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!FEO£ftAL lltCARVC eAH.C 

OP N&W YORK 

DATE .t@'t1 •• 11 .. 

sua.Jcc:n.__:tllo~~~~ ~GII~a~e~CI~•!!•~·~·~·~.,~~~OI~!'a~a~ 

•· Daollo • - ---

I o.UM .... BoUoe o• 10100 •• a. 'odiiF• Wo dla•a ... 

a ared aaay \hiDe•• Aa l'tll•l"d• 111Yor I wl4 ia1a there wao aet:ltJac 

... 1D \bo ll•uUOD \bat I a" of. fttll "liP-' to Ollll" ... opeU., 

PIOI.._ BoUoe ... ..., ... \bo S.,nHl• '""&11 .. 1D auoopo tha• Cloqnea 

1 po1D'o4 oat that Coql'!aa bM a~or "- a 

h1.e4 of • 11a wq •• thd \bo fool1Da hon ..... \o b# Vld 'Manu 

woald 10 al ... bd aiabt OODOolftblT iadft OD ~ tho ftalfa 

Ia illnpo lolMil ~b' thoro waa a • ...,. autro4 foo'l ''II of 

po .. 1111• u '- •bo ape41Da PI'OI.._ aa4 DO ooanouoa •• all ~a• 

1t ..,u14 aU1aatol:t br1DJ abad a na1 iapNYe•• of lladnooa. 

... .acll iatoron .. 1a ._ ... ••-. tho 

I aeuoe .. ~o ooet1Dao4 lb1po• of aol4 fl"ool Jape. 

u• \b01"e1a a dp \bat Jqaa wu btJ1.Drl1DI to foel Ulo p1aob. 

' I aa4o Hfoi"'Doo M -'bo two ,.14 aoeo•t• wb1Cib n baYo 'lll\b tho Belr 

of al(laa4, Aooo•t A ea4 ••-• B, ... npla1Do4 ~ ~o ClllOniOD 

bacl HOeU)' boe rlio .. boH wbftbor 1D oaaoo ot oaloo by •• of ftltrlllll 

•• -lcl ooe•en aol4 f- Mtll aeu•••· Boltoa ropl1o4 Ulla •b• 

._. .. ao '- do Ill•• •• " pl•Md. 1 opeko of \bo ,,_. • aold 

oosa wb1e aoooNSac '- ruld ...,."• t- 111 .. ,. "' an•ol~ 

d1Nppouial• BolMa a hfsM tba t .. a U.o tlt.io ,,__ 11M 

....-.. alMn 1 ,_ .. , •• ocUftl_. ._ a a•l4 p~ .. ot IIIMn 1•• 

P• -... leU ..sa UC ..._ ~ ott ... 1a lm'aa "' ,,.._., 
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,..OI:"AL ltll-.. ltYC BANK 

~ H&W YO M 

·- 2 

DATE Afl'll 10, 11 •• 

SU&JKCT· t&lnOII COIYIIIAIIO. lltl 

••n or IIQLAIQ. -·-
Ylllllllala, loll•acl, ltd.tHI'lUI4, Belcl•1 C.a .. (U..' '10/«1 lllllloa 

dallua wol'tll) aacl Cllllh nca~ al• "r BrUle Ill4la. tho•• ati"'-.­

npplloa had , ... ,17 aerhcl •• • ••••••• • tllo aanw ••• tbo 

pnlll• bacl taaded to ,., a-.... Wlth a •ltnaaUal lapNYIIIIII\ la 

\ha aUunloa ot ~oa tblltl laP \0 Nelli~ had a'b•fted b.r tu tho 

lal"'ln -t ot tbo •PJ171 Ula plotun hacl abeDie4 ao that \oclq 

aold eo1Da 1D Parla were alaon ottued not wUh a prllll• 1D Loa~ 

aocl Mahrdu ot boa 1 \o 1 1/1 pu oct. tho pl'lD~pal ._., na 

DVW oo.illl tro. a&JOpMil l'allaaMI tlbo WOIIl.d Ord1Da1'117 Pll' tbell' 

-• llato dollar• but Wll'l aow 1Dol1De4 to 10 1Dto pl4 oo1D. •• 

tho BUlle ot ~leacl tlltiJ' ucl b- •ud;r1.Dc thla pJOtll• tor ..., -tha 

and toclq tbq •oro toallaa ••r.r RI'ODI 1D tbelr cllleppnnl ot •HF 

blah pl'lllla it tor ao otllu ••- tbala Ulat U led \0 tbo rlltl ,.,1111q~ 

'heir aol4 at low pno•• ucl Ulo poor at hlch. BolteD alked e.tbll' 

tha &old \o 'be 4onii'1UMCl tr.r Ollr troa~ WOIIld. atM»w 1D tho le411'el 

..... .,.. tlproa aa4 I oxplahed tlla cl•aUa. 

I eCIIIlre4 a'bolat tbo lreacll lltuatloa eel tllo -..:r bo tel' 

about u. Boltoa nplle4 \hat ,_._all.r bo tbollaht Ula ll'aDib bad 

tumacl tho corau at lan but that tbtr wan oot •• .ret oa t ho •• 

arado. tba aow Pl'laa llala\or •• bl&blJ napa.ted at bolla •• ..... 

\0 -.Jcr.r tho -n'••• or •n hoe : =. •.ua•r Ulla ODDt14eN 

... _,l.tel.r a-•tne4 rella..S \o " .... 11111ltlll• tho _.., 

...... l .. el.r -.14 .......... - ... ...... .. .... , ,..,,la ta 
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DAn MIS,l •• liPs 

SuaJacn II' I'll CDIV P@IGI 11!11 ..... -·-
1aent ._. • ••·•·• M tl tm ... , .. t.• •• __, ..Uif' IW 

tala M ll ... Uletr _., allndo u a n•U u. .. w .._a ...U 

"' m4td •n.4 et ~H.U•• l ..., ... ., ..._, ..S.M peaalli!T 

..... .,.~ pnrcn. w -... eeetai .,.. • a r •• -.. u . ..,.,... 

4o heM -at.Unllle IM4. -.1. ........ ._ 111rM wUII ~· 
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HM 

Stcrctary of Statt, 

Washington. 

325, April 20, 6 p. m. 

FOR TREASURY FROM BUTTERVTORTH. 

GRAY 

London 

DatEd April 201 1938 

Rtc'd 2 :01 p. m. 

One . What rEply should I makt to thE inquiry 

transmitted in paragraph ont my 298 April 11 , 7 p. m. ? 

Two. T~~ dollar has beEn bid all day. Various 

Explanations arc bti ng bandEd about thE markEt it bting 

particularly emphasized that with gold a t o substantial 

prEmium thE main sourct of supply of dollars is rcmovtdo 

Thtrt arc also rumors of JapanEse buying after NEW York 

optncd. ThE French control t ook sttrling at 158. 20• 22 

most of tht day but thE amount was small. Towards thE 

closE thE franc bccomt offcrcd, tht control supplying 

sttrling at 158. 32 . 

KENNEDY 

CSB 

4 

Regraded Uclassified



Hll 

SECrEtary Of StatE, 

Washington. 

• 

626, April 20, 5 p .m. 

FROM COCHRAl' . 

ORAY 

Paris 

DatEd April 20, 19~ 

REc 1 d 2:15 p 0 m0 

Parill ExchangE markEt activE today with control 

apparEntly acquiring good amount of stErling. Dollar 

not so much offErEd and by 3 :30 p. m. Guaranty had ac­

quirEd only 400.,000 for thE control. Bank of Indo-China 

conti nUES to buy dollars prEsumably to covEr short position, 

Acting as thE FrEnch control Guaranty today sold stErling 

aga~nst bElgas sino£ FrEnch railways havE to mEl t 

50, 000, 000 btlga maturity. Guaranty sucCEEdEd in obtain­

ing ovEr 20, 000, 000 of thE rEqulrEd amount , providEd 

principall! by Credit Lyonnals acting for BElgian ba~ng 

syndicatE. 

Following yEstErday ' s boom when all offErs for shares 

could not bE supplied, and influtnotd by Wall Street1 a 

ExamplE or last night, Paris BoursE today rEaCtEd, with 

IntErnationals particularly wEak, EXcEptlng gold sharEie 

Prmob 

5 

Regraded Uclassified



• 

- 2- #626, April 20, 5 p. m. from Paria 

French banktrs stat£ that customErs including thoa£ 

in thE provincta arE sElling forEign ExchangE; somE of 

thEir franc dEposits arE i ncrEasing but most of procEtda 

usEd for invEsting in stocks or Frtnoh rtnt Es . DEmand 

for national dEfEnsE bonds continuEs activE. PrEss 

intimatEs that bEcaus E of txtEnt to which Trtasury is 

now rEctiving aub~cr1pt1ons and r En EWals to its sEcuri• 

tiEs , thE Govt rnMtnt i s not oblig Ed to hastEn to usE ita 

spEcial powEr s to borrow furthEr at thE Bank of Franot 

or opEn thE nEw public loan and that constquEntly no 

announc emEnt s on t hESE two points followEd today1 s 

CabinEt mEEt ing. OnE Paris AmErican Bank tElls mt that 

its customErs who havE invEstmtnts in thE UnitEd St atts 
. 

arE mostly EStatES or big holdErs who do not alttr thEir 

portfolios frEquEntly and art taking no action in prEsEnt 

circumstancEs. This bank' s cliEnts who flEd from thE 

franc bought sttrling almos t EXcl usivEly and arE now 

bEginning somE liquidation. Gol d ooino, largE Frtnch 

bank not Es and forEign papEr currEncy art coming onto tht 

markEt e:vidtnc1Dg dishoarding. 

WILSON 

CSB 

6 
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April 20 , 19S8 

For the Secretary: 

Duffield told me today that in writing the story which 

appears in The Wall street Journal this• morning on the possi­

ble usa of destaril1zed gold for retiring Treasury billa, he 

talked with several people at the Federal Reserve Board. He 

- -aaid he talked ~h·two members or the Board, Mr. Davis and 

Wr. Szymczak, but that Davis was of no help at all and 

Szymczak very l ittle . He talked to Larry Clayton, Assistant 

to the Chairman, and learned that Clayton agrees with the 

Treasury viewpoint that some bills should be permitted to 

run off weekly . 

His major discussion was with Elliott Thurston, Spacia l 

Assistant to the Chairman , who reviewed the whole series of 

steps leading up to the present situation. He congratulated 

Duffield on h is previous story which had revealed t h e possi­

bility of some bills being allowed to run off . Thurston 

referred to this oarlior story as const ruct ive and helpful 1n 

t hat it had served as a warning to t ho financial community and 

had stirred up those persons and groups wh ich opposed using 

the desteril i zed gold to pay ott billa . 

