all of us seemed to overlook the fazct when
we met on Thursday - that we had a so-called - &
hundred million dollar quarterly plan on gold. Hello?

Yes.

It doesn't seem to me to make much sense to keep that

in existence,- now - to keep it in existence now

end maybe a month or so from now we'll be faced with

the thing and then it becomes of importance. And -

I'd 1ike - I've got a press conference at four and
they're golng to ask me about it because all the news-
papers mentioned it, that we didn't do anything about

it and they took it for granted that that thing is still
in existence.

Well, that - -
Well...

We never thought of it in time. I noticed it in the
paper.

411 of us sat around here and we all overlooked it.
And what I thought was this: if it's agreeable to
you could you bring the same people over around
eleven o'clock and then we could take & l1ittle time
and talk about it and decide it.

This morning?

Yes.




Well, you have a press conference this afternoon,
don't you?

Yes.
A1l right.

And that's why I'm calling you at home, I mean, to
give you ....

Yes. Yes, all right then. I'1l - I'll bring them
over then «sss

The same people?
Yes.

1'd appreclate it.
Yes.

Because, 1'd hate to do something a month from now
and ...

Well, we've either got to say that - it seems to me
what we possibly should do is elther - is elther
discontinue it ....

Yes.

.ss8ltogether...

Yes,

... or sterilize everything. I mean, this idea of a
hundred million seems senseless. It either ought to
be one thing or the other...

Right.

Either complete discontinuance T

Well, what's the sense of starting sterilizing after
we've just desterilized a Pillion four?

Well, there's only this - there's only the - the
QHasiiun if a lot of gold should come in some time
in the future what are you going to do about it,

I mean..«-




.

Well, then I think we'll have to meet it, but I
think that ....

Well, that's - that's right.

But I think - a hundred million ....
We've got so - we've got so darn much now -

the Federal Reserves of course at the present time
are - should be up to about four billion...

Yes.

And so it's just a record down there. As you say,
the - we couldn't keep it down, as a matter of fact,
"with their system ....

But the hundred million and a quarter - that plan in
light of what happened, Just looks silly.

Yes. It doesn't mean anything.

Don't you think so?

Yes, I think so. I think that a hundred million and
a quarter is - it ought to either be discontinued
altogether ...

Yeah.

... or merely say we're going to sterilize everything

that comes in;- we've put this pillion and three hundred

million out;..
Yes.

..We've decreased reserve requirements now - how much
more may come in we don't know but we'll just take
whatever - any that comes in and we'll sterilize it
until such a time &as we decide what to do about it.
Either that or discontinue it.

Well, I think it's worthy of your talking about it...

Yes. Well, I think it's got to be gettled, of caarse.

Well, if you'd bring your gang over at eleven 1'd
appreciate it.

Yes. All right.

Thank you.




GROUP MEETING April 18, 1938.
9:30 A. M.

present: Mr. Magill
Mr. Oliphant
¥Mr. Gaston
Mr. Haas
Mr. Taylor
Mr. Gibbons
Mr. Lochhead
Mr. Upham
Mr. Bell
Mr. McReynolds
Miss Chauncey

What I was doing - What?

Excuse me.

So that's what you did in Atlantic City.
What was that?

(Indicates throat - Mr. Bell has cold.)
Yes, I had it before I went.

I was just shooting awfully fast, and nothing is
jelled, so you people can StOP seses

I sent for Diggs, and I asked him where he stood on
0'Connor, and he gathers that 0'Connor, when he gets
to Los Angeles, which may be i{ndefinite, will send
in his resignation - in order to save MNr. 0Oliphant
any embarrassment (laughs), and also the Committee
of four that has not yet reported.

McReynolds: The Committee has been asking me when we'd have
a meeting. We can't have a meeting untlil we get
legal advice.

Oliphant: We have legal advice - I signed 1t Saturday.

H.M.Jr: Greatl] A great crowd we have in the Treasurye.

Taylor: He may have signed it saturday, but he's kept is a
secret until now.




Mr. Oliphant will now investigate his "tickle"
system. It's about time, isn't it? (Laughter.)

Well, in the meantime, if the understanding is

that having seen the handwriting on the wall,

Mr. O'Connor's sent in a formal resignation -

well, anyway, that's what we believe, so I've done
two things, none of which have Jelled yet. I've
suggested that every morning at 9:15 Mr. Diggs

and Mr. Upham get together and Mr. Diggs tell him
what, of any importance, has transpired, and

Mr. Upham come in here at 9:30 and if it's important
tell us about it. Furthermore, I have one Mr. Smythe
who lives, as they say, in Uvalde - a friend of the
Vice-President - and he's here and he's the

receiver for that bank down there, and the Vice-
President thinks extremely highly of him.

Vhen I told Mr. Diggs that I wanted him also to
keep me informed of what's going on at F. D. I. C.
he said he has no man, or "pipe-line", over

there, so I suggested that he take Mr. Smythe
back to his office and talk to him and see if

Mr. Smythe looks like a fellow he could appoint,
who would be a go-between for F. D. I. C. and the
Comptroller's office. Chances are nine out of ten -
take it. And then the three, Upham, Smythe, and
Diggs, could get together every morning and he
could come in here and keep us informed what 1s
going on in both places. How does that sound to
you?

Sounds fine.
Plenty of time.

Sounds fine.

Bell? It's out of your line.

Out of my line, but sounds all right to me.

I mean, we have a way of knowlng every day what's :
going on - things like, for instance, I see Straus; .
he tells me there's been a ruling in the Comptroller's
of fice making it legal for banks to buy ten per cent
of the cities' - that's supposed to put up on
housing. (Shrugs.) Well, maybe itis a good buy - I
don't know.




MeReynolds:

Gibbons:

Hel . Tr:

HeReynolds:

In the old days, my papa brought me up to think

if we loared sixty per cent on the first mortgage
that was about all that was a good loan. And I
think the former President of a bus company of

New York, thirty years ago, had to buy a second
mortgage of ten per cent - (laughing) - he about
passed out. Maybe we're thirty years behind times.
What? Huh?

These aren't seconds at ten.

What are they? Well, anyway, the point is - the

point is, in view of the Preslident saying, in his
message, he wants this bank coordination, amd all
of thiszs thing - we've got to know more of what's

going on.

Furthermore, I told Cy to give me a written memo-
randum on what he recommends on banking - or
anybody else - anybody else who's got any ldeas,
I'd 1ike to have it in writing, please. But I
thinkt that this idea of Smythe and Diggs and Upham
getting together every morning and Upham coming

in and telling us what happens, makes sense.

Don't you, Mac?

Perfect.
Smythe know anything about banking?
Yes. He was receiver for the bank in Uvalde.

He was one of the officers of the bank down there,
a long time.

He was the Cashier of the bank down there. He wound
up this bank in Uvalde.

He has one hundred per cent confidence in the Vice-
President?

One hundred per cent. Well, he knows - he's made
a 1iving - he's made a good living in Uvalde,
running a bank and a little farm and trading store,
etc., He's small town, but he's made a good living,
has had lots of troubles and paid all his debtors,
came through solvent, and has about a thousaixdhmﬁ
per cent confidence in the Vice-President -

he's about the smartest person in Washington.




Well, you fellows think it over, and if anybody
thinks I am moving too fast they've got time.
There 1s nothing settled.

Taylor: (Shakes head negatively.)

H.M.Jr: Huh?

Ta}*lﬂl‘: HO, I tmnk thﬂt'ﬁ fil'l.ﬂ-

H.M.Jre Now the other thing, tomorrow for lunch I want
people who have to do any borrowing, between now
and the first of October to ...... Eccles and
Ransom will be here, normally. Mr. Taylor will be
here; Mr. Bell will be here; and Mr. Upham will
be here. Now, one J. Jones. He's in the market
For money. One Bill Myers.

Commodity Credit - but I don't know whether Jones ....
Jones is taking care of that.

Home Loan Bank system.

HRepresented by Fahey.

I should think Delano - he's Governor.

You'd better ask Fahey. Huh?

I think Delano is probably right on that.

He is the Governor of the System.

He handles the financial end.

Well, you want to find out. I don't want two.
John Fahey is saving his today for you.
Saving his day for me?

. Saving his today for you.

Who wants to find out?

I should think Mr. Taylor.

Will you find out and let us know?




g T

You just want one.

Just one. Huah? What's thls you see?

I think 1t ought to be Fahey if it's only one.

One. Representing Home Owners' Loan. Fahey.

Well, one person from there. You see, we've got

now, one, two, three, four, five, six, seven,

Eight, TR

What about Straus?

Think so?

Well, he isn't - probably will tell you he will

need fifty to seventy-five million before December 3l.
I don't think he will, but he'll tell you that.

H.M.Jr: Well, let's have Straus. Who else? One, two, three,
four, five, six, seven, eight, nine, ten.

Taylor: Ickes.

H . Jr: Huh?

Taylor: Ickes.

Bell: He hasn't any authority yet.

HM.Jr: No, and his money goes through Jones. He can't
bﬂrrﬂw -

Bell: Of course, they contemplate it under this new bill -
borrowing. But he has no authority.

Taylor: He hasn't got any authority yet, so you can have
a special session on that.

HM, Jr: I wouldn't ask him. He isn't going to get his bill?
McReynolds: That was the report.

Gastons: The President's plan apparently was to give him
authority to borrow a billion.

HM.Tr: What's the use of talking to him now? This can
always be added.

Taylor: (Nods "Yes.")




HM.JTs

YcReynolds:

En.‘-.q 1TJ' H

-6 - 63

What I want to know is how much money these boys
need between now and the first of October.

The report, up on the Hill - they weren't going
to give him the bill - all he eould get was an
appropriation to extend his authority.

There will be other times. Well, we can always
do this thing.

Cy, you invite the people, with the exception of
Home Owners' Loan, and please get word to each
person that they should come with a memorandum of
how much money their organization will need between
now and the first of Oectober, and please come with
a memorandum in writing. 1 think October first

is far enough, isn't it?

(Nods "Yes.")

Jesse, incidentally, was up to my house Saturday
and told me he wants about a hundred seventy-five
million dollars for Commodlty Credit, and that he
will not need any money for R. F. C. because he
is taking in enough money with R. F. C. to take
care of his outfit. He brought up a plan which,
after I talked to him about it, I made several
suggestions - he'd better buy for twelve months
and nine months - take two bites. A fifteen
months obligation - I told him I didn't like it,
and it didn't sell as well. Better sell some nine
months and some twelve months., He liked that.

Incidentally, I had a chance to tell the President
I was going to do this, and he 1s most enthusiastic
about it; in view of the fact that his Reorganiza-
tion bill has not passed, he 1s most enthusiastic

about this.

When you say how much they will need between now
and the first of October, do you mean from the
Treasury or borrow?

Borrow - from the market.

Mr. Eccles is coming at eleven to talk about what
211 of us overlooked, namely that we have a desteriliza-
tion plan in existence.

A hundred million. Several of the boys have asked
me about 1t.




164

The boys are partly agreed on it. It leaves Archie
in the beautiful position of saying if he had been
here he'd brought it up.

I thought it was to be discussed VWednesday.
A nickel it wasn't mentioned.
The whole policy was to be discussed Wednesday.

No, the hundred million dollars wasn't brought up
by anybody.

I had it in Einﬂ because I thought it was to be
brought up Wednesday. L

4 P ¥y — y
The question was what about continuing this plan
of taking deposits - a hundred million dellars
every three months. No one raised that guestion.

The President settled it. He says, "We are only
going to borrow a hundred million."

Want that nickel?

No, I don't think so.

Well, I've got a good record. I've won three bets.
Straight?

Straight. I haven't c;llected them yet.

At eleven o'clock I want Bell, and inasmuch as
"Fed" is coming in, Cy, you be here; Archie
Lochhead, and Taylor, and we'll - well, let's have
our whole group at a guarter of eleven to talk
about it a little. Will you (Lochhead) tell
White to be here. George. (Nods to Mr. Gaston.)
Herman? You and Bernstein.

Oliphant:

HM.Jr: , Got another meeting? Let Bernstein come. Huh?
What are you hesitating about?

Oliphant: VWhen?

HaMoTrs Quarter of eleven. We're going to have a meeting
and Eccles is coming at eleven.




pliphant:
H M.Jr:
Oliphant:

HM.JTs
plinhant:
H.M.Jr:
0liphant:
HM.Jr:

0liphant:

0liphant:

HoM. 12

Taylor:

Oliphant:

HM.Jr:

Oliphant:

E;*I-JI":

dcReynolds:

H-.‘l{-w]l":

-f -

You asking about what's on my mind yet?
No, not yet. TYou're worrying about that report.

No, I'm not. I'm sitting easy on that. ¥You
don't know what the answer is, in my opinion.

Well, no use getting an answer if he's resigned.
(Inaudible.)

Pardon me.

He's not - hasn't resigned.

Well, Diggs said he handed in his formal papers.
You hadn't seen my paper.

Apparently no one else has either. Where do you
put your opinions? Where do they go?

Put them in the out-going box.

Well, where do they go? Do they get to the
State Department, do you have a seal put on them?

Was it addressed to anybody? (Laughter-)

We'll wait and see how it works out. Maybe Miss

ECGuiTB TEEE

Wiell, he's just itching to go out. While every-
body's here, you go out and ask Miss McGuire where
it 1is.

Did he say when he's golng to telegraph his
resignation?

According to Diggs, for some reason or other, he
wants to file it from Los Angeles, and he's going
to file it there today - yesterday - coming by
alr mail.

0f course, the only gquestion is, he's already
drawn his pay for the first half of the month.

(To Mr. O0liphant:)
Oh, go on and find out what happened to that.

The answer to that is, he has.

Magill?




0liphant:

H.M.Jr:
Oliphant:

H.M.Jr:
Olinhant:
E.YM.Jr:
0liohant:

F.-:l'l.Jl" H
Oliphant:

HM.Jr:

0linhants

AN T

I don't know anything except what appeared in
the paper.

Well, Mr. Magill and I have had a short conver -
we've had a short conference this morning, and we
decided we are going to stand on the President's
tax exempt message and oppose the

member. Again, having told nobody but Magill

and myself, anybody having any objections to that,
there is still time to act. The reason is twofold.
One. We hope to have a conference on overlapping
taxes and if the Congress doesn't do anything it's
the only really good thing we've got, and second,
with the message coming up from the President, he
should support that, and not this thing, which is
a half-baked thing. Anybody? All right. It's
unanimous.

Herman?

I'd like pretty soon to have you meet Mr. Cox.
He came down from MNew York a week or sSo ago. I
mean, I want you to meet him......

Yeah.

+ssss Since Kent's going away.

(To Miss Chauncey:) Well, let's make a note, will
YolU.

I'd like for you to visit witn him, say ten minutes.
Has Magill met him?
ot yet.

Magill was down at the Hill when he was down here;
everybody else around here has met him.

What else?
Helium.

Stay behind, will you, and we'll look at it.
Anything else?

No.




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

HiMaJrs
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Haas:

H.M.Jr:
Taylor:
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Oliphant:

Herbert?
(Question inaudible.)
Well, just keep after me, that's all.

Well, the only thing I had in mind is that hundred
million.

We'll meet at eleven and then I'll try to get
clearance from the President. He asked me for

lunch, so we'll be ready at four o'clock.
Incidentally, between now and eleven will you fellows
decide whether I have to sign anything or how do

we do that? Say, probably, Mr. Oliphant, will you
advise me?

(Nods "Yes.")

What else, Herman?

That'!s all.

Will you let me have a 1ittle note for Cox so I
can get him down here?

Anything else, Herbert?
No, nothing else.
(Nods to Mr. Haas.)

(Hands Secretary black book.) I'll have more at
eleven.

Send it in. "
Yes sir.

Taylor?

John Fahey.

Well, ..... Do I have to spoil my day? 0.
Three o'clock.

Cigar and all, huh?




PoE T a0

My God, keep his damned - excuse me - out of here.
I don't want that to stink me - I'm referring to
the cigar. (Laughter) Three o'clock.
I have a letter here from Senator Smithers (Smathers) «e...
Smathers.
A1l right, Smathers. My mistake. ..... on the
subject of a bill he is going to introduce on
banking, et cetera, wishing to have your personal
views on 1it.
H.::.JI‘: wEll TEER

Taylor: I gather we use the same - only ‘reports to members -
chain of comments.

Helodrs What ever it is, yeah.

Taylor: (Nods "Yes.")

HoMoJre I'd let Cy handle that.
(Over telephone.) Congressman Boland, of Pennsylvania,
has been trying to get me, hasn't he? I'll talk to
him if he's in. Leave word to call if he's not in.

Taylor: (Hands Secretary letter.) To read before your
three o'clock meeting.

R, Jrs 0. K. (Nods to Mr. Taylor) Anything else?
Taylor: (Nods "No.")

HoloJr (Nods to Mr. Lochhead.)

Lochhead: No markets sesee

HM,Jr: ¥What?

Lochhead: Have had no opening in the market yet.
HoM.Jr: (Looks at Mr. Gibbons.)

Gibbons: Nothing.

M Jrs They brought me the commission of one McGrath.
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It's on its way back with the coples signed.
What about it.
I didn't sign it.

I know, but it's on its way back with the signed
coples of his resignation.

It's all cleared, through me. He did exactly
what I told him, ten days ago. He gave one to
Jim Farley, and Farley said he had it, and he gave
me a letter to the duly elected officers of the
state organization.

Have they appointed his successor?

No, I don't know whether Farley has appointed
someone or not.

Where dees Farley come in?

Well Farley is the National Chairman and appoints
State Chalrmen.

(Shakes Mr. Gibbons' hand.)

I got the carbon copy of the one he sent by mail

to the state officials, and he said he sent it to
Jim Farley as National Chairman, and I asked Jim

and Jim said, yes, he had it.

(To Mr. Gaston:) Will you let the newspapermen
know.

Yes. Yes. Yes, they've been asking me quite
frequently.

I think it's more dignified for you to do it. I
don't usually stand on my dignity, but don't you
think so?

I told them, as a matter of fact, that he'd have
to abide by the rule everybody had to abide by.

I, I hadn't - I asked Mac about holding them, and
first sending two through, and then sending the 2
other two - but hold the four. That's exactly whe

I told him to do. If anybody's to blame .....
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ucReynolds: (Inaudible - too many talking.)

Gibbons: He's a very fine fellow, I can tell you, regardless
of what Jimmy Roosevelt or Jim Farley says; he's
got his own ldeas; he's really a very high elass
fellow.

(On telephone.) Hello. Well, leave word I called.
He's a protege of John Maynard.

ETG Miss Chauncey:) Have photostats of these made.
Certificates signed by Secretesv.)

As the boys say, there will be no two-timing—anrh_ﬁh :
his part. He sald, "I am only going to do this™ ~ =

one way. I won't accept this commission unless

I can get out clear." The were trying to get him
to stay in and have a card under the table. He's
really, I think, a very strong fellow.

T,

Herbert, you get the photostats,
Yes.

On account of that Hurley thing up there, him being
State Chairman, I told them to check his income

tax backward and forward, and they did and he's
lived within his means, and he's perfectly a very
fine fellow.

HM.Jr: I still think, in view of the publieity from our
side of the story, that it's best to let the boys
know. Don't you?

McReynolds: I think 1t will be helpful to him, as a matter of
fact, to have that._

Gibbons;: They've got a hot one on the Collector of Internal
Revenue, I'11 talk to you some time about that.

Where?

Boston. I said to Jimmy, "Why don't you a switch -
take this woman in Immigration and put her in as r
Collector of Internal Revenue?" and he said, "That's
8 good idea." Got a high class woman up in Immigra-
tion - the President wanted for this place.

MeReynoldss You trying to sell that? Glad it's out of the
Treasury.
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He's out of the Treasury.

I can give you a good laugh. ©Senator Duffy came
in.

About the Collector of Customs in Philadelphia?

No, Pittsburgh. He came in with the Pennsylvania
ambassador.

The fellow from ..s.«.

I said, "What can I do for you?" He said, "I'll
do anything as long as it's only slightly illegal."
Joe sald, "You know I don't do anything that's
jllegal. Listen, you were tough on me when you
wanted to get rid of that Collector in Philadelphia
and I didn't want to. Now this fellow up in
Pittsburgh, I don't know what you have out of him,
but make it enough, because I want you to get rid
of him - because this fellow, I want you to get

rid of." I just howled.

That's Dave Lawrence, isn't 1t?

No, he isn't the collector now. He used to be.
But he wanted the Collector in Philadelphia to be
manager of the primary campaign and still be
Collector, and I said, "Nothing doing."

He can kid a little bit; he doesn't mind being
kidded.

(Nods to Mr. Upham.)
No.
You've got your work cut out for you the next

couple days. If you don't feel all right, go
hﬂme a-n-d -

Danny?
I have nothing.

Swelll I see you have a big bank account. Whira
did you get it from? Jumped up just over night,
like that (snaps fingers).
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Enabled the Federal Reserve Banks to pull
their Covernments for securities in notes. Got a
hundred per cent CovVer now.

Yeah., Yeah, they had the hundred per cent
cover plus their securities.

Well, there were a couple banks had about fifteen
million of Governments - Atlanta and Minneapolis.

They are gold certificates.
Mac?

What you talked to me about yesterday. Peoples
is not in town.

He's not in town?
I told him, after you talked to him the other day,

we wanted him Monday sure. He telephoned in
from Atlanta - said he will be in tomorrow morning.

I'm going to make a record call for him. (Over
telephone:) I'd like to talk to Admiral Peoples
at his office. If he's not there please leave
word I called. Admiral Peoples, at his office.

Well, keep everybody interested in cement advised
about what I told you yesterday.

All right.




April 18, 1938.
10:10 a.m.
A.M.Jr: Hello.
pperator: Peoples! secretary.
HM.JT: Hello.
¥iss Ruth
Chamberlin: Good morning, Mr. Secretary.
BT Who is this, please?

Cc: This is Miss Chamberlin speaking. I'm Admiral
Peoples! secretary.

Now Mr. McReynolds tells me that he spoke to you
Friday, and asked you to convey a message to
Admiral Peoples it was all right for him to leave
town over the week-end, but that I personally
wanted him here Monday morning.

Well, I didn't get that message personally but I
understood that it did come in, Mr. Secretary.

Well who did get 1t?

Ah, one of the other girls in the office took the
message.

Well, was that message conveyed to Admiral Peoples?

It was delivered to Mrs. Peoples, a8 the Admiral
had not reached home at the time.

But it was delivered to Urs. Peoples?
Yes sir.
What girl delivered it to him?

Ah, Mr. Dunning's secretary delivered it to Mrs.
Peoples that night.

Who?

Mr. Dunning's secretary. Miss Martin is her name.
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And where did she deliver it to him?

She called out to the house and the Admiral had
not arrived home so she gave the message to Mrs.
Peoples.

What day?

That was, ah, Thursday evening, I believe.
Thursday evening?

Yes sir.

Uh huh. But Mrs. Peoples got that message?

Yes sir.

That I wanted him here Monday?

Yes sir.
Ah, have you had any word from him?
Ah, he called this morning and said he had stayed

over ard that he will be in late this afternoon.
Now I don't know where he called from.

All right. Well, Mr. - Mr. McReynolds may talk to
you later.

All right, sir.
Thank you.
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RE GOLD POLICY April 18, 1938.
10:50 a.m.

Present: Mr. Taylor

Mr. Haas

Mr. White

HMr. Gaston

¥Mr. Lochhead

Mr. Upham

Mr. Bernstein

Mr. Eccles

Mr. Ransom

Mr. Goldenweiser

Mr. Gardner

Mr. Bell

1f anybody has the nerve to tell me that on
Thursday afternoon they raised the guestion
about & hundred million quarterly, I'll smesck
them. I've got a stenographer's notes. Anybody
want to start something?

Harry's - I can't pick on poor Harry.

fhite: I've already started.

Upham: You've already been smacked.

H.M.Jr: Well, I'1l just tell them that I told Oliphant -
told Gaston to give it out and he forgot all about
it - I mean Gaston. I told ....

Gaston: Sure, that'll be all right.

Just forgot all about it.

I don't like this succession. "One o'clock the
President sees Secretary Morgenthau. Two o'clock,
Ereets egg rollers."

"Three o'clock, greets log rollers."”

No, 2:30 he goes to the ball park.

I's
Are we going to have a ball game or a press conference
The boys want to know, are we going to go to the ball
gEame?

My God, if I can get out of a press conference.....
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Gaston: If you'll promise to go to the ball game, I'll get
you out of 1t.

. M.Jr: I have no tickets. Tell the boys to go to the ball
game.

Gaston: They don't want to go to the ball game.

H.M.JT: What do you recommend?

Caston’ Why, I suppose unless you're going to go to the ball
game - I think better hold a press conference.

H.M.Jr: I'm not going to the ball game, but anybody wants to=__
go to the ball game can.

Can anybody give me a good reason why we shouldn't
say at four o'clock this afternoon that all plans
for desterilization* have been discontinued for the
time being?

For sterilization.

Sterilization.

For what?

Sterilization.

Birth control. What? All birth control recommenda-
tions are off.

We won't sterilize any more gold until further notice.

I jotted down a couple dissdvantages, merely to make
certain they are consldered.

All right.
So you can give them their weight.

Well, just a second, and let's see whether you're a
minority. Well, anyway, EO© ahead.

# Apparently means sterilization.
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wWell, I couldn't be in & minority. I'm not taking
a position. Merely making certaln they are given
gconsideration.

You're not being consistent.

I think I've convinced myself.

Hope you did a good Job.

The advantages are probasbly obvious. The disadvantages
are probably two.

Once the step is taken to eliminate sterilization of
gold the reimposition of the step will be taken only
with great hesitation and probably only under extreme
conditions. Yet it is quite conceivable that within
the next year or two gold inflows may be so heavy that
sterilization of those inflows would be wise policy,
without too much delay.

Were we to continue the present procedure - that is,
sterilizing only in excess of a hundred million -
additions to the inactive account could be permitted
only if business conditions warranted it. If recovery
were not in full swing, the esccumulated gold could be
desterilized as it accumulated in blocks of 50 or 100
million dollars as desired. This might even have some
slight favorable psychological effect. If the
recovery should be in full swing, it would be desir-
able to sterilize for two reasons: First, the ordinary
obvious reason that it would help to prevent excess
reserves from increasing too rapidly without requiring
eny action by the Federal Reserve Board. And B: - and
this may be of some significance - it would force the
Government to borrow at a time when it 1is easy to
borrow, that is, when gold 1s flowing in, aqd thereby
provide a cash surplus against a time of deficit
financing, which is bound to recur some time in the
future. Deficit financing in large sums will be made
casier because of the existence of a large sul in the
insctive account some time in the future, Just as it
has at the present time.

There is an added advantage which is difficult to ‘
evaluate: that the exlstence of an inactive sccoun
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gives to the Secretary of the Treasury somewhat
edditional bargalning powers at crucial times in
deeling with the Federal Reserve Board that may
concelvably be of some value.

Those are the only two things I could find in favor
of continuation.

And when you're through arguing, give me a clean-cut
recommendation - yes or no. I mean that's the problem.

Well, yes, I would be inelined to say not to do
anything, leave things stand as they are, because
you're committed in no way, on the one hand, to

move in elther direction, which gives you =&

flexible instrument; whereas 1if you once stop,

I have very sericus doubts whether you'll continue
or whether you'll be in & position to reimpose it
except under extreme difficulties. I don't guite
see the disadventasge of letting things stand as they
ETE.

H.¥.Jr: well, the disadventege is this. In two or three
weeks - let's say three weeks, we have & hundred
million. Then immedistely, what are we going to do?

Yes, that's the real disadvantzge, that the reappear-
ance of the inactive account on the statement may
give rise to unfavorzble comment. That's the one ...

MWhy did you do it? Then you didn't believe in what
you did." And all the rest. I'm sore at everybody,
including myself, that we didn't do this thing
Thursday.

Aren't your arguments, Herry, the same for any; of
these instruments - the difficulty in reversing
them. We've got to take it for granted you can
reverse them.

Wnite: Yes. In other words, once you stop you won't be
cble to reverse your position.

Taylor: No. No.
Gaston: Why?

‘hite: Well, let's face the facts. A declsion to relmpose
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an inactive account, once it's been stopped, some
time in the future will be a pretty difficult
decision to make.

Of course, you don't have to have an inactive
account. Just let the gold accumulate in the
working balance.

'ﬂitﬂout Sa}ring -
How large ««s.
hny time you feel like it.

How large is that - how large can you let that
become? Then the same thing is true. If you're
considering the wisdom of maintaining an instru-
ment, then now 1s the time to consider the pros
and cons.

Instrument of what?

It gives you an additionzl instrument of flexible
control. I wouldn't want to exaggerate its
importance.

Well, we had that and these fellows have taken 1t
away from us.

You had it and gave it up, and now you're using 1t.

It is well that you had it now; if you didn't have

it now, the only effect would be that your outstanding
debt would be lower. That wouldn't make borrowing
any easier. Whereas actually having a billion and a
half cash does mean that you have to borrow that much
less this next year.

Mr. Eccles.
Let's hear the Fed.

I just wanted to give YOU ..x.

(Eccles, Ransom, Goldenwelser, Gardner
come in)

Back again.
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Ransoms Thank you, Mr. Secretary. I was on the witness stand
last week explaining why the Board increassed reserve
requirements and was due back there this morning.