7 
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Later 1n the day after the 11 o'clock meeting 1n the 

Secretary ' s office with the Executive Comaittee or the Open 

Market Collllllittee of the Pederal Reserve Board 1n wh ich the 

Secretary had referred to the Duffield atory and intimated 

that he must have talked with someone , Mr. Duffield wa• 

requested by Mr. Tbureton to inform the Secretary that he 

had not talked with Ch&irman Ecclea and that he had not 

discussed the subject of deaterilized gold with Kr. Tbureton . 

Mr . Duffield told Mr. Thurston that while he couldn't under­

stand the reason for Chairman Eccles' request, he would be 

glad to convey the message to Secretary Morgenthau that he 

had not talked to Chairman Eccles. Later, Chairman Ecclee 

informed Secretary Korgeotbau over the telephone that Outfield 

bad agreed to report to the Secretary t hat he had not talked 

to him or any other Board member or to Thurston . 

Upm 

8 
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RE FINANCING PLANS April 20, 19J8. 
10: 45 a.m . 

Present: 

H.r.I.Jr: 

Bell: 

a . u .Jr: 

lo!r. Taylor 
llr. Bell 
lo!r. Haas 
Ur. Wbite 
llr . Gaston 
'"r . Lochhead 
ltr . Upb.am 
lolr. Seltzer 
lo!r . Harris 

Well, listen, a l l you goddam experts . 

hconomic experts . 

I •ve spent 40 minutes witb. tb.e President, JO of it 
on tb.is subject, and I gave bim everytbing that I 
had, plus Duffield ' s story in today ' s Wall Street 
Journal, wb.icb I tb.ought was very good, plus the 
article in the Tribune and the Times, so be had 
all of those, the background . I told him that the 
Federal Reserve o~med 700 million dollars of the 
billion 800 million dollars worth of bills 
outstanding , that we have four a lternatives of 
what we could do ; t ha t ~ recommendation was that 
we onl.y borrow 50 million a week from now on of 
bills because I tbougbt that tbat carried out tbe 
spirit of his message, but I wanted to explain bow 
I arrived at it; that if we did nothing, between 
now and tbe 15th of June, Bell informed me that 
JOO million dollars worth of gold would go to work; 
tha t it was Just a question how fast be wanted this 
thing to go . And I said tha t the Federal Reserve 
found themselves in a very embarrassing situation, 
because since Saturday morning through las t night 
they bad sold a hundred million doll ars worth or 
bonds, had to replace them with bills, it was 
extremely difficult, and tb.a t they migbt find 
themselves 1n the position where they would have 
to let that portfolio run off, wbich in a sense 
would offset what we did, that is, it would decrease 
the reserves; but that tbe depositing of a billion 
dollars wor th of gold was lo!r . Eccles• plan, he'd 
been advocating it for two or three months, end as 
far as I know the difficult situation which we now 
found ourselves in had never been r aised by them. 
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ihe President sai d, "When I last saw Ur . Eccles 
last week, he never pointed this out to me.• 

So I said, "Well, it ' s just a question, Kr. 
President - I 1ve tried to do everything that's 
mentioned in your speech just as promptly and 
as cheerfully a s possible . I think I have done 
it.• 

He said, •You have." 

"Now,• I said, " i t 1s a question of who ' s going to 
find themselves in an embarrassing situation, the 
Treasury or the Federal Reserve." I said, "I ' d 
rather have it be the Federal Reserve . • 

10 

Welli he thought this thing over pret ty carefull y. 
And said another t hing . I said, "The inflation 
s pirit has not caught on, and if the Treasury 
hesitates and flutters at this time, why, it may 
just add to the difficulties and make people think, 
1 \Vell, the Treasury isn't so sure about this 
program . • n 

And then I told him what I had in mind, which is 
for you fellows only . I mean 1 1m not going to 
tell the Fed this a t this time - that .&. wanted 
to make an offering in June for the September 
note holders, so that September will be completely 
blank, and a t that time we could, if we wanted to, 
go out for about a billion dollars worth of new 
money 1 

in order to get ready for the money when it 
di d go out and also for the big March maturity. 
But I don't want to tell it outside the Treasury. 
That would leave us completely free . 

Then the President said, •Well, I don't know whether 
this makes sense, but couldn't you sell a 20-yesr 
2i bond which would be callable any time by the 
Treasury after five years, and advertise it as a 
bond for widows, orphans end trustees?" So I told 
him about the Farm Credit bond which had a 20-year 
spread; that it was perfectly possible and we1 d 
study it. 

And I tried my best to tell him everything that 
Burgess talked about last night. I told him that 
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everybody was • agin" me but I felt that this wes 
the way to do it, in view of his message; now it 
was up t o him. And especiall.y in view of the fact 
that somebody in the Federal Reserve has been talk­
ing, and talking plenty. They certainly gave 
Outfield an earfUl, didn't they? 

(Nods yes) 

And I said, "Now, Mr. President, I can't guarantee 
it, but if this idea works of building up these 
balances in the Federal Reserve and the pressure 
becomes bard enough, it ' s possible that it may 
start these fellows investing." 

•Now, • I said, •New York Edison announced late 
l ast night they're going to get out a 60 million 
dollar issue . • 

I said, • To show you how hungry they're going to 
be, Mr. Burgess said to me, •~o you suppose it 
would be all r ight for the Federal Reserve to buy 
some of Jesse Jones ' Commodity. Credit bi lls? • He 
said, •Do you think as a central bank we can own 
them?• I said, ' I don't think so . Of course, if 
you want to do what the Bank of llexico did - that ' s 
what they did.' He said, •Well, I'm Just looking 
around . Nhat we going to put our ooney in? •• 

So I said, "If this idea of piling this stuff up 
to make them so hungry the t they 1 ll go out and 
invest and put the money to work - why then, the 
quicker we do it the better." 

I tried to be fair in presenting it, see? 

I think that ' s a fair statement. 

What? 

I think that's a fair statement. 

IVtlat? !:.specially inasmuch as he had Duffield 's 
article, the Tribune article, and the New York 
Times article . I t ook them al l over. Huh? Is 
t hat a fair •••• 
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I think it is. 

Huh? And I e.xplained t o b.1a tba t we1 d bave to go 
t o the market twice between now and Septeaber, 
because these things are only 90-day; so we 'd bave 
.to go to market twice. And tbat my great reluctance 
to spend taxpayers' money, even tho~~h it was very 
little, i n the form of interest on borrowed money 
that I had no use for - I said, "It just goes against 
my grain and everything else." 

So the long and short of it, after a full JO minutes -
he's taken plenty of time to think and plenty of 
time t o read - that I'm not going to kid around with 
tbe Open llarket Committee, I ' m just going to tell 
them that this is what the President and myself -
this is what we ' re going to do . 

Tbat•s 50 million a week. 

Yes . 

And r etiring 

Well, we offer 50 million a week instead of 100 . 

Retire 100. 

The 50 million really meets the 9-montbs coming due . 

9-months co=tng due? 

Meets the 9-months coming due . 

No, no, we started rolling over the 2Jd of March, 
I think. 1 

Well .• . . 

Well , it doesn' t make &Of difference. There' s a 
90-day and a 9-month bill maturing. 

Isn't t ha t what i t is? 

Yes, that's right . 

What? 90-day and 9-months, and we ' re offering 100 
million t o meet those two . 
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Present time, yes. 

And what I'm saying is that we'll offer SO million a week, so there will be 50 m1111on a week which will mature. Rub? 

That ' s right. 

Now, the discussion that - the thing we ought to spend the time on with-these boys : "Bow here's the problem. Wha t the hell you going·to do about it?" I mean I never kid with you people . Once I ' ve made up my mind, there's no use taking your time - "What 
do you think of this?• and all the r est of it, when it's already decided. I've never done tHat. If I ask people's advice, I ask their advice with my mind open. As long as I •ve made up my mind, no use kidding . I 1 ve never done tba t with my own crowd . 
Do you (Taylor) think from what I said it sounds fair ? 

(Nods yes ) 

Certainly reading hiJI all that stuff gives b1JD the background, because Duffield did a very fine job. 

"bought you gave him everything you could give him . 
Tbe last paragraph in the announcement of the original sterilization program lll&de that statement. 
Incidentally, the Times referred to that. 

•This will be accomplished by the sale of additional public debt obligations, the proceeds or which will be used for the purchase of gold, and by the purchase or redemption of outstanding obligations in case of a movement in the reverse direction. • 

They refer t o that as an implied promise, though. 

Of course, the movement isn' t in a r everse direction. 
Gold in a r everse direction. 

Anc1 while we ' re on this thlng, another thing I told the President, a lso extra extra confidential, was 
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that one Sumner Welles and one Herbert Feis came 
over here begging me t o Jiggl e the price of silver 
the next couple day s , to help them in their deal 
with Mexico, and I refused point blank to do it. 
I s aid silver was str ong in London, I Just wasn't 
going to do it. So he said Senator Pittman didn't 
care about tbe world pri ce of silver. I said, "All 
right, you get Senator Pittman to make a speech on 
the floor of the Senate that he doesn't care about 
the wor ld price of silver and I 1ll pr omise that when 
the newspapermen come around t o see Gaston he ' ll say, 
' Wel l , if Pittman doesn't care about the world price 
of silver, it ' s all right with the Treasury. ' " 

So I said , "How does the President reel about it? 
You better ask him . You tell the Presi dent for me 
I ' m no t going to jiggle the pri ce of silver. But 
if Senator Pittman makes a speech on the f loor of 
the Sena t e saying it ' s entirely up to Congress -
if they don't care, they'll r evoke the law - wby, 
we •ll carry out the law and s top buying . Now, if 
that ' s t he way you want t o do it, O.K., but it ' s up 
to you and Senat or Pittman.• 

"But,• I saia, "I won't call t hem." But I refused -
oh, it start ed - "make it half a cent. " I said, 
"I won' t make it an eighth of s c ent.• I said, 
"It ' s t he silli est thing . I just wouldn't do it . • 

Oh, have you {Gaston) been reporting the receipt or 
the l etters on that sub ject t o the boss? 

un silver? Haven't seen any . 

Well , you answer them, then send me what you have 
answered. 

Well, somebody ups t airs nas answered t hem - just a 
perfunctory acknowledgment, I guess . I haven't 
seen them. 

After the firs t - about three days, they 've been a 
hundred percent opposed to what we did. 

They were? Wel l, l et Mrs. -I 'd 
synopsis of it- I mean a • • •• 

{Nods yes) 

Eccles and all of them . 

like to have a 
Against us? 