H.M.Jdr: Couldn't give a satisfactory explanation?

Ransom: Well, I haven't finished it, I'm glad to say. Rather
be here.

H.4.Jr: Anyhow - well, all of us last Thursday afternoon
overlooked the fact that we had a desterilization#®
program and that we deposit, if and when gold comes
in, a hundred million dollars during any quarter
with the Bank, and anything over and above that we
desterilize. Some smart newspapermen picked 1t up
the next day and raised the point, what we golng to
do about 1t?

We talked about it on the way back in the car. We
sald, "By gosh, we overlooked something."

I think we did. And I have a press conference at
four o'clock every Monday and they're sure going to
ask me, so I think we better make - I got to make &
clean-cut declslion one way or the other. ©Shall we
keep it as is or wipe it off the books? That's the
question.

A hundred million a gquarter seems - desterilization
after a desterilization of a billion 400 million seems
pretty trivial, doesn't 1t?

Well, it seems to me, in 1ight of what we have done,
just plain silly. I mean we worked out, after very
careful talks and study, that we thought that that
would be the wise thing to do, and then in a short
time after that we're called on to deposit gll of
the gold in the sterilization fund, which we have
done. Now, in view of that, to leave a mechanism
which was set up under entirely different eircum-
stances - to leave that in e ffect - it's silly.

I'm talking now Just very frankly. I mean it isn't
a mechanism which suits the present conditions.

% Again apparently sterilization - frequently thru meeting.
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Well, it seems to me that one of two things would
be the advisable thing to do. Either a complete
discontinuance of the whole policy of sterilization,
wnich - instead of the hundred million & quarter,
why, Just discontinue.

Excuse me a minute. I don't know whether Bell forgot
this or not. Should be here.

(on phone) I don't know whether Mr. Bell forgot
this meeting, but I'd like him here, please.

The other course would be to sterilize everything,
which has been done in the past from the time the
sterilization program was announced until September,
when you announced a - desterilized an even amount

of 300 million, then the announcement of a desterili-
zation of up to a hundred million a gquarter. There's
never been an announcement of & discontlnuance of the
policy of sterilization. You've sterilized everything
and then you've desterilized certain gamounts from time
to time.

Now, this billion 400 million hasn't been a question
of discontinusnce of sterilization. It was a
guestion of desterilizing everything that had been
sterilized up to a given time. Now it seems to me
that to get rid of this hundred million & quarter

it would be necessary to announce a discontinuance
of sterilization or merely a continuation of
sterilization until some indefinite period. But
discontinue the desterilization of a hundred million
in lieu of the billion 400 million that has been
desterilized.

Well, what - let's see if I get your point. We
could announce discontinusnce of the plan to deposit
& hundred million every three months.

Because you put the billion four in.

All right. Then we could say W€ have discontinued
that, but keep on sterilizing any new gold.

Yes, the whole thing. In other words, nothing
MOTE ssas
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Start right all over agein.

That's right. You've got in the System now
approximately ....

(Bell comes in)

+»«+ approximately four billion - between - whst
would it be - very close to four billion of excess
reserves. The Board at some time could reverse
action to the extent of a billion seven. They've
got securities - short-term ones, of close to two
billion, forgetting the 50J million of longs. Or

if at some time in the future it was necessary, they
could extingulsh up to about two billion 750 million
of the existing reserves, leaving a billion - from

& blllion to & billion and a gquarter. That would be
the below minimum that they had power to go; I mezn
we'ld have no powers left, we'd hsve used all the
power thst we had, bzsed on the present excess
reserves, and there would be 2t least a billion to

a billion and a gquarter left. Now, to the extent
that is added to, there would be Jjust that much more
excess reserves that at no time would the Board, unless
it got increzsed powers, be able to deal with.

Well, of course, I think that's all water over the
dam, and all these people have brought all this
pressure to besr to do this thing - I take it for
granted thought the thing through, know what the
answer is and everything else, and ....

So far as I'm concerned, I don't think it makes
very much difference at the present time. If we'lre
going to get a substantial amount of gold, 1if we're
going to continue to buy silver, it means that as
far as any future responsibility for the monetary
situation is concerned, the Board hasn't g?t it,
the power doesn't exlst to meet 1it. And I'm
perfectly willing to let pass - Cross that bridge
in the future and depend entirely on Congress to
take responsibility for it.

Stop all desterilization.

Yes, Lither one or the other.
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Well, having gone this far, why, I think it is
much better to set the thing up and stop all
sterilization. It's a matter of politics now,
it isn't a matter of economlcs.

As a matter of politics, Mr. Secretary, isn't it
a comparison between the abandonment of a policy
on the one hand, which would be the case, I think,
if you stopped all sterilization, and on the
other hand not an abandonment of a policy but
merely the adjustment and the carrying through
of a policy, adapting it to the given conditions?

What's the sense, Harry, of starting sterilization’
all over?

You'!ve never discontinued it.
What?
You've never discontinued it.

On well - but if we had done this thing Thursday -
that was the time we should have done 1t. It's
just most unfortunate we didn't.

Not unless you d ecide it was an unwise policy to
continue.

It isn't a question of wise or unwise. Who stopped
to think whether it was wise or unwise to deposit
a billion four? I mean I'm not going to be - I'm
not going to be in & position that tomorrow morning
I've got to go up on the Hill and defend starting
sterilization all over agains I'm not going to

do 1it.

It seems to me it 1is inconsistent with what you did
last week.

Sure. I'm not going to do it.

I think a defense could be made.

If you don't mind, Harry, I'm not asking for )
ecciumin advice. ’I mean’I‘ll be perfectly frank;

it isn't a matter of economics, 1t's just a matter
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of politics. And this move having been made,

I'm not going to go up tomorrow morning and have
to go all through the thing and give these people
an argument. "Well, if he thinks he should
stetilize, then why did he desterilize a billion
four?" It just doesn't make sense.

Well, when you desterilized ....

It just doesn't meke sense. They've been doing
the tunneling now for a couple months. Welve got
the thing; let's go the whole hog and face the
thing. As a result of all these midnight meetings
and everything else, this tning 1s done. We did
it promptly, we did it quickly, and Just as quickly
as it eould be done, and it's done. And T think
the only way to do 1s to nold the thing right up.
Now, this thing has been golng on and it's what
you (Eccles) wanted. And the only way to face

the thing is to have the thing right up. Let's
heve it right up - I mean no sterilization.

Well, of course, that's & different policy. Now,
1t's one thing to desterilize and another thing to
disconiinue sterilization. Last summer you dester-
jlized, so that - you desterilized 300 million.

Je announced recently a desterilization of a hundred
million a quarter. So the problem of desterilization
wasn't new. Now, it's true the amount that was
desterilized at this time was very large. You took
everything in the fund and it was a complete
desterilization. But at no time when desteriliza-
tion heas been made has it been sennounced that you
would discontinue further sterilization, and that's
a - that's quite a - i} seems to me that involves
another question of pollcy.

And I - although at the moment I don't think it's
important, the amount of excess reserves is s0
large - to announce & desterilization under present
conditions, I think, would make very little differ-

Eence.

You meen a discontinuance.

: . o
Yes., at this particular time. I do think, though,

tha% at some time in the future, if you were %iinﬁt
to sterilize sgain, 1t would be much more difficult.
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It would seem to me it gives you a better control
to sterilize even if you should desterilize
further. That isn't - it isn't announcing a
discontinuance of a policy, because when you
adopted the policy of sterllization it was stated
at the time that you of course not only reserved
Lthe right to discontinue, but also the right to
desterilize all or a part of it. Now you have
desterilized parts of it and finally =11 of it,
but you haven't yet announced a discontinuance of
a pﬂlic}r-

Well, that's what we .....

That's right, and it does seem to me there is some
little different question there between the zbandon-
ment of a policy and merely a complete desterilization
&t a glven time.

#ell, aren't you perfectly free to go back and
sterilize any time you want to?

That's correct.

Under certain circumstances.

And there may be some .....

It seems to me it might be even a more forceful
gesture, having to say, "All right, now we're going
to turn on everything we have," rather than do this
hocus-pocus every quarter, whatever 1t might be that
you were doing. I mean 1f you're going to utilize
it 2s a control gezture in the future some time ....
The announcement of it would have some value.

Would have more value than it would if we go through
this 50 or 100 or so on.

Well, I don't think you should go through with the
50 op 100. I would think that either one thing or
the other - either a complete discontinusnce, an
announcement of the discontinusnce of sterilizationi
or an announcement of a complete sterilization unti
further notice. In other words, you sterilize
everything untlil further notlce or you cease
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sterilizing altogether.
Suspension.

Suspension. Either suspension or complete
sterilization until further notice.

Don't you think 1t would be under the circumstances
more effective to let everything flow in; then if
conditions change, why, then you hold the flag up and
say, "Now conditions have arrived at a point where we
wish to sterilize again."

I think psychologlcally it would likely have some
value to say you're goling to sterilize again.

As g matter of faet, Mr. Secretary, the developments
over last week are golng to force us all to reconslder
the whole problem of excess reserves and what the
mechanisms are.

Uf course it is. And I think the only way to face
this thing is to wipe everything off the slate, then
start all over agsin.

But reserve all rights, which you can do.

But I think the only way to do is - I mean certalnly
I can't explain how on Thursday night we deposited

& billion four znd on & Monday afterncon at four
o'elock I say, "Well, we have discontinued tne
hundred million thing, becasuse thet doesn't work

any more, but we're starting & new sterilization
fund all over again beginning today."

There's a third alternztive. I don't know that
it's been mentioned.

What's that?

That is to say absolutely nothing. That last order
still stands.

We can't.

I say that's the third alternstive.
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I can't. The newspapermen come here, they're
entitled to an answer.

The answer 1s, we go on as before.

Wnich is with the hundred million plan.

The last announcement was not to sterllize up to a
hundred million. I mean that's the third alternative,
which the boys had difficulty

It is, but I - my own feeling 1is, if you're ever
going to have the people study this thing and reallze
what it is, then we better clean the wnole slate and
start over new.

JWe've both got a very serilous problem confronting us.

Very. And we just haven't had time to consider 1it.
And tonen I think Taylor makes & very good point that
if we do wipe this thing off and have no - just go
back to where we were, so whatever gold comes in we
deposit, then if we should start desterilization, then
it has some effect. But if we Jjust continue, we wzste
what might be & very useful instrument. What?

My understanding at the time we adopted sterilization
wes that it was a speclal policy to meet a specilal
situation and not a permanent monetary policy of

the Government. That special situation doesn't exist
now. What we're talking about now 1s the possibility
of continuing as a permanent policy of the administra-
tion & process by which acquisitions of gold are not
allowed to have their effect on the monetary system.
It seems to me it would be a Very serious thing to
adopt a policy of that sort, which is practically in
negation of our gold-based currency. It seems to me
the ordinary policy, the normal policy, has been to
permit gold to have its effect. If there are at any
time special circumstances wnicn}rEquire us to do
something different, why, then they can be taken ....

If you had a different point in the cycle. .

Yes.

ight - that
Well, the point, if my memory serves me T E
when’we did thi; gold thing of sterilizing gold, we
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made the move in order to permit the Federal
Reserve to use the authority that they had and

to make it effective, so that if the Federal
Reserve wanted to ralse reserve requirements,

our constantly depositing gold wouldn't completely
neutralize it. On that basis we went ahead and
sterilized gold. Wasn't that your understanding?

Yes, that was one of the factors. I felt at the
time it was best to have the Reserve move first

and the Treasury move immediately after; but that's
neither here nor there. It was done for the purpose
of controlling the amount of excess reserves, gend the
~mount of excess reserves couldn't be controlled
without sterilization.

night. Now, if we leave this thing on, in the first
place, it puts - in light of whet we have done, it
puts me in an impossible situation. I mean
immedistely I'm on the defensive. I think if we
simply announce, "Well, of course, we took that for
granted, that thing is wiped off," then I hope we'll
nave time to think this thing through in an intelli-
gent manner.

¥r. Secretary, may 1 say a word?

May I finish - Just = second.

Excuse me.

And then, whatever we decide, we still can
desterilize gold, and 1I we should then begin once more
to desterilize gold, 1t's news, but - and it's there -
but to eontinue it now - I thlnk it Just makes us more
of a laughing stock than we ETE.

I just wanted ...-.

I'm talking just for the Treasury.

I just wanted to make & suggestion which I haven't
any expectation to have accepted. But it seems to

me that you're in & position where you've got th;ei
months, pretty nearly - two montns and & helf belore
the end of the yuarter, and I don't see WOy youf -
couldn't, with perfect consistency and in & per ectly
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good position - wouldn't be in a perfectly good
position to say to the press today that "we are
not sterilizing gold up to & hundred milllons, and
therefore we don't have to cross that bridge until
we've got the hundred million, and we don't know
what the circumstances are going to be then, and
therefore we are just not going to do anything about
it or announce anything about 1it, just watch the
situstion; and the only time we'll have to have a
decision is wnen we have exceeded a hundred million."
Wny not walt and see what develops? It seems to me
you're preserving your weapons, you're not burning
your bridges, and it would be much easier to resume
—s4erilization if you keep the instrument on your
books than if you wipe it off your books.

Nell, I'1ll try to answer you that question. If I
said to you, "Dr. Goldenwelser, set me up an
instrument today," «..--

Yes.

.+ I greatly guestion wnether you'd set up the
hundred million a guarter one now.

No, I wouldn't.

Exactly. Therefore, wiy continue something, in the
light of what nappened, that you wouldn't set up now?

Well, just for the simple reason - &s I sayy I don't
sant to convince you, because 1t seems rather
impossible for any two minds to get together on

this thing, but 1t seems to me that you're just under
*no pressure to make any decision on thst today.

Hodadps Well, you take my press conference at four olclock.

Golden.: I'11l do that. You let me. I'1l satisfy your press
completely.

Hedlsdps And then go up on the Hill.
bolden.: I'1ll do that for you.

Holl.Jr: And then go up on the Hill.
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That's where he's got to go. On his way up there
this morning.

We've already taken in 37 million dollars in gold
the first two weeks, snd I understand there's 30
million on the way.

30 million on the way.

You're going to have that problem right on your
doorstep.

I don't want it there. I don't want it in a month.
It might be most embarrassing to have it in a

month. In other words, I don't want that thing
forced on me at a time that I can't control. I

want to take it up when I feel like it, when the
Federal Reserve Board feels like 1t. Now I wipe
everything off and then we can begin to plan and

ve can decide at what time, 1if any, we want to

again desterilize. But this thing would be brought
to me at a time over which I have absolutely no
control, in & couple, two or three weeks from now,
maybe at a most embarrassing time. But if I do it
now everybody will take it for granted and then we
can face the time if and when we want to continue
desterilizing, start a new desterilizing fund. Don't
want a gun at my head 1n two or three weeks, or one
week - the Japanese send 2 bunch of gold and suddenly
I find this thing - "Mr. Morgenthau, what you going
to do zbout this?" And it may be the worst possible
time.

I agree that the present instruments of control are
ad. There isn't any question that the division of
the responsibllity and the different types of
mechanism that we now have &are bad. And I for one
would raise no objection at all to a complete dis-
continuance, and SO announcing it. With the am?unt
of gold we are likely to get, and as long as we ve
got a silver pollcy apnd that's belng dumped in, this
idea of thinking that the Treasury and the Federal
Reserve System ought to control the situation without
further legislation Just doesn't make sense to me.
ind if the reserves are bullt up to five billion or
six billion, or wherever they go, we've got a problem
to meet; maybe a year from now we can go to Congress
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and if Congress wants the Treasury to borrow money

to sterllize, let them say so; then there will be no
crack about borrowlng money to buy gold. If, on the
other hand, they want to give some other mechanism -
and as things are I don't want it up to the Reserve
Board to deal with it. Let Congress do it. But I
think today both the Treasury and ourselves are on a
terrible spot, have been for the last six or eight
montns, year, on this thing; znd let's let the damn
reserves build up with excess gold coming in and with
silver, until the situation gets so that we'll face
the whole thing realistically. 4nd let Congress take
the responsibility. Now, that's - I'm willing to wash
my hands of it Jjust that way, because I don't think
the mechanisms are sstilsfactory at all, with the
instruments we now have,

You have no control now.

Huh?

You have no control now, from the practical standpoint.
Well, we haven't had for & good long while, alone.

Demand for money, rates go up, have to sell your
Governments at a loss. Never do that.

Well, most of our stuff is shnort; two billion 200
million is short, wouldn't cause you much trouble.

Hr. Secretary, since I feel very strongly on the
subject, may I have one more word?

You can have three more words.

I'd like to just suggest that if you're going to say
that you're going to discontinue 1t, you tell the

press that in light of the present situation and the
actions that were tsken last week, there is no pur-
pose in continuing sterilization, and for the time
being there would be no steri;ézaiiun, bu;a;?g;.tgzﬁ're
i that you're abandoning any ;

%igi Egzpﬁfig your golicy to the present circumstences,
and you may resume it whenever you feel that the cir-
cumstances have changed again.

I have NO «sss
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If you do that, you're keeping the instrument still
at hand, you're not saying that the instrument 1is
discredited and discarded; you're not changing your
policy, you're changing your action under the
policy. If you'll do that ....

Well, that's reserving all rights.

But to make it clear to the press that you're
reserving the ...

He says "until further notice."

Thney'll ask yuestions. They ask you, "Will you ever
resume again?" You say, "I can't tell today. It
depends on circumstances."

I think that's saying, perhaps more tersely, what
both Chairman Eccles and I have sald, Mr. Secretary,
that the existing instruments are not satisfactory

to deal with the problem that can well develop on the
existing base.

To make it plain that I've lost my amateur standing,
can't go back to that any more. What?

I don't know that you've lost your amateur standing
2t all. The thing has become highly professionalized;
I'1l admit that.

Let's go around. Gardner?

I think that's the logic of the situation.

Excuse me?

I think that's the logic of the situation. I mean
that sterilization at the moment 1s over.

Jver. Then say so, but say that we reserve the right
to renew it at any time. Huh?

Yes. I think that if reliance is to be placed on that
instrument, you may have to rene: it in i diggirent
form, not merely sterilizing what comes i,
T 13 oing retrosctively, and I think that that might
be considered one of the unsatisfactory instruments.
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One of the what?

Unsetisfactory instruments. It's a question of
shether it should be used in that way &nd on a
scale that would be necessary, in the future.
Anything else?

That's all.

George?

I'd say 1t was over, thet the statement Friday
superseded this - the way I would put it: "until
further notice."

Meaning what, George?

In other words, I wouldn't try to make out that
you had especlally considered this, but that the
statement Friday superseded this.

Superseded what?

This former gold sterilization program.

And «..

And just let it ride on that basis.

¥hat does that - "Well, what does that mean, Mr.
Hans? Does that mean you have or haven't discontinued
the hundred million & month?"

Oh, it's all wiped out.

411 wiped out.

But under that statement, just as you made 1t, you
don't reserve any rights.

Oh yes - "until further notice." I think eny state-
ment you make - 1t isn't permanent forever.

I 7 longer
Well, my teacher tells me that once you're no
an aﬁateur, you're no longer an amateur. But it's

all right.
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Turn her loose, but reserve rights.
0.K.

Bernstein?

If you're going to emphasize the fact that you might
resume this thing in the future, mightn't you be
more likely to be asked, "Why did you abandon 1t on
Thursday?"

Beczuse you want to glve gold its full and meximum
effect on our economy. PFerlod.

Nhen we do things in a blg way, we do them in a Dbig

WEY .
Any time that we want to change that, why, ...

0f course, you reserve the right anyway. You don't
have to say enything about reserving the right. You
have the power.

Sure.
Right.
Harry?

I'm afreld the logic of the positlon seems to me

to be to say =bsolutely pothing. If you are esked
what you intend to do, just sey that we're golng to
continue the present policy. No gold is coming 1n,
in excess of the smount anyhow. When gold comes in
in excess of & hundred million dollsrs, then you can
merely say that, in line with our present policy and
in view of the current situation, welre going to
cesse sterilizing gold until further notice. But I
don't see that any action is called for now.

When?

Whenever that happens, maybe & month from now, ©or

d for at
two or three. Very simple stzatement calle
that time. Seems to me {t's a little bit illogical
to make additional statements nNoOw; I gather the
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{mpression of =& little bit of fuzziness about this
thing; whereas you cen merely say, "Well, of
course, that isn't our problem yet. We'll meet
thot problem when the occasion arises.m

H.M.Jr: [f you don't mind my saying, the way you put it it
would leave it fuzzy.

Wnite: I don't see how. We Just continue our present
policy.

g,4,Jdr: The mein thing, the resson I don't like your sugges-
- tion - I don't want the time fixed by somebody else

S oy 1 1'VE got to make & stetement.
Well, that's political.

Mo, it's Jjust ... - vhet? But you wouldn't be very
mucit upset cee. *

nites: No, no, I think there's very little difference between
the position as steted by ¥r. Taylor and my position.

Lochnead: iell, I think to be conslstent we'd have to enswer
eny yuestions with regard to the hundred million by
telling them that we had cezsed to sterilize, but I
still think it 1s consistent under the original
policy, from your Very original press release -
you said here, nyhenever it is deemed adviszble
and in the public interest to do so, to take
approprizte sction" - so I think this is just 1nm
line with your general policy, end you keep pll
your powers you originally had, but stop sterilizing;
tell tnem you're stopping sterilizing.

I['m afreid I've beel indiscreet. 1 was ssked last
Ihurscay night about this end 4 said that I ouldn't
speak officielly for tpe Tressury &nd they'a have to
get &n answer from ¥r. Geston, but that in my

opinion certainly there would be no more s}eril;za-
tion until the time cCaIE when conditions changed SO
that sterilization was necessary. That's the way e.-.

I wouldn't say you Were indiscreet. I1'd Just sa&y you
tvere cleirvoyant.

I don't know zbout that.
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Well, you still feel that way.

I still feel that way.

I would discontinue sterilizing. I would also
meke some reference to the fact that these
instruments of control have to be maintained and
thet at a different period, under different
conditions, you reserve the right to reverse
yourself. I think if you don't desterilize

gt the moment, Mr. Secretary, the actlion is
going to be misunderstood and more confused
than 1t is at the present time. For the sake
of eclarity I would make & clean-cut job of it.
But I would not abandon the thought that you may
have to come back to 1t, as we may have to come
back to what we have done &and ask for more power
evenn than we have had.

Marriner?
Ransom stetes my view about 1t.
Danny?

I would discontinue, leaving the thought with them
that you might take it up again later on if the
conditions justify 1it.

Well, we've got a falrly ... - Herbert?

Well, I'd say for the present we won't sterilize
any gold, will not be bound by the hundred million
limitation.

All right.

I think, too, that you might - I don't know wh?t
questions they'll ask, of course, but it doesn't
necessarily mean, tooO, that you may not sterilize
future gold. You could make the present acting,

as Gardner suggests - that all that is a
possibility, but you're going to have to crisa "
those bridges when you get to them; but at easti
the Treasury has all of the powers, and this ac ion
isn't a guestlon of - it isn't a guestion of gleng
up any of them; it's a reversal of action.
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know that so far es we're concerned we would say.
"Now we've decreased reserve requirements, that
doesn't mean we can't increase them agaein.”

Oh no. I mean the statute is still there, the
suthority is still there, so we're all right.

That's what I say. This whole action could be
mede retrosctive or reversed.

Well now, Dan, as a matter of mechanics, supposing
we announce this afternoon that desterilization is
discontinued; then the gold that comes in goes in
the General Fund, doesn't 1t? What?

Yes, sir, goes in the Ceneral Fund, and we pay for
that gold by the issuance of certificates against it.
80 the gold that comes in pays for itself.

Pays for itself. Now, having deposited the billion
four, and until that's used up, we might just as
well let it accumulate in the General Fund.

Well, carrying out the policy that we announced &t
the time of the hundred million statement, why,

it would go in the Federal Reserve Bank every day,
s it accumuletes. Now, if you want to, you can
permit that gold as it comes in to sccumulate in
the General Fund as free gold, and deposit it from
time to time, instead of daily.

But that's sterilizing gold, though.

It's the sesme thing as sterilizing.

I know. I got a little wrinkle. I was golng all
around the room, then I thought ... I don't know

whether there's any significance, but my second
son, Bob, sent his mother for Easter & wnite rabbit.

Unly one.

One to his mother and one to his sister, so we've
got two. Now, I waited until we've got all around ...

When is the last time you looked?
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Qught to send me one. I'll tell him, "You
overlooked something." Got too mamny running
sround in the garden. Hope Senator Tydings,
our neighbor, won't see them; he might think
that we'd gone to raising them.

Might run out of them.

You've got two you won't be raising.

But I wondered why, until we saw the way this
thing went - why, until that billion four was
used up - why it wouldn't be perfectly proper to
let that accumulate in the General Fund. Now,
on your books, on your daily statement, there 1s
no desterilization fund.

That's right. That's wiped out - Saturday.

That's wiped out, so the smart boys cen't see it.

But it's there, and if they ask why, "fell, there's
no use choking the banks full; they've got the
billion f our and when that's used up we'll cross
thet bridge, and in the meantime we'll let 1t
accumulste in the General Fund." Now, what's the
matter +..-

That's sterilizing it, for all practical purposes.
I know, but it isn't called that.

411 it is: we have wiped out the inactive fund -
gold fund, and it will not be reinstituted.

You build up a balence in the General Fund in &
specisl account, covering gold that

No special fund. Regular free gold account.
Unused gold without a name.

Huh?

Gold in the working belance.

Unused gold without & speclial name.
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It would be equivalent just to incressing the
balances of the Treasury with the Federal Reserve -
the effect that it would have.

Decreasing them.

Decreasing it.

We pay for the gold, decrease our balances with

the Federal Reserve Banks; when they run down,
replenish them.

Taylor: Aren't the two rebblts you got up there enough?

Gardner: You're going to clarify only to slip it over. They'll
tell their stories that this is all going into bank
reserves, that the sterilization is over and all gold
now goes into bank reserves, but actually we'll be
reserving that decision until later.

Bell: What you're talking about now is member bank reserves.

Gardner: Thet is the ultimate destination of all gold now.
True, it will take some time for it to go out.

Eell: That would still be true.

Gardner: No, on this decislon - not unless the decision were
leter made to transfer the gold to the Federal.

H.M. Jrs If toey ask me about it - I mean this gives us a
chance to turn around for a week or ten days.
Normally if we did a thing like this the Federal
Reserve and ourselves would have talked this over
for & month.

What you'!ll do - you'll buy incoming gold 'out of
the General Fund, won't you, and you carry in the
General Fund any incoming gold, which would of
course be avalleble for use at such time as you
decide to use it; in the meantime, it 1is sterilized
for all practical purposes. It is sterilized in the
General Fund instead of the special fund.

111 be
The minute that climbs up on you, why, you
faced with exactly the same guestions that you don't
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want to be faced with.

Yes, but I want - this glves ne, oh, the rest of
tnis week to turn around.

There wes close to 200 million gold in the working
balence &t the time we initlated this policy of
sterilization, and there was 200 million in the
working belence et the time we desterilized the
other aay.

dnat I'd like to do is, this gives me a chance to
sit down with the economists - "What is good
economy to do?" See? Then I don't want to talk
politics. I've been telking politics up to now.
Then I went to sit down end talk tnis thing out,
andl give you fellows & chance to think. I haven't
ned a chance to think.

You're mainteining the actual instrument, except
you're evolding the possible eritical repercussions
by eliminating the insctive account; but actuelly
you're still at liberty to decresse OTU inerezse the
zmount of gold actually aterilized, within s lsarge
limit.

It gives us & chance to talk about it from the
stendpoint of economics. In other words, from the
stendpoint of politics, I went to wipe out the n=me
ngterilization fund." I've done it. 1I've wiped that
out. Then - now we have deposited & btillion four.
Now, what are we going to do about the rest? It
gives us & brectning spell. o one's going to ask

as - I wouldn't xid you people. DBut it gives us &

chance to turn this thing oVer.

Well, you have nasd in the zctive‘go%d scecount all
the time here a couple hundred million.

2300 million, yeS.

And it's Just ....

And that wes wiped out the other day. S0 it would
be just rebuilding to what we have ordinarily carried.

That's the 200 million in the sctive account. In
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effect, it is sterilization, but you don't call
it. - you Just don't call it that.

Marriner, Just supposing, for instance, that the
rest of the world - we can't tell, because their
markets are closed today; all the markets of
Europe are closed - but supposing they decided
this was really inflation and they began to draw
on us heavily for gold, see? I mean just let's
suppose. I mean that's a possibility. And then
I had to begin to draw down that billion four.

Or draw 1t out of the Stabilization Fund. In either
case it would be hwd:mn__q_

In either case it would reverse what the President
wants us to do. And I say if we can have a little
"kitty" in the General Fund, I think it's Just good
common sense. But it hasn't got the political ....

It isn't the target the other was.

It isn't the target. I wanted to go all around and
then do this thing this way.

Possibly couldn't build it up to a couple hundred
million without its being noticed. But a couple
hundreds would be a pretty good Mkitty" for a little
whilB-

I mean with you people certainly I'm going to have
all my cards on the table.

The minute it gets to be an appreciable amount,
then you've got to face your ....