B.M.Jr: Yes. 
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OPEN MARKET WEETINO Apr il 20, 1938. 
ll: 00 a..JII , 

Present: 

H.M.Jr: 

Burgess : 

H.r.t.Jr: 

Bell: 

Eccles: 

Bell : 

Mr . Taylor 
llr . Bell 
llr. Haas 
llr . White 
llr. Gaston 
lilr . Lochhead 
llr. Upham 
Kr. Seltzer 
J.lr. Barris 
llr . Eccles 
Mr. Harrison 
Mr. Burgess 
llr. Williams 
ll.r. Szymczak 
lir. Piser 
J.lr . Davis 
Mr . OoldenNeiser 
llr . ~>inclair 

• 

Do you gentlemen want to know wbat the budget picture 
is from now until October 1, or have you already bad 
it? I mean has it been transmitted to you? 

I think we 'd like t o have it again, as far as I 1m 
concerned. 

All right. 

Nell , this picture contemplates retiring 250 mill ion 
dollars of Treasury bill s in June. Those are the 
special t a.x bills. Present indications are that 
we ' ll go out of April with two billion two, out of 
llay with two billion 80, June one billion 930, 
J uly one 750, and August one 600, September one 650, 
going into October with one billion 650 mill ion 
dollars • . Carrying toot on through until the end 
of the year , we'd go out of December with a billion 
180 million, no more bills being r etired other than 
250 1n June. 

If you didn' t retire the bills in June, that is, it 
you put out tax bills again tor December, then before 
you go - you'd go into the end of the year with 
nearly a billion and a half, wouldn ' t you? 

That ' s right, a billion four plus . 
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When I 1ve met with you gentlemen befor e, I ' ve always 
told you that =Y mind has been open, and we•ve talked 
the thing over together . So, in order to be entirely 
fair and frank with you people, I want to explain to 
you gentlemen that I had a long talk with the President 
this morning and went over the whole sitQ&tion With him 
to find out what his wishes wer e in this matter. It's 
a question of carrying out the program as laid down in 
his message to Congr ess and his radio t alk. I tried 
to be as fair as possible in giving all sides of tha 
question and pointing out the difficulties a.nd every­
thing else, also =Y own r ecommendation if he wanted 
the th.ing carried out properly. And the r esult of 
that t alk this morning - he and I ::::::. 
part of the Treasury that we ' d let 50 aill ion dollar 
a week run off. And as I say, I have never - I 
thought Just in fairness I shouldn't ask you to 
advise me, having made up my mind . And that was 
the decision which was made this morning. 

Tha t would be indefinitely . That would take you 
on through June. See , in June you ' ll have 150 fall 
due commencing on the 22d . 

Well, I was - I didn 1 t go b eyond that; I was t alking 
from now until the 15th of June. 

You were figur ing While you had a hundred million 
of bills a week tha t you'd pay off half of them. 

Pay off nalf of t hem . And that would take us 
through until the 15th of June. I can' t think 
beyond that . I mean we ' d have to r econsider in 
light of whatever our June financing was going to 
be . 

(Harrison comes in) 

We discussed the ma tter yesterday from various 
angles and are all a greed that the problem it 
presents to both the Treasury and ourselves is 
that if anything is paid off it means that the 
Reserve System will g et cash, of course, in lieu 
of bills and thus would r educe its portfolio to 
the extent of those bills unless it goes into the 
market to replace them; now, the problem i s , i f you 
pay 50 million of bills off, i s it going to be 
possible to replace those bills? Where can you 
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go to replace them? 

It would do another thing. To the extent thn t any 
bills a re paid off, it will naturally affect the 
Government bond market to the e )f,tent that they'll 
go up higher. Now, the question is, should there 
be any effort to keep t hem from going just as high 
as they want to go, with the l ater expectati on, 
of course, that there may be another adjustment. 
That, of course, is in the future . To the extent 
tha t anything is paid off, i t does mean a stronger 
bond market, a bond market less easy to keep from 
going up rapidly, and it also seems t o me to put the 
Reserve in a position where lt m.ight have to let some 
of its portfolio run off to the extent of the amount 
of Just the bills paid; in other words, don ' t r eplace 
the bills thht are paid off. 

Now, tha t raises this question, however . If you let 
t he portfolio run off, of course, in our explanation -
we ' d ha ve to make one - the only explanation we could 
make NOuld be that we 're not selling anything, i t is 
mer~ly a case of the Treasury paying - reducing its 
debt, and to the extent that we hold bills that they 
are paying , we are not r eplacing them, b ecause it is 
pr actically impossible to replace them in the market 
due to the scarcity of the bills. 

Well , as I say, that's the problem that you're faced 
wi th, and that ' s the problem, end that ' s the result of 
this .••• 

Well , that ' s the way we could meet it, l et some of t he 
portfolio run off: 

In other words, we ' ll decrease the excess reser ves 
by t hat amount after having increased them, turn 
right around. 

Your responsi bility. And as I said , people that have 
been NOrking four months to have us r elease this 
billion dollars worth of gold - nobody raised the 
trouble it would make in handling this situation, 
and this is what they wanted . Now we 've got it, and 
it' s just a ~uestion of who ' s going to have the 
t r oubles , the Treasury or the Federal Reserve. Now, 
t his has been going on f or months, and for months 
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it's been advocated that a billion dollars worth 
of gold be desterilized. Well, it was a bill ion 
four - doesn't make much difference - and now we•re 
plump up against this thing and nobody ' s though't it 
tb.rough • 

It's the decrease in the reserve requirements that's 
putting the strength in this bond market. You've got 
this 750 million throughout the country, and your 
pressure on the bond market is the decrease in the 
reserve requirements. or course, it is something . 
that none or us wanted, but it was made a part of 
the program alld there wean' t a nything else to be · 
done about it . If it were merely a question of 
desteril i zing a billion of gold, it would be a very 
different problem than desterili zing a billion four 
of gold and decreasing reserve requirements by 750 
mill.ion. That gives you two billion 150 million and 
not a bill.ion, which makes a very different problem . 

Well, the Federal Reserve Board recommended it. 

We d.1dn 1 t recommend it. 

Ob yes, you're on public record. 

Well, we did it, but we didn ' t recommend it. Nobody 
took action to r ecommend it. 

Well then - I haven't got the President's speech, 
but I •..• 

Well, isn't it perfectly idle to argue about who did 
this and why this fellow did that and whose respon­
sibility it is? I mean we 1 ve got a problem and we•re 
both of us interested in the state of the Government 
bond market in the future, and that ' s the angle that 
bothers us over there, Henry, I'd say . I mean I'm 
not interested, and I don't think you are, to follow 
through who was responsible for this or that or the 
other. 

Well, I think it ' s pretty important, because I don't 
know what•s going to happen next. 

Well, we're Jointly interested in the state of the 
bond market. 
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I don ' t know what the r ecolll.lllendation is next. The 
next one I 1 ve already heard - and I don • t know where 
this one comes from and I don ' t get a chance - is, 
how about taking another billion dol lars out of the 
Stabilization Fund . 

Well, of course, I n~ver heard anything about that. 

Well, they start in- tha t one's already started, 
and so it does become a matter of responsibility 
and interes t when these things - they keep working, 
burrowing, «orking , then suddenly you're f aced with 
this thing and everybody says, •Oh my God, whst are 
we going to do about it?• 

Well, the decision has been made on this matter. 
I aon1 t know that there is anything for us to discuss. 

\'/ell, it ' s this -there is this to discuss. I mean 
the Executive ~olll.lllittee of the Open Market Committee 
is here and you people own a quarter of a bil lion 
dollars worth of Governments - I don 't know how much ' 
we own - and I ' d like to ask the managers of that 
fund i f they ' re prepared to say how they ' re going to 
handle this situation and what they ' re going to do, 
and then we 1d be glad to discuss that with them, 
because my mind on that is entirely open. We ' ve got 
some bonds, we 1 ve got some ca sh, and I ' d like to - I 
thi.nk it ...-ould be an advantage 1f we moved simul­
taneously and not at cross purposes on that. 

Well, what bonds do you refer to? 

'Nell, I mean we've got - I don' t know - Barris, 
how many bonds nave we got in our various 
investments? Kust have - how many Governments 
do we own? 

Well, including those special twos and •••• 

Not the - excl usive of those . 

We own over two billion. 

Two billion, you say, Kr. Barris? 

Trust funds. 
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We•ve got over two billion . Some of them can b~ sold. 
And we ' ve got some cash. 

Well, I think that if you don ' t want the market to 
go higher.- it's just a question of, after all, whether 
we would let this market go just where it naturallr 
will go, l et it go down to a two percent yield or 
wher ever it might want to go, and whether there should 
be any effort in keeping it from going there. 

VI ell, I can answer that very simply 1 and I'm sure the 
people in the Treasury agree. I'd like ·~ bee just a s 
orderly a market as possibl e. I 1d like to see just a s 
or derly a market a s possible . And I 'd like to hear 
from Dr. Burgess and ask him 71hat coopera tion he ' d 
l ike to call on from the Treasury to keep the mar ket 
orderly . 

Well , Mr . Secretar y , it• s a good deal- in Chester 
Davis's language, a good deal like saying, "Some one 
else will fix the size of the crop and all we have to 
do is control the price ." I thi nk that one should say 
first, it is a perfectly i mpossible si t uation, there 
isn't any way of contr olling the price of Government 
securities in this situation. 

Now, we can have some influence on it. The only way 
we could ha ve any r eal influence i s by letting some 
of our portfolio r un off, and that would tend to 
restrain the rise in prices . What the effect of that 
would be in confusing people's minds and whipsawing 
the market one way and another, or its rel ation t o 
the general pr ogram, I think, i s ver y problematical . 
I think we ' d have to be very reluctant about u'sing 
that method, because it would appear to be a direct 
contradiction to the program that ' s been announced . 
And wha t the effect on the market would be I don ' t 
Jus t dare say . It would be very depressing , but i t 
is about the only instrument we have left that 
would make any impression in keeping this market 
or derly. 

Vlell, would this be a f air thing to do? In vi ew 
of what we're going to do, would you people like to 
meet and then come back and talk it over again? 
Because vte wouldn 1 t normally announce this thing 
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until 10:)0 tomorr ow morning . Is that when the 
press conference is, Herbert? 

Yes. 
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And you might nave a plan or suggestion. And as I 
say, I've got to raise tne money eventually, whatever 
this thing is going to cost, and I don't want to see 
the Governments get too much out of line, whatever 
that means, and we've got a big program ahead of 
us next year; end there's the old saying, "Whatever 
goes up has to come down." And we're trustees for 
some sixty different accounts, of which one is 
Postal Savings . And as I say, we•ve got over two 
billion of Governments . So for every reason we're 
tremendously interested. 