! lion
But look, Wayne, that isn't like a hundred mil 4
which is a fixed amount, and when it reaches that
limiti damn it, I'd have to say something that day.

There's a gun to head. "What you going to do
about thatgﬂ Thi:Fthing we can talk back and forth.
Maybe we want a hundred million, maybe we want 150,
meybe it's 200; we'll say amongst ourselves. But?
that thing can be decided by us in this room, see
And nobody is holding a gun to me, because the
hundred million isn't fixed. See? And we can
decide. Gardner may say, "Well, I'd let thanzhin:
go up to 300." White might say a hundred, a
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Goldenweiser ht say two hundred. We'll sit
down. "How much do you think we ought to have?
How much 1s safe?"

Be well to say 1t's in the active gold account.

"Well, why do you carry 1t? I thought you.dis-
continued sterilization." "Well, we have, but

we're carrying it in the active gold account. And
the Treasury doesn't need it. We've got these
balances, and if at any time the situation comes to
where we need 1t, why, we'll just use it."

And my other - until we've worked off that billion
four, what's the use of piling up a lot more?

That's right. You've got that as a reason. You've
got that billion four. You don't need it: Just
let it build up in the active account here, to be
used when we need 1t. £

When the billion four is absorbed, why, we'll see
what we do.

And that's golng to give you nearly a year's leeway.
Use it from time to time if you wanted to.

Balance of this year.

You're talking fiscal or calendar year?

No, I'm talking calendar year.

Dan, before the sterilization program was started,
how much did you keep on hand in the free gold

account? How much did that run up to?

I'm assuming just let it - Just keep the plcture
where it is today, without borrowlng any more or

paying any off, see?

50 or a hundred. So you had 50 or & hundred even
before this - the sterilization program started.

Don't you (Eccles) think it sounds all right?
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I think it's a darn good idea. I think it's a
good idea.

Subject to daily consultation - I mean daily -
you can call me up and say, "Henry, I've thought
this thing over," or I'll call you. But I do
want our staffs to get together very much, and
this gives you fellows a breathing spell - I mean
White - go on the monetary end and get together
with you fellows and think this thing through.
And I'd like very much & memorandum. : '

Excuse me.

(On phone) Hello. - Thank you. (Has conversation
with Sumner Welles)

Well now, let's put it this way. In order to save
everybody's time - don't want to keep Mr. Ransom
from testifying on the Hill.

Through for the day, thank you, sir.

Who thinks that this isn't a good plan for a 24-hour
basis thing? Put it that way: good for a 24-hour
basis. Who thinks this isn't a good plan?

Why, I think it's a good plan, but 4 see one danger
in it. If you tell me this afternoon that you're
not going to sterilize any more, then I see a few
days from now that you have some gold that you didn't
put in the Federal Reserve, why, I'll say you're
sterilizing. Now, if you avoid that difficulty ....

We announce that we!ll discontinue the desterilization
fund.

The inactive gold fund.
We discontinue the inactive fund.

Because this will be noticed at once.

We discontinue - Gaston should make a note - discon-
tinue the inactive. Does that satisfy your ....

Yes.
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Got to say more than that. Got to say we're going
to sterilize no more gold.

Oh no, no. I've never, since I've been here ...

You can't honestly say that.

I wouldn't, I never have - never misled the newspaper
men consclously.

No more necessary to say, Mr. Secretary, than it 1s
necessary to make an explanation of the fact when
you let your balances with the Federal Reserve rilse
and fall, which is equivalent in effect on the excess
reserves.

I simply say - you (Gaston) work out the technical
language - something like this - a very good polnt -:
that the inactive fund has been discontinued.

Until further notice.

Yes.

They're going to say, "Well, does that mean you're
going to discontinue sterilization?"

I don't think they're smart enough.
Don't you think so?
I don't think this is sterilization.

As a matter of fact, you've already eliminated the
inactive account.

Well, we'll get out the statement on a hundred
million; we'll stop that, and stop the inactive
account.

Your gold is Just as much sterilized when it is

with the Federal Reserve &3 when in
gﬁabgtggggl Fund, so that the General Fund and the
Fede~al Reserve balances can be considered as nn:t
thing, and in which of these two funds you keep
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is a matter of bookkeeping and makes no difference
to the public.

If you'lve Ent in your active gold account & couple

lion, what's the difference whether it's
there or whether you put it in the Federal Reserve
to bulld up your balances?

But you see what I've got in my mind.
Oh yes.

It gives the staffs a chance to get away from what
is good politics and get down to what is good
economlies.

Well, I think a couple hundred million in that fund
may be a good thing. If for a week or two weeks you've
got gold going out, you've got that fund to take 1t

out of. You don't have to tmich the Stabilization

Fund then, do you? You've got that fund to take it

out of. You've got ...

Got the Federal Reserve balances to take it out of.
Got 1400 millions anyway.
Go out of fhe Board's balances.

Marriner, I got out of this thing - this meeting is
the closest consultation..... We've been close.

We should stay as close or closer, and as we make
any move on our balances keep you people informed
all the time, which we will cheerfully do.

Might, Mr. Secretary, handle that free gold something
liEe %his: There arglnine banks in which I put 50
million dollars - smaller Federal Reserve Banks.

Now, from time to time it will be necessary for me

to replenish those balances in those smaller banks.

I might do it out of the free gold rather than
transfers from New York, Chicago and San Francisco.

How about the free silver?
I couldn't get that.
Everybody happy?




EACH MOFTH FROM APRIL TO DRCEMERR, 1938,
UNIER THE VARIOUS CONDITIONS STAYED
(In millions of dollars)

Nenth
Ending

Balances
after pro=
viding for
deficit and
June special
bille

Balances after
providing for
deficit, June
special bille,
and $50M a week
of regular bills

BEalances after
providing for
deficit and all
Treasury bill
maturities

ipril lst *

April seesecsn
AT senssnnsnen

e T

TUY seesssane
August sesnane
September .40
October sunvee
Fovember seees

December T

2,619

2,209

2,169
1,834

1,434

1,059

2,100
1,584

($250M Spece
113 (f200M Reg,

() Includes gola dsposit of $1,392K on April l4the




ESTIMATE OF CASH POSITION
APRIL - DECEMFER, 1938

(In millions of dollars)

June = July

Balanoss at baginning of periods
00ld deposit ..cccscnnsnsnsscnannsas

% POVEDS sessssssssssnsnnna

Unemployment Trust fund-csssssssss
U 8, Savings Bonds sessosssssasss

Total available ..covensensnnns

Ly ‘
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Emargoney

Interest om public debt ..csssscss
Special trensectloms ..cesscsssnnn
Debt redemptlon® .cvssnssssnsnssnss

TOUELl coscssnsssnsssannessnnns

Balanoss at end of periods

Refunding operatioms:
Treasury bills:
Rogular .cssssssssssssssannnnnnanss
. T
Treasury DOYAB .ssssssssssssasnsnsnnnw

I
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ghall sterilization of gold be o etely suspended?

pdvantage:

Now is the opportunity te get rid of an unpopular poliey.
ghould the opportunity not be grasped now, it will be somewhat
more difficult to do so later. If, as 1s quite possible, net
acquisitions of gold amount to more than $100,000,000 during the
three months ending June 30, the Inactive Account will again have
to appear on the Daily Statement. Reappearance of the Inactive
Account on the Balance Sheet may attract attentlon and renew
eriticism against a procedure that could be characterized both as
expensive and unnecessary.

UJlpaavantages:

1. Once the step i1s taken to eliminate sterilization of gold
the relmposition of the step will be taken only with great heslta-
tion and probably only under extreme conditions. Yet 1t 1a qulte
conceivable that within the next year or two gold inflows may be
so heavy that sterilization of those inflows would be wise policy.
Ty
?ﬁcntinuation of the present procedure {(i.e., Af gold only
in excess of $100,000,000 a quarter is sterilized) additions to .
the Inactive Account could be permitted only 1f business conditlions
sarrantea 1t. If, on the other hand, recovery were not in full
swing, accumulated gold could be desterilized as it accumulated
in blocks of $100,000,000. (In fact, the desterilization of blocks
of $100,000,000 might even have a slightly favorable psychologieal

2. If recovery should be in full swing, it would be desirable
to sterilize for two reasons.

a. It would help prevent excess reserve from lncreasing
too rapidly.

b. It would force the Government to borrow at a time
when it was easy to borrow (i.e., when gold 1s flowing in)
and thereby provide a cash surplus agalnst a time of deficit fi-
nancing which is bound to recur. peficit financing in large
sums will be made easier because of the existence of a large
sum in the Inactive Account Just &as now.

3. There is the added advantage, difficult to evaluate, that
exlgtence of an Inactive Account glves to the Secretary of the
Trecsury additional bargainl power at crucial times in deallng
¥ith the Federal Reserve Bo that conceivably may be valuable.




TREASURY DEPARTMENT

INTER OFFICE COMMUNICATION

ears April 18, 1938
To secretary Morgenthsa
FrOM M. A, Harris

A short review of the U, S, Government
pecurity market duripg the past week
The market for U, 5, Govermment securities was very quiet frem

Vonday until noon Timrsday and the volume of trading declined to the
lowest level in several months. Although both buylng and selling were
sharply curtailed as the market tended to await further developments,
prices moved higher. Following the President's message on Thmrsday,
the market became active with both bonds and notes in good demand and
prices at the close of the day were up 1/4 to 1/2 of a peint. The
Treasury's announcement on the d.nttrﬂ!.nlicn of gold and the Federal
Eeserve Board's snnouncement of & decrease in reserve requirements coming
over the Fridsy holiday resulted im prices opening sharply higher on
Saturday morning. Large orders came into the market and dealers found
difficulty in completing orders at substantially higher levels. To meot
this strong demand the Federal Reserve System sold about $65 million of
Treasury bonds during the two hour session. Treasury notes were also in
strong demand, with the longer maturities advancing as much as 1/2 of &
point, New highs for the curreat year were reached by both bonds and notes,

ﬁiutm-upnmdmmﬂﬁrmmunm-

ranged from about 1 point to 1 3/8 poiats, with the exception of the three

thortest maturities, which were up about §/8 of a point. The average
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price of 11 bonds d&ue or callable after 8 years advanced 1 1/8 points.
The intermediate issues show the largest gains, although the longer
gatorities were by far the more active. For notes, the gains ranged
¢rom 6 to 12/32nds for the short maturities, 12 to 22(/32nds for the
(ntermediate issues and 22/32nds to 1 point for the long issues. This
sharp rise in prices for notes reduced the average yield on the 3 to B
year maturities 0.22 percent to 0.86 percent and, at thelr present level,
the highest yleld to be obtained is sbout 0,96 percemt. The 3 7/8% notes
paturing 6/15/38 sre currently quoted at a premium 1 1/8 points above a
fno yleld" basis.
Qorporate Bonds

The snnouncement last Tuesday of the deferment of May intercst om
Atchison, Topelm and Santa Fe Railwey Company 4§ sdjustment bonds re-
sulted in a sharp downward reaction in railroad bonds. Although prices
rallied Saturday, Moody's AAA rsilroad bond price average decreased 7/8ths
of a point and the BAA rail average dropped 2 3/8 points for the week.
However, industrials and utilities wers higher for the ssme periocd,
vith the AAL industrial average sdvancing 1/2 peint, the Ak atility
average 3/8ths of a point, the BAL industrial average 3/4 of a point
and the BAA utility average 7/8ths of a point.

Deslers' Portfolie

Dealers increased their holding of U. S. Government securities

53,8 million during the past week. Imcrease in bonds mccounted for the

largest part and, as can be seen by the trend for the week given below,

this took place largely the latter part of the week when prices wers

moving sharply upward.




(In millions of dollars)

_Helding EHolding
ipr, 9 4pr. 16  (Change
Treasury bonds -1.3 a7.8 4+ 39,1
' notes (maturing withis 1 yr.) 36.8 4.4 - 2.4

' . " " 15 yrs.)

+
. 4 1.5
$

7.1
- 0,2

Trend of position during the past week;
April 11 !ﬁ l{ﬁ
12 1.6 18,6
12 6.2 20.0
14 25.6
16 7.8 29,3
Zreasury jocounty
There were no purchases or sales made in the market for invest-
ment accounts during the past week,
System Aocount
On Saturday the System sold for delivery April 18%h, $64,697,000
of various issues of Tressury bonds and $1,000,000 of Tressury notes and
purchased in replacement $61,750,000 of Treasury bills and $3,500,000 of
Treasury notes. The exsess of sales, smounting to $497,000, will De
replaced before the snd of the statement weak so that no net change will

b shown in the System security holdings.




The above transactions reduces the System boad holding from about

786 million to 720 million and reverses a considerable portion of the

g1 million of bonds bought in support of the market since March 1,
52 million of which were purchased in the previocus two weeks.




TREASURY DEPARTMENT
INTER OFFICE COMMUNICATION
pare April 18, 1938
gecretary Morgenthau

Mr. Haa

Adjustment of Treasury financing program to use of
desterilized gold

SUMMARY

1. It does not appear advisable that any of the balances
arising from the deposit in the Federal Reserve banks of the
newly desterilized gold should be utilized fur-’ﬂawﬁg%‘ttnn
(other than for the retirement of the June bill concentr ien).
If no interim debt reductlon other than the retirement of the
5111 concentration 1s attempted, and if no gecurities are of-
tered for new money (other than sales of regular United States
savings Bonds) the Treasury will, nevertheless, be 1n the mar-
xet for new money not later than December and possibly as early
as September. There appears, therefore, to be no fiscal reason
for interim debt reduction and we believe that the balance of
monetary argumente 1s also against such a reduction. The pres-
ent volume of excess reserves 1ls exceedingly ample and we be-
lieve that a gradual increase 1n guch reserves resulting from
the disbursement of the newly deaterilized gold would be pref-
erable to a sudden increase at the present time.

II. There seems to be no reason for the acceptance of War
Loan credit for new bill issues during the next several months,
or

III. For the prohibition of the prepayment of War Loan de-
posits outstanding at the present time.

Prnﬁﬁaala II and III have appreclable aisadvantages in thelr

effects upon the Treasury's normal dealings with the money mar~
ket and in its public relations, in return for which they would
vield only the doubtful advantage of a slight acceleration in
the rate of disbursement of the newly desterilized gold.

h the domestic aspects
gslble effect of
desterilization of

This entire memorandum deals only wit
of the situation and does not consider the po
the decrease in reserve requirements and the
g0ld upon international capital movements.
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1. As of April 14, 1938, the Treasury's balance in
the Federal Reserve banks amounted to $1,524 millions and
that in speclal depositaries, account of sales of Government
geourities, amounted to $776 millione, a total of $2,300 mil-
1ions. These balances glve effect to the deposit in the Fed-
eral Reserve banks of the entire amounts of the Inactive Gold
Account and of the gold in the Working Balance, which amounted
on the previous day to §1,183 millions and $209 millions, re-
gpectively, or to a total of $1,392 millions.

Mr. Bell hae tentatively estimated that, assuming the
sdoption by Congrees of.the President's program in ite en-
tirety, the rolling over of the regular weekly bill maturi-
ties and of the June note maturity, the retirement of the
June bill concentration from income tax recel te, and no new
money financing (other than regular sales of nited Btates
Savings Bonds), this balance will be reduced by some
$500 - $600 millions by June 30 and by about another §500 mil-
lions during July and August. This would reduce the combined
balancee in Federal Reserve and speclal depositary banks to
about $1,700 - $1,800 millions on June 30 and to about
$1,200 - $1,300 millions on August 31. Upon this basis --

i. e., assuming no interim reductlion in the debt except the
payment of the June bill concentration -- new money finano-
ing would appear to be required in December, and might be
advisable earlier by an increase 1in bill volume.

Assuming that the whole reduction in working cash prior
to August 31 would be in balances with the Federal Reserve
banks (an assumption subject to some qualifiocation), these
balances would be reduced to about §300 - $1,000 millions on
June 30 and to about $400 - $500 millions on August 31.

It seems to us that the reductlon in the Treasury's
working cash, which would be provided by the above program,
1s guffiolently rapid, and that it would De unwige to speed
it up further by an interim reduction in public debt. As
it 1s apparent from the preceding discussion that the {_1_;_::}_1_
savings from such an acceleratlon would be negligible {(sinoce
we will be back in the new money market by December in ;rq X
event, and possibly sooner), the most significant consl ar:_
tions bearing upon the question are nonatgg; and these x
siderations alsc seem to be preponderant.Ly n favor of ©

avoldance of intermediate debt retirement, except by the
payment of the June bill conoentratlon.




2, Excess reserves of member banks of the Federal
geserve System amounted to §1,730 millions on April 13, 1938,
or approximately twice thelr amount on May 5, 1937, Jjust
after the gffective date of the final increase in reserve re-
quirementn. According to the press announcement of the Board
of Governors of the Federal Reserve Bystem, the decrease in
reserve requirements, gffective April 16, 5.9}5, increased
oxcess reserves of member banks by about $750 millions.
giving effect to thie increase, therefore, excess reserves
of member banks amount %o about $2,500 millions at the pres-
ent time. This 18 a larger amount of excess reserves than
has ever previously exleted except between July 1935 and the
effective date of the first increasege in reserve requirements,
and compares with §1,813 millions on Auguet 19, 1976, immedi-
ately after this effectlve date. This is without glving
sffect to the dlsbursement of any of the newly d.ua%ariltzaa
gold.

Twenty-five hundred millions of dollars of excess
reserves seems to us to be ample at the present time. If
the entire amount of newly desterilized gold could be dis-
bursed immediately without resulting in any inerease in de-
Ensits, 1t would increase excess reserves to about

3,900 millions == an all-time high. There seems to be no
need for haste, however, in making this disbursement and
attaining this high. Not only 1is the present volume of excese
reserves exceedingly ample, but we belleve it probable that
the prospect of a large but gradual lncrease from this level
will be more stimulating to bankers in the actual expansion
of loans and investments than would be an immedliate sharp
\ncrease without the prospect of a further rise. Going the
¥hole way at the present time might 1lndeed be more stlmu-
lating to the prices of Government and other securities,

but this can hardly be considered degirable in view of the
sharp run-up which these securltles have already had -- va.r!r;
ing from 26/32 to 1-1l/32 for different lgsues of "long-term
Treasury bonds* and from 6/32 %o 1 point for different lssues
of Treasury notes during the week ending lagt Saturday. An
interim reduction of debt would tend to run up further the
short issues especially, and so might lay the market for this
type of obligation open to speclal weakness when new money
finaneing had to be again recommenced.

II

Assuming that no effort will be made to accelerate the
disbursement of the newly desterilized gold by means of an
interim debt reduction (except for the payment of the Jt:nun
bill concentration), the subsldiary question presents 1tse
of whether payment Eg War Loan credlt should be accepted for
lesues of Treasury bills during the next several months. To

* Bonds not due or callsble within eight years.
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the extent that such credit 1s made acceptable and is ten-
dered, the disbursement of the gold might be speeded up by

ing maturing Treasury bille out of the balance in the
federal Reserve banks, while adding the proceeds of the new
1gsues to the War Loan account, The argument in favor of
accepting War Loan eredlt for new billl issues in the next
geveral months would, therefore, appear to be that such
goceptance would tend to speed up the disbursement of the
newly desterilized gold, and that such speeding up 1s deslir-
able. '

Our reasons for bellieving that a speeding up of the
digburgement of the newly desterilized gold would be of
1ittle value have already been presented, It should be fur-
ther noted, however, that the acceptance of War Loan oredit
for new bill issues 1s liable not to be very effective in
gpeeding up this digbursement, War Loan deposits, like all
others, are subject to the Federal Deposit Insurance Corpo-
ration assessment of 1/12 of 1 percent (or .083 percent) per
agnnum, Eleven of the last twenty-one bill issues have sold
at an average rate of diecount of legs than this assessment;
s0 that subgcription to these issues at the average rate by
War Loan credit would have involved an actual out-of-pocket
loss to subseribing banks, Under these circumstances, 1t
ig probable that, even if the War Loan credlit privilege were
grented, the greater portion of Treasury bills during the next
geveral months, would continue to be pald for in cash.

Againgt the negligible advantage from the acceptance of
War Loan credit for Treasury bills of fered during the next
geveral months, there may be set two rather small but real
disadvantages. First, the acceptance of War Loan oredit
for Treasury bille is fiscally impracticable as & regular
practice, and it would seem, therefore, in the absence of
important considerations to the contrary, that the money
markets ought to be kept acocustomed to prompt cash settle-
ment for these securities. Second, War Loan oredlts accepted
for the payment of Treasury bills during the next several
months are almost certain to be outstan
tlally longer time than the secur
besed. While 1t appears very reaso
for several months the use of moneys locaned to g
for a period of years, 1t seems intrinsically absurd thi e
Treasury should borrow funds in order to leave them on de- b
posit in the lending institutions for a period a:tund.‘l.ngt;u -
stantially beyond the maturlty of the original m'tmmﬁuhhu
Such an arrangement might subject the Treasury to coga ra
eritioism which would be difficult to answer except bY
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reference to the unimportance of the whole transaction. 1In
view, therefore, of the negligible advantages and possible
digadvantages of the acceptance of Wer Loan credit for
preasury bill issues during the next several months, we
recommend that thie not be done,

III

Finally it has been suggested that banks holding War
Loan deposits at the present time be prohiblted from pre-
paying these deposits except upon call by the Treasury. The
motive which these banks might have for desiring to make
guch prepayment is the same as that which might deter them
fron tendering War Loan credit for subscriptlons to new
Treasury bills - 1. e., the deslre %o avold the Federal
Deposit Insurance Corporation assessment on the deposits
retalned or created. The reason advanced for desiring to
prohibit euch prepaymente i1g that they would increase the
balances of the Treasury with the Federal Reserve banks and
decrease excess reserves and so counteract the effect on
exceas reserves of the disbursement of newly desterilized
gold,

We are opposed to the prohibltlon of such prepayments,
In the first place, for reasons already stated, we see no
need for haste in the dlsbursement of the newly desterlilized
£old. Even should the fairly rapld dicbursement of this gold
be accepted as desirable, prepayment of War Loan account
would not seriously stand in its way, If one-half of the
total War Loan account outstanding on April 14, 1938
(8776 millions) should be prepaid before June 30 and no addi-
tional War Loan account created by bill issues or otherwlse
before August 31, Treasury balances with the Federal Reserve
banks would be reduced to about $1,300 - $1,400 millions on
June 30, and to about $800 - §900 milllons on August 31.
Thereafter the reduction of such balances would be very
rapld as on that date the combined balances in Federal Reaserve
and depositary banks would amount to only about $1,200 -
$1,300 millione and the new spending program would be getting
well under way.

For the reasons just given it seems to us that the ad-
vantage of prohibiting prepayment of War Loan deposits tu
negligible. Against it is to be set the important diu:h- s
vantage of the irritation to the banks which Iguiguagt. :; ¥
occasloned. The prepayment of War Loan accoun
no fiscal inconvenience to the Treasury, and banks hard pressed
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for earnings have a reasonable cause for vexation if they are
denied the right to curtail their expenses by such prepayment,
1t would seem short sighted for the Treasury to irritate its
gepositary banks for such slight ocause, and possibly diminish
thereby the future utility of the War Loan account.




April 18, 1938.
1:01 p.m.

HM.Jr: Hello.
Operator:  Chairman Eccles.
H.M.Jrs Hello.

yarriner S.
Eccles: Hello.

HM.Jr!: Marriner.

E: Ah, yves Hemry.
—::mm-.q’ .
The boys have worked on a statemént for me
This is the way it reads:

n10n December twenty-second, 1936, the Secretary
stated that, after conferring with the Board of
Governors, the Federal Reserve System proposed
to take appropriate action with respect to net
additional acquisitions or releases of gold by
the Treasury Department whenever it was deemed
advisable and in the publie interest to do so."

Period. Paragraph.

"In pursuance of that policy, the Secretary of
the Treasury, after conferring with the Board of
Governors of the Federzl Reserve System, today
announces that the Inactive Gold Account has been
discontinued.?

So that's all?

Th&t'& 311- I L B

Yeah. You're not saying you're discontinuing
sterilization - you're saying Inactive Gold Account ....

That's 1it.

vesss 13 discontinued.

"...today announces that the Inactive Gold Account
has been discontinued.”




What will you do if they say that, ah, "Does
that mean that you've discontinued sterilization?®

Well, I'll say that - that the statement speaks
for itself, and take it as 1s.

ﬂell, I - thﬂt’. ah. -

But it, it isn't - I mean that, ah, the statement
covers the situation.

You're not discontimuing sterilization necessarily;
you're not discontinuing your policy, you've just
discontinued the Inactive Account for the time
being, and ah .....

That's right.

Well, I think that's all right. You'll - you'll
have a chance of course to explain that this isn't
necessarily a complete abandomment of a polley,

but it is a discontimuance of it for the time being.
That's right. Uh huh.

Well that's satisfactory to me.

I'11 send over a copy of it immediately to you.

Yes. That's at what time this afternoon, four
o'clock?

Four o'clock.

Ah - of course, I haven't had a chance to advise
other members of the Board, but I will try to get
them beforehand, so that they will at least be

advised, and to what Ransom and I think about it.

Right. And the reason I'm doing it now, I'm going
to the White House in a couple of minutes. The

Yes.

The boys have just finished this this second., I'd
like gﬂ tell t%a President we're in agreement on
this.

Yes. That's 0. K. with me.




And if I don't hear from you between now and four
I take it for granted it will be all right.

To say the Board. I'd, I'd like to - I'd like

however to have a chance to have the Board feel
that they've at least been in on it.

Naturally. And I'1l, I, I, I'll shoot it right
over.

0. K'I

Thank you.

Goodbye




NEW LEGISLATION FOR 2
FEDERAL HOME LOAN BANKS ; 3?531pf5: 1938.

present:

Mr. Taylor
Mr. Bell
Mr. Foley

Mr. Igiggr

Mr. F

Mr. Webb

Mr. Delano

Mr. Russell

Well, can you use a billion?
Desterilized or otherwlse.
Any way.

Denaturalized.

Desterilized.

Give it to you any way you want it.
All right. We have a varlety.

Have a natural delivery or Caesarian, any way you
want it.

Little premature, isn't 1t?
Just want to let him know how obliging ....
(Russell comes in)
Mr. Secretary, you know Mr. Russell.
Yes.
Well, the Treasury is yours. What do you want today?
Well now, tell me, how much time have we got?

Got from mow until four o'clock, if you don't smoke
me out.

All right. Try not to do that.

Well, I tell you, in order to save time I thought
1t would be S tiable to take the memo which was
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L
sent over on the Treasury's answers and dictate
a memo on that, and also an introductory one,
which we thought would have the - we hope might

conserve your time, see? - and get down to cases
nere.

This is your answer to our memo?

Well now, there's a preliminary statement, and
here's an answer. I've got one, two, three here -
four more coples here.

I'11 read it out loud. Our boys can't read. I'll
read it out loud.

There's the first reader.

Which do I start with, this one?

This one, yes.

"If the housing program is to contribute to employment
and recovery as it should this year it is important
that all classes of lending institutions should com-

pete actively and be encouraged to cooperate to the
utmost by making proper loans."

How do you compete actively and cooperzte?

Well, cooperate in the housing program.

All right. "The cooperative banks and building and
losn associations have for many years made ebout A0%

of the urban home mortgages. Last year the flgure was
nearly 50%. Until recent years they have been the only
lenders making long-term amortized loans and having
experience in this field. It 1s essential that they
should be able to operate on & pbasis of competitive
equality with other lending institutions and contri-
bute their share in the housing development.

n(2) As the Preslident has declared, it is of great
advantage to establish throughout the country the rate
of 5% or thereabouts on home mortgages. These insti-
tutlons as well as all others, should be in a position
promptly to make such rates and maintain them. All
classes of lending institutions have been getting
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substantially higher rates. They now have in
their portfolios a large proportion of running
loans at higher rates. Any readjustment to a 5%
basis involves difficulties. If they make new
loans at 5 and 53% they must presently reduce the
rates on the old loans correspondingly. The
cooperative banks and bullding and loan assocla-
tions cannot attract sums from savers unless they
pay interest of at least 3 to 33%. At these rates
they cannot get savings from the public in substan-
tial sums without insurance. If the rate pald for
money 1s 3 to 34% they are left but 13% to 2% to
cover operating expenses, take care of losses,
accumulate reserves and to pay for insurance. They
must operate economically and the cost of insurance
should not be excessive if they are to also take
care of reserves and adequate expenses.

n(3) If these institutions are to meet the needs

of their communities for home loans, they must at
times be certain of their ability to borrow from

the Bank System and at moderate rates. The Bank
System is valueless to them and to the country if
they and their six million savers cannot be sure
also that 1t can take care of their needs in times
of difficulty. As now constituted, the System cannot
be depended upon to respond to these tests because
without the unguestioned backing of the Government .
which owns and controls it the Banks' debentures
cannot be marketed in times of stress. The very
purpose of the Home Loan Bank System, like the
Federal Reserve System and other mortgage reserve
systems, 1s to provide a means by which members can
obtain necessary mopey on sound collateral not merely
under normal conditions but especially when unusual
difficulties arise. Every other financial institution
in which the Government is in erested 1s fully pro-
tected against unexpected developments - as they
should be."