And wha t ever the decision is - I mean proposal - I 
mean I think it's important that we buy and sell at 
least at the same time, so that we're not at cr oss 
purposes . I mean if you people are buying, we don• t 
want to be selling, or vice versa. 

I don't know that we could accomplish anything more 
by meeting . It seems to me the problem is quite a 
clear one. To the extent that the Treasury antici­
pates - pays off bills rather than t urn them over, 
it puts more money immediately in the market and 
puts less bills in the market , which gives strength 
to the market now - at least temporary strength until 
you have to do a lot of financing next year. In the 
meantime we could sell bonds, but we have great 
difficulty in replacing them with bills if you' re 
r educing the amount of bills • 

• 
I explained that to the President . I was Just as 
f air as I kneN how to be. I went a ll a.round . 

Nou, if you'd sell bonds that would help - sell bopds 
from the trust funds. But then, you ' d get cash 
wbich would nullify the effect of your - 1n other 
words, if you' d pay off your bills 50 mi~lion e week 
and then you should sell 50 million of bonds in order 
to keep the market from going down, you merely add 
to the General Fund the 50 million t hat you paid out 
in payment of the bil~s, so that the excess reserves 
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are just the same as if you hadn't paid the bills. 
The t' s the effect tna t would be if you sell bonds t rom 
your trust f .unds. 

Not if you put the cash back in the depositaries, 
which you might do . 

They wouldn't take it . 

They 'd want to pay it in. 

I thought you were going to deprive them of that 
privilege. 

._.~Qo -
Tney won't pay the F. D.I.C. assessment~-

~hey elect whether they'll t ake new deposits. 

~hey won't take Postal Savings account. 

.b.arly next year you 've got some v ery large maturities, 
and it wil l be a t that time likely that the revenue 
based on this year ' s income will be falling off and 
~he expenditures will be increa sing, so that the 
lreasury will - it would seem to me that with the 
l hrge cash balance they have now, if they could go 
into next year at a time when they have a huge refund­
ing together with the possibility of raising new 
money, that would be the time to have large balances . 
Personally, it would make a mu.c.h more orderly situation 
if the 50 million were rolled over - I mean tbe hundred 
million a week . It would be, of course, that much 
less pressure on tbe market and it would be that much 
easier to keep an orderly market than if you tdke that 
out of the market. 

If that is taken out, it does create some problem 
that could be met by the Reserve ' s portfolio running 
off . But that hardly seems desirable. I think we 
might be able to explain the running off of just the 
bills that the Treasury pays. Such portion of the 
bills that the Treasury pays off - we might well let 
the portfolio diminish by that amount , with the 
expectation that when they come back in next year 
we would increase tbe portfolio at such a time as 
t hey started to increase their borrowing . 
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Well, when do you think you people could work out 
a policy as to how you're going to handle the 
sit uation? I mean we ' ve got several alternatives. 

Well , we couldn ' t work out one on reducing the 
portfoli o before next week. We ' d have t o have a 
meeting of the full Committee, which bas t he 
responsibility. The Executive Committee doesn't 
have that . To reduce the portfolio •••• 

Or increase it • 

••. or increase the portfolio- ~e would not want 
to take that responsibility without a meet ing of 
the full Committee. .7e could g et that meeting 
within a - well, it would be difficult to get it 
before the first of the week. 

Well, wha t will t he policy be for the balance of 
this week? 

Well , we discussed the ma tter yesterday, and it 
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was merely to continue wha t we ' re doing , a ttempting 
to maintain as best we can an orderly m.arket . I 
don ' t think there is any immediat e problem of main­
talning an orderly market , because we have over 600 
of bonds. I am merely thinking that by 8 continuation 
of selling long bonds to maintain 8 market, we could 
completely run out of long bonds 1n the course of, 
say, several months . But f or the course of the next 
week or t wo weeks , I don 't think that it - it may not 
be such a problem to maintain an orderly market, the 
~arket showi ng a continuous strength. 

How do you feel about this , George? 

Well , Mr. Secret ary, I 'm in a somewhat different 
position, I think, trom some of the others . First, 
my advice was not asked as t o whether gold should be 
desterilized or whether reserve requirements should 
be reduced . I have taken no positi on on tha t and 
therefore my judgment is not prejudiced by those past 
decis i ons in any way. Had my advice been asked, I 
think I would have been in opposition to both acts . 
But that •s water over the dam. The policy was 
determined and we have now increased excess reserves 
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by some 750 millions, so that the total i.n the 
l:lystem is two bi.llion and a half. V/i.th your 
desteri.lization program it is probable that 
excess reserves will be increased to three 
billion eight before the end of the year, even 
if you take t he slowest method of paying out the 
gold that you have released . In f ace of the 

2£ 

l arge increase in excess reserves that bas already 
taken place, plus the probable further increase 
that will take place before the end or the year, 
it is our Judgment - that is, it is certainly 
my Judgment - that the tendency for the Government 
bond market is to go up. Already it ' s been very 
strong - very strong . The first flush of purchasing 
by those wbo have gotten larger excess reserves has 
made for a very rapid increase in the bond market. 
\Ye have done t he best that we could, With the powers 
at our hands, to make t ha t market an orderly one, "in 
face of a huge increase in demand . 

I would like to think that the Reserve System would 
continue to do what it can to make t hat market 
orderly and provide bonds to satisfy some of this 
demand . I think that it is in the interest of the 
Treasury, in the interest of the market, it is in 
the interest of the member banks who are buying the 
bonds and who, if this is allowed to go through the 
roof no~ will s uffer later a large loss when t he 
·inevitable downward movement comes - that being so, 
I think it should be the r esponsibility or the 
interest - put it that way - of all of us to see 
that that market i s maintained as orderly as possible 
over the f uture. 

Now, what can we do to make it orderly? I think we 
ought to continue t o do what we're doing. I would 
like to think that, for the time being anyway, you 
would continue to roll over your bills , not only 
because it provides a means for us to replace the 
bonds that we sell in the event that we decide not 
to let the portfolio go down, but also from the point 
of view of the Treasury because it is probable that 
you won' t have to borrow any new money through the 
rest of the year, b ut it is likely that you will have 
to borrow increasing amounts next year, and I should 
think that your positi on would be better it you should 
maJ.ntain as much stability through this year as you 
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can, and then finance your requirements next year 
on as stable a market as we have been able to 
maintain through this year . Otherwise, 1f you 
reduce your bills now and reduce your total obli­
gations outstanding, you will have a drop down through 
this year and then a sudden increase next year, due to 
two factors! large maturities plus larger and increas~ 
ing expenditures . 

I am myself of the opinion, although circumstances 
develop to prove that we are often wrong, that this 
market is going to continue to get stronger and 
stronger. Now, if my judgment is right on tha t , 
we have only a limited capacity to sell bonds -
limit ed by the amount t ha t we ' ve got, and to COI'lserve 
our ammunition and to make our a ction most effective, 
it might wel l be possible, if not likely, that in a 
few weeks the best s t ep t hat the System could take 
woul d be t o let the portfolio run off, on the t heory 
tha t that is the most effective way of exerting the 
downward pressure on the market. 

I admit tha t if we let the portfolio go off it 
decreases or sops up e xcess reserves to the extent 
that we let the portfolio decline, and it might appear 
to be in conflict with t he program that has been 
agreed upon to increase excess reserves; but after 
a ll, I don't know that the program contempla ted that 
you must have tbree billion 800 mill ion excess 
reserves or a ny particular amount. Query: whether 
'lie couldn 't make a perfectly satisfactory explanation 
of the action, in the light of the actions tha t have 
been taken, by saying tha t we're going to in a 
measure offset the increase in excess reserves by 
some r eduction in the portfolio and reduction in 
excess r eserves to that extent, not with the purpose 
of sabotaging the program but r a ther solely for the 
purpose of accepting the responsibility of maintaining 
an orderly market. And if it is necessary, in order 
t o maintain an or derly market, that the portfolio 
snould dr op some1vhat, I should think that it would 
be possible adequately to explain it both to the 
Congress, if there is a political inquiry about it, 
a nd certainly to the public . 

Now, I know that others feel a little differently 
about that, but it was only a year ago that we 
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increased reserve requirements and r educed excess 
reserves, and in the face of that turned around and 
bought about a hundred millions of Government 
securities, which tended to offset the action that 
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He had previously taken. Conversely, I don' t see why 
we couldn' t do the same thing now, if in tbe light 
of the next few weeks that seems to be the most 
effective a.nd economical way of carrying out the 
responsibility we ' ve got . 

I don't think we• ve got to decide that today. We 
in the Executive Committee can't decide it today, 
because we haven' t got t he authority . I think we 
ought to have an early meeting of the full Committee 
so that we can discuss the method by which we're going 
to carry out our responsibility of an orderly market: 
whether we•re going to do it by replacements or 
whether we•re going to do it by liquidation of some 
of tbe portfolio. 

I should think the sooner you had your meeting, the 
better. 

I think so t oo, with this possible reservation, that 
while our Judgment is t ha t this is going to be a 
continued strong market, you never can tell when you 
might get a reaction of opinion which will tend to 
offset some of t he present strength. I don't expect 
to see that react i on myself, but it may come, and there 
may be some advant age in not deciding whether you want 
to reduce the portfolio for a couple weeks yet . 

Well, I think this is a perfectly fair reques t on the 
part of the Treasury, that the minute you people are 
thinking of changing the policy which you have been 
following since l ast Saturday, I'd like to be among the 
first to know it . 

I should think you should be. And I don't know - I 1m 
speaking only my personal view, and I think we all 
have t o here - I don' t know that the maJority would 
t hink it would be wise to reduce the portfolio; I 
don't know that two weeks from now I would vote for 
it either . But it looks to me, projecting our views 
forward, that that might be the best policy in spite 
of the f ac t that it appears to be going counter to 
the general. program of increasing excess reserves. 
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I think t hat is only en sppesrsnoe, it could be 
explai ned . You and I know tha t except fo r psychology, 
in f sot , t o .r educe or to of fset t hr ee billion eight 
by a reduction of two or three hundr ed mill i on ln our 
por tfolio wouldn' t have any r eal impact upon our 
economy at al l , e xcept for psychology. And if we ' re 
going to r ely upon psychology, perhaps t hat is just 
the thing we want - in other words, to sell smaller 
amounts and get the s.i.d of psycb.ology r ather than try 
to offset the strong mfrket by cont inued ssles of 
Governments, plus replacements which tend to str eng­
then the shorter-term Government market . 

Dut a s far a s I see lt today, I t~ we have got to 
go on replacing, becs use ~e hkven ' t got the authori t y 
to do differently . And a part from that, whichever 
~e do, if you a~k my judgment, I t hink the best 
policy for the TreLsury, for the r easons I have 
mentioJned , NOuld be to continue to roll over the 
bi lls for the time being , leavi ng for future judgment 
the "' uest i on of what you want to do about the June 
ma turiti es . I don ' t think you have to deci de the t 
today . 

Mr . Harrison didn ' t get here in time for your opening 
statement . 

You didn ' t get the statement . 

I apologize for being ls te, llr . Secretary . 

I sa id that before when you people caoe i n to these 
meetings I ' ve alNsys ssked your advice, alwsys came 
in .lith &n open mind. But I made the statement tnat 
I just came from the President, had been with him s 
long time going over with him al l this thing, ond at 
th&t meeting wi tb him it had been decided to let 50 
million e week run off . 

Oh, I didn ' t know that . 

I •m sorr y, I thought somebody had t ol d you. 

\'/ell , • was Just giving you what I thought would be 
the best pr ogr am . 
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Because, I said, I didn't want to sit here, having 
made up my mind, and th&n ask your advice, because 
I had never done that. 

30 

Well, I think if that ' s de!'ini tely decided there ' is 
more rather then less to be said for allowing our 
portfolio to run down somewhat, both for practical 
reasons end also for purposes of policy and objectives. 

Mr. Secretary, from the point of view of the market, 
I think one thing ought to be said before we break 
up. If you announce that you're going to pay ott 
50 million of your bills, that will effect the market 
very stronglv on tbe....llp.,.A~de • . If we announce at some 
time that we' re gofi\g "To""trs!l our portfolio flexibly 1 
let some run off, that would affect it on the down 
side. I think if either of those steps is to be 
done that it would be much wiser to do t hem simul­
taneously than separately. That is, if in connection 
with your announcement that some of the debt would be 
paid off, the Board were to announce - or t he Open 
Uarket Committ ee - that we would make that flexible 
use of our portfolio, you wouldn ' t be whipsawing the 
market one way and then the other . 

Well, I'm obligated - have a press conference twice 
a week, have one Thursday morning at 10: .30 - 1 1m 
obligated to make an announcement at 10:.30 tomorrow 
morning as to what the Trebsury proposes to do about 
bills . So my time is fixed, end t hat is why I was 
asking whether you people didn ' t want to meet, and 
in view of the decision which the Treasury bas made 
whether you want ed to make en announcement of your 
own at the same time . 

"hen is that, tomor row morning? 

Every Thursday mor ning at 10: .30 . 

~retty difficult for us to do it . In fact , we 
couldn' t do it tomorrow morning . 

Wby not, ~arriner? 

Cot to g et your full Committ ee here. 

(Nods no) 

Supposed to communicate with thea by telephone and 
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eventually - certainly not be a very s atistactory 
thing tor them or tor us . 
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I think this is really important enough to contact 
them at once by telephone, get some decision on it . 
Xou 1re onlY speaking ••• • • · 

We can at least do this: we can make an effort to 

•• 

see how far those of us who are here are in agreement, 
or 

We can do that. 

We might come to a definite agreement among ourselves. 
Vr there may be a majority of the full Committee here 
who are opposed to doing anything about the vol\lllle of 
the portfolio anyway, 1n llbich event there is no use 
consulting the others. That will at lrast ensble us 
to report t o the Secretary that all we re going to do 
is continue our present practice of replacements. 

"e could have a meeting immediately after retiring 
from the Secretary' s office of the Board and the 
members of the Executive Committee that are here, and 
then contact the rest by telephone, and we could have 
some information by late this afternoon. 

You mean as to a dvising the Treasury whether we 1 re 
going to let our portfolio run off or not? 

That ' s right, and also as to our action in the 
market - selling bonds in the market. 

May ~ ask, Mr. Secretaryi whether it is any part or 
the Treasury program to et some of its two billion 
of bonds go in an effort t o maintain this orderly 
market, whether that has been decided one way or 
the other? 

rlasn't even been discussed. 

Or course, to the extent that you did that, you 
would be offsetting this increase in excess reserves, 
too. I don ' t know whether that's any worse than 
having us do it, or better . 

Well, we can r averse our action on excess reserves -
if we could go back and get this 750 million we have 
released, we'd be al~ right. 
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Think we ' d better look into our ammunition a bit 
here. 

Well , you' ve got a strong market here now. As 
we say, we t hink the announcement tomorrow morning 
will tend to make i t s till stronger, and t ha t tends 
t o make our present program of shifting from long 
to short l ess and less effective. And it may be 
that if we ' re going t o continue that, we might need 
some help from the Treasury. We might want to 
r ecommend that; I don ' t know. 

May I ask, wha t i s the market doing th.is morning? 
I haven't checked . 

~,tu.ie t and firm . 

I'd say up one or two thirty-s econds. Har r i s , go 
get i t fresh for them, w.il l you please . 

(Barris goes out) 

Find out, Bur gess, whe ther we ' ve sold anything? 

Not yet . That is, we hadn ' t. 

Industri als orr about two and a half points. 
Commodities a re orr. 

It • s a grea t world : threa t of an inflati on progra.m, 
bonds go up a nd stocks go down. 

Sterling is weak. 

It's cock-eyed . 

Vlell , the only t hing tha t is strong is Government 
bonds and sil ver. 

Silver . 

Silver' s str ong. 

Your two babies . 

Kight replace our bonds with silver . 

That's what I bad in m.ind. 

(Hearty laughter) 
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Well , we can se11 it at $1.29 an ounce. 

Put the word " laughter " a fter that remark. 

Can' t b~ silver , George. 

(Bar ris returns) 

What is it, Barris? 

33 

Very quiet . Prices unchanged to one and t wo better . 
The s tock market is very quiet. 

Did the Fed do a~thing? 

Not yet. 

We hadn 't ~ t o a quart er ot 11. 

Oid you ask whether the Fed had done a~thing? 

They hadn't up to a few minutes ago . 

They bad not. 

No . 

Well, George Harrison asked - I'm more than wi lling 
to be propositi oned. Row's that? I mean ••• 

Fair. 

Because after - without drawing any pictures - I 
mean I don't have to . Of course, thi s thing • •• • 
So if you people should do anything, come to any 
decision or want a proposition on anything, why, 
we're more than wi l l ing to sit down with you • 

ar. Secret ary, I don't want to ask an impertinent 
question, especially since I think you have clearly 
answered, but is it too late t o reconsider the 
question whether you alight make your a.nnouncement 
next Tuesday rather than Thursday, or next Thursday 
r ather than this Thursday, because as Kr . Burgess 
saye, after all we ' re inter ested in a common problem 
here, and i t does seem that it would be unfortunate 
for you to make an announcement t hat tends furt her 
t o boost the market and then we, say, next week, 
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possibly making another announcement that tends 
to depr ess it; and there are too many gyrations 
i n it already without creating artifi cial ones . 

No, your ~uestion is a perf ectly proper one, and 
I til give you a perfectly courteous answer, that 
the deci s i on was made, as I said, before I came 
into the room, and I thought in fairness t o you 
people - I•ve never done that before - that I ought 
to tell it to you. I mean every other time • •• 

Applies to t i me, too; in other words, that means 
tomorrow. 

The announcement must be made tomorrow morning. 

I mean has nothing been developed today that would 
warrant reconsider a tion on the time, not on the 
policy necessarily? 

No . And I ' d like to say this . I mean I can say it 
very calmly and Judiciously. I mean the tact that 
the Wall Street Journal prints pretty tully wh.at is 
reported t o be the position or the Federal Reserve 
System in this morning's paper makes it r ather 
difficult not to give the newspapermen publicly 
tomorrow a clean-cut answer. 

I haven ' t seen the Wall Street Journal. 

Well , I suggest you read Mr. Outfield. 

And the editorial . 
I I haven ' t seen it . Chester called it to my a ttention 

on the way over bere. 

I suggest you read Mr. Outfield. 

Our policy or your policy? 

Got the whole story. 

Yes, the whole story . 

Well, he's got more of a story than exists, llr . 
Secretary . 
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True. 

~nd it is one of the extremely embarrassing things 
t ha t sometimes happens . 

I said I' m s aying i t very calmly . I• ve worked with 
the Board and With the Committee t ogether - nell , 
for a little over four years, and it ' s my desire to 
continue to do so. As I have often sai d, I think 
the most important thing , a side from any ac tion, is 
that towards the public we present, i f possible, a 
united front. I've always said t hat ' s the mos t 
important thing . I think it still is. I ' m willing 
to do =1 part. But certainly in the Treasury here 
ever since I came in - I mean we've clamped down on 
that kind of thing just as hard as it is possi ble . 
But I 'm- I mean it sort of - but having made the 
decision e t the President' s bedside this morning, I 
feel it is necessary t o announce it tomorrow morning . 

Or course, it doesn't - assuming that we 're all after 
coordina t ed action and ~greement, it makes it awfully 
hard for us to get an agreement where we haven' t got 
t he whole committee here, with such short notice of 
your policy. 

1.eu, again I s ay calmly and without any f eeling tha t 
I think t ha t some of this should have been t hought 
about the l a st couple months . The Board were the 
people who have ·.vorked so hard for it a nd got it. 

I• ell, it might have occurred to me the t somebody 
would desterilize gold, or alternatively that somebody 
might d ecrease reserve r equirements, but I don1 t think 
any of us not on the inside could have possibly guessed 
t hrough ~.<d vance th.inking tha t both would be done at the 
same time . 

No, that ' s the - I d id a l l in my power to avoid changing 
t his r eserve r equirements picture. You recall yourself 
a t the luncheon down here with Bopkins and Jones - and 
you kno~twha t r equest came to me with reference to the 
question/changing reserves ; and the only choice we had 
about it was to be put in a position of not cooperating 
with the program or do it. And that was a pretty tough 
decision f or - I couldn't say that we - either ~uestion 
of cooper a ting , it seemed to me, or move out. What bas 
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happened as a result of it is quite inevitable, 
because you couldn't dump 750 million in the lap 
of these banks over night and not get • •• • 

36 

Marriner, can't we go back to our Board room and 
confer with the rest or the Board members and 
decide upon something and then contact the other 
members of the Open Market Committee and contact 
the Secretary this afternoon on what we 1 re thinking 
about ? Get together either this afternoon or 
perhaps ••• • 

Before you go,_ may I raise one thing with Burgess. 
Are you mak1u& p 7ogress with R.F.C. on their coming 
issue Monday? 

(Nods yes) 

Could you tell us about what you think it would look 
like, as far as you have gone? 