That's a mouthful.

nTo lect to provide corresponding protection for
thianggttem of ganks, now the largest mortgage reserve
system in the world, exposes it to danger unnecessarily.
It also invites embarrassing questions as to why t%;
Government declines in this case to provide protectlve
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facilities which it considers essential in the
case of the other institutions. If this system
got into difficulties the entire insurance system

would be affected at once and grave problems would
be presented.

"(4) The Federal Home Loan Banks, founded in 1932,
were a fallure and were wholly unable to serve the
purpose for which they were organized until President
Roosevelt toock office. Since the bank holiday the
membership has grown from a handful to 4,000 insti-
tutions having as=ets of approximately four billion
dollars. .
nUnder normal conditions the Bank System will fune<
tion without difficulty. Its debe es, which are

s most conservative investment, will ordinarily find
a ready market but in an emergency without Government
guarantee or corresponding backing, the Banksa' deben-
ftures could not be sold to the public. It will be
remembered that despite the fact that they were tax-
free and the interest was guaranteed, HOLC bonds
could not be distributed until provision was made

at the suggestion of the President that they be
guasranteed as to prineipal also. There was no
difficulty about HOLC bonds thereafter. If these
debentures were guaranteed or are otherwise fully
protected, as is the case of the obligations of the
Reconstruction Finance Corporatlon, Federal Housing
Administration, Farm Credit Administration, Federal
Deposit Insurance Corporation and the Federal Reserve
System, no question would arise and the Bank System
would really represent what i1t 1s supposed to be -

a reserve system able to teke care of the needs of
its membership."

Well, the whole plea on this thing is that they be
guaranteed, is that it?

- tand
No, it would be equally satisfactory - you unders
in’this case here that the suggestion of guarantee :
does not apply to all the i1ssues of the Bank System;
it merely provides that the Treasury shall have the
option of providing for guasrantee 1f and when the
need arises.

tive to
he other hand, there is an alterna
ﬁﬂ:ﬁ Eﬂﬂﬁd any :ntiafaétarr alternative would work
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which would take care of emergency conditions -
and the other alternatives that we suggested were
the option for the Treasury to buy if it wanted to -
that is an option merely, under any circumstances -
and the third, which was also proposed, that HOLC
bonds might be available to take over debentures;
HOLC bonds could be issued, and HOLC could purchase
debentures. If there was in the latter case a
revol¥wing fund representing by that recourse suf-
ficient to command confidence, that would also
serve the purpose.

Now, on the other hand, the alternative in the hands
of the Treasury to guarantee on any occasion if it
saw fit to do so, or to purchase on any occasion

if it was felt the need arose and should be met -
either of those would meet the necessity.

Well, come on, some of you sharks in the Treasury,
answer him.

Now, my suggestion would be that with that introduction,
if we pick up the questions and answers we could
probably get at the crux of the thing much quicker.

Did you say you wanted Wayne to read that?
Hello Jrs I don't care. LEverybody's got a copy.
Fahey: Or if you want to, I'll read it.
B.i.Jp: Go ahead, read, Wayne. Please.
Taylor: Wla) <as?
Fahey: If youget tired, I'1l pick it up.

Taylor: wiShall the Treasury guarantee Home Loan Bank
debentures?

ntlo: Home Loan Banks are not wholly owned by the
Guvérnment. The only nbligatianstgawsgua;agzgzg

a those of wholly-owned corporatlons. -
tﬂ?e from this pui{cy would mean that the Govirn:ent
undertakes to guarantee the obligations of priva :
stockholders in banks. One answer to the argumen :
that the guarantee would be proper if the Gaverg:gnt
were to acquire 100% of the stock is that the statute
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contemplates that the Government's stock holdings

in such banks will be diminished rather than
increased. There has been no adequate showing that
the market for these debentures is'in such condition
as to require a Treasury guarantee in order that
present and prospective need for funds may be met.
As to probablg future need of funds, it is to be
observed, that, insofar as existing home mortgages
are concerned, the operations of the Home Owners'
Loan Corporation squeezed out the water; as for new
home mortgages, the operations of the Federal Housing-
Administration diminished the evils which brought
about the establishment of the Home Owners' Loan
Corporation, and placed new home-mortgage financing
on a sounder basis.'

"THE ANSWER:

"The Government owns approximately 78% of the stock
in the Federal Home Loan Banks. It will undoubtedly
continue to own it permanently and as & matter of
sound public policy it should always control 1t.
Through its investments in the shares of member
institutions and the Federal Savings and Loan
Insurance Corporation, the Government has a stake
in the Federal Home Loan Bank System which it is
bound to protect under any circumstances amounting
to almost $500,000,000. Its inability or failure to
do so in an emergency would precipitate a grave
financial crisis which would affect the entire
banking structure.

nObligations now gusranteed by the Government are
not limited to 'wholly owned corporations'.

n(1) The Federal Land Banks are not wholly owned.
The Government owns but 51.2% of the stock in these
Banks in the amount of $119,621,595 as of September,
last. As of that month, the Banks had outstanding

$1,903,039,960. ..."
Aren't you fellows going to argue as you go along?
This is all part (a).

d by
n"of this amount $761,129,840 was held and owne
the Government outright through the Federal Farm
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Mortgage Corporation. In addition, the Corporation
held $24,200,000 notes of the Banks and the Recon-
struction Finance Corporation held $13,147,728.76

of such notes. The Federal Land Banks are completely
protected by the $2,000,000,000 revolving fund of the
Farm Credit Administration which represents a2 complete
end unguestioned guaranty of Federsl Land Bank bonds."

If I may interrupt & moment at that point. Of course,
that same principle applies to the cooperative banks.
F.C.A. has about 144 million stock of the bank
cooperatives, and there's only about three and &

helf million of it that's held by the independent
stockholders. And of course, that is also protected
by the revolving fund and involves nearly a full
investment in the stock.

Excuse me.

0f course, these bonds thet they hold in the Federal
Farm Mortgage Corporation are largely of the same
character tnat you hold in the Home Owners Loan.
They squeezed out the water through that process.

In referring to the Bank of Cooperatives - it doesn't
hold bonds, it holds stock.

I was talking about the Corporation - Federal Farm
Mortgage Corporatlon.

Now, there's one other thing too, right on that

very point. Reference was made o it in (a), sbout
HOLC squeezing out the water; and of course, that
was true of the Federal Farm Mortgage Corporation
and the Banks as well, to a certain extent. But it
is well to bear in mind that it dign‘t by any manner
of mesns sbsorb all of the water, ind in the mortgage
field at this present moment youlve got about eight
hundred thousand urban dwelling units in possession
as property by the savings banks, the inaurancg :ﬂm;
paenies, the mortgage companies, and the resﬁan Y : .
That's greater by a very large percentage than glem
before in the history of the cnuntrf; That prg Ee A
is a part of our housing problem; it's got to be kep

in mind.

We're down to (2).
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"The Federal Reserve Banks are not owned by the
Government but &ll outstanding Federal Reserve
notes, amounting to $4,237,000,000, are paysble by
the United States Government 'on demand'.

"(3) Through the recent FHA legislation the Government
guarentees National Mortgage Assoclations against
loss on insured mortgages. If such mortgages default
they are given Government guaranteed tax-free
debentures eyulvalent to cash. Such National
Mortgage Associztions will be privately owned,
profit-making institutions and invariably willbe
closely held and controlled by a small group. They
are not mutual in character. Mutual thrift
assoclations represent almost entirely the member-
ship of the Federal Home Loan Bank System and pro-
tect the savings of six million workers.

"(4)The operations of the Home Owners' Loen Corpora-
tion and the Federsl Housing Administration have only
partially eliminated evils and wesknesses of the home
mortgage system. There are many defects and dengers
left. The class of institutions represented in the
Bank System in 1937 made spproximetely 50% of all the
home mortgage loans made by lending institutions. The
Federal Home Loan Banks exercise & most important
influence in promoting and maintaining s tability in
the mortgage field and are steadily removing the
weaknesses which caused the mortgage collapse of

1933-34.

n(5) Government guaranteed debentures of the Federal
Home Loan Banks would not ordinarily be issued. Under
the proposed amendment they would be issued only with
the approval of the Secretary of the Treasury. The
effect would be that the Secretary of the Treasury
would be able in any emergency to completely protect
the Government's credit and its large investment in
the Bank System, in its member institutions and the

entire insurance system."

Shall we go on with (b)? Are you fellows all satls-
fied with (a)?

Well, it's ...
It's .a hell of a long document. You going to - you
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going to let (a) go by, Dan? D
raise anything? s o you want to

Well, I think the Treasury would disagr

ee t
primary statement, which 1is, “Dbligations :iwh i
guaranteed by the Government are not limited to
"wholly owned corporations!'.”

Are not what?

"ire not limited to 'wholly owned corporations!.m
And all the examples are explanations, but I wouldn't
say that they answered the the Treasury's statement,
which 1s that it 1is, you will find, wholly owned
corporations.

As we go along - can't remember all this stuff -
I gfan as we go along, let's clean up one thing at
a8 me.

Well, but, Wayne, you wouldn't say that the Federal
Land Banks are wnolly owned by the Government.
ihrough the Government agency you own 51 percent of
them. But through your FCA revolving fund - and it
is a revolving fund of two billions of dollars -

a guaranteed interest and principal obligation -
you certainly are guaranteeing everything in the
Federal Land Banks so far as their obligatlons are
concerned. You take their bonds, you issue a
guaranteed obligation against them.

Now, agein in the case of the Federal Reserve System,
the Government certainly doesn't own the Federal
Reserve System, yet the Government is absolutely
responsible for the Federzl Reserve System. You

are resppnsible, and it is printed on every Federsal
Reserve note in eirculation that the United States
Government will pay it on demend. The Government
doesn't own the Federal Reserve System.

Ies, but there are certein provisions 1n the act
wnich require 40% in gold and 60% in commerclal or
Government securities behind every dollar of currency

that is outstanding.
Does the 40% in gold operate today?

Yes, it operates. The secretary of the Treasury can
pay’it ou% at any time to maintain the parity of the

currency.
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But would the Secretary of the Treasury pay out
gold on demand against a Federal Reserve ngte as
of today?

He would 1f necessary to maintain the parity of
all forms of currency. That's his duty under the
act. There 1s no analogy between the Federal
Reserve notes and your securlties, in my opinion.

Well, the responsibility of the Government.

The Government 1s responsible for them. .. cnurse,
you go back to the whole theory of what you're
going to do about gold.

The Secretary has plenty of authorlty.

One secured by gold and one secured by a better
security. Neéither one goes to the point as to
whether ...

Go throw gold out into the street and throw your
mortgages out into the street and see which one
disappears first.

What's that?

Put some gold out in one corner and your mortgages
in another corner and see which way the crowd goes.

Sure, your gold would be gone in no time. But then
you had 80 billions of obligations payable in gold
and what did you have - eight billions to pay them
with, something like that?

Well, you've got several hundred billion dollars
worth of insurance out but you haven't got any cash
or assets to pay them all. ©Same thgnry.

It seems to me, Mr. Secretary, as to what saeurity
is behind the debentures - that question isn't
ralsed. It ralses a guestlon as to the ownership

. of the issue. Now, the ownership of the issue 1s

ship of the issue in the case of
D 97100 per The ownership

and the balance private or public,
::i’be? And I don't see how anybody can take the
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position that the Government isn't guaranteeing
any paper issued by anybody not wholly owned by
the Government, because the question Mr. Bell
rzises is a guestion of security and not owner-
3 P

Well, he naturally, being a conservative fellow
like me, has in his mind, what is it worth before
we go to guarantee 1t? I mean, is it a good plece
of peper?

Russell: If we get into a long argument as to which is
better, Federeal Home Loan Bank debentures or Land
«-Bank bonds - if you want to go into the question
~ of which 1s a better plece of paper

Well, that wouldn't get us anywhere. I got my
own ldeas.

I don't think 1t gets us anywhere to argue whether
that's a true statement or not, because the Treasury
can say it's a true statement and you can produce
a1l kinds of things through back doors to prove

that that isn't so, but the Treesury will keep right
on sayling it.

Well, isn't the point to be raised there whether or
not the Treasury is going to provide some fund here
in case of an emergency? Lsn't that the point? We
took the position in your (.M.Jr) memorandum that
there was 93 million dollars available which they
could reserve for this purpose.

And they haven't answered it.

No.

Well, there are two answers to that. One is that 93
million dollars isn't enough to give the assurance
and confidence that is necessary in a situation {
where difficulty arises. The second thing about it
is that that - I don't belleve that Congress would
approve of taking that 93 million dollers end ear-
merking it, setting it aside for that purpose. We
have clamped down hard for nine months here now on
the use of any of that fund, and yet we are ?Eing
importuned by Senators and Representatives & the
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time who s&y that that is not sound poli and
that those shares ought to be Suhscr{bedciﬁd taken
up in many communities where there is a shortage of
mortgage money and a necessity for home bullding.
Ag fer as that fund has been used, the result has
been that it has - we have in those institutions
sbout something like Z5 percent, whereas they have
gotten from the public simultaneously about 75
percent of funds. Yet the fact is that there are
many sections of the country where there is no
mortgage money available at the present time, and
it isn't going to be available unless through these
institutions it can be made available by getting
savings from the public, and wherever the necessity
arises by getting some help from us, during this
EBXt year or two. Now, that's Just as sure 2s you
ive.

Bell: Well, you're going to - buying stock in savings and
loan associatlons.

Fehey: Very little.

Bell: I thought we had stopped 1it.

Fahey: Well, we've cut it way down to a minimum.
Webb: Poesn't amount to anything now.

Fahey: Amounts to little or nothing today. We have various
places where the process of merger and reorganization
and renabilitation is going on, just as was the case
with R.F.C. and the banks, where we still have to
use some of that money. And it ought to be used in
order to prevent failures and in order to strengthen
the situation, because there are weak spots, plenty
of them.

Say that would cost ten million dollars?

] | 4
Can't say. We've got - in one C&3€, in the case ©
New Jersey, we face the necessity of using at least
ten millions of dollars in that one state.

Mr. Fehey, with reference to ...

has been
For example, Senator Bulkley particularly
?gy st?gnu;us in his objections to our cutting this
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thing down as rigorously as we ha
believe it is sound pol{cy. Yo BE QONNETC

Wwell, Bulkley voted wrong on the reorganiz
&
bill, so we don't have to worry abcutgiim. e

No, he didn't.

Didn't he?

He swltched.

I thought he voted against 1it.

He did the first time.

Oh, the first time.

The first time, the recommittal. But when that was
defeated, ne turned and voted for the bill. He's

on both sides of the fence.

Well, it makes & difference. Well, Bulkley 1s one
out of 96.

Wouldn't you think that you'd have enough there as
a reserve certainly to last you until the next
Congress, to see wnet really 1is going to happen
end what you need in the weay Of sana

I don't think so.

Well, isn't the situation about like this, John:

that tnere is a commitment that has been given
that legislation will be introduced and considered

at this session.
That's true.

That's true, Mr. Taylor.

That's true.

Bulkley and the various other members of the
Committee down there, when they were considering
the F.H.A. stuff, said, "We won't discuss your
problem now, put we will discuss it in the reguler
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They did, and Bulkley had a bill on W

sent down teo me-in Jenuary, end I astzd %ﬁ:g Eatha
bill was loosely drawn, it was not a satisfactory
bill, and I asked him to hold it up and told him
that in response to his demand we were attempting
to draft something and were submitting it in the
regular course, and he sald that was all right

he would hold it up for the time being. But he
wanted to know if it wasn't possible to get some
statement as to how long it would be before there
would be a report from the Buresu of the Budget on
this legislation. ;

Well, we're Jjust doing this to help you out, Dan.
No, you're not. Not helping me out.

I mean to help out Dan.

Oh no, not helping out anybody .

I mean if Dan's made up his mind, maybe we're Just
wasting our time.

Well, from time to time after that, Senator Bulkley
inquired of me about the =tatus of it, and I told
him it was up here and being examined carefully, and
the question had not been disposed of. He felt some
weeks ago that there ought to be some definite word
as to when it would be out. But I told him that the
difficulties - that you folks were contending here
with a lot of big problems and we Just had to be
patient about 1it, that's all, and he's gone along
with that sense. 1 was away last week and I under-
stand that last week, however, he made up his mind
that if we weren't going to get some kind of a report
on it, personally he and some of the others were
going to put in & bill up there. I don't know whether
they've done that or not.

I don't think they have SO far.

They've got very definitely in mind - he says he's
Eutythisgcnmmitment that he has made to the bullding
and loan people that there was going to be & bill
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and they were going to be given consideration .
at this session. I don't see how we can hold
up the introduction of a bill. It's & ......
I don't know why we're having a meeting. It's
all up to the Director of the Huﬂget.nE

I'm expecting some report from the Treasury.

We'lve mede one.

And the Treasury has submitted a memorandum back
to the Home Loan Bank System. That was the last
thing that happened.

Passed it back.

There's one thing that never - Danny and I warn
anybody not to jump in between us, because we get
right together.

What I was leading up to .....
Yes, what were you leading up to, Wayne?

It seems to me the best thing to do is to have
Senator Bulkley introduce whatever bill he wants
to introduce and then have the various agencles
report on 1t, and so on; because unfortunstely
we have this completely unanimous report - they
very in some details - from the warlous banking
agencles, agalnst the various amendments.

Well, let me read the rest of this. I canread 1t
guickly. Let me read it. As long &s they have
taken the time and trouble of writing it, I ought
to read it.

(Secretary reads portion of memorandum
silently)

Who wants to reduce it from 1/8 to 1/122

There has been a Very general demand for that.

Well, we're not opposed to that, are we? We'lre
together on that, aren't we?
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We aren't. We want to reduce it.

(Secretary continues silent reading)

0f course, "IIIM™ is out definitely - I mean in view
of the President's new thing coming along.

All right.

"Shall Federal Savings and Loan Shares be glven
complete exemption from local taxes?" I mean that
just isn't - I mean that definitely 15 .....

Isn't a killing matter.

I mean that I wouldn't even - I mean that definitely
would be out.

I think the main question, Mr. Secretary, this
afternoon was this question of whether ....

Now listen - I beg your pardon, please.

... whether the Treasury would be willing to go aslong
on these two provisions here.

I tell you what we'll do.
All right.

I'm telling these boys to give me an answer Wednesday
morning, and I promise to forward it to you Wednesday
night; and if they're not together by that time, why ,
you can do what you want.

Then in that case I take 1t you'll put it in such
s form that we can send 1t up to the Chairman of
the Committee.

Well. that - I mean I'm not trying to pass any bucks
ngw.’ %hera are certaln written instructions which
the Director of the Budget has to decide. I mean
Bell is sitting here in & dual capacity, butine is
Director of the Budget. he's got cfrta 2 »
direct orders from the President, and he's Ea
decide that, and I - belleve it or not, we do make
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a - we do have a dividing line, and I don't
attempt to tell - I have never once, in the
three years he's been Director of the Budget,
ever intimated to him what he should do with an
appropriation one way or the other, raise it or
lower it; never even hinted at it.

Now, I'11l fulfill my obligation as Secretary of
the Treasury by Wednesday noon and shoot it over
to Dan, and then Dan, as responsible to the
President of the United States, has got to declde
what he wants to do. Is that fair, Dan?

T S s
It's all right. | —ee oo

What? fi
Then if they send up the legislation, I think the
Committee ought to ask the various departments
interested for reports. We'd Jjust offer no

ob jection.

H.M.Jr: By Wednesday noon I'll fulfill my obligation,
give you a copy and give one to Bell.

Fahey: I'd like to ask on that point, what are the divisions
or departments really interested so far as this
legislation 1s conecerned?

In the first place, so far as the Federal Reserve
Board is concerned, they're not interested. We
dropped out the idea of their - of the provision
for open market operations in these obligations.
Can't do anything about that. That was only a
suggestion. If they don't want to do 1%, itts all
right with us.

Now, secondly, I can't see where any of the others

are materially interested. Certainly F.D.I.C. is not -
it is surely in the interest of F.D.I.C. that this
situation should be fully protected. If anything
happened to this insurance corporation or these

banks, it would react on F.D.I.C. immediately; there

i1s just no question about that.

in
Now. in the second place I don't see how 1t can
any'way meet with ubjection so far as Federal Housing
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is concerned. It is in the interest of Federal
Housing that every encouragement should be glven
to mortgage lending all over the country.

And that's important because what you face 1s
unemployment that exists in every county, "ih

every community in the United States. The Biggers
report has Just been completed, and if you want

to get a picture of how it affects every community,
one needs only to analyze the county reports.

Now, not only that, but the other thing that is so
frequently overlooked is the fact that so far as
housing 1s concerned, where the need exlsts it
exists in the smaller communities of the United
States, to a larger extent than it does in the
metropolitan areas. An undue emphasls is being
placed on rental housing here. That demand -

the promoters and the real estate people and the
rest of them are interested in developing certain
srees of the country, and they are the areas which
heve always caused trouble in this mortgage business,
and have been the most difficult things for us to
deal with. Take New York, for example. The smash-up
of the guaranteed mortgage companies over there pro-
duced the worst situation in the United States. As

a result of over-speculation in the real estate fleld,
too much suburban development of multiple housing,
too meny apartment houses, and all that 5nrtlof
thing, your savings banks in New York slone have got
over 300 million dollars of property in possession
at this minute, and a large part of it 1s apartment
house property. The sub-division d evelopment around
New York, New Jersey, pennsylvania, around Chicago,
around Detrolt, around Cleveland, around Los

Angeles particularly, and some of it in Florida -
those things are - have always been the source of
trouble and they've got to be watched with grest care
today. Now, there's no getting away from that.

On the other hand, in normal times, the record for
the last 25 yearsxshmws, first of all, between 65
and 70 percent of all the dwelling units supplied
in this country with single family dwellings; and
of those, better than 60 percent of them camé in
communities of 25,000 and less, not in our 1argei
communities at all. lNow, those are the communities
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where the local institutions have to serve the
need, and I want to tell you, the theory that
you're golng to be able to transfer money out of
the New York market into those places Just will
not work out.

May I interrupt a minute? How important, getting
down to importance, is that 1/8, 1/12 business?
Is that a matter of life and death for you fellows?

No, but here's the point about it. These fellows
have got to operate very closely on five percent
interest rates here, and every item of expense in
connection with their operation is & matter of
importance. Again, the more of these institutlions
that are insured, the better the control 1s over
them, the better you are able to examine them and
discipline them and keep them 1n shape. And in
insuring these fellows, remember that we're insuring
them today on the basis of a depressed situation
where the market is - the insurance is placed on
sound values, with all the prospect for increased
values. And there is no question about it, insur-
ance means much to them in getting in money in their
local communities, and all the money that we can get
from small savers for home building is all to the
good. It tekes off that much heat in other directions
all the time.

0f course, your ratio would be higher on the valuation,
the amount of mortgage you could take in its relation
to the appraised value.

No, no, not on this gort of thing. No, no.

Look, let these boys give me something Wednesday
morning and I'11l go over it with them, see?

Well, I hope you'll find a solution for it, because,
frankly, P ehink it would be unfortunate to send
up to the Committees of COnNgress ...

1 lock. Let
Ten o'clock Wednesday morning. Ten o'c :
them come in with a report ten o'clock. Dan,

ten o'clock Wednesday.

All right.
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I just wanted to say ....

Vh, the Open Market meeting is at eleven.

Yes.

I just wanted to say, Mr. Secretary, in winding
this up, that I hope on further consideratlion you
can offer some feasible solution for this and see
the wisdom of going along with the recommendations
of this Board. We've been living with this thing a
long while and we think we know something about
conditions.

You ought to.

Yhe other side is this. I think it would be
unfortunate if there went up to the Committees
of Congress a difference of opinion on issues of
this kind, because that is bound to be known not

merely by the “hairman of the Committee, but by
the opposition members.

Oh sure.
And be taken full advantage of.
That's right.

And I don't think there ought to be that dissension
at this stage of the game.

We'll give it the best we can, and you'll have 1t
by Wednesday noon.

Well, I want to add this. You won't have anything
to worry about on this thing. It's the surest thing
you Know.

As & fellow says, may-all your worries be little
ones.




Federsl Home Losn Bank Legislation.

(1) If the housing program is to contribute to empl AN
recovery as 1% ghould this year it is important that all clasun::‘:g 1
institutions should compete actively and be emc i ol “mdming
utsost by making proper losns. i o pera

The cooperative benks and building and loan associations
have for meny years made about 40% of the urban home mortgages. Last year
the figure was nearly 50%. Until recent years they have been the only
lenders making long-term amortised loans and having experience in this
field., It is essential that they should be able to operate on a basis of
competitive equality with other lending institutions and contribute their
chare in the housing development.

(2) As the President has declared, it is of great advantage to
establish throughout the country the rate of 5% or thereabouts on home
mortgages. These institutions as well as all others, ghould be in a posi-
tion promptly to make such rates and maintain them. All classes of lending
institutions have been getting substantially higher rates. They now have
in their portfolics a large propertion of running loans at higher rates.
Any readjustment to a 5% basis involves difficulties. If they make new
losns at 5 and 53% they mst presently reduce the rates on the old loans
correspondingly. The cooperative banks and building and loan associatlons
cannot attract sums from savers unless they pey interest of at least 5
to 534, At these rates they cannot get savings from the public in substan-
tial sums without insursnce. If the rate money is 5 to 54% they
are left but 13% to 2% to cover operating expenses, take care of losses,
sccumilate reserves and to pay for insurance. They must operate economically
ond the cost of insurance should mot be excessive if they are to also take

care of reserves and adequate expenses.

(5) If these institutions are to meet the needs of their com=
mmities for home loans, they must at times be certain of their ability to
borrow from the Bank System The Bank System is
volueless to them and to the

cannot be sure also that it cen

difficulty. As now constituted, the Sye

respond to these tests

Government which owns

merketed in times of streas.

Syetem, like the Federal Reserve

ie to provide a means by which members

somnd collateral not merely under normal €

wnususl difficulties arise. Every other financ

the Covernment is interested is tected

ments - as they should be. To neglec

for this system of benks, DOW the
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yorld, exposes 1t to danger unnecessarily. It also invites embarrassing
questions as to why the Government declines in this case to provide
protective facilities which it considers essential in the case of the
other institutions. If this system got into difficulties the entire
insurance system would be affected at once and grave problems would be
presented.

(4) The Federal Home Loan Banks, founded in 1952, were a failure
and were wholly unable to serve the purpose for which they were organized
umtil President Roosevelt took office. Since the bank holiday the member—
ghip has gromn from a handful to 4,000 institutions having assets of
spproximately four billiom dollars.

Under normal conditions the Bank System will funmetion
without difficulty. Its debemtures, which are & mogt comservative
investment, will ordinarily find a ready market but in an emergency with-
sut Government guarantee or corresponding beacking, the Banks'! debentures
could not be sold to the public. It will be remembered that despite the
fact that they were tax-free and the interest was guaranteed, HOLC bonds
could not be distribtuted until provision was made at the suggestion of
the President that they be guaranteed as to principal alsc. There was
no difficulty about HOLC bonds thereafter. If these debentures were
gueranteed or are otherwise fully protected, as is the case of the
obligations of the Reconstruction Finance Corporation, Federal Housing
Administration, Farm Credit Administration, Federal Deposit Ingurance
Corporation and the Federal Reserve System no question would arise and
the Bank System would really represent what it is supposed to be - a
RESIRVE SYSTEM able to take care of the needs of its membership.
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Amendments to the Federal Home Lomn Bank Act
—and the Treasury's Comment,

"jo; Home Loan Banks are not wholly owned by the Govermment.
The only obligations now guaranteed are those of wholly-owned cor-
porations. A departure from this policy would mean that the Govern-
ment undertakes to guarantee the obligations of private stockholders
in banks. One answer to the argument that the guarantee would be
proper if the Govermment were to acquire 100% of the stock is that
the statute contemplates that the Govermment's stoek holdings in
such banks will be diminished rather than increased. -There has
been no adequate showing that the market for these debentures TF™¥ _ _
in such condition as hmﬁnlwmrmtaainnﬁuthﬂ
present and prospective need for funds may be met. As to probable
future need of funds, it is to be observed, that, insofar as existing
home mortgages are concerned, the operations of the Home Owners'
Losn Corporation squeezed out the water; as for new home mortgages,
the operations of the Federal Housing Administration diminished the
evils which brought about the establishment of the Home Owners'
Loan Corporation, and placed new home-mortgage financing on a
gounder basis.”

E AHSWER:

The Government owns approximately 78% of the stock in the
Federal Home Loan Bamks. It will undoubtedly contimue to own
it permsnently and as a matter of sound public policy it should
always control it. Through ite investments in the shares of
sember institutions and the Federal Savings and Loan Insurance
Corporation, the Govermment has & stake in the
Bank System which it is bound to prote
amounting to almost $500,000,000,
do so in an emergency would precl
which would affect the entire banking s

Obligations now guaranteed by the
to "wholly owned corporations”.

(1) The Federal Land Banks are not wholly omned. The
Government owns but 51.2% of the stock in these Banks in the e
amount of $119,621,595. as of Septenber, 1ast. As of that momth,
the Banks had outstanding $1,903,039,960. Of this amount
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£761,129,840. was held and owned by the Govermment outright through
the Federal Farm Mortgage Corporation. In addition, the Corporation
held $24,200,000. notes of the Banks snd the Reconstruction Finance
Corporation held $13,147,728.76 of such notes. The Federal Land
Banks are completely protected by the $2,000,000,000. revolving

fund of the Farm Credit Adwinistration which represents a complete
and unguestioned guaranty of Federal Land Bank bonds.

(2) The Federal Reserve PBapks are not omned by the Government
but all outstanding Federal Reserve notes amounting to $4,237,000,000.
sre payable by the United States Government "on demand”.

(3) Through the recent FHA legislation the Government guarantees
National Mortgage Associations against loss on insured mortgages.
If such mortgages default they are givenm Govermnment guaranteed tax-free
debentures equivalent to cash. Such National Mortgage Associations
will be privately owned, profit-malking institutions and invariably
will be closely held and controlled by a small group. They are not
mtusl in character. Mutual thrift assoclations represent almost
entirely the membership of the Federal Home Loan Bank System and pro-
tect the savings of six million workers.

(4) The operations of the Home Owners' Loan Corporatiom and the
Federal Housing Administration have only partially eliminated evils
and wealmesses of the home mortgage system. There are meny defects
and dangers left. The class of institutions represented in the Bank
System in 1937 made approximately 50% of all the home mortgage loans
made by lending institutions. The Federal Home Loan Banks exercise
2 most important influence in promoting and meintaining stability in
the mortgage field and are steadily removing the weaknesses which
caused the mortgage collapse of 1933-34.

(5) Government guaranteed debentures of the Federal Home Loan
Banks would not ordinarily be issued. Under the proposed amendment
they would be issued only with the approval of the Secretary of the
Treasury. The effect would be that the Secretary of the Treasury .
would be able in any emergency to completely protect the Government's
credit and its large investment in the Bank System, in its member
institutions and the entire insurance system.

"No; political pressure would tend to convert this option to purchase

ing. Except in the case of the Federal

hitherto limited
Devosit Insurance Corporation, this option has been
to wholly-owned Federal agencles, which means also agencies whose

Corporation
obligations ave guaranteed. The Federal Deposit Inswiues il

is not who owned mor is there provision for
tures. Ifllrtﬁe policy is to move now in the direction of E ane

into the necessity of purchas
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Home Loan Bank System stand on 1ts om feet, option to debenture
ta subject to the same kind of objection as the hactbn giraiis,
though that objection is less in degree to the extent to which the
option to purchase debentures would, in actual practice, be really

en option.

"he third poseibllity of increasing the fund in the hands of the Home
owners' Loan Corporatlon out of which it could purchase debentures,

as at present provided, stands on the same footing as an option in

the Treasury to buy debentures.®

[+] H

(1) Authority to purchase may be considered as an alternative
to guarantee. It would be en advantage to the Treasury to have the
option of utilizing either, dependent upon circumstances.

The Treasury is authorized to purchase Federal Deposit Insur-
ance Corporation and Reconstruction Finance Corporation obligations.
It would be obliged to purchase in the event elther wes unable to
market its obligations. There was no political pressure to make
these purchases mandatory and no 1ikelihood of such pressure in the
cese of the Federal Home Loan Banks.

It was on the initiative of the Administration, not the Congress,
that Federal Farm Mortgage Corporation bonds were guaranteed and
they represent a permanent guarantee of Land Bank bonds through the
revolving fund.

The Federal Housing Administration debentures were by recent
legislation guaranteed permanently with Admindstration approval.

(2) In guaranteeing Federsl Famm Mortgage Corporetion bonds the .
Goverrment has guaranteed obligations based on first and in part
second mortgages. The guarantee of Federal Housing Administration
debentures is a guarantee which offers possibilities of recovery

only on defaulted 80% and 90% mortgages.

The debentures of the Federal Home Loan Banks sre (2) the joint
obligation of the twelve banks and a first lien on their unat.a:nﬂ_
(b) they are protected by collateral of current amortized mfm .
Emsﬁmmmmmﬁtmﬁﬂofthuunplidmmer 5
°fﬂpprniﬂadwhaort.hnm1ﬂhbamdmimﬁdmm“{ .
sdditional collateral may be required at any time); (c) the notes o
borrowlng members are & first claim on 211 their assets. nr:skor
tion behind these bonds is such that the Govermment m;a i o
e v s full with the return
ubligaﬂminm-nrgmandmldh in
of normal conditions.




"No; while the Federal Deposit Insurance Corporation rate is 1/12

of 1%, the risk is substantially greater in the case of Federal
Savings and Loan Insurance Corporation. Banks carry larger reserves
than do building and loan associations. Banks have reserves up to
2¢6% with the Federal Reserve Banks, vault cash, and portfolios of
liguid securities. Bullding and loan associations are traditionally
legs liquid. Also, individual bank deposits are on the average larger
than are individual bullding and loan share-accounts. Since the
insurance premium is based on total deposits, and since only $5000
of each deposit is insured, the result is that building and loan
assoclations obtain & relatively greater insurance coverage and
ahauldlthmfure be required to pay a somewhat higher premium than
banks.

THE ANSWER:

The risk in the case of the Federal Savings and Loan Insurance
Corporation ie far less than in the case of Federasl Deposit Insur-
ance Corporation. Indeed, under normal conditions, the risk is

negligible.

(1) Federal Deposit Insurance Corporation is, by over four
years of precedent, practically obliged to pay cash on demand
almost immediately after the closing of an institution. The Federal
Savings and Loan Insurance Corporation has no such obligation. In
the first place, if serious withdrawals start (a run) the associa-
tion can place shareholders on notice and cash payments are then
made, s cash accumulates, in the order in which requests are filed.
If, however, it is desirable to close the institution, the Federal
&ﬂnguandlmnrnmmmncurpnnﬂoniamlladupuntomhtlmm
cash, thahulmnahaingpaidindtbmtnmunmningmtothﬂﬂrﬂﬂ-
The shareholder also has the option of having his account transferred
to another insured institution. The opportunity is
to liquidate without pressure and with very little, if any,
the Insurance Corporation. ¢

arenolder in ful ) cash. promises
and provides for & liquidation plan which

protect him against logs
also protects the Insurance Corporation.

tion with
(2) The Federal Savings and Loan Insurance Corpora -
$100,000,000. of capital in a comparatively short time has accumu
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1sted §12,000,000. in reserves. It had quick assets as of
February 28, 1938 of $112,450,000. against quick liabilities of
but $73.80. Total operating costs and losses are running less
than 6% of gross income. Nome of the premium receipts, admission
fess or interest on the capltal are being used for operating
expenses. The Corporatlon is operating wholly on the interest
earned on ite reserve fund. The reduction of the premium rate
ghould increase very substantially the membership of absolutely
sound assoclations. The inecrease in premium income should, within
a ressonsble time, more than off-set the reduction in rate.

{3) The experience of the Corporation has demonstrated thet
a rate of more than 1/12 of 1% is ummecessary but the Act provides
thet the Trustees of the Corporation have the authority to levy:
an extra assessment of the ssme amount at any time. With the
provision for extra assessment we could at the reduced premium
rate actually collect, if necessary, a total of one-sixth of ome’

4o = = 2L ROTE

(4) The reduction in the rate will be most encouraging to
this class of lending institutions in their desire to make FHA
5% lomns. A large proportion of these associations are faced with
the necessity of reducing the rate they heve been peying to savers.
They are also steadily increasing their reserves. Every unnecessary
incidental cost of doing business should be eliminated if they are
to meke five per cent loans and pay savers enough to attract savings.

"III.

"No; the statute now provide
not discriminate against Fed
is in effect the same theory that is applied to pationel banks n:ndin
no objection is seen to having this theory gtated more a:plim;?g Ix
legislation. But to depert from this theory and :t:l:::u:hi:ti -::—n.:

i than &
associations in a more favorable situation Yo s

ment to the intergoverrmental tax conflict which we are Dow seeking
bdue sant the Federsl Government is to
it sl 1 o pnliz_u;um of Federal instrumentalities

contract rather than expand the
from local taxation.®

H
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associations as well as the Federals. The present law permita

the States to tax Federal assoclations at a rate not in excess

of that levied on similar State associations. The amendment

would exempt Federaml assoclations from State taxation exmctly

as National Mortgage Assoclations were exempted from taxatiom.
Both Federal and State associations are now exempted by nearly

gll the States because they are thrift and home financing insti-
tutions. A few States, however, such as Nevade and Arizona, have
no exemption or practically no exemption for such institutions

and their status is doubtful under the present laws. Institutions
of this character are entirely exempt in Hew England, New York,
Hew Jersey, and moat of the important States. No substantial
revemue to the States is involved. The emendment proposed exempts
the small saver from a tax on his savings and on the income there-
from but permits either Federsl or State surtax, inheritance, estate
or gift taxes.

It has been the policy of .the United States Government from
the beginning of income tax laws to exempt these thrift institu-
tions from all income tax and that is still the law. This basis
wes clearly recognized in the total exemptiopn of National Mort-
gage Associations from National and State tamation and that
exemption extends also to_debenture holders except for surtax,
inheritance, estate and gift taxes. It is to be remembered that
the State and local taxing authorities bemefit from real property
taxation on the homes financed.

In a statement in the March *Portfolio®, Mr. Stewart McDoneld,
Administrator of the Federal Housing Administration, says:

"Obligations of national mortgage assocla-
tions, under the amended Act, are exempt from
taxation, except Federal lncome gurtaxes and
Federal estate,

This is virtually the same
tion enjoyed by United States Treasury bonds and

by the bonds of Federal agencies guaranteed by
the United States Govermment. It is important

to note, however, thet national mortgage associa-
tion obligations are not gunmtaadbythnfudnml
Government, although the insured mortgages held
by assoclations meﬂﬂgﬂﬂ,
for FHA debentures which are so guaranteed.







yarriner 8.
Eccles:

E.M.JTi

April 18, 1938,
3:53 p.m.

Hello.
Hello, Marriner.

I, ah, just come out of the Board meeting, and I - I
read this statement. We discussed our conference
this morning fully with the Board and they have no
suggestions or comments to make.

Fine.

- Ah, the Board.

Yeah.
Ah, I only have one to make, personally.
Please.

And that is that the press, I feel sure, is going

to press you to know whether or not the discontinuance
of the Inasctive Account means that you're going to
discontinue sterilizing. You're going to be faced
with that one, and I would say "Yes."

That we're going to stop sterilizing?

I would say "Yes," because otherwise they're - uh,
they're, they're - you're going to discontinue the
account but if you're merely going to do it in
another account, ah, I - I think it would give a
lot .of confusion, and I - I think I would say
you're discontinuing sterilization until further
notice. Ah, now that's - I think they'll press
you on that issue, and if you don't they're golng
to say that there's merely a change of the account
and that you haven't discontinued sterilization
at all, but merely changed the name of the account.

I see.

I, ah, I, I - I just think you might be run - you
might run into that.
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Well what makes you think they're golng to press
me on 1t?

Well, I don't know, except this fellow Duffield
is, ah - I've never seen him yet overlook a, a, a
bet = it's just the damned guestions you don't
want him to ask, he always asks them.

The statement, as it was read - I mean, using the
Board'!s name, was agreeable to the Board?

Yes sir. It's agreeable to the Board. I merely
mention this other thing because I think they're

going to ask you on it and you ought to be preparal
for your answer.

I see. Well, thanks for the suggestion, and I - it's
agreeable to the President the way I read it. It

is also agreeable to him that we accumulate a little
gold in the general fund.

Yes. But I - and I'd say that to the press - that
youlre discontimuing sterilization, but we may
accumulate, for a week at a time, or for a month -
ah, uh - in the general fund. We had a couple

of hundred million and we may accumulate some in
there.

Oh, well you and I are together on this.

Yeah, but I mean, I'd just tell the press that so
they won't - so they won!t turn around and later
on accuse, ah, ah - they're likely to say that
there's some misrepresentation on the thing.

I get it.

If we gave the impression we weren't discontinuing
sterilization, when as a matter of fact we Were.

Yeah.

And, and I think I'd tell them fully just exactly
what you expect to do, if they raise the gquestion.

Yeah.
And I think 1t'11l avold embarrassment.
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But if they don't raise 1t?

Well, if they don't raise it, I'don't know that
I'd volunteer it.

0. K.

Yeah. All right then.
Thank you very much,
Goodbye.
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10 TE SEORETARIS
This is a third report on the situation regarding the payment
of unemployment compemsation, based principally on information received

{from the Treasury officers who are acting as consulting accountants to the

Soclal Seocurity Board.

The States which requested the services of Treasury accountants

and are still using such services, arel

Alsbama Minnesota Penngylvania

California Hew York Tennessas.

Connecticnt North Carolina

Massachneetts Oregon

ﬁu States which requested the services of Treasury accountants,
tut are no longer using such consulting services, becanse the need has passed,

arel

Arizona Maine
Distriet of Columbia Maryland.

The States which have pot requested the services of Treasury account=
ants still arel

Louisiana Texas Virginia

Hew Hampshire Ttah West Virginia.

Bhode Island Vermont

There seems to be no possibility of the elght
rmtﬂfwthn.miu-dthi!rmmt-

States which thms far

have refused assistance, meking

&nts at this late date. ImﬂnmmthmmtlwﬂﬂiMM




loan of Treasury accountants in a consulting capacity, it was contemplated
that the need for their services would not extend beyond the middle of March.
is the information being received indicates that the situation is gemerally
good, an effort is being made with the cooperation of the Social Security
Board to have the aselgnments of the Treasury accountants, who are now serving
in the 10 States, terminated not later than the end of this month. Of course,
if it appears that a real emergency stlll exists in any of these States, as=
glotence will be contimued for the peried of the emergency.

As you will observe from the information reported on each Btate,
the situation shows considerasble improvement, most of the problems of the
sgencies now being confined to such matters as the perfecting of intermal or-
ganization and procedure, the disposition of old contested or gsaspended claims,
and the re-computation of bemefits on allowed claims that is necessitated be-
canse such claims extend into the new quarter (4pril 1 to June 30) of the
jears The only States which are still somewhat deubtful are Minnesota and
North Carolina and it may be desirable that the Treasury accountants in those

States give assistance beyond Jpril 30.

On 4pril 1, reglstration for unemployment compensation benafits

opened in two additional States, Indiana and Mississippl. In both of these

States the walting veriod is two weelks, and thus the first benefits will be

due for payment on April 22, at the end of the first compensable week. While
glstance of Treasury

the Social Security Board has not made a request for the as

accountants in those States, there has been indication of the possibility of

such a raqun .
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ALARAMA

The progress of both the benefit determination and payment work in
this State 1s satisfactory and from present indications no serious condition
of delzyed peyments will develop. It appears there has been no serlous
griticism in either Birminghem or Montgomery newspapers. The chief problem
of the Agency todsy is one of perfecting intermal organiszation. The Treasury
accountant reports that the Agency has teken no actlon to correct thie condifiem
gince it feels that the organization, by comparlison with other agencles and on
the basis of payments made, is effective. He also reports that little effective
aesistence can be rendered as the Agency believes it is capable of solving its

o problems. The status of the work on Jpril 11, 1938, was as follows!

Sl s s 106,000

. o n oo PNEOUS
Taxber alloWed o « o o0 s s o s s oo s 55,08 96,017
Wumber awalting benefit determinations « « » - 9,983

Payment of bepefits:

Weekly claims filed (less pancelations)s s « » s 257,183

219,035
38,148

Checks issued [ﬂ.h&?.m} * 8 & 8 B 8 ® 8 8 8@

dwaiting issuance of checks. « « « « « = = ¢
ARIZOBA

The status of the work in this State appears to be satisfactory. Om

March 4, the Arizona Unemployment mmﬁtim Commission passed a resolution re-
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qesting the Social Security Board to grant sufficient funds for the specific

purpose of enabling the Commission to appoint the Treasury accountant as Acting

ohief Executive of the Agency, for sixty days or longer, to perfect the organi-

:ation and place the work on & sound and efficlent basis for permanent operation.
This request was approved by the Soclal Security Board om March 5 and the Treasury
accountant assumed charge of the Agenem on Larch 10_..‘ o
The status of the work om JMpril 2, m:mullo;l:
Reglstration for benefifa:

Fumber £110d « « = s + & & « ¢ s @ » 12,400

Fumber dended « « s = & & s o o & & &

Huzber allowed o o o ¢ ¢ o o o o o o o 12,059

Humber awaiting bemefit determination. 1
Eayment of benafltam:

Weekly claims filed (less cancelations). 30,592

Checks issued ($370,095) « « o = & = & » 29,809

Awaiting issuance of checkSs + + « + + + 783

CALIFORNIA

The progress of the benefit determination work is satisfactory tut de-

lays and aifficulties are still being experienced in the work of getting checks

issued. One of the primcipal obstacles appears to be lack of coordination be-

Agency and the work of the

local offices of the Bmployment Service throughout the State. The Unemployment
develop unified administration

tween the work of the central office of the State

Reserves Commission of the State is attempting %
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of the Employment Service and Unemployment Compemsation functions but Sacae
the past met stremuous objection from the Division of State Bmployment Agencies.
The Treasury accountant reports that from his personal observation, unified ad-
ginistration is very essentlal in this State. Only 51,328 checks were issued

end mailed during the week emded April 9. A condition that may also contribute

to delays in payment is the temporary suspension of 68,000 weekly claims (pay
prders) pending review and reconsideration of benefit demials in 21,000 cases.
fo the extent that those clalmants may subsequently be ruled eligible there will
be a serious delsy in the payment of their weekly claims. The Treasury accounte-
ent, however, does not comsider that the problems still confronting the Agency
will result in a serious breakdown in any of the phases of the work. The status
of the work on April &, was as followst
Regletration for benefital

Number f11ed « + « « s « & o« o s « s s s & = o @

Number denied o o o o o o ¢ o + + o o 66,082

Number allowed « o s o o o = o« o + o ¢ 134,383 200,465
Wumber awaiting bemefit determinations « « « » 36,045

Eayment of bepefita:
Veekly claims filed (less cancelations)s « « « . 491,142

Checks issued (‘3,1409.1&1] & @& % % % 8 ® & ® & '] 35El9$

hﬂfiﬂgiim.ﬂfﬂhﬂk.-l-------- -1}2.1TT

CONMECTICUT

benefit determination work is generally satisfactory
this work should be very nearly

The status of the
ad ihe Treasury accountent reported April 9, that
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eorrent by April 16.  The weekly volume of checks issued during the week
cpded April 9 was far below requirements but definite measures were taken to
increase production in the succeeding weeks. Through April 8, there had been
igsued 266,329 checks, smounting to $4,077,682. These checks represented pay-
sent of 393,398 weekly benefit claims. During March delays in parment were
legsensd by issulng to each claimant a single check for all back payments then
tue, which accounts for the difference between the total number of checks is-
med and total number weekly claims paid. The Treasury accountant reperts
that thers hasé not been any serious public ecriticiem and, while the status of
the benefit payment work is not wholly satisfactory, there ie not likely to be
2 serious condition of delsyed payments in the future. The status of the work
m ipril 8, was as follows!
Registration for benafita:
mmharﬂlad..................-153,1100
Woaber Aeblade s v a s o wro s-wrn-vee o 13y I

Mﬂﬂlﬂﬂ..-....-..---lﬁ,ﬁm 120,509

Number awaiting benefit determinatiom. « « « « « ¢ 42,800

Fayment of Depneflfias

Weekly claims filed (less cancelations). 4ok, 398

393,398
101,000

Weekly claims paid ($4,077,682) « + » o=
thilmuﬂnfmk.w e = B & 8 @
DISTRICT OF COLUMBLA

The situation was in such good shape by March 26, that it was possible

At the time the Treasury

to terminate the mssignment of the Treasury accountant.
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gocountant® entered upon the asslgnment there had been a total of only 621 bene—
s1t determinations made to February 26, By March 12 (two weeks later) bemefit
ieterninations had been completed on a total of 2,256 claims. Also by change

{p pethods, check writing production was greatly increased. By the end of March,
5 glerks were able to produce 1,650 checks daily, whereas formerly, it took 4
clerks to produce 72Y4 checks dally. There still remairied the problem of per-
fecting internal organization and minor matters of procedure tot the Treasury ao=—
comtant left definite recommendations for the conslideration of such matters by
the Agency. Ome of the needs of the Agency that 1s recognized both by its Di-
rector and the Soclal Security Board is the appointment of an Assistant Executive

Jrector. The Treasury at the request of the Agency is recommending an account-

ant from its emergemcy organization to f£ill the position. The status of the

work April B, was as followsi
Begiatration for benefita:
'H‘mherﬂlad............-.-...214-.3?‘."
Wanbar Aendels o e o o & 00w an 0 om0 12, WD
Fumber allowed « « o o o o o o ¢ o o o 11,072 23,502
Wumber awalting benefit determinatliom. « « = » 1,315
Eayment of benefifss

Weekly claims filed (less cancelations)s » = » 35,082
. 8 33‘-9?3

1,104

Checlts issued ($E§'3,1D1} a s B bW BB S

a & & B & @

Mvalting issuance of checkS: « . -
LOUISLARA

The services of a Treasury accountant were not utilized by this State.

e status of the work, however, appearsd %0 be satisfactory on April o




as followsal
RBeglatration for henafita:
Humber £116d « o « o o « o o« o s o s o s o o o 41,896
Yumber denieds + o « s o s » o + » s 9,685
Humber allowed « « = = = = « « s » » 29,123 39,108
Number awalting benefit determlnation. . . . 2,788
Eayment of benefitat
Weekly claims filed (less cencelations)s « « « 81,098
Checks issued ($434,960) + o o o » « « = = + « 67,907
Awalting issuance of checkes « » « ¢ ¢ o « 13,191
MAINE
The sltuation in this State has contimed %o be good and the Treasury
accoruntant was released from his assignment early ia March. The status of the
work on April 8, was as follows:
Begistration for bepefiial
‘Hu.mhar:ﬂlad......--........-.5“.1182
Baber dintele s s s 4 ¥ & » v v o » 10,200
Soabar al1oWeD v'os 4 40 % oo e o I5HI0 15,542

Number awaiting benefit determinationms « « « .« 8,940

Payment of benafita:

Weekly claims filed (less cancelations), « « 146,000

Checlks issusd (*1.&9,&*} e & 8 8 8 & @ 8B «128,009
. ® 15-991

iwaiting issuance of checkss « « « & * * ¢
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MARYLATD
The situation in this State, while formerly not good, showed such
considerable improvement in the last two months that the emergency may be
sonsidered well past and on March 30, the assignment of the Treasury accomnt-
ant was terminated. The status of the work on JMprll §, was as follows:
Begistration for Depefifa?
Wumber filed « « « o « = o s s o s s 2 o o & » 132,528
Fonber Aenieds « o « + + « s o o = & o 25,988
Number allowed « « « « « « s » » » o +105,540 132,528
Fumber awalting benefit determination. « « « none
Pgyment of benefits:
Weekly claims filed (less cancelations). . 317,513
Weekly claims paid ($2,685,065) + « o o - 305,062
Awalting issuance of checkss « « = =« = « » 12,451
MASSACHUSETTS

Becamse of restrictions placed by the State Agency on the manner in

which information would be commmnicated by the Treasury accountant to ¥ashing-

ton, it is necessary to rely upon the econfidentlial statistlcs prepared by the

Soelal Security Board regarding the situation. There has been gonsiderable pub-

licity to the program by local newspapers in Massachusetts. While some of the

earlier publieity related to delaye in pagment , recent news articles concern the

tavestigation smthorized by the State Legislature into the employment methods
of the Agency. The status of the work on April 5, was as follows:
Reclatration for benafital
Murﬂm...................

m“ ﬁ-ﬂid- 4 & ® & 8 s ® & @ - % & & ® E-m
G L R . ilﬂ.m 1!1.916
a s 8 u b w,ﬁﬁ

212,311




Weekly claims filed (less cancelations)e « « o » ¢ o 677,027
Checks lssusd {“.ES,M} # % & 8 8 8 B 8 s 8 % oa W 50'1,!35
miting lssuance of checkss « & s « - s o 4 & o o » TE. 192

The situation in this State continues to be doubtful but the Trnl'urr

gocountent reports, April 11, that during the preceding week definite progress
has been made in paying past due benefits. 111 past.due weekly glalms are
being grouped and one check lssued to sach clalment. Thie method has tra:ult-od.
in considerable progress in eliminating the accumlatlion of old unpaid claims.
It was anticipated that all past due claims under this method will have been
paid by the middle of April. There is stlll, however, mach to be done in order
to establish the general work of the Agency on a curremt basis. Coordination
of departments and the definite assignment of responsibility for particular
phases of the work remain to be accomplished. It is, therefore, possible that
extension of the sssignment of the Treasury accountant beyond April 30, may
be desirable. The status of the work on April 8, was as follows:
Reglstration for benefitat
Famber filed « « « = » sca o s = & & o
Humber denled. « « « = » o s = ¢ & & o
Wamber allowed « « « « s & ¢ ¢ o & o @
Number awaiting benefit determinations
Rayment of banafita:
Weekly claims paid $1,993,411) « + « -




EET EAMPSHIRE

The services of a Treasury accountant were not utilized by this
state. The status of the work, however, appeared to be satisfactory on
Yarch 30t

Rezistration for benefita:

Humber filed « « « « & « s = o & & & &
FNomber denieds « » # ¢ 2 & =« o « = & »
Fusher allowed « « o « « o « s o « s »
Hunber awalting bensfit determination. 803

Pavment of benafitss

Weekly claims filed (less cancelations). . . . 77,600

Checks igsued ($6UT7,986) « o = s s s = s = = « T4,808

Awaiting 18s0Ance o s o & & 3 s & s 0 0 0w « 25792
HEN YORE

A new benefit control procedure was to be installed during dpril that

vill be a vast improvement in maintaining & thorough control of payments. TUnder
srevious procedure stop orders for comtinuing payments were received sometimes

& month or more after the claimant had been reemployed. This resulted in 1':'

Droper payments. Under the system employed in the State of New York, checks

are mailed by the State Comptroller's Office upon notices received from clalm=

ants indicating that they have not worked during the particular weeks to which

. laimante
the benefit checks pertain. The Treasury accountant contends that if ¢

werg required to report to local q],mmt offices each weel
and approved by the local

and the notices of

Sontined unemployment were signed by the clalmants

| and considerable
*!fices, the processing of payments would De greatly improved

__-—-_—_-—-'—"____'____ y
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savinge could be effected in administration on the part of both the State
Unemployment Insurance Office and the State Comptroller's 0ffice. The status
of the benefit determination work April 5, was as follows:
Registration for benefita:
Fumber £iled « « « o« o o sse o s s s o s s s+« « » 975,697
Number denied: « « « & « s = » « » o HY7,H41
Fumber allowed « « « o« « s « « = = o 400,057 g7, hgs
Humber awalting benefit determinations . « + «» « « « 128,199
in analysis of the claims denied shows that they were determined to be ineligible
for the following reasonst In the case of 232,106 claims there were no wage
records; there were insufficlent earnings with respect to 109,017 claims; there
were 11,101 claims returned to local offices for correction; and 95,217 of the
clains represented duplicate registrations. Through April 5, the total number of
checks mailed to claimants by the Taxation and Finance Unit of the Unemployment
Insurance Division is 1,362,958, amounting to $15,663,840, There were also about
150,000 checks being held by the State Comptroller's Unit for delivery to the
Taxation and Finance Unit as soon as the required notlces are recelved from
clainante indicating that they are still unemployed. There were only about
13,000 eligible claims awalting the preparation of checks. Improvement over
the condition reported to you at the beginning of March, is indicated by the
foregoing statistics. The Social Security Board has especially Teguested, how-

@ver, that the Treasury accountant be retained on the assignment at laast to

dpril 30,

HORTH CAROLILA

While the progress of the benafit determination work and the ismeance
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of checks in payment of the benefits appears at this time to be satiefactory,
the Agency still has very definite problems in the way of inadequate space
and & need for better organization and improved procedures. [The rental of
adequate space is recognized as an urgent need and is now under-comsideration.