Well, the last we t alked the program was to put out 
175 milli on, which includes 60 million of refunding, 
which would be simply an exchange offering, and that 
it would be two issues of perhaps nine months and 
twelve months notes, and that the rates tor the year 
issue would be around three quarters of one percent, 
and the nine months we haven' t discussed very much­
. JJ65, .0060, something like that. Those rates are 
changing so f ast under this program that we can 
perhaps reduce them by the time we ta1k again. 
Particularly with your announcement, those r ates 
will go to the ••• • 

What date is ~ Kay 1 the last day? 

Uay 2 • . 

Ought t o be announced next Monday. 

Should be announced llohday morning. 

Dut is everything going smoothly? 

I think so. We' ve set the wheels in motion. 

~be Treasury is working on an issuing c1.rcular 
and R.F.C. is doina the aaae thing, and they will 
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combine tb.ose. 

I t hiru: it is very i mportant that before the end of 
this week, pr efer ably the next two days, the R.F.C. 
should give a preliminary indicati on tha t it i s going 
to do financing of this sort - the general character -
just as you give advance information so the marke t 
may be thinking it over; and should give the facts 
about t ax exemption and the f act t ha t these are 
guaranteed, give the facts of the obligation. There 
was a grea t misunderstanding on that last time. 

Well, would that be carried in Monday morning ' s papers 
for offering on Monday, i s that the i dea? 

Final offering , yes . ~nat I am t a lking about also is 
t he advance statement . 

'lieU , Taylor will phone Jones and tell him. 

I tnink he al reaay suggested that to him. 

'.!e hope t o have t he circulars ready to go out Sa turday 
afternoon, jus t the same a s we would if it were a 
Treasury announcement - r elea se Monday morning . 

I 1 ve t.al~ted to him a bout every toing except the day 
a nd so on, as to when he ought to feed it out, and 
I 1 u going to call aim this morning and say this 
a fternoon is probably a good time to start feeding 
tnat out . 

VI ell, is there anything . else, Marriner? 

I don 't - I do!l 1 t think of anything else. 

There is the question of your War Loan deposi ts , Mr. 
Secret ary, as to whether the banks should have the 
~rivilege of prepayment. I think that your decision 
with respect to repaying 50 million of bills somewhat 
al t er s th&t case from our preli minary discussi ons, and 
on the basis of that I ' m incl ined to agree with Mr. 
Bel l tha t we ought to give the banks some continued 
privilege of pr epayment. Now, 1t may be we could 
limit that in some way and have them do it only over 
a period of days, but not •.• 
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Not pile it up in a few days. 

Well , that would be by word of mouth, wouldn't it? 

Yes, simply be continuing our present practice of 
making no change 1n it, but on all amounts over two 
milli on dollars consul t ing with the Treasury and 
arranging this schedule . 

Call up Papa Bell and ask him . 

That ' s it exactly, l et him be the dictator. 

In other words, you're not going to give them the 
option; have to get consent . 
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Under present arrangements they can pay in anything 
up to two million dollars wi thout consulti ng the 
Tretsury , but when it goes over two million dollars, 
why , they have to s end a wire and a sk permissi on to 
prepay. 

1/hy don ' t you leave it Just the way it is? 

That ' s what the doctor ' s suggest ion is . Then when 
they <sk permission to pay in more, s ay, up t o t en 
mi l lion, ~e give them permi ssi on t o pay that in over 
five days, two million rather than ten million 1n one 
day . I think that ' s a good suggestion myself. 

I don't think you want - under these circumstances 
you want to do anything to disturb the pr esent 
arrangements . 

~r . Secret~ry, bef ore we go, ther e is one further 
4uestion I d like to ask, in view of the 4uestion 
r ai sed by Qr. Burgess about not whipsawing the 
market with increased r eserves and through some 
other method decreasing reser ves . ·we a ll seemed 
to think that was a r ather important point. Before 
we go back t o our discussi on, I'd just like t o make 
sure that we do think 1t ' s an important point. Do 
I make myself clear? 

Not quite clear, no . 
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Well, Yr . Burgess said if the Treasury pays orr 
50 million a week and then for some reason the 
Open Uarket Committee or the Treasury decide to 
sell bonds or let - on account of it, then you' d 
be doil'l8 one thil'l8 one day and four or five days 
later doing the other thing, end it might, as he 
expressed it, whipssw it with decrease and increase. 
I thought both you and Ur. Burgess attached importance 
to that . I 1d like to make sure that that ' s a reall y 
important point. As a matter of policy, I think we 've 
got enough ammunition for several days probably to 
handle the surging market; whether we have beyond 
that point is another question. 

The only thing I think is important - Bell can talk 
for hilllself - is that if there is any change i n your 
policy we be given en opportunity to sit down and 
discuss it with you. That 's the only thing I think 
i s important. I mean if there ' s any change and 
there ' s anything to discuss about it, if you 1vant 
to discuss it, we ' d like t o know it just as soon 
as possibl e . That ' s the only thing tha t I stress . 

It seemed t o me desirable tha t if the Board decides 
to let the portfolio run off, that decision ought 
to be announced at the same time that the Treasury ' s 
decision is announced to r etire 50 million bills. 

You do think that's illlporhnt. 

l think that is desirable from the standpoint of' the 
market. 

It seems to me we ' re put in an impossible position. 
To decrease reserve requirements, which has caused 
this situation - we decreased the reserve requirements 
and tbat has created the excess reserves at the present 
time that are causing this problem. Now, to turn rigbt 
around and as an Open Warket Committee let some of the 
portfoli o run off, which tends to nullify the effect 
of that, is rather a difficult thing to justify . If 
the purpose of this is to get interest r ates low and a 
huge excess of funds, why not let the Government mnrket 
go where the excess r eserves would normally put it. 
If that isn't the purpose of it, then wbat i s the 
purpose? 

Not doing that anyway, because we 1 re offsetting it 
as much a s we can. 
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Well, that ' s right, but you ' re te.nding to do it not 
by diminishing at all the excess reserves. Now, we 
were put under requirement to make t llis change in 
reserve requiraments. We did that. Now, I don ' t -
it doesn't seem to me tbat on one band we can agree 
to give to the market a certain amount of excess 
reserves and then turn around through an open 
market operation and r educe that amount of reserves. 
It just doesn ' t seem consistent at all. If they 
wanted the market to have three billion SOP million 
of reserves, wanted to desterilize a bi llion four , 
not a billion; they wanted to decrease reserve 
rec,uirflments 750 million; then, why attempt to offset 
or nullify the t? Let ' s let the inflationary Ef'reot 
of the thing and the extremely high bond market, 
extremely low rates - let it have its effect. I 
don't know why we should be the goats in attempting 
to offset that kind of a situation. Now, t hat's the 
other side of it. 

Except we have a fundamental responsi bility to 
maintain an orderly market, as f ar as we can. 

But a situation has been created, and I don't think 
we can assume that responsibility. You can •·t increase 
r eserves as we have and then assume r esponsibility 
of maint aining an orderly market when a disorderly 
market is created as a result of an action taken. 
That ' s the other side of it. 

You wouldn't stop making shifts? 

Well, I'd make them as much - to the extent that you 
can do it. But how can you make shifts if they ' re 
going to t ake these bills out of the market? We ' re 
getting this - taking bills out of the market makes 
the problem - that much more impossible t o make shifts. 

I think the meeting would be interested 1n knowing that 
par i s now bid for all issues of Treasury bills. 

Go to a premium. 

Stop printing money. Be cheaper issuing bills. 

So it wouldn ' t cost you anything t o c ontinue issuing 
Treasury bills. 
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I s ay we can substitute them tor silver certificates. 

Wr. Secretary, may I in my effort to stall tor time •••• 

dould you like a glass or tomato Juice? 

Would there be acy impropriety or difficulty in 
having your press conference tomorrow at four o'clock 
rather t han 10 : 30? For two reasons: First, it gives 
us that much more ti~e, and second, it does seem to 
me that there might be some advantage in making an 
announcement of t his character after the market closes 
acyway. 

That ' s perfectly reasonable. Ir that would help 
you , we're perfectly Willing. 

I don ' t know that • •• 

I mean if you want that - I mean Just between 10:30 
t omorrow morning and five o'clock tomorrow night is ••• • 

I think from the point of view of the market that's 
very important. After all, there are a few people who 
have access to tickers, and they would get an immediate 
advantage that the country bank wouldn't get. 

Perfectly Willing. 

I don't know • • •• 

No, you 1 re asking me . I told you, "Go ahead, 
proposition me . " I•m all right . 

I tried two or t hree or them. 

All I got to do is listen. 

It seems to me from the point of view or the Treasury 

I can give you a courteous answer. We're perfectly 
willing. L say five o ' clock on account of San 
Francisco . Perfectly willing to let it go till five 
o ' clock tomorrow night. 

Still send out the announcement tomorrow morning . 
The banks have to get ready . 
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H.K.Jrc What? 

Bell: Banks have to get ready. 

H.K.Jr: Better hold that. 

Bell: I was wondering if we shouldn' t send it so they could 
get it all ready to mail. 

a.M.Jr: Which banks you mean? 

Bell: I mean pederal Reserve Banks. 

a.loi>"j't a Yfe;? won•t do aeything except through Burgess, will 

Burgess: It goes to all twelve banks. 

Bell : All twelve banks will get notice, and 1t won't be 
announced in the press until Friday morning, but 
they ought to get ready. 

Burgess : You can send it to them in the afternoon and they 
can get 1t out; they 1 re all prepared. Sencl it from 
here at two, something like that; there's going to 
be no leakage . 

Bell: Ought to send it around noon or not later than two. 

Caston: I wonder what will be the effect of an announcement 
tomorrow morning that the Secretary's disclosure of 
his bill grog r am has been deferred until the market 
closes. llhat effect will that have on the market? 

Burgess: I don't thinX it will have any effect; Just be 
neutral, I think, Mr . Caston. One can never tell, 
but I think it would be neutral. 

Harrison: You could have a headache in the morning, couldn' t you? 

B.U.Jr: I hope not. Easiest thing 1n the world, though, to 
have. Always have a continuous one. 

Burgess : It will obviously be an announcement that will affect 
the market one way or the other, so there is a very 
good reason for postponing it. 
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We could postpone t ,he Whole press conference until 
the afternoon, Herbert . 
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Yes, but that wouldn't deceive them. They ' d know why . 

Well, I'm just ~r~ing to be cooperative in a a~ll 
way, Just so they don' t think ••• 

I like that "small way" part of it. 

Do something. 

Uid the President, in f eeling tbat these bills should 
be paid ott - do you think he realized the problem 
tbat they create? 