The Treasury accountant is of the opinion that securing the necessary aﬁiu,

space will increase the efficlency of the Agency wp to fifty percent. Past

feleys in poyments have been lessened by lesulng to each claimant a eingle
check for all back peyments due. Through April 9, there had been issued
232,841 checks, amounting %o $1,796,396. These checks represented payment
of 387,637 weekly benefit claims. The status of the work April 9, was as fol~-
lowsl
Regigtration for benefita:
Humbarﬁlua......................mh,aaj
Wugber denled « « + # = = & s ¢ o & = = 31,230
Munber allowede o o s s o« o o o o o o o+ 164,823 196,053
NWuber awalting benefit determinations. « « .« - » B,B30
Eayment of benefltal
Weekly claims filed (lese cancelations) « s « Jlze, 490
Weelkly claims paid ($1,796,396) o o = = = o = = 387,637
Awaiting issusnce of checks s « o & « ¢ « = = ° . 40,853

CREGOR

The Treasury accountant reports
although a great deal of constructive

that in his opiaion the immediate

emergency in this State is about over,

¥ork remains to be done by someone in the way of improving the organization and

standardizing procedures. Lack of wage and geperation reports from employers
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ig still holding up sbout 5,000 old claims and it will be several weeks
pefore this situation 1z cleared up. The lssuance of checks is on a mach
pore satisfactory basle than a month ago and the greater part of the work
is going through on a current basis which allowed the Agency to clear wp
gome of the unsatisfactory conditions which existed in the past. No serious
public criticlsm has arisen in this State. The status of the work April 9,
was as follows}
Registration for bemefita:
Humber £116d o « « o « s s s o o 62+ 020000 60,300
Mumber denied « « « o + o « » » » 12,176
Fumber allowed. « « « » » + o o o 40,052 52,528
Number awaiting benefit determinations « « « + « » 7,863
Eavment of Demefitat
Weekly claims filed (less cencelations)e + » « + #193,503
Checks issued ($1,879,296)c o« o = o s o » o o o « 153,503

.I‘llaiting igsuance of checlt8 &« « o =« =« # » & & o @& }‘-I-,Cm




PEMNSTLVANIA

Toe work in this state is on & satisfactory basis, and has pro=

gressed to the stage where the services of the Treasury accountant ap=
pear to be no longer needed., Emergency changes of cperating procedures
to meet specifie prt.}'hlm and to overcoms "backelogs" in the procesaing
of claims are becoming infrequent since it has been demonstrated that
through application of the regular procedures which have been adopted
the agency can attaln satisfactory production, While considerable oor=
respondence is still being received from claimants whose checks have
been delayed, the volume of this correspandence ig decreasing weekly,
The gtatus of the work April 11, was as followsa:
‘Regintrn‘cim- for bemefite:
Wumber filed . « s & » s » » = * oot UL S o SEARARE
Number denied ............39.471

Mﬂr ﬂll“'d R T R B T L 495.535 - 5:55!155

Fumber awaiting bemefit determination . « « + = ¢ 125,677

Payment of benefits!

Weeldy claims filed (1ess cancelations)s + » » ¢ 1,806,321

70
Checks issued (§18,756,929) o =« = = ¢ * " " 1,680,701

iwaiting issuance of heokBe o s ¢ = = s 2 20 156,620




REOE ISLAND

The services of a Treasury accountant were not utilized by this
state, The statms of the work appeared to be satisfactory on April 8;

Deglistration for benefita:

mﬂrfilﬂd.pioltqni-viiili 1{:‘h"l"’|gD
Humber deni®d o « « = s = s s s s s 25504

Bugber allowed . « « « = = = = = » = gg-]-TE‘ ma-WB

e

Number awaiting benefit determination . . 2,781 B ¢

Payment of benefits:
Teekly olaims filed (less cancelations). 400,763
Checks igeusd {ﬁ.m,ﬂﬂ} " 8 8 & % 8 8 mr?&‘?’

iwaiting isswance of ChegkB, + « « = = =« none

TENNESSEE

The status of the benefit determination work is generally satle-

factory. Heretofore the most seritus delays were being experienced in

the igsuance of checks., Dally production of benefit payment checks

during the week ended April 9, increased mterially but the agency is

(4111 about two weeks in arrears paying benefits, The TreesIy ho=

serious need of written procedures to

countant reports that there is
gulted in

be wiformly observed as lack of such procedure has T®
payments, overpayment of ‘maxi~

s and erTrors

mumerous duplicate payments, erronecus

cument
am benefite. dua AnaivadibLE,: hacepns SEAEE o




iz computing benefits on claims, It appears to be the policy of the

sgency to pay penefits regardless of correct procedure and records,
~,ere has been much public oriticism on the part of employees and em-
ployere, The status of the work April 11, was as follows:

Regletratlon for benefitst

Namber Filed o o o s & & = s s & = & = & s s m s & 77,110
Womber denied . o « o o = s s s s + « 5,823

Fumber allowsd , ¢ « & « =« s ¢ = =« = » 56,927 65,749
Mumber awaiting benefit determination . . . 11,361

Payment of benefits:

Weekly claims filed (less cancelations) 253,431

Ohecks issued ($1,428,925) « « » + + = = 202,921
iwaiting issuance of checks .« + + + « » 60,510

TERAS

The services of a Treasury accountent were not utilized in this

The status of the work appeared %o be satisfactory on april 8:

Tesiatration for bemefitsi

."_.'.‘,g:hu:

L‘uthI'filEd..il--rl--r-
Fumber denied o « s o * = ** * **° 25,815

Number allowed o « s = = = * = * * * 53,361 79,176

Bamber awaiting bemefit determination « « « = ¢ * 11,236




Payment of benefitsl

Weekly claims filed (less cancelations) . . . . .
Checks iesued ($1,397,087)0 o o o ¢ s ¢ o o « o »

j,mitinginmﬂnﬂﬂﬂfﬂhﬂﬂkl-...---».»-

UTAE

The services of a Treasury accountant were not utilized in this

state, The status of the work appeared to be satliesfactory on April B8:

Regigtration for benefits:
L‘ﬂ.ﬂﬂaﬂrfilﬂdo--luito---a--iri 24.9'?6!

mErﬂmiﬂd.oi-.-.----- 415”1
Fumber Bllowed . « # & = = "2 » » & @ 16'12? m.ﬁga

Yumber awaiting benefit determination . . - - 4,278

Payment of benefits:

Weekly claims filed (less cencelations). « « - 72,642

Checlts issued (*313.233} 5.8 @ .8 8 % B % & @ & ‘?1,355

Awaiting issuance of checks. « + « » ¢ = = = * et

YERMONT

The services of a Treasury accountant were not utilized in this

state, The status of the work appeared to be satisfactory on pril 8:

Registration for benefitai
s 8 B BB 13.350

lhnﬁerﬂluﬁ...,......---

T
M‘rmiadpunitl--!-iillzlﬂ

13,081
Humber allowed . «

Yumber awaiting benefit determination 279




gi;ment- of benefite:

Weekly claims filed (lese cancelations) ., . . . . . rone

Checks igsued [m-aaa]I & & B B B w o8B oW @ 36,049
. = = 5 8 @ N

Awalting iseuance of checks ., « + + « « & « & » none

VIRGINIA
The services of a Treasury accountant were not utilized in this

state, The status of the work appeared to be satisfactory on April B:

Registration for benefits:

Womber F118d « « o s # « s = s = = = = . 67,050
Fomber denied « « « = ¢ s & ¢ = = = =

Bamber Aallowed « « + s » » s = s = & & 65,824
Wumber swaiting benefit determination, « 11,226

Payment of benefits:

Weekly claims filed (less gancelations)e « o « s = » .142,851
Checks issued {$1.030-335]o s @ @ % B R § 58 & 2 ;139,?31

Awaiting issuance of checlks . o « « + » = = ¢ ¢ ¢ ¢ . 3,120

WEST ¥IRG

The services of a Treasury accountant were pot ub {1ized in this

state, The status of the work appeared to be satisfactory on April B3

Registration for benefitsi

- 28
Hwarrileﬁ-.'..'.._.--- .--.n-,-l?ﬂ;ﬁ

Mﬂrdﬂﬂiﬂﬂ.......«-no-- 116.“4

120,200
H\m“ lll“ﬁd B e ap @ B B wa @ .1’D3|7ﬁ L]

2,128

s RN W

Number awaiting benefil determination.
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Payment of benefitsl

Weekly claims filed (less cancelations) ... . . . » » » 331,594
Cheoks iesusd {ﬁfﬂlfﬂa}! & & & 8 B B B 8 = & 8 & & @ miml

h&itiﬂ‘illmﬂ‘ﬂfﬂ"h.--------..q-- 2.553

2*-: '
E., ¥, Bartelt,

Commissioner of Accounts
and Deposits,




Deposits DY StateBiccsscsassssssassasssnsess$819,319,5688.47

Interest on investmentd.....ccecssessasnssssss 8,731,258.36

828,050,846 .83

Lean:

pithdrawals by steteB....cccsssssssssnnannns 77,990,000.00

Balance to be mcocunted fOF «.sssss..750,060,846.83

Investments (2}% certificates of
1ﬂ-dﬂ‘h‘tﬂdn'.!'-1 sesssaEEEEEEEEE TH,EEE.WD.W

Unexpended belsnce in disbursing sccount 6,395,846.83

750,060,846 .83

Total A858tB.csssesssssasnsasnannns

————————

N Treasury Japartaent
Receipts and efpenditures (Accounts & Deposita)

on the basis of the
daily Treasury stetements. april 12, 1938,
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THE WHITE HOUSE
WASHINGTOMN

18 April 1938

For approximataly & week, commencing sbout 30 April 1938, the
President expects to be crulsing in the vicinity of the Virgin Islands.

Any comsunications which the Heads of the Executive Departments
or agencles of the Govermment feel must be sent to the President while
he is at sea, will go vla Naval Communications. Such messages, in every
case, must be sent to the White House, either to the Secretary-in-Charge,
or to the Executive Clerk-in-Charge.

A11 messages should be in triplicate, double-spaced typing, and
be plainly marked with ome of the following classifications as to secur-
ity:

(a) ¥CLEAR* - Text of message to be pent in plain language.

(b) "RESTRICTED" - Text of message to be semt in cipher of rela-
tively low security which will give adminis-
trative privacy but which will not withstand

attack by expert cryptanalysis.

(¢) “CONFIDENTIAL® or "SECRET® - Text of dispatch to be sent in
uiphuntvwhighumiwuhmmb-
mt-ndtudthntuﬂutﬁntb:ﬂpnﬂmpt-
apalysis.

ted SCONFIDENTIAL® or "SECRET" if its
time to be made public by the press, or
sed in plain langusge by telephone, land
ommmication. (These tions are neces-
security of the cipher).

mrwmwntmummdmmmuum
ﬂfth-mhﬂmu,truﬂchitﬂnhfmﬂdw-ﬂphmtnum

By direction of the President.

AL

Secretary to the FPres




April 18, 1938

At a meeting between Magill and myself, we dlsocussed
the so-called Borah amendment, whioh would subj)eot the in-
tereat on future issues of all Federal securities to Federal
normal taxes and surtaxes.

‘We decided that the Treasury's position would be to
oppose 1t; first, because it would weaken our bargaining
power with States and muhiclipallities on overlapping taxes
and, second, in wview of the fact that the President is send-
ing up a message on the question of discontinuing the practice
of having future Federal, State and municipal bonds entirely
free from taxes, we feel that it is better to walt until
that message goes up and then support that plan.




April 18, 1938

I showed the Presldent the original of press release
13-1 and he approved it. I explained it to him in detail
and also explained that any gold we acquire from now on will
go into the General Fund.

Brought up with the President the question of the
iransportation Department and reminded him that I had sug-
rested to him while he was at Warm Springs that he offer
it to Jones provided he could get the legislation through.
The President sald he had spoken to Jones and that Jones
had swelled up like a bull-frog at the thought of getting
it, but that he doubted whether he could get it theough at
this time. I agked the President if he had any objection
to my speaking to Jones and sald I thought the fesling on
the Hi11l was a 1ittle bitbetter. He sald he had no ob-
Jeotion whatsoever. I said I 414 not know whether 1%
would do any good, but I would be glad to go along with
Jones and try to get 1t through because I conslder it of
the first importance.

The President said he had a talk with the Demcecratic
oeople of the House of Friday, Doughton, Vinson, et al,
and told them to try to trade as best they could with the
denate Committee. The thought he had in mind was that if
the Senate did not go along, he told them that he was geri-
ously thinking of vetoing the bill. He asked what chances
he would have of having them over-ride his veto. They
sald 1f the question did not come UuD in the last days of
the session they thought that there was an excellent chance
of the President having his veto gustalined. The President
said, Well, if they filled up the last couple of days he
would suggest that Bob Doughton have in his hand a bill
incorporating the principles that the President stands for,
but giving in a little bit to the Senate on some of the
rates and did they think that they could do 1t very quickly
and they sald they thought they could, but they did not
relish the idea.

1
I spoke to the President about proposition No.

in Magill's memorandum (attached) and he agreed tﬁatﬂfa
should oppose the Borah amendment. Proposition le.=:

n that matter
thing about al-
bout alecohol than

Doughton called up the President himself o
and the President told him that he knew no
cohol; that Bob Doughton knew much more &
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he did. 1 told him that our position before the Senate
had been that increaseln taxes would increase bootlegging
and we were, therefore, opposed to it and I saw no reason
to change our position. The President agreed with me.
He sald he was surprised there was as little bootlegging
as there 18.

o0o=-000




TREASURY DEPARTMENT
Washington

FOR RELEASE, MORNING NEWSPAPERS Press Service
Tuesday, Avril 19, 1938, Fo. 13-1
4/18/38.

On December 22, 1936, the Secrotary of the Treasury stated that,
after conferring with the Board of Covernors of the Federal Reserve
System, he proposed to take appropriate amction with rospect to net ad-
ditional acquisitions or releasce of gold by the Troasury Departmont
whencver it was deemed advieable and in the public interest to do so.

In pursuance of that policy, the Secretary of the Treasury,

after conferring with tho Board of Governors of the Federal Reserve

System, today snnounces that the Inactive Gold Account has boen die-

continued.




Seoretary Morgenthau

Mr, Magill

Mr. Doughton asked me over the telaphone this morning
what the Treasury's position was on the Borah Amesndment. I
gave him the substance of our conclusions this morning. FHe ¢
asked me to glve him an officiasl Treasury letter on the subject,
whisk I have asked Mr, Taylor to prepare for your signature.

Mr, Doughton then asked how the Treasury would feel
about & compromise whereby the House undistributed profits tax
would be retained in the bill and in exchange an increase in the
tax on distilled spirits from $2.00 to $2.25 per gallon would be

enacted, He said he had mentioned this compromise %o the President;
the Fresident said it was a new idea to him. I told Mr. Doughton
I would discuss the question with you.

K




TREASURY DEPARTMENT
INTER OFFICE COMMUNICATION
pave April 18, 1933
10 Secretary Jligrgenthau
— Mr. Haa

supject: The Business Situatlion, week ending April 16, 1938

General conclusions

A further improvement in businese sentiment has been ap-
perent thie week, reflected in actual ordere, ae 1t became
known thet the Adminlstration was about to take strong action
to promote businees recovery. The first intimastions last week
that such a program was beilng contemplated brought a noticeable
ineresse in businese optimism in the finenclasl centers, re-
flected in a sharp upturn in security prices. This has begun
to be translaeted into concrete evidence of new buying -- a rise
in steel orders, inecreased forelgn demgnd for wheat and metale
in our markets, and a heavy volume of textile buylng. Inereased
forelgn buying of American securities has also appeared. Whille
there has been some editorial criticism of the recovery plan
in its longer-term aspects, the reaction of the markets to the
plan has obviously been bulligh. It is not possible, as yet,
to Judge what 1ts ultimate effect will be on longer-term pri-
vate investment.

The recovery prograem has been initiated under conditions
which greatly favor 1ts success. The fact that industrial pro-
duction has held at a etable level for three months suggeets
that 1t has been walting only for some decisive influence to
start a general buying movement and an upturn in production.
Increasing activity in leading industries during February and
kerch, though representing. on the whole no more than the aver-

d that the downward trend had at

The recent declines in the stock
e resulted in heavy liquidation
in = better posltlion

g month ago.

tge sessonal increase, lndicate
leest temporarily been broken.

end commodity markets, which hav
gf speculative acoounts, ha;g g:aca% t§5§he o
or a general rise than wou ve bee

Only 15 respect to uncertainty over political el %i-
velopment abroasd is the present sltuatlon gomewhet unfavorable,

try
but the initiation of a strong recovery program in thls coun
. ongiderable amount of business
o e e inatr\ look to the United Btates to

fear abroasd, since many countries

lerd in any‘buainesa upturn. The measures taken by th:ﬂ
idministretion to break the depression five years ago
lowed by a general world recovery.

re fol-




georetary Morgenthau - 2
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An increased volume of industrial buying seems probable
during the weeks just ahead, in view of the Eutrintl:d buying
policles which have been in effect throughout industry during
the past six months or more. The fact that the Adminlstration
nas entered the arena, almost on the anniversary of its success-
tul entry five years ago, will appear in the public mind to
zark the turn of the business trend. Merchandising policles
which called for liquidity while prices were declining will
be reversed 1f buslnessmen are convinced that prilces are going
higher, end an attempt will be made to accumulate goods and
gaterials while prices are low. When prices are rising, heavy
inventorles become aseete rather than liabilitles. Evidence of
this change in sentiment has already appeared in varlous commo-
dity markets. BSome slowing up in the response to the recovery
progran may be expected, however, 1f it should be delayed in

Congress.
Outlook in important industries
continues Tavorable

Following the upturn in the stock market last week, steel
ordere and inquiries for steel showed an increase., New orders
reported by the U. 8. Steel Corporation for the week ended
ipril 7 increased to the equivalent of 39 per cent of capaclty
as compared with 35 per cent during the prevlious week. Opera-
tions of the entire industry this week are at a rate of 32.7
per cent, up .1 point over the previous week.

The trend of steel orders appears to be closely related
to movements in the stook market, In Chart 1, which shows a
comparison of the weekly orders of the U. 5. oteel Corporatlon
with the dally movements of the Dow-Jones industrial stock
index, the influence of the short-time stock merket movements
on steel orders is quite noticeable, though the fzect that the
ordere cover a full week obsoures in some casee the dailly
relationghip. It will be noted that the orders tend to move
concurrently with the etoock market, though at times a slight

lﬂ.g appears.

Actual steel consumption in recent monthe has probably been
running materially above steel production, judging rﬁm an e
analysis of data reported by the U. 8. Steel CorporaZiof .
the four months December through March the company u.'lgppc
2,054,000 tons of finished products to consumers, & 'o oo O .o
cent greater than its production, In March alone siip

. Bince many consumers
algo 15 per cent higher than produutiﬂﬂom inventories of steel

have, in addition en using up thelr .
P”ﬂaﬁta, the anﬁ':al congumption of gteel 18 a]éfaﬂntlr some
%hat more than 15 per cent in exoess of productlion.
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Automobile production inereased to 62,021 units t
s COMDETE ’ units the week before, Fullnnihi; I:::'
geek!s greater than seasonal riee, however, the increase in out-
out this week was slightly less than seasonal, While the
production of General Motors and Ford continued to rise
chrysler reduced output for the second week in succesaién.

For the rest of the 1938 model year, automobile manufac-
turers will pursue an aggresslve sales campalgn, according to
plans recently announced. The campaign began this week with
extensive newspaper advertising of new cars somewhat similar to
the advertising which usually accompanies the annual auto show,.
Plans also have been made for a second "National Used Car Weeak"
to be held April 17 to 23. Considering the fact that sales 1n
recent weeks have shown a marked improvement, General Motors
sales during the last 10-day period of March rising to Ll 700
unite from 31,300 during the previous period, and that more
liberal spending by the public mey result from a lessening of
snrrehension over the business outlook, the advertieing campalgn
gnnears well timed from the standpoint of the industry.

In the textile :LnduatrE, new buylng hae come into the
market thls we n e highest volume since February. An
inerease in textile buying had been impending for same time,
since a well-maintained trend of retall buylng over the past
geveral monthe had resulted in a conslderable reduction of
inventories in the hands of distributors. The latter, however,
had shown little ineclination to replenish gstocks, and mill
stocks had accumulated to a point where general mill curtall-
ment was belng planned. Reports of the Administration's
recovery progrem, with ite implication of rising prices,
epparently awakened distributors to & realization of their low
‘nventory position. A number of merchants report that buyers
called at thelr homes over the week-end to try to arrange pur-
chases at the nrevious week!'s prices. Following several days
of the most active textile buylng ln many weeks, a number of .
nills now report depleted stocks, and near-shortages of certaln
goods. This will tend to postpone or make unnecessary the

curtailment that had been planned.
t important,
The textile industry, in which cotton is moe
> as 1t has done on
eppears to be taking the lead in recovery, 48 3% aa tndex of

several occasions in the past. The F.R.B.

in January at 75, rose
textile production, after reaching a low e lant Hovenber.

L vointe in February, almost to the

L Y mos -
further rise ie indicated for March, since fiﬁuﬁglﬂ"gﬂ.ﬁﬁer
lished on cotton consumptlion indicate & augstan

than seasonal improvement during that month.
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In Chart 2 we show the trend of cotton consumption
ceasonal adjustment, as represented by.the weeklymﬁawoﬁrﬂi“r
7ires index and by the monthly index of the Federal Reserve
goard, It will be noted that recent revorts of a tendency
towsrd mill curtailment are given some confirmation by the
f1attening out of the rising trend in the past few weeks.

Thie may be halted as a result of the heavy textile sales of
the current week,

Rallroad earninge show prospects of lmprovement from
present levels, and granting an upward trend of business, it
annears that the low point in earnings was reached in February
ar lerch. The recent frelght rate lncrease, comblned with the
yeual soring improvement in carloadings, will tend to lmprove
earnings during April, The Government forecast of a material
improvement in the winter wheat crop, making 1t the third
largest on record, suggests that earnings of the mld-western
roads will be sustained during the summer by heavy wheat ship-
nents, as well as by an inflow of goods bought by wheat growers.
A heavy export movement of wheat from this country 1s indicated
by the fact that crop fallures in several wheat countries last
season makes the United States the only country holding a large
surplus stock of high quality wheat. Drought conditions in
Southern Europe this spring are reported to have damaged wheat
rrospecte in Italy, Rumania, and neighboring wheat countries.

A continued improvement in resldential building demand
anpears indlcated by the successlve new highs rennrﬁeﬁ each
week by F.E.A. mortgage applications during Mareh and Aprll,
Last year a falling off from the March peak was recorded dur-
ing Anril. The F. W. Dodge data on construction awards for
the last period of March shows a dally average of $3,560,000
for residential construction, a sharp {mprovement over the
orevious period and very near the 43 #72,000 average for the

comparable period in 1937.

The trend of new orders for lumber, however, does not con-
form with the indicated improvement in construetion, perhapf A
becouee lumber stocks are being drawn upon for current poqy :e
ments, New lumber orders for the last two weeks giimiﬂia e

25 per cent lower than a year ago, whereas in the -9

weeks of the year they had been only 1& per cent lower.

The price situation

tantially this
Most commodity futures prices ndvm“:.m?uuhn;th \nflationary

veek on announcement of the recovery D tton
sentiment reported to be an 1“’P°ﬂ:n:nm§§;_; :ag:::‘ahgga Tast
prices were particularly strong, T8 &
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geek's price level, Trade reports state that a broad wave of
ipflationary sentiment swept over the ocotton market on the
announcement that the inactive gold fund would be used for
recovery purposes. Buying by mills to fix prices on the heavy
volume of goods sold thie week was also an important factor.

Wheat prlces, desplte increased crop prospects, have been
strengtn EneE By a revival of export demand, princlpally from
great Britain. An unusually heavy volume of purchases by that
country during the week, accompanying a long-expected revival
in British milling demand, is belleved in some quarters to
represent Government-eponsored buying.

Increased buylng of untr_‘ger in this country for forelgn
account has been noticeable during the past two weeks, accord-
ing to reports in the metal trade, with Japen and Czechoslovakla
nrominent among the buyers, A German representative 1s reported
also to have arrived recently to arrange for copner purchases,

A renewed buying movement this week forced coprer prices higher
both in this country and abroad.

Various indlcations of a strengthening of underlylng con-
d1tions in the commodity and securlity markets have appeared
during the past week, aside from the actual improvement in
prices. Forelgn influences, as reflected particularly in the
stable and rising trend of sterling exchange, have on the whole
turned more favorable. (See Chart 3.) An improved sentiment
abroad, as indlcated DY rising securlty prices in London and
Paris, has been a strengthenlng influence on Amerliean
securities. (See Chart 4,) A decline in brokers'! loans this
week of $39,000,000, reduclng them %o less than half of the
total a year earlier, indicates that speculative accounts had
been further lightened just before the announcement of the

Fecovery program.
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( Group MEETING April 19, 1938

9:30 A. M.

Mr. Magill
Mr. Oliphant
Mr. Gaston
Mr. Haas

Mr. Taylor

Mr. Gibbons
Mr. Lochhead
Mr. Upham

Mr. MecReynolds
Mrs. Klotz

(Hands H.M.Jr. letter, which he reads and signs.)

You think I ought to send the Presid
a0 re ent a copy of

I think it might be a good idea.
Huh? I think it means as much «.... Mrs. Klotz.
Yes sir.

This goes up - write a letter - say, "My dear

Mr. President: For your information I am enclosing
herewith a copy of my letter to Congressman
Doughton.™

Now, in my talk with the President on the tax
thing, Doughton had called him yesterday about ten
o'eclock and he put up the same proposition - surplus
tax for twenty-five cent lncrease of the tax on
liquor, and the President's answer to Doughton was,
"Hallﬂ Boby you know much more about ligquor than

I do.

(Laughs heartily.)

Well, that was his answer, so I told him, "Mr.
President, the position we are taking," - said
that we took the position that we were opposed to
the increase before the Senate Finance Committee -
increase of the tax on liquor, and we're supposed
to be consistent and we intend to be cqnﬂistant,
and we are golng to stand by that. He says that's

all right- .




HeReynolds:

HM.Jr:

Magill:

H.M,.Jr:
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S

So then the thought is, they are going to d
horse trading and see if they canit begin to get

aigew of the Senators to come over on the House's
s Ba

And boy, are they going to trade. Vinson called me
last night, got me out of my happy home, about these
trades, the net result of which will be the Treasury

will lose everything but its underwear, I should
58Y .

I thought we lost that last Thursday.

Well, I don't know. But that is the - they are
now comparing the salvation of the principle of
undistributed profits tax - 1917 sales tax - two
per cent tax, which would certainly bear down hard
on business. Instead of saying four per cent on
undistributed profits, have 1t two per cent.

Well, anyway, not only Doughton came down to see
the President, but the whole erowd - what Doughton
ecalls his "kitchen cabinet." They all came down
to see him.

Evidently he stood up gquite strongly before he left.

I got every indication he did. Also he gave him
distinetly to understand that if he didn't get
what he wanted he would seriously think about a
veto message.

Seriously what?

Veto message. S0, he's told them that two or three
times.

Good., Well, I think as far as I can see the danger
from our point of, view is that while the House
will probably ge -16 plan, that the Senators
will get about everything else they want, and to

way of thinking the Senators will be perfac?lyhi
silly if they didn't take it, because in that fashion

1 interests

11 the specia
they can take care of a p and the 20-16

that they are really interested in,
actually does them less damage.

the best thing for us is to stick on
~t§:1§1§§§1§§. This is a game We can't play and

shouldn't play.




Oliphant:

H.M.Jr:

Magill:

0liphant:
H.M.Jr:

Oliphant:

(H.M.Jr. holds side conversation with Mrs. Klotz.)

I would expect to do the same thing on it that
you have just expressed yourself on the liquor.
That is, tell them, one after the other, on the
different amendments we are opposed to them;

they are wrong; we ought not to take them and.....

Yes., Well you (Taylor) are - you handling - you're
handling this United States Bullding and Loan
thing. It's all - here's one the President - might
all be shoved together. Do you mind? I mean,
between you and the others. (Hands letter to Mr.

Taylor.)
0. E.?

Yes. Mr. Gibbons mentioned to me yesterday this
matter of the Board of Tax Appeals appointment of

which I spoke to you in the past.
Well, let's - I mean, there is no

use talking to

me about it today because I don't know that I am
golng to see the President. Mrs. Klotz, if I'm
going to see the President, tell me to see Magill

about the Board of Tax Appeals.
(Inaudible.)

Did you give it to him? Poor Ros
(Hands Mr. Magill newspaper.)

hasn't seen this.

You didn't show it to me. Did you write this,

Herman?

No.

What do you know?

That matter worked out with Ickes
just looking around for something
very satisfactory talk with him.
with the President today.

Good. He's glad to get 1t.

Yes.

Did he have his attorney in?

as you anticipated -
and didn't have 1t.-
He's taking it up




I.
]

gliphant:

HM.JT?
pliphant:

E.M.JT:

Gaston:

H.M.Jr:
Upham:

Taylor:
H.M.Jr:
Taylor:
H.M.JTr:

Hams:

-#_

I had Bernie - I sketched it to him
Bernie working on 1it.
is working .....

s and I had
Felix (Cohen of Interior)

Yeah. What else?

That's all.

You - I wish, Herbert, you'd see if this appears
anywhere else in the Tribune. It says here,
n"Meanwhile, it was learned that Mr. Eccles was

not satisfied with the President's new spending
program. Although Mr. Eccles has been preaching
for months the necessity of reintervention by the
government with spending to halt the downward
economic spiral, he wanted spending of a different
kind and of much more immediate effect. The publie
works program planned by the President will take
too long to get under way, in his estimation, and
he believes that the longer the government delays,
the more expensive will the intervention have to be."

I can check on that and I can probably find out
where he got that.

You (Upham) might keep your ears open too. Huh?
All right.

I'm sure that's right.

You're sure what's right?

That he isn't satisfied.

Yes, but why not keep his mouth shut.

That's something else, again.

McReynolds: Why don't we have nice weather on week-ends.

H.M.Jr:

Didn't you get some golf in Sunday afternoon?

UcReynolds: Yes, I did.

HM,.Jr:

What are you kicking about?

McReynolds: I am just speaking about something you can't control.

H-H.JE':

All right. Anyway, I am highly curlous.