I did the very best Job I could, and I told these 
fellows before you people came in 1n detail my 
conversation; I asked both Taylor and Bell whether 
they thougnt I 1d been entirely f air in my presenta­
tion and they bo~ said I ' d covered the ground from 
a ll sides just as well as I could, giving him all the 
difficulties and everything else, and both sides. 
hnd then I asked him what he wanted to have done . 
~utI did as good a Job as I knew how. Maybe it wasn ' t 
very good , but at least I gave him everytbing I bad. 
I g ave him the morning papers, gave him tbe Wall 
Street Journal, the Times, and tbe Tribune, and tbeir 
comments. Of course their comments were all opposed 
to this . So be bad all or tbat . 

Yaybe tbat•s why ••••• 

All opposed to what? 

~etting bills run off. 

It seems to me that there isn't any - we can start 
temporarily and try to maintain tbat and keep that 
market, but as long as you•ve got these reserves 
in the picture and continuing reduction in the 
money market paper, you might just as well, it seems 
to me, face now the inevitable r esUlt of that and 
expect - let this market take the course tbat it is 
going to take as a result or those r eserves. That ' s 
the way the situation looks to me . For us to try to 
even tbink - to assume that we can even approach a 
control of it with. the present reserve picture ia 
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foolish . The sooner that the public and Congress 
know t hat we can't, the better of f we are, the 
better off the situation i s. The idea of trying 

44 

to give an impressi on of - that you' ve got authori ty 
to meet a problem that you haven't, and take 
responsibility f or i t , is something that I don' t 
want to do . 

Got a m~rket tip to give you, Marr iner. Buy Bayer ' s 
hspirin for use next spring, because • ••• 

Wha t did he say? 

"Buy Bayer ' s Aspirin for use next spring . • 

~f course, you ' ve got that next spring - very likely 
have the . ... 

We ' ll all have another pair of trousers by then . 

That ' s another t hing, that if we should start letting 
a small par t of - l etting the port foli o run off now, 
you lose the psychological effect of it 8t such time 
as you may need to do that. There is a psychology 
in diminishing it. The minute that you - if you begi n 
t o let it run off noN, you have lost any effect of 
doing thut at such time as you may want to exercise 
a restr aining influence . We' 11 be accused , if the 
pr ogram doesn 't go ahead, of sabotaging the program . 

I think George brought it out earl ier t ha t about h 

year ago, why , we got caught the same way, where w~ 
had to take mar ket action which was contrary to, 
l et ' s say, t he •••• 

Increased reserve requirements . 

.cut you had a different problem last spring . Didn' t 
have a large spending program, dido ' t have a huge 
desterilization along with i t . ~ou had a very d i ffer­
ent - attempt ed to r estrain r a ther than - wher eas 
this time you have the very opposite type ot a program. 
::en, we can 1 t s et t le t ha t di scussi on her e . Jus t 
speak ing out loud ther e as to what seems t o me to 
be the possi ble problem with these reserves, a s f ar 
as we •re concerned . 
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some Thoughts Pertaining to this morning' s Finance Meeting 

·:· ...... , -···· ., .. "' ''" . , ... _.,., .. /W-
Tbe yields on Government bonds should be permitted to 

fall t o t he lowest level possible now - even though bills 
go a lmost to par and bonds to 2 percent yield - and monetary 
policy should b6 directed towards keeping those yields at 
the low level attained until we heve recovery. The Federal 
:::teserve ·aoard end t he Treasury hive ample wee¥ons e.t their 
disposal t o keep bond yields low until tfuit t me comes - or 
until the spending program has been continued for another 
year at least. 

Therefore, the Open 1mrket Committee is not Justified 
i n r educing t he portfolio of t he Federal reserve banks at 
t hi s time except to the minor extent necessary t o eliminate 
t he hour t o hour or day t o day f l uctua tions and to slow up 
t he rate of rise - not to check It . Nor should t he Treasury 
sell bond3 from it s trust funds except to the extent that is 
neceseary to cooperate v·ith t he Open Market Committee in order 
t o i nsure an orderly rise. 

1 . The lese bankers and investors are able to obtain on their 
investments in Government securities t he mor e pressure there 
will be tor them to turn to private investments. This is ex­
actly one of t he principal Justifications f or lowering reserve 
r equirements and embarking u9on a desterilization program. 
This is an essential pe rt of the recovery program and is that 
part of the program which is pa rticularly t he Secretary of the 
Trea sury's responsibility to push as much as he can. 

2 . An orderl y merket is, ot course, desirable. But an orderly 
market does n ot mea n an unchanging level of bond prices. It 
meens only a gradual and smooth rise or tall to the level jus ­
tified by t he underlying economic conditions and by t he recovery 
program. To accomplish that smooth and gr~dual movement is the 
Open l!arket Comm1 ttee 1 s job. There is no reason to believe that 
t he j ob will be t oo diffioul t t o handle 1·:1 th the resources availQ 
able. 

3· It 1s true t hat bond prices will ~ise during t he next few 
month s, but it is not true thet they must t all when t he Treasury 
has to increase i ts borrowings from t he market t his Fall or next 
Spring. Bond prices can be ke~t st approximately th e level they 
will reach this Summer and Fall by appropriate open m<rket and 
reserve requirement policy next Spring. It excess reserves tend 
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t o decline next Spring because of the increased borrowing 
of t he Treasury and because of expansi on of private business, 
t hen the Federal Reserve Board can correct the situation 
(end thus prevent downward pressure on bond prices) by: 
(a) Again lowering reserve requir ements; (b) Purchase or 
Gover nment securities in t he open merket. (Uoreover, the 
Treasury itself has powerful instrumen t e t o increase exceea 
reserve s if desirable.) 

4 . The $1.4 billion of dester i l i zed gol d permits t he banks 
to absorb not only $1.4 billion of G~vernment securities, but 
severa l times tha t amount when the Go vernment resumes borrow­
ing and spending i n t he Fall and Win ter. These amounts should 
be contrasted with t he expected vol ume of deficit f inancing 
during the next fisc~ l year. 

I:l addition, a halt b1ll1on or so of gold i s very likely 
to come in and l i kewi se ca n make poseible under s i milar cir­
cumstances absor p t i on by the banks of several times that 
nroount - without diminishing excess r eserves (and without in­
cree s ing t~e downward pressure on GOvernment borrowing and 
bond pric ee). 

5· Eventuall y Government bond prices will fall, but thv t can 
onll' take place nfte r recovery has been i n full ewing or (a 
contingency which, in my opinion, i s very remote and in any 
ca•e has no relevance to the present pr oblem) if we do not ge t 
recovery in t~e next few years. 

If, to be sure , r ecovery develops e t a r api d rate and 
there i e a l~rge increase i n bank loans to industry, then 
bend prices will tend t o fall. At such a time t he Treasury 
mi ght be perfectly will ing to perro1 t 1t and poseibly .even 
encourage t he decline. 

(There is, it mus t bs remembered, one other possi bility. 
So far we hs ve been speaking exclusively of ec onomic factors. 
But poli t1c~l and p sychologica l developments-- engendered 
ov~rtly or subtly f or political consider~tions -- may ceuae 
a break in the Government bond market before recovery i e a t­
t a ined. Should t hat happen, i t will metter l ittle whether the 
Yleld of bonds preva iling at the time happens to be 2t percent 
or 2t percent.) 
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.&mlilJ8S Oil JAIO:S !iOOSEVZLT, S!CREW.Y ro Ts:. Y.<ESIDIIIT, 

a~ tho Jaclc.oll Dor¥ Dinner, Hotel IIOZlchtoter, M144letOWII, 

Ohio, 011 April 20th, 1938, 

lOT 'l'O liE JIIT:£&9'!!!D i'OR PUBLtc:l'l'IOI Ull'l'IL DILIVZRID Al!Otl'l' 

9J:Il p, llo, IAS'lZBir 8'l'AJIIWII) 'l'Da, 'fEI"F:£SDAT, .APRIL 30MI, 1938 

In celebrating tho birthday of Andrew Jackoon toni~t we are a tow 

late if we porolot on11 in luoldnc at the calendar. llllt in the oltuation 

confr<>nto \111 ~ I fool that Old Bickoey would be more at hcce w1 til "" 

over . 'L'h&t hard-bitten old warrior wae a direct "*"and e bold one . Be 

celnl1 cl.acided what neoded to be done and., once hie mind wao rode up , he 

c11d it. llo uount of connroation could dull hit anpetite for gett1ac reoulte, 

If we meuure biOI by the toot of current nenta, .Andrew Jaekoon h nner out of 

date. 'l'he one problom which wae upnernoot in hio mind ie thft one in which we 

eoat intereat·ed. 

Whet to do for the oan out of a Job? 

G 
How to reltore thta mtlon to a nroa-perou.s baltat 

Cortoinly the name and moat of the oricina of our preaent-day Democratic 

Perty co,. fr<>a the da)'s of Jaekton. Be liked a sood fight btUer than a.eythiac 

aloe in the world, be loved to be alive and ready for action. I wloh that he 

could otond with hll narty today. Today o.a then, 1t otnndo ready to do bottle -

a battle not apinot indivldualo, not against J)oraonaUties, but for a definite 

e&\lte, that cauoe t o cake the c&~>it$11otlc qotu of the richoot country i n the 

world run DIDOOthly. 1.'be low Deal it goinc forth to wnr ApSnat depreaaion once - Laot week the Preoident oeid in hla mouage to tho Congrooo, "The 

National Adoiniatrntion hne nrooioed never to etnnd idly by And watch ito people , 

ita buoincso oyateo end ito notional life dieintogrnto. • 

Coupling thAt atntoment with action. he hoe recommended to the Congreae 

o new P\lblic lorko and Relief Program, which after oany woeko ot deliberation 

ond otull.v hao been ce.rcfully deoigned to rectify wbet ho conoidera to be the 

ills under which our eyato~ ia now burdened. Be hes aoked tor tbeoe roliof 

cpproprit\tiono to inture that the men ond woman of .America - tho man without 

a Job - abell, eo lonc ao tho J ew Den.l obell otnnd, never co hW1fP'T. Be hno 

called for e prograo or DUblic worko, tho prioer,r purpooo of which io to g1Te 

industry a now ehanco to aoll ita -product• and to give worker• a now chance to 

find Jobo, .t. to tho need for ouch a program, I think there 1o llttlo d1e~ee-' 

aent. The ooco:><lc.ey 'P"ll""''•e , we ILll know - tbe crOAtlon of uoetul and neeeooaey 

RJectt. auch o.a •choole , J>lcygrounda , bridget, hospttf'la and ao on; I need not 

\Jll tho roll, An ndded DJ)propriotion for CCC camps will prevent tho reduction 

or 300 of theoe, Md tbUII 4\l-'ll'Blltee t""t our 70WI& ,... will receive uoeful trelJ>­

ing tor their future citisonohip. In like faohion, tho Netion&l Youth Adodl>­

iotration will romovo axieting copo in the education of mony of our 70WOI aen and 

woaoD, .lnd ao 11PJ. 1o to our urbe.D nnd towD lito, ao 1o tbe proposed prog,.,... 