Klotz:

H.M.Jr:

Taylor:
H.i.Jr:
Taylor:

H.M.Jr:

Taylor:

H.M.Jr:

Taylor:

H.M.Jr:

Upham:

H.M.Jr:

Taylor:
Klotz:

H.M.Jrs

—3

Incidentally, Herbert, I thought in the first
place, that the story on the gold desteriliza-
tion was first class, and I want to say again,

I thought - I am - can't help but think that the
boys were extra nice to me yesterday. Getting a
few dividends back - I treated them nice for the
four years. Never once asked me an embarrassing
question ........ not a single question. As Cy
Upham said, he said .if he were a reporter he
wouldn't be so nice to me. They never asked me
one single embarrassing questlon.

That's fine.

I think it was a fine tribute.

Professor Taylor?

I pass.

Got a good hand? Are you coming tonight?
Nu,.I don't . think so.

You're not? “All right. That gets down to Burgess,
Bell, and myself.

No, I discovered we were entertaining in our home,
and I didn't think I could.

That's all right. Now who's coming from Home
Owners' Loan?

Mr. Fahey.

Immediately after this would you (Upham) go and
get Mrs. Klotz! list of who's coming.

Surely.

Will you? Better have it set for ten. You're
(Taylor) all right, I mean?

I didn't say that.

Oh, he's good today. (Laughs.)

George?
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One little figure.

I read your memorandum on finaneci and me

again tell you people what I toldnﬁia Eiougy ?
last night, this next financing is going to be
done on polities and not on monetary - so you
m;ght as well get that. The more I talk to people
the more I am going to do it myself.

""‘Ell, B-h U

If anybody will write me a memorandum, with the
working balance of two and a half - you're all the
crowd - a working balance of two and a half
billion dollars that I can continue to borrow to
maintain that balance, I'd like a good explanation
of how I can do that. With a working balance of
two and a2 half. Never mind the interest rate if

it is almost nil - by continuing to borrow we don't
let that gold go to work. One. How we can kKeep
up the balance, pay interest - never mind, it's
very little, and two, continue the buying program -
keep the gold from going to work. I want an
answer to that.

There is an answerT. It's a guestion of how good
it is in view of your guestion.

0. K., I want an answer on that.

I don't think it's very strong, one way OT the other.
Well, my God, your memorandum is strong enough.
That's usually the way yéu want it «eee.

Yeah, but every time we go through this thing I

tell you fellows back there to be practical. I
mean, you recommend to me I contime borrowing a

hundred million dollars. 411 righteses-
Except the concentration - pay that off in June.

. ntinue a million, and I
itinié%ﬁme e here it is, and

! 2 I'm
erest. Now where does 1? leave me: i
Eﬁi iﬂierested in my business; this Eusinisiniligas
mandred and thirty million people. 3
Egvz you m; reaction after reading your memorandum.

I have yet to talk to anybody. They are all taking




Haas:
HM.JT:
Gaston:

H.M.Jr:

Lochhead:

HM.Jr:

Lochhead:

Gibbons:

297

the same line - bonds going to go too high.

They've all got different reasons, b
me to do the same thing. ns, but all advise

I usually like to be sesss

Did you look at your maturities in March and J
in 1939% : s

Yeah. Well, keeping the balance up now doesn't
help that way.

Good insurance.

Just the opposite, because these darn ninety day
things are going to become due 1n ninety days and
then where are we? Going to let them off now

and you've got your borrowing power. I am borrow-
ing, and the stuff comesdue again in ninety days.
Smack! Right at the wrong time. I know everybody's
against me.

I thought it would be the other way.
Well,... but I am just being a practical politiclan......
1938 or 19407

vve.ss brought up at the knee of Tammany Hall
where I learned all my finance.

Well, there's one thing, they never left that much
money in the Treasury.

How's that?

Tammany Hall never left that much money in the
Treasury.

I heard an old Tammany Hall leader say, one time,
say, "It's a convenlent sin to try to get the
other fellow, but a mortal sin to try to get

yourself.”

I met an old friend Saturday night - eighty years
olsf a wonderful man, and he said, '"i:iall, I '?:s
worried until I saw you smile; now I'm going to

stop worrying."

Who said that?
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g, Jre Dr. Sacks. He 1s eighty years old.

Gibbons: ; got an advertisement the other day. I don't
know who 1t was from; it started out zt the top,
and said, "All economists are muts."

Haas: (Laughing) Steve, now that's .....
H.M.Jr: Put that in and I'1l frame it.

Gibbons: I threw it away, and I was sorry afterward. That
was just the top line. (Laughter.)

H.M.Jr: You got any good suggestions, George?
Hagst" On that particular thing?

Anything else?

That's all. I have nothing this morning.

I listened on the radio last night. Jesse Jones
made a pretty good speech on this Forum here. He
explained - said lot of people thought - I thought
it was good psychology - lots of people thought
that small business couldn't get loans, and he
showed that the majority of their loans were

under fifty thousand dollars.

He sent me his speech. (Side conversation with
Mrs. Klotz: You know what this fellow (Gibbons)
did? I went over yesterday and kissed him. He
got this fellow McGrath to resign, down in Boston.)

Klotz: aE e

Lochhead: The foreign markets aren't picking things up at
all as yet. Silver is steady over there.

H.M.Jr: The State Department isn't speaking to our Boards, -
sold a lot of Mexican silver yesterday, spot silver
to good American buyers. They have just crossed
them off their social list. Tough luck.

Now, come on, you fellow - report.




Oliphant:

¥eReynolds:

Oliphant:
McReynolds:
Upham:
H.M.Jr:
Uphams

H.M.Jr:

Lochhead:
HeM.Jr:

Lochhead:

H.M.Jr:
Lochhead:

Oliphant:

g9 293

Mr. Smythe comes in this morning and asks two
three questions: Will it be n:gassarr for him?in
get off the Board of the bank down in Uvalde;

sell the stock that he owns in the bank; pay off
the loan that he owes to the bank? Would you want
any of those things?

Well, the answer is yes to all those questions

if he's comlng to work for the Treasury. I should
think the man would have crossed those bridges
long ago.

I don't know about the loan. You are right about
the other two items.

The time was extended by law this year when these
bank fellows could pay off their loans.

That is for a different purpose.

Well, it's a general purpose.

He's willing to do it all.

To resign from the bank?

As Director, sell his stock, and pay off his loan.
He certainly should not be 2 Director of the bank.
He certainly oughtn't to have any bank stock. I
take it that nobody in this room has any bank stock.
I have a little.

How much?

Chemical, and one or two others I acquired prior
to coming down to Washington.

Well, I'1l see Yyou about that afterwards.

0. K.

tra-
about the loan if 1t's one of those ex
gréiiﬁﬁ} loans that's uﬁder water, it ought to be
ecleared up. If it's just an ordinary loan, ordinary
loan in its course, I think it is leaning over

backward to say he can't use banking facilities

for ordinary loans.




HrH-' Jr :
gliphant:

McReynolds:

H.M.Jr:

Oliphant:

McReynolds:

Unham:

Oliphant:

H.M.Jr:
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How about bank director?

Oh no. If it's one of those big loans, under
water, it ought to be cleared up.

I think it's Just an ordinary business loan.

That, I would say, seems to me the fellow ought
to be able to get ordinary accomodations, but

his own bank loan and bank stock, my own reaction
would be "No."

Director and stock ought to be out.

I don't think there is any gquestion he ought to
be out.

I have never understood the reason for that. It

seems to me it would be probably an advantage. I
should like very much to be a bank director, and

I thir]k- 11: LR L

In the first place he's got certain liabilities

as a bank director which might be in conflict

with Treasury rules. He can't be a Treasury
officilal, issuing rulings for banks, and at the

same time be a bank director with the responsibility
of ecarrying them out.

Or to be in position to tip his bank off to advance
information.

I would say anybody's confidant, as close to me,
shouldn'tﬂiave any bank stocks, shouldn't have

any metal stocks - needless that they shouldn't
deal in any metals.

Then shall I sessses

I would tell him that, and on his bank loan, I'd
get a little more information on 1it.

He said he's willing to pay it off. It's only
fifteen hundred.

Is it for his business or against the stock?

I think it's against the stock.
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If it's against his stock
of f when he sells the stucﬁf S e, toei vl

The only thing Mr. Di
. Diggs suggested t ake
with you is a matter of p&trgm“. o be taken up

Take it there (pointing to Mr. Gibb
please? Discuss it with Steve firsgr_m): will you

All right.

(Explains to Mrs. Klotz, in low tone, that M

: E essrs.
Upham, Diggs, and Emyth; will meet every morning
and Mr. Upham will report to the 9:30 conference.)

I didn't know there was any (patronage) in the
Comptroller's office.

You and George are both pure economists.
Unadulterated.

And that quotation of Steve's goes with it. (Laughter)
A1l right.

Only one thing from P. D. I. C., which Mr. Crowley
prefers to tell you himself. As I told you, he's
going to try to see you today or tomorrow. They

made some changes in bank examination practices

over there., I know about it, but he wants to tell
you.

Get him at ten forty-five.
Tomorrow?

Today. (Over telephone) See if Mr. Leo Crowley
can come in at ten forty-five.

Now, is Diggs willing, and as I suggested -
Crowley want this fellow?

Yes, he likes S the very much. We discussed two
or ihree thingsm{his morning. In the first

place this man is an employee of the Corporation -
not of the Treasury, and is on their payroll, and
all that, but we see no difficulty about that.

He's very willing, and Smythe is.




B M.Jrs How's Smythe?

Upham: He's willing to do anything you want hi
He is willing to do anything you want h?.mtzud{ﬂ:.

M. Tr: (Over telephone.) Hello. Well, leave word I cal
. led
him, and have Mr. Smythe out i g 5 i
about five J:I:Lj.rn.ri.:n*;‘tsﬂ.uIIr i R
Upham: He's with Diggs.

H.M.Jrs (Over telephone.) He's with Diggs - Smythe. I'd
1ike to have him there at ten u'cluck.m}r

0liphant: You say Smythe is to be on F. D. I. C. roll?
H M.Jr: Yeah.

MecReynolds: That's where Diggs was before he came over here.
He's taking his place.

H.M.Jr: What?
Oliphant: Nothing. I was just getting the plecture.

HM.Jr: Well, it's really up to them to write the rules
and regulations.

Oliphant: You've got the problem of giving them access to
Treasury records.

Uphams: They have a sort of Senatorial courtesy over
there. If the Comptroller wants him appointed
the other directors will be perfectly agreeable.

HM.Jr: What else?

Upham: That'!s all.

HMJre You think it's going to work out all right?

Oliphant: Does his oath of office at F. D. I. C. give him
access to Treasury records?

McReynolds: No, it does mnot.

H.M.Jr: He doesn't have to have access to them. It's the

other way around; we want access to the F. D. I. C.

records.




Gaston:

McReynolds:
HM.Jr:
McReynolds:
H.M,Jr:

Upham:
H.M.Jr:
McReynolds:
H.M,.Jr:
MeReynolds:
H.H.Jr:
McReynolds:
H.M.Jr:

McReynolds:

HM.Jr:

McReynolds:
HeM.Jrs

i o

Incidentally, I thought Jesse went way out of his
way to criticize bank examinations yesterday.
Unnecessarily. Bad taste.

He's done it several times in interviews and
press conferences.

He did it on the air last night.

Yes sir. He didn't do 1t?

He did. Very definitely. I listened to it.
He sent me his speech.

You all right?

Yes.

Mac?

No.

Yes. Cement.

Oh, you wanted - we sent Harry back yesterday.

Who's Harry?

Coilins.

Oh, Oliphant's friend.

And I talked to him a while after you left, and

he went back to dig up, as rapidly as he coul%, the
information on these cases th?
could be put out on bids. Of course,'if you're
going to have definite quantities you've got tah
know where you're going to use them and how mug -
you're going to use. And he went back with all o

his organization.
When are you boys going to be ready?
I told him to report to me daily.

Well, say, as soon as you are ready, will you let
Hrs.’ElotE know, so I can see you?




NcReynolds: Yes sir.

oliphant: Reclamation 1s about ready with six million barrels.

B M.JT: Well, I am waiting on you fellows.

McReynolds: Well, that is a special project, and that's easy.
They'll ask for that on indefinite quantity basis,
unguestionably.

HM.Jr: Well, the next move is up to you, and you might
find out if Peoples is in town.

McReynolds: I had word he hadn't called yet, before I came
s in here.

B =

HM.Jr: Any after thoughts?
All right.




HM. TS
Qperator:
H.M,Ir:

Jesse
Jones:

10:33 a.m.

Hello.
Mr. Jones.

Hello.

Good morning.

Hello, Jesse.

How are you?

Oh, ah, all right.

I got your call - after getting home yesterday.
Yeah.

And coveee

Jesse.

Yeah.

Can you come around about fifteen minutes ahead of
time today?

About a gquarter of one.
One, yes.

111l do that.

Thére's something I want +o talk to you about rallroads.

Fine.

I'd appreclate it.

Look forward to seeing you.
Thanik you.

Goodbye.
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20 YHE CONORESS OF TR UNITED STATES:

s 1 stated in sy message of Jume 7, 1535 to the Congress,
1t hﬂﬂt!—hhﬂdﬁm-ﬂ-‘- transportation as & single
mifisd problem. For many years ia the past, Aransportation meant

pipe line tramspori actively compete with and
trangportation.

It is evident hllhmﬂnprnﬂ-h.iim-
in vhich eash of \he various forms of tramsportation have thelr parts
to play. u—pnmmwu-m-amh-w-rh—-

Hmﬁ-hn-npﬂd“m.mmpﬂu-huﬂ:lw
of such fumciioms,

appropriate fumctioms,
wmmtl-dmﬂmt
petition as 18 sconcmically seund, and promote & wystem
tlﬁﬂurm-‘lﬁh-ﬂﬂﬂlﬂpﬂmlﬂhl-ﬂﬂlh
mrﬂlﬂl—l‘ﬂﬂh'.
relating %o wruu-mnhr-tm-l-—
various tndependeat comissions, boards
n—-.‘—lni-lilll-dll

wmﬂﬂpﬂl—hlﬂ




but in many imstamces they may work at cross purposes. 0 remedy this

situation and avert threatemed ghmos in ouwr traneportatiom system,

I urge that the Comgress give immedlate consideration to the sstablish-
ment of a Department of Tramsportatiom, charged with the responsidility
for the condusct of the wvarious tramspertation activities of the Federal
Goversment,

I recommend that the variouws promotiomal activities of the
Foderal Govermment im the fleld of transportation be transferred to
the Department of Transportation and performed umdor the supervisiom
of the Secretary of Tramsportation who shall be charged with the
formmlation of a mational tramsportation pollicy. 1 further reccsmend
that there be established ia the Department of Tram portatiom a ¥~
mﬂ-mhun—-mrmwmmﬂ
m.wdhmﬂmmm.wrm.n
quasi-juiielal and quasi-legislative fumctions with respect to the
Mmuﬁw-—pﬂuﬂhw-ﬂﬂuﬂi-‘“
Govermment, and wuch sdditionsl regulatory fumctions with respest fo
Mm-whmﬂiﬂhlﬂ-




3 BILL

T establish s Departasnt of Transportation

BeAb soeqhed b Ahe Benate and Howse of Repraseptetives of the
uited States of inexise in Consrass ssessbled, Thet there shall be at
the sest of govermment an emecubive departsent %0 be known =85 the Depert-
pest of Transportation, snd a Secretsry of Treuspertation (here:fter re-
ferved to 88 the "Secretary®) who shell be the hesd thereef, and shsll be
.pﬂhﬂﬁﬁhﬁlﬂ-ﬁﬂﬂﬂmdﬂulﬂn-ﬂnrm
H-h.uﬂilhuhuni—iﬂflfﬂnuﬂuhnruhthudm
beads of the other executive departmsents. Section 1562 of the Ravised
Statutes, ss smended (Us2,C,, 1054 od., title 5, pec, 1), 19 asended %o
ioolude such departmest, snd the provisicss of Title IV of the Revised
Statutes, ineluding all scts ssendatory thercof and supplomsntary there-
to, shall be epplicable to such depertsent.

(») mmuumwummmdw
mnmmmhuﬂmtmnuorm
hun.-.m.tun”-uul.u-rmimwnuuumdu-
-dm-fma-mm-mm.ﬂ-muhmnnmu

m-tmmu-nnm“-mnmmw;-nmm--
ummnumuhnmuwm

pensation of the ASS
Wﬂmﬂlﬁﬂuﬂidnﬂ.ua—l‘#n




§2C, 2. (s) There is bereby ereated in the Dapertment of Treas-
portation a Federal Tramspertation Bosrd (bereafter referred to as the
"Bosrd®) which shall be composed of sixteen members who shell be sppeinted
by the President by snd with the advice and consent of the Semate.

(b) The terss of effice of the members first sppolnted shall
expire, or designated by the President at ihe time of soxinstion, four
!tl'hﬂinfthliﬂj-r,h--tmtﬂnfllndlﬂhmr.m
.Z'm;-u +f the tenth year, and four at the end of the teelfth yesr
ofter the effective date of thia seotion. The terms of office of all
-mnmnmmh-:m-mrmmuwﬂmm
for whieh MrmewLnMiMw mexbor aproloted
wﬂu.n—mm;mummrmuunt the term for whieh
his predecessor wes sppolnted ghall be spyolnted oniy for Lhe unexpired
ters of his predecessor,

() Mot more than mine members shall be sppoloted fros the same
politiesl party, snd each sesber shall receive an amnual salury of

2,000,
(a) l--nuru-n-umum-dummum. after

potice snd eppertunity for publie hesring, sor inafflciency, megloct of

duty, or selfessanes in office, but for mo other causs.
mn-unauu-my




m.mr—umﬁ-t-muu-n.-mh.ni,.in-u

-ﬂ-“fhﬁhuqhﬁuhnﬂdhnﬂ“mm
by law,

_ (b) The Seeretary shall cawse ¢ peal of office to be mude for
the Departasat of Tramspertaticn, of such dewies us the President shall
spereve, and juiieial sotice shall be taken of sush seal.

(e) The Beeretary shall, anmwally, st the alose of esch {iscal
yoar, make a report in writing %o the Congress, glving an nceoumt of &ll
mopey received and emponded by the Departsent of Tremspertation and
deseriding the work dome by that Departsent. He sball slse from time
to time suke sush specisl lovestigetions and reports ss he msy dees
necsssery, Or a8 be ssy be recuired to mske by the President, or by
either louse of Comgress.

(4) The Seeretary ssy delegste to any officer or ssployes of
lhw-tmu-wdﬂ-mmhﬂduh-
posed upon him by this Ast.

sEc, 4. (a) nﬁ.;-mmm-ﬂuﬂnﬁhﬂm
MNMMMHMNMHNM
tary all functions exercised by the follewing agencies which cre
“‘u'.“””.‘ﬂ-_-ﬂnﬂlﬂﬁhﬂtm'“'
m-hm#lﬂr'ﬂ““m'ﬂm“l-‘.

such ageneies ﬂﬂmﬂd—dm""’mm“‘"“




ﬂh”nl#ﬂﬂﬂiﬂhmlnhm#m
The Buresu of Publis Mesds of the Dopurtuent of Agriculture,
The Buresu of Alr Conmeres of the Depurtuent of Comssroe,
The United States Neritime Comalssion,

The Division of Trensportation of the Bursau of Foreiga
ﬂ”o“ﬂhhﬂ-ﬂﬂh—uﬂ.

The Interstate Commerce Commission,
mwm«mmmam.m

mwum.ﬂm-mmum
wun_n-.

(v) mm-ftthﬂme:penﬂdh
m{-}ummmmmmwmmum
sueh sgency is berehy abolished.

(o) ﬂmﬂmtmmuﬂnu ouud pmont
and official records) nlﬂll‘ﬂﬂdﬂtmnhtuﬂnhhuh-
Wumm-n:mn—murmnummuun
mmnmmtﬂ-rmmwummh
“-Immhmmimwmhﬁmuumumdm
hmummﬁlmmﬂﬂﬂlmpmlﬂ

hummumuunmnuqmtmtuu
wh“m-ﬂﬂmﬂmlmw
Mﬂfﬂllﬂlﬂm

hmuhmuﬂﬁnﬂWpﬂ-

or compensation
mwumwwhﬂﬂ-fhwﬂ-ﬂ-
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trsnaferr-d whe &0 mot slready possess o classified eivil servies statw

shell mot sequire sush status by resson of sush tressfer exgept (1) wpea

resonmendation of the Seeretary within ome year after sush personmal

have been 80 tramsferred snd certifisation withia such peried by the
Searetary to the Civil Servics Commission thet such persomnel bave served
un-ﬂtmmmm-ﬂ:-mmummm,.um
wnnmmum-munmm-umumm
Cosmission mmy preseribs.

(a) Such of the wmexpended balances of sppropristions, sveilable
mqu“muhm.nu-marmmum
Mudmwwwmmnmmu
mmmmmmmnnwmﬂm.m
wummmwn-hhunmrmuma-um
in such Executiw ordar. lﬂ“-iﬂhhn-:mihmunh!-

sue, 5. (o) ALl erders, rules, regulstions,
m-mw.-um-h--rﬂr
wmmﬂm«mm&-




m -‘hm.mmmllll N
ﬁﬂmﬁﬂ#w“ﬂwﬂw-—
tablishment, or other officer of the United States, in his offisial

espasity or in velation to the dlscharge of his offieisl duties, shell

.uuﬁr-—dih-ﬂlundwimwMuhrﬂwrﬂ-

tion effected under the previsions of this Aot but the eowrt, on metion
u#uﬂlyﬂlﬂhﬂlﬂﬂw@ﬂtﬂnhﬂnmm
m-mu—nmmu-mm. shosing the mecessity for a
:mlnlﬂlﬂldh-ﬂmu-tuwnﬂu. to ebtein & settle=
mtnfﬁ:q-iumtﬂlrﬂ.-;nnﬂth-muh-umﬂﬁ
nmmmm'mmﬂm-u-’m

(o) A1) laws relating to any agency sbolished or funetion Lrane=
Mﬂmmdmmm.u-mnmm
m-t;mum.r—uumm.ﬂ.frm.ﬂmuu-
mwﬂwumu-mm.ummﬂm

B2Ce 8. (a) mhﬂ-ﬂlmlumﬂmlm
of the Seeretary and the Presidest. Any order, affirsetive or negstive,
mﬂumm-ﬂ-mmmﬂnuﬂmum"um
thrmhdmumwmnrmummmm

wpon petition filed within

mmqanmﬂﬁlmm
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(v) A petition under this ssction shall be filed im the court
for the oircult wherein the potitiomer resides or has Ms principal

placo of businces or im the United States Cowrt of Appesls for the

| Distriot of Columsbia,

| (e) A copy of the petition shall, won filiag, be forthrith
trensmitted to the Beard by the clerk of the court and the Board shall

| thereupon certify end file in the court a transeript of the record, if
smy, wpon whish the erder complaimed of was entered.

' () Upon tramsmittal of the petition to the Board, the court

' shall have exelusive jurisdiction to affirm, modify or set aside the

' ordor complained of, 1n whele or in purt, snd if need be to erder

l further procesdings by the Board, Gyon good ceuse shows, interlecutery
rdhrmhmwmdmm"ummwum
Mumhmmmhtnimqmm
urhmdumwnmnnnn'muuumm

(o) mm-rtmnmmumu-m

t1al svidense shall be cosslusive. ln-ﬂ-nl.nhumutfth
mmnmqm-—-&ﬂm-—num-mﬂm

htﬂﬂmﬁhﬂﬂ.“i‘nnmummlm /
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tBCs 7o Thare are heveby authorised to be apprepristed out
of sny momey in the Tressury mot othervise spprepristed such suss
as may be Decsssary to earry out the provisions of this fot.

SEC, 8. The tersm "funstion® as used in this Aet means any
right, privilege, power, duly, funcilon, or Lmsumity.

378, 9. The provisioms of this Aet, except this section, see-
t}u 1, soction Z, and seotion 3, shall besoue effective sixty days

SeErePuasstasnts Previdad, Thet the President shall, 1f be finds sush

sction necessary o desirsble in the public imberast, postoons Lhe

offective dste of sny provision of this Act, axeept this segtion, see=
tion L, umz.mm:,u-mu-uhauumm
m-tmmlmmrﬂmmmmMurmnm.

.;
i |




TREASURY DEPARTMENT

INTER OFFICE COMMUNICATION

oaTt: jpril 19, 1938
To Secretary Morgenthsm

FroOM Ho L Ell'ﬂl

Holding of U, S, Govermment securities
by_the Yedoral Ressrve System

Amount Increase (4) or

Quned - —
Treasury Bills $ 707,013,000 $ 4 B9,277,000
Treasury Notes 1,179,171,000 4 18,480,000
Treasury Bonds 677,831,000 = 107,767,000
$2,564,015,000

Iote; The amount of bills owned is about 39 percent of the smount
catstanding,

EE— T P Ilﬁii-'ﬂl |““-




sonfidentisl weokly WPi Employmentd 13|
got for Publice¥lon Geries = Table 1

EMFLOYRENT ON wPA FROJECTS, BY STATE
UNITED STATES AKD TERRITOHIES

weeks Ending April 16 and April 9, 1938

(Partly Estimated - Su‘:int to HAevislon
WUmbeT OT Persons Flllglid_ Thorease !+5
wesk Ending wesk ng ar
State hpr.16,1938 Apr. 9,1938 Decrease (=)

GRAKD TOTAL 2 532 L8 C eol o e
SONTINENTAL UNITED STWTES £ .

Llabama 38,380 37,501 ai9
irizona 9,267 9,075
Lrksnses 35,955 35,612
californis = Total 766 oy, 735

Northern ’ SUHT

Sputharn llhr&ﬁﬁ h}l?j'i'l“'
Coloredo 27,732 27,519

Connecticut 21,776 21,833
Doleware 3,52 3,250
pistrict of Columbia 8,133 8,150
Floride 32,511 32,138
Georgis . Lz,398 42,533

Idsho 11,198 11,511
I1linois 199,572 199,205
Ind is ns g2,013% BA, &L
Towe 32,597 30,8504
Kansas 35,863 35727

Hentueky 52,920 £1,38,
Louisiana 31,636 31,353
ko ine 7,807 T:573
aryland 12,090 11,971
Massachusotts 106,007 106,148,

kichigan 132 848 129,901
Minnesote 59,479 57,388
?':j!:”i“ippl ;é,é;g ;é:ﬂg
Missour » »

hontane 18,6850 18,511

Hebraskn 28,318 28,255
Yevads S,EE} E;ﬁ;
liew Hempshirc 4+ 708 »

How Jersoy 91,732 89,948
leow Moxieo 10,015 10,041

New York City 157,947 156,595
New York (Exel. K.Y.C.) 53,690 55,51k
Horth Carclina g,;ég ﬂ’?z?a
Horth Dakot ' u "
thic o 219,859 218,508 L/
Cklsh 61,470 61,281
u.-:g :.Em 16,720 16,683
Ponnsylvania 226,642 296‘*“‘!3
Rhode Ialand 13,356 13,11
South Carolins 31,613 31,098
South Dakots 15,671 16,453
Tonne sses 31,739 }Eaﬂl{’
Toxas 79,663 78,086
Utah 10,190 10,3060
Varmont g 066 5,038

Virgini 23,172 22,889
i.laEi:,g::nn L6, 726 Epﬁé
West Virginia L2, TL8 .
Wisconsin &a,827 66,835
L, Tl
Wyoming L5688 .

Hawaii 2,193 2,308

&/ MR WORKS PROGRCSS ADMINISTRATION
: Division of
Resosroh, Stdtistlics and Records
April 19, 1938
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April 19, 1938

For the Secretary:

The Secretary had as guests for luncheon the following:
¥r. Eccles, Mr. Ransom, Mr. Jones, Mr. Myers, Mr. Fahey,
Mr. Taylor and Mr. Upham.

Mr. Morgenthau had arranged this luncheon for the pur-
sose of ascertaining the volume of offerings to the invest-
ment market by borrowing agencles of the Government up to
October lst. Mr. Jones, Mr. Fahey and Nr. Myers had been
requested to submit written memoranda. Mr. Myers gubmitted
the attached written memorandum and there was also the at-
tached letter from the Administrator of the United States
Housing Authorlty.

Mr. Fahey sald that the HOLC would not go to the market
at all before October lst. He explained that they have &
$49 million maturity in August but have the moneéy to meet it

and it will be paild off. i

go far as the Federal Home Loan Bank gystem 18 concerned,

there 1s & maturity in mid-summer of about $25 milllon which

they expect to refund and, in addition, they will need about

425 million of new money, prabably some time 1in Septembers

ry that $60 million would be the outside

He amssured the Secreta

figure that they would be seeking in the market before

October lst.
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Mr. Myers stated that neither the Federal Land Banks
nor the Federal Farm Mortgage Corporation will be in the
market at all. The Federal Intermediate Credit banks will
make their monthly offerings of debentures which will aggre-

gate $154 million, with §128 million to be retired during

the same perlod,or estimated new money requirements of 26

millions.

¥r. Jones sald that he was sure of needing §$175 million
for the CCC and that he would enter a guess of 300 milllion
for the RFC. For that he can go either to the Treasury or
to the market. Their needs will be influenced by the state
of the bond market. They have some 3200 to $300 million of
good bonds to sell and $125 to $150 million of PWA bonda
which are not very staple. He sald that the RFC wlll cer-
tainly need nothing before the first of July esnd they may
go through the whole year without needing any new money.

Mr. Morgenthau consulted the group present with respect
to the problem which he faces of continuing to roll over

4100 million of bills weekly or paying off perhaps $50 milllion

a week out of the funds on deposit with the Federal Reserve

banks as a result of the desterilization of £1,400 milllion

of gold. Mr. Eccles said that the Reserve System would un-

doubtedly recommend on tomorrow that the Treasury continue
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to roll over $100 million a week. Mr. Morgenthau sald that

ne diG not see how he could with a cash balance of $2% billion
justify continued borrowing of 90-day money even at an ex-
tremely low rate of interest. In addition to possible
eriticism from the H1ll and the banking community of paying
out interest needlessly, he sald that he thought adherence

to the spirit of the President 's message in which he asked

for an lnerease of excess reserves would require the

Treasury to pay off some of the maturing bills.

Mr. Eccles was of the opinion that not much would be
accomplished by increasing excess reserves as long as the
sresent policles of bank sxaminations and regulations of whaﬁ
investment banks can make are continued in effect. Governor
Mysrs, when asked to express his opinion as to whether bills
should be allowed to run off, sald that while he does not
krnow a great deal about it, his offhand judgment 1s to reduce
the weekly offering to $50 milllion.

lr. Morgenthau sald that ever since he had been herse,
he had feollowed the practlce of borrowing when he needed the

money and had never yielded to the auggaatimn.that he accumu-

late money in advance because the time for borrowing seemed

especially favorable. Mr. Taylor expressed the opinion that
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ne should continue to roll over the full {100 million each
wsek and he referred to heavy maturities in March and June,
1939. Mr. Morgenthau replied that he didn't see that the
varch and June, 1939 maturities had anything to do with
borrowlng money now or not. He agreed that so far as the

June, 1938 notes are comecerned, they should probably be

A
refunded into a maturlty of five years or longer, if possible.

The Secretary sald that he saw no polnt in desterilizing
zold in the Treasury and permitting 1t to remaln sterilized
in the Federal Heserve Board. The Praegident wanted excess
reserves created. Excess ressrves are not crested until the
money 1s spent and gets into the banks. Mr. Eccles sald
that if bills were not removed, those maturing bills held
by the Federal Reserve System would either nave to be re-
placed through the purchase of bonds or the decline in their
portfolio would offset the previous lncreases in excess

reserves. They have disposed of a good many bills during

the past week and are now faced with the necessity of buying

bonds or permitting their portfollo to be reduced, which would

subjeet them to criticlsm. ¥r. Eccles stressed the psychologi-

cal benefit which has already resulted from the desterilizatlion

of gold and the lncrease in excess reserves and was inclined
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to minimize the necesslty for paying out the reduced bill

volume. Mr. Morgenthau pointed out that it would reduce the
debt dur?ng the summer months but that the debt would un-
doubtedly rise again in the fall when it became necessary
to go to the market again for new money. Mr. Ransom advanced
the suggestion that 1t might be psychologlcally bad to permit
the debt to go down now and have to increase it again in the
fall.

ipr. Jones was of the opinion that since the RFC and some
of the other agencles are going to be spending more money
than ordire rily thls summer, the Treasury might let saome of
1ts bills run off. Mr. Eccles agreed that 1f the RFC and FCA
offset the $50 million a week drop, it might Dbe all right.
vr. Jones agreed that he would be putting out 150 million
within the next couple of weeks. Mr. Jones Was of the opinion
that the Secretary wouldn't have much difficulty explaining
his action even 1f he continued the full $100 million, but
as a matter of fact, 1t wouldn 't make much difference since
the rate is ridiculously low anywaye

Mr. Eccles thought the Secretary could justify continuing

$100 million & week and the maintenance of & high cash balance

"in anticipation of gpending." MT- Yorgenthau pointed out
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in reply that borrowing money for 90 days is not "in
enticipation of spending" because we have much more than
we could poseibly spend in the next 90 days. Mr. Jones
told the Secretery that if he even slightly preferred to
cut the weekly offering down to £50 million, he could be-
cause it doesn't make much difference anyway.

¥r. Morgenthau said that If the theory which had been
sdvanced to the President and upon which he took his actlon
was any good, 1t might result in the banks "getting mad and
lending." Mr. Eccles insisted that it 1s rot that banks
sye unwilling to lend. That 1s not the difficulty.

There was then considerable discussion of bark exam-
ination and the necessity for concentrating Federal Govemn-
ment bank examination functions in one agencys There waes
s difference of opinlon between ¥r. Morgenthau and Nr. Eccles
as to the theory of bank examinations. MNr. Eccles held to
the view that bank examiners should loosen up 1in times of

depression and tighten down in good times. Mr. Morgentheu,

an the other hand, advanced the view that standards of benk
e uniform in

soundness &s applied by bank examlners should b

good times end bad and not take into account the Dos AR

of the business cycles OT prices.
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Mr. Jones was incllined to the view that bank examiners

are excessively severe in their eriticisms of bank loans.

¥r. Eccles sald that there ‘is too much emphasis upon liquidity

and that now with the Federal Reserve in a position to re-
discount practically any asset that a bank has in its poasesa=
sion "if we.could only get the bankers to make loans and
depend upon rediscounting facilitles of the Federal Reserve

banks for liquidity", we should not have so much difficulty.

L
Enclosures




April 19, 1938

FHLEks

20 million turnover in June
25 million new money in Sept.

128 million turnover to Oct. 1
26 million new money to Oct. 1

125 million new money to Oct. 1
(to be marketed through Treasury)

175 million (?)

z00 million (Treasury or market)




DEPARTMENT OF THE INTERIOR
UNITED STATES HOUSING AUTHORITY
WASHINGTON

April 19, 1938

My dear Secretary Morgenthau:

In response to your request I am submitting an
estimate of the funds which the United States Housing
Authority will require for disbursement to the local-
jties through December 31, 1938.

These estimates are based upon the enlarged program
of earmarkings and contracts which will result in the
event that the President's recommendation for incressing
tne United States Housing Authority's program 1s enacted
by the Congress.

With such an expansion, our needs for the calendar
year 1938 will be approximately as follows:

Up to June 30, 1938 $ 25,000,000
July 1 through Sept. 30, 1938 100,000,000

Oct. 1 through Dec. 31, 1938
= TOTAL 300,000,000

The method provid s Housing 5
Act for raising such f = ?ﬁ Egggr s
anteed United States
ance with my lette:i ;g }ylnudga - s
Ti' an
TN i eafcﬁ,m blocks. It is our mﬂerst;anﬁﬁgi
( 7 also that the Treasury 1s prepared, pending the ng
1l by from time to time funds up
[ of such bonds, to advance to us L o it
I ! / to a ceiling of $25,mn,om upon interim notes to

i* 1 : ourrent disbursements.
T LA Faitnfully yours,

NATHAN ]
Administrator.
The Honorable,

The Secretary of the Treasury.




DEPARTMENT OF THE INTERIOR
UNITED STATES HOUSING AUTHORITY
WASHINGTOMN

April 19, 1938

My dear Becretary Morgenthaw

In response to your request I am submitt:
estimate of the funds which the United Etatﬂiﬁgu::nl
Authority will require for disbursement to the local-
ities through December 31, 1938.

These estimates a1 - »ased upon the enlarged program
of earmarkings and contracts i;lhb-ld.ﬁ result in the
event that the President's recommendation for increasing
the United States Housing Authority'!s program is enacted
by the Congress.

¥With such an expansion, our needs for the calendar
year 1938 will be q.uprrox:l.na{elr as followst

Up to June 30, 1938 $ 25,000,000
ough

July i thr E'Phjiﬁ'légi! 100,000,000
Oct. thr h Dec.
i rhTAL 1000,

The method provided in the United States Housing
Act for raising such funds is through the sele of guar-
anteed United States Housing Authority bonds, In zccord-
ance with my letter to you of April 9, we are anticipating
that the Treasury will handle the marieting of our bonds
for us in $50,000,000 blocks. It is our understanding

a that the Treasury 1s prepared pending the marke
u}':mh :ﬂndl, to advance to us rr:.m time to time funds up

to a celling of $25,000,000 upon interim notes to meet
current disbursements.

Faithfully yours,

NATHAN STRAUS,
Administrators

The Honorable, g 23
The Secretary of the Treasury.

Voo |




FEDERAL INTERMEDIATE CREDIT BANKS

Estimated offerings and retirements of debentures and
estimated new money requirements, April 18 to October 1, 1938

June

July
Aogust
September

Total

Estimated
offering

$ 32,750,000
27,850,000
34, 450,000
26,200,000
32,850,000

$154,100,000

Estimated
retirement

$ 26,750,000
22,850,000
26,450,000
22,200,000

29,850,000
$128,100,000

Estimated
new money

reQuiruentu
$ 6,000,000
5,000,000
8,000,000
4,000,000

3,000,000
$26, 000,000




dpril 19, 1938

iy dear lpr. President:

For your information, I am

inclosing a oopy of my letter to
Congresaman Doughton.

8inoerely yours,

The President,
The "hite House.




My decr lr, Doughtoas

Mr, Magill has told me of hls recent conversation
with you sith respest to Semator Borsh's amendment to
the Bi11l, H.R. 9682 "To provide revesus, equalise taxa-
tion, and for other purposes®. As I understend Senator
Borah's amendment, it would remove the federsl lnoome
tax sxsmption from fature obligaticns of the United
ftates snd obligations of corporatlions orgenised under
an agt of Congress.

As you know, the Presideat gontemsplates transsitting
s ssssege to the Congress im the near foture relating to

the whole subjset of reclprocal pondleeriminatory tazation
of interrst and salary peymeats pade by the Federsl Covern-
sent and by the States and their politicel subdivisions.
Senator Boreh's emsadment desls with only one phase of
this gensrsl subject, snd in ay judgment it would be
prefereble thet this important satter recelve comprehenslye
rather then such plegemsal trestasnt,

VYary truly yours,

Gecretary of the Tressury

Hom . m L- Wl
Chairmen, Vagp and Neans Committes,

House of Repressctatives.




Refersnce is mads to press statement of September 25, 1936, reaffim
ing the peliey of the United States with resard to maintaining the greatest
possible equilibrium ia the system of internatiomal exchange, for the purpese
of stabilising the exchange walue of the dollar in accordance with the
sutherity vested in the Seerstary of the Treasury under Section 10 of the
seld Reserve Act of 1934.

Refersnce 1s alse made te press statements announcing the cenditlions
under which the United States weuld buy and sell gold, and neming the
following osuntries as complying with the conditions specified, which are
inewn as memders of or adherents to the Tripertite Arresment;

Date of Prees Statesent Country

Oeteber 12, 1936 Borlend

Guvdeer 150 1 The Hetherlasds

Bovember 33, 1936 Belgimm

Novesber 22, 1936 gwitearland
entioned ceuntries only two have operated in ferelrn &=-
gives daily orders to buy snd
Hederlandsche

of the above-m

change in this market. The Bank of France

ssll francs for acoocunt of the Fremch gstabilisation Fund and De

mﬁ-uﬂhihimdv-ﬂ-'tnidlnﬂdm r-mwmm.

old in accordance with instructions of

Yhen exchange is beught oF &
pripartite Agreenent,
11add1ities of the TU.
Reserve Dank of New York as Tiseal

the Secretary has raled

members or adherents to the
8. stabilisatien

m‘“mﬂ.ﬂﬂlﬂ“ﬂl‘-‘
Mm--ﬂdwthrﬂ'ﬂ
u-t-fﬁlﬂltﬂ dtates Preasury .
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mh“ﬂ“hmdhmmm
the Feleral Reserve Bask of New Tork makes the following eatries em thelr '
bosks in the asssunt of the U. 5. Stabllisation Jusd representing its sen-
tingent 11abilitg:

Debit -« *gpesial
Spot Delivery® Bechaage Purchases Contrasted fer

Credit - "LiaMl]
B iy T P S K. . My«

Then sales are sffected the fellowing entries are
Dot - 'hf:-m'- sales for Spet Delivery - Tereiga

Oredit - "gpesial Sales for Spot Delivery - Poreign Exchange.’

Upen delivery of the exchange under the centracis the above smutries are
reversed.

Yhen purchases er sales of exchange are made, & contingent 1laMlity
1s created, inammch as the purehaser: or Seller may sot fulfill thelr
contract. While the tetal ameust of ihe purehase or sale centract is emtered
12 the abeve-mentisned sondingeat 11adility acesunts, the astusl 1iaMlity,
Hﬁ-m-mhrﬂum-qmm-n-—um, weuld o
mmm-ﬂmmmmw-unwn
‘!mmwldm-

Anether Sentingent 1iadility incurred ly She U. 5. sadilistion Fuad
ll--t:-nnmpﬂ--l-l-#”““'m“
by er sell geld wader the terms of the Tripartite Agrement. o semtiagent

11ad1ity eatries mﬂ'mm-dm-k-twm-uuh

thnmt-m-_n—u—t-m-:—umuuﬂ-—
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ofe
mh_lmtl“-h“hh““

vil]l vant te release geld o presure dellare te pay for the purshase or vill
veat fto couvert the dellare reseived inte gpold in e case of sales. Bewever,
the U. 6. Stabilisation Tund is willing to purchase gold frem or sell geld %o
the oeuntries previcusly memiiened, providing sush ireassciions arise eut of
exshange eperatiens in this mesicet as l0ug as the Serme of the Tripartite
Agresment sre ia feree.




Tear Wr. Digget
Thealr you for your lebter of April 184k,

whish ssaleses eevies of serreepemdense exchaaged
betveen the Presidmmt sad your offise.

1 appreciate yowr Wingisg ‘e my sttentisa
the decision reached by the office of the Compireller

of the Carrenay, sad I am giad %o have the full
ssrrespondense fof my reserd.
Stiacerely,
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TREASURY DEPARTMENT
COMPTROLLER OF THE CURRENCY

WASHINGTON
ADDRESS REPLY TO
.WLER oF THE CURRENCY"*

April 15, 1938

My dear Mr. Secretary:

Inmﬂuh;fumin:omﬂmuuwnfth-
letter from the Presidemt to me in commection with the
matter of the .H:ihﬂitrdhdlhhhnﬂbrlml
housing authorities for purchase by pational banks for
their cem account, and copy of my letter to the President,
advising him of the position that this of fice has taken in
the -.t‘trl'.'l.'- \




-

'Iﬂll.‘l‘ﬁ- mxg‘:

I sm adviged that the Administrator of the United
States Housing Authority has submitted for your determine-
tion a question concerning the eligibility of bonds to be
issued by local housing suthorities for purchase by national
banks for their own accoumt.
Under the United States Housing Act of 1937, the
United States Housing Authority is authorized to give finan-
cial assistance to local housing authorities in the form of
loans to assist in the development of low-rent housing proj-
ects and annual contributions or grants to agsist in the
achievement of low remtals. When a project is aided by a
subsidy, the Act limits the amount of the Federal loan to
90 per cent of the original development coet of the project,
so that the locel housing suthority must raise the remaining
10 per cent of the project cost.

It is expected that this 10 per cent local particli-
pation will be most often obtained through the sale of local
authority bonds to purchasers other than the United States
Housing Authority. It is desirsble, insofar as legally
feasible, that every potential channel for the sale and resale

in order to attract presently
gary delays in the
Act.

Your early determinatiocn of this question will be of
great assistance to the United States Housing Authority inm the
formulation and development of iis future policles.

Very sincerely yours,
(S) Franklin D. Roosevelt

Honorable Marshall Diggs,
of the Currencys




COPY

TREASURY DEPARTMENT
COMPTROLLER OF THE CURRENCY

WASHINGTON
ADDRESS REFLY TO
.-mumﬂl.l._EFl OF THE CURREMNCY"*

April 15, 1938
My dear Mr. President:

I have your letter of April 2, 1938, concerning the question
of the eligibility of bonde to be issued by I;ul housing authorities
for purchase by national banks for their own account.

Representatives of the United States Housing Authority and this
office have conferred on the matter and, as a result thereof, I am advia-
ing the Board of Governmors of the Federal Reserve System, the Federal Re-
gerve Banks, Chief National Bank Examiners, national bank examiners and
national bapks, that it is the opinion of the office of the Comptroller
of the Currency that the bonds, notes and debentures issued by publie
housing agencies under the provisions of the United States Housing Act of
1937, which represent the 10% local participation in the coet of low-rent
housing or slum-clearance projects, are eligible for purchase by naticnal
benks for their own account. This determination of the questiom presented
ip satisfactory to the United States Housing Authority and will assist the
Authority in the formulation and development of its future policies.

This office has recently been presented with a gimilar problem
in connection with losns and advances made under the provisions of Title
I of the National Housing Act Amendments of 1938 where guch loans ars
secured by liens upon real estate. In cooperation with representatives
of the Federal Housing Administration a golution has likewiese been found
for this question. The Federal Housing Administration, Chief Naticnal
Bank Examiners and national bank examiners have been advised that it is
the opinion of the office of the Comptroller of the Currency that insured
loane and advances made under Title I of the Hational Housing Act Amend-
ments of 1938 should not be clagpified as “ia;: “ht:n 1“115 zhjmt. to
the provisioms of Section 24 of the Fede parve , as amended.
in the case of the problem presented by the United States Housing Author-
ity, this determinatiom is satisfactory to the Federal Housing Adminis-
tration.

Respectfully,

(S) Marshell R. Diges

MARSHALL R. DIGGS
Acting Comptroller of the Currency

The Honorable,
The President of the Onited States

The White House

e ————————————




TREASURY DEPARTMENT
Office of the Comptroller of the
Currency

April 15, 1934,

T0 THE BANK ADDRESSED:

A question has arisen as to whether bonds, notes or debentures issued
by public housing agencies under the provisions of the United States Housing
ict of 1937, and representing the 10% local participation in the cost of
low-rent housing or slum-clearance pro jects provided by the publiec hcrusiﬂg
agency, are "marketable obligations" within the meaning of that term as used
in the seventh paragraph of Section 5136 of the Revised Statutes, as amended.
A public housing agency is defined in the United States Housing Act of 1937
as any state, county, municipality or other governmental entity or publie
body (excluding the United States Housing Authority) which is authorized to
sngage in the development or administration of low-rent housing or slum-

clearance 7o jects.

ra the Comptroller's regulations covering the purchase of investment

securities, promulgated February 15, 1936, gertain prerequisites are establish-

ed for determining whether a given gecurity is marketable. The bonds, notes,

or debentures of the public housing agencies referred to in the United States

Housing Act of 1937, differ from the usual type of investment securities

providad for in the regulations, because of certain special features attaching

thereto under the provisions of the said oct.

The United States Housing Authority mekes an annual contribution to

t f
the publie housing agency to assist in mpaintaining the low-rent character O

of
such project substentislly ndequate to nasure the serviecing and rotiring
which are held by

thes bonds, notes and debenturcs {ssued by the soid ageney,
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1peal private interests. The United States Housing Authority purchases the
notes, bonds or debentures issued in each such project in amounts up to 90%
of the cost of scquisition and development of the project. The project is
tax exempt under local law. The faith of the United States is pledged to
the payment of all annual contributions contrected for pursuant to lew, ond
there is authorized to be appropriated in each fiscal year ocut of ony money
in the Tressury not otherwise gppropriated, the amounts necessary to provide

for such paymont. -

In view of the mbove, it is the opinion of this office thatm

ponds, notes or debentures issugd by public housing agencies, and rapresent-
ing the 104 local participation in the cost of such projects, are, by

renson of the special features attaching thereto under the provisions of the
Unitod States Housing Act of 1937, "marketable obligations" within the meaning
of thrt term as used in the saventh paragraph of Se¢tion 5136 of the Revised
gtetutes s amended, and that the provisions of the Comptroller's regula-
tions covering the purchasoc of investmont securities, providing certain
prorequisites for determining whether a given sacurity is marketrble, ore

not epplicable to such bonds, notes oOr debantures.

Respectfully,
7. F. T. O'CONNOR,

Comptroller of tha Currency.




,J. P. T. O'CONNOR, COMPTROLLER OF THE CURHENCTY TODAY
ANNOUNCES THAT THE FOLLOWING LETTER HAS BEEN SENT TO ALL NiA-
TIONAL BANK EXAMINERS.

Reference is herewith made to loans and advances of credit or purchases of
gbligations representing loans and advances of credit made by national banks and
insured under the provisions of Title I of the "Wational Houeing Act Amendments
of 1938", approved February 3, 1938.

The regulations issued by Federel Housing Administration, revised and effec-
tive as of March 28, 1938, do not require national banks meking such loans or
ndvances of credit to take any gecurity therefor. It hae been brought to the
sttention of this office that national banks meking such loang or advances of
credit may desire, in most cases, to tnke security in the form of a mortgage or
deed of trust.

These insured Title I loans are based upon the character and earning powar
of the borrower and the protection afforded the bank by the insurance of such

lonns under the provisions of the National Housing Act. The regulations issued
by the Federal Housing Administration provide that loans and advances of credlt
or purchases of obligations representing loens and advances of credit in excess
of $2500 00 to any individual borrower, may be accepted for insurance only if
such loans and advances are made for the purpose of financing repairs, altera-

tions, or improvements upon or in ponnection with existing structures and have
the prior approval of the Federal Housing Administrator.

In view of tho above, you are advised that this office is of the opinion
that insured loans and advances of credit and purchases of obligations represent-
ing loans and advances of credit made under Title I of the "National Housing Act
imondments of 1938" should not be classified as real estate loans gubject to the
vrovisions of Section 24 of the Federal Reserve Act, as amended, even though
security therefor be taken by the national benk in the form of a mortgage or

deed of trust.




PLAIN
London
Dated April 19, 1938

Ree'd 2150 p. m.

Secretary of Stateg,

Washington,

324, April 19, 7 p. me

FOR TREASURY FROM BUTTERWORTH.

1, Most London newspaptrs have carried an editorlial
during the past few days entitled PRIMING THE PUMP, These
comments add 1ittle to that reported in paragraph two my
307, April 13, © P. M. The city likewlse takes the view
that something had to be done and that government spending
will certainly halt the decling and produce an upturn in
activity but it would agree with the DAILY TELEGRAPH that

"The ultimate succeas of the new proposals will be

dst:rwincd by the readineas of the President and the

business community to composE thelr unhapp¥ quarrels”

Since British stock holdings in America will be favorably

affected and since 1t i1 the American not the Eriﬁiuh

debt structure that will be increased the clty weElcomES

the improvement which an gxpansionist policy may bring;

one section of 1t hopes to sell before a decline should

he more thoughtful glement would agree with

develop but © e




2-#324, From London, April 19, 7p.m,

the MANCHESTER GUARDIAN that "It is devoutly to be hoped

he rest
not only for the sake of the United States but for that of/

of the world which economically is so closely bound up

with 1t that Mr, Rooszevelt's efforts will not be in vain,"

2, The British overseas trade returns for March and
for the first quarter of 1938 reflect on the one hand
continued abnormal demand for rearmament materials though
at a slowing rate of increase and on the other an acceElerat-
ing deterioration in purchasing power for consumers goods
in export markets, The slowing in the rate of increase in
imports was due not only to the deelining purchases of
such products as textile materials for the increasingly
depressed cotton wool and jute et cetera industries but
also to a less rapld increase in imports of actual defEnse
materials., Furthermore the relmposition of higher duties
on iron and steel from April 1 with the British iron and

stéel industries now sufficient capaclty to meet practlical-

1y all of the demand could be expected further to accentuate

this trend, However the first quarter of 1938 supplles

no sure basis for predicting the immediate future of British

g of the wholeE NEW get of influences

which

ovErseas trade DEcAaus




3-#324, From London, April 19, Tp.m,

which have now entered into the domestic and the inter=-
national situations, The announced speed-up of British
rearmament, the changed éituation in France, the Anglo-
tnlian ogreement and expectations of some improvement
in the United States will all influence the future trend.
These new influences point to a continued though probably
more groadunl inerense in imports ond to a problematical and
probably somevhat delayed increase in gxporta which 1f 1t
eventuates may or may not be sufficlent to offset the
growth in imports and nold the adverse trade balance in
the neighborhood of last year's figure, Contrary to the
market's expectations the dollar has been bld today on
covering, The volume of trading has been small in both
franes end dollars, The French control has held the

rote bEtWEﬁn 158.15 -25. Incidentally coin quotations

are moving towards melting valuee.

EENHEDY




H.M.Jr:

George
Haas:

H.M.Jr:
H:

H.M.Jr:

April 19, 1938.
3:03 p.m.

George.

Yes.
You got a pencil?
Yes sir.

Well, I want you to make the following your
Number One study program.

Yes sir.
I'm telling the same thing to White.
Th huh.

If the program, as outlined in the President's
message to Congress .....

Yeah.
.v.. Should fail to cateh ....
Yeah.
... what should I recommend...

Yeah.
..+ 88 Becretary of the Treasury...

Yeah.
to take its place? And - see?

Uh huh.

I want that as Number One.
Yeah.

0. K?

Yeah, I've got.it.




H.M.JT? All right.

H: On this other point you talked to me yesterd
I'1ll be ready in a little while on thit. S

H.M.Jr: What's that?

H: You know you asked about things that, ah, we
thought we should be working on it more.

H.M.Jr: Oh yes.

I think there's a real point there that, ah ....

Well, this is mumber one.

Yeah. 0. K.

Number one.

We'll go on this. Bay, Mr. Secretary.
I didn't hear you, George.

Ah, Mr. Secretary, on your bill proposition.
Yeah.

Ah, we were working on another alternative.
0. K.

Ah +..s

You can let me know.

If it - if it shows up anything I'1l send it out
if you want it tonight.

0. K.
0. K. Fine.




PARTIAL PARAPHRASE OF TELEGRAM RECEIVED
FROM; American Embassy, Paris, France
DATE; April 19, 1938, 4 p.m.

NO.: 622

FROK COCHRAN,

This morning I called at the Bank of France. The
French stabilization fund at the opening of business this
morning contained in gold and foreign exchange 3,577,000,000
francg. The control allowed the sterling rate to move
from 158.10 to around 20 and 35. Confidential information
has come to me that it is not likely to te the immediate
policy of the control to permit the franc to gtrengthen
much beyond this point. In part the reason for this deci-
sion is the influence in the steering committee, the Cab-
inet, of Ministers Reynaud and Patenotre, who believe
that as cheap a franc as that represented by current rates
ig needed by France. Therefore, if present tendencies
continue to prevail, the French contrel should be able to
acquire important amounts of foreign exchange and gold.

Traders were much encouraged by practical termination

over the Easter holidays of the gerious ctrike in the Paris

metallurgical industries. Rentes are up arcund one and

one=half francs. The fixation against gterling is at &

discount of only about two and five-eighths for three

months. Guaranty Trust acting for French control had

acquired
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acquired $950,000 by 3:30 thie afternoon at from 31.585
to 31.8135. Traders noted, however, that there was some

short covering in dollars here by banks which had gone short

last week, namely, Indo-Chine and Lazard. Swedish frano,

belga and to a lesser extent Dutch florin have all weakened
against the frano todays French optimiam ghould recover
further when French control begins to draw gold to France.

Political developments should also help the general
gsituation, bankers stressing the importance of the coming
visit of French statesmen to London, the negotiation of
a Franco-Italian treaty and the prospects for Anglo—-German
rapprochement.

Today at the time I visited Pennachio of the Bank of
Italy, he was not happy over the apparent inclination of
the French to attempt to do some sharp bargaining with
Italy in the political negotiations. With reference to
my telegrams No. 436 of March 19 and No. 538 of April 5:
According to Pennachio, this sort of tactlcs on the part

of France had made diffioult the trade negotiations between

France and Italy. He said that he felt Italy has been

quite reasonable in 1ts negotiations with the British, and

that the best all around results would be achieved if

only dealings of a similarly generous character would be

purllttad by France.
Re my




--E_

Re my telegram No. 568 of April 8 containing Spanish
gold report. Oonfidential info¥mation has now come to me
that one of the last things Blum did as Premier was to try
to free the Mont de Marsan Spanish gold to the authorities
of the Spanigh Republic. When he could not get Governor
Fournier of the Bank of France to release the gold, Blum
had the Council of the Bank vote on the question, which was
defeated by a vote of 8 to 7. This defeat was brought about
in spite of the influence of Jouhaux as a member of the board,
and notwithstanding the orders i% is understood were given
by the Government to its board officials %o vote for the
proposal. Blum's proposal having failed, Governor Fournier
was notified at half-past three on the eighth of April that
he was to appear in court at five o'clock that same evening
to defend his position on the Spanish gold; this was the
night of the same day on whioh the Blum Government fell.
The court continued until the eleventh of April discussion
of the cage. The Republican Spanish Government's lawyer

presented a letter in which Labeyrie, former Bank of France

Governor, had undertaken to make available %0 the Spanish
ney might ask for it all
On the

Republican authorities whenever t

or any part of the gpanish gold at Mont de Marsal.

thirteenth of April the court gave & decision to the effect

that in the premises it was incompetent to pass judgment.

Therefore & higher court will have to consider the case,

and
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and more time for preparation of its defemse will be

available to the Bank of France.
END OF MESSAGE.
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