or tho 7ara SIICI.IJ'H7 Adodnlotration t o our fo.rm Ufe - Tho Alooriean hraer will 

bo protected, 

!here 1s nothing i n tblo progrOlll tMt'" lo new or r ...-olut'lonaey, In 

1933 the Decocrntic .&4al1n1otrnUon, Caeod wlth new end hitherto unlalown condittono, 

had to orporlaent with P\lbllo worko Md work relief. 1'lmt theory boo been tried 

and tooted and found oueceooful. .l'uot ao Andrew Jackoon in hlo dey faced tbe new 

and UDUIIU&l wltb bol4, direct a.'!d CO\lJ'ng.ouo action, oo the Deaocratlc Party in 

1933 decided to rely upon tho po.ot porfo""""'e of the .bericen Peeplo. I n OTer7 

which hhtory hoe forcod upon tho• they unfa1lift6).7 have given Cull And 

ident oupport t o bold 1-erohlp. 7r<>• thooe Ul'Orl•ento we hoYO 101'-l'fted 

uaetul and ~a1t1Te lcaeon1. And •• know m&n7 tht~~ today, therefore, 
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be hooitant iD taking tho direct action which 

b:lois of our preoent procrcm. I 3.111 not i"!>lyi "G tblt t we know aH the 
that there m¥ not ar1ae in the futuro , need for fur ther uper-

Yo do lcnow froa nctu<ll experience thP.t busineoo oq>loyo :=oro 
Govornant takea nett on t o incronoe the buying powor of tho people. 
income produced by a nAtion io tho veluo of oll tho IQodO and 

produeod by t he people in one yenr . Tho rocord sho•• thot this 
income -- which after nll io the sir~le toot of Americn1 o wealth --

!rom 38 billion dollPXS in 1932 t o nl~oot ?0 billion in 1937. In tho epan 
yeara 1t 1a en 1ndioputl\ble feet thnt the 1ncoi:JO of tho Aloericcn 

wno greatlY increMed. 'l'hllt, a1cpl7, !r. the purpose of thh program. 

I know thot nll of you who nro thin.ldng about 1t hove two queotiono 

your mindo : 

Can tho country afford itT 

Since wo tried it once, why ohould we try it ~inT 

Let me try to stcto aimoly the anawero to those queet1ont. 

An outomobilo needs fuel t o mnke it SO• Tho gaso line which providoo 
tho ~wer for our national automobile is the lnbor or nago ~~rncra, fnrmera, 
'\1\4 buainees men , tho poople who vo working, who nre busy cronting wan.lth. Jut 

the litu,t1o~ which we fnce todny i1 very cuch like tho problem of any auto-
lo ownor wbo 1a t «:ll>ted to on,.. money on lubricating oil on the cround th!\t 

11 pooUno and not lubrication which drlveo the car. He ooon finds th..~t wbila 

en• t.'nk Cll¥ be full, bio skimpil'l(; on oil h..u otl\lled tho onaine. 

1'ha Govornment expendi tu.roa which wo rocommond ... hAve be on found by 
experience to be noeowaery to lubricnte the vhoolo of business nod moxo the~ 
turn. We, the pooplo, ho.ve thia o.dded ad,'t'nt.ngo over tt.e C.'lr ownor. Bia lub-­
rtenttng oil once uaed ia go:te , but w1ae Govorn!X'nt expend! turoa leave behind a 

per=nnent a.ddition to the we...~~tlth of our cltiea a.r.d towns , - Ule plt~¥gr0\ll'lda, 

tho roaervolrs, the ronda, the t nroat n:A soil conaorvctton. 

How doee thiu fi t in with y~tr hopo torn bnlanced budtotT Think 
bock to 1932, whon thG nntionnl incomo was about 40 billion doll&ro , or an 
avorl\4'0 of $320 for C<>Ch can, womn, and child in the country. Tho l'oderal 

Budcet m o about 4 b1ll1ono, or $32 apiece !or orch one of us. If you <»uld 
have paid the $32, ynu would h<>vo 1\od on the c vcraco $288 left . '!'bat .,, 

too ~l to Uvo on, and so tho pooplo could not J)t'.Y enouch to balAnCe 

('\, b\ldcet. But in 1937, tho Government wno epondi~bout $25 mol'!> 11nd yaur 

~erage inco~oa woro about $230 mora . Naturallf th~~tion fromCrBvenuJD• a• 
high, because It io n lot enaior to poy $5? out ~f $550 t han it il to pay $32 
out ot $320. The wa:t to mke t.ho revenues ri oe until they oqwll the expend! turea 

t o puoh the o.vorqe incoae up aooo mora . If' we had kept up tho advnnca of 

lnot Ye=, tho b~t would hnve bel.nncod i n 1938. 

But tho l aM ~onle who nro objecting t o " anendin& prOfT'P PPs nre J 
5in.c laiLJ'ef.t t!iilt ,'bud~iiiio~:!!.~.....!!.fui!lCun~:tU: own otet\1\l 1\nd tl~Li.t 
wa1 time to taper ott !E·~~doral~!22P~· Nobody know for oure wh&t the effect 
wouU: be, but the Mjorny of"\1ro .\inorJ.enn peo-ple IOOJI\Od to be in fnvor Of 
teperinc off, oo the oxperinent waa t ried. Buoine11 quickly wont into a t ailopin 
and tho notional i ncone dropped about 12 billion ctollnre. Tour averace !ncoC>O 

fell froa $550 to about $450 a year, 
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1 ., no~ ealdac 6tJ7 apOlogieo !or thooo experi.J:umta. ~e;v prove that 
F.Ural oonr=ut ~ pull ~· coW>tr;v out or daproaoioft b;v epend1Dg and 
drop t he -t!:7 lft acoin b;y econoaidn<:o l'e bad tO pron that b;v eX!)er­

boc&UU hardl;v ~ believed it in 1933. llow ~at thia rel&tionohip 
by experience, DOliT people otill can' t bol1ove it , but wo are not in 

or dola;vlac action ~ longer. 

lhot DAkea nationAl income? Production. 

What makoa production? Orders fro~ dealoro. 

What makoa ordora from dealers? Poo~lo aponding thoir mono;y, 

Spondill6 mal<ao tho market , tho ma.rkot mu.kos tho to.ctoriea run and givos 
>mplo~.,0:ot , tho •"'Ploymo.nt gives WJl6es to apo.nd. 'l'ho.t ia tho whool of industr;vo 

atopa turaill& no one person d.aroo to opOn4 to tr;v to start it up ageln, 
~o act tocothor, and tho onl;v "'*' wo bavo ot puahing all togethor ia b;v 

tho Oovoruent at 0\U" agent. 

So;ao peo,!>lO trill tell ;rou tllat you aro goiac to bo ruined b;v the torriblo 
of taxoa , evon if you do get jobs and proapority. :&~t ,;,ink tor a minute 
;you bo.vo l~tt ovor after your twtoa ar? paid. l:!l;y not cut out all our 

a."''d private , and nave no e.rpe.noea Mel no inoo:1e at all? 'i'ilen 
.,.,_,')'l>oc!J•' • bw!&ot would balance at nothing equ&la nothina . Tho onl;r wey to got 

depreuion h upvtU'd. It will coot you ao:oo ctOno;y, but ;rou will mako a 
on it, and will have oore left !or ;youraolt afterward than you havo now, 
have to double your taxes in order to doublo your income , La it not worth 
eel Or would you rather cut your taxea in two and lot your income go 

to whot it waa in 19327 Ask ~t question wbon uor.>oono t olls you that 
1pe:ndJ,ng our "'*' out 1s t;oing to ruin tho oountr;y, 

Our e.xperience boils down to thle : Whon the Govornoont epe:1.da ooro 
you all he.ve mora monoy and your ta.xoa nro tJ&a1or to ~v. When the 

ov<orn•ont ~onda loas ooncy you have a lot loaa monoy and tho taxea arv Qore 
you can carry. 

To ballevo ths.t aoat of you who have no Jobo trill go back into private 
·:::··~~::.:'Oh::•n bualno .. sets going acoin. And 1t trill, •i~ " little toamrork. 
'h h doin& all in its power to oncou.;.·~~«u buolne.. to go allead tri thout 

~. trade as it did in 1929. i'booo !o<~ra w:'llch business oa_v have in 
po:o<U.ng eonoy, in onlarciDil Cto plant of .bori.- are bair~ dealt tri~ by the 

atrl!tly. I aay a""tion for o:ra::>plo, tho renovation of the propont 
which 1o taking place in 17t>ah1n&ton now. I 111817 10ontion ~. 

u:>Jpll.flca1~ic>n o~ n4aielotrative rogulationo r<>latinc to tho ~uuaneo of 
OC\lr1t1111 which buoinooa has clelced aro too rostrletlvo in scope . 'l'hoso ond 

llke tbom nrc anttora ot adQiniatrativo ~aa,nt . I bolievo that ~· 
ty ot ~o A:oorican Peopl o agreo trith co ~:>t ~ho nceoooary cllAJ>6es 

'attoJca of o.dainiatratlvo 1mprovecen t and that wo don ' t wru>t to so back to 
that were made bofore 1933. There o.re tow lnutinoaa men, not to mention 

in othor "alks ot life , who todey would wioh to anorifice tho gelna which 
a Nation . hos ""do ainco 1933. Do you in your om> acquaintance know 

who wonts to SiVO Up the general prinoiploc Of tho ebaJl6os the I ow Donl 
Web ae aoc1al. security, tho aecurltoa o.nd ox~ aets, ~o rosu--

of public utilities, tho e.Hmination ot alu:as , or tho otron;;tllani"QG of 
ur bankln.t: atructurof 

llo. I do:>.1 t think ~ of ua want to co back to 1929. T'aon wo had a 
"'"''01'0 P'OJ, 1t 1t could bo e&llod tlte.t, of •~othlnc• . To trlod ~t once 

DOt need to re:nnd ;rou or tho ra .. .ut.. ~.,ro 1• no 4eairo to r-epeat 
pa1~\a'rn ot tblnkin«, that pol1q- or drltt , of cover:110oMal inaction. l e 

Pl'OpOoa to blind ourselns to the facta , t o indul4o in ~· tri ahtul thinkl.llg 
&elle inertia a miracle will oo~:~:e t·o pa.ao. 1'e cannot eontent oursolvea 

'"''n1'~ pla1Dtlval)' tor t ho boat and loolcing •a.·ound t ho corner• without 
an,. effort to sot there. Regraded Uclassified



You, tile people1 and your ~llietration cannot alford to wa1 t tor one 

or for four lO!lf; yeare , 1fe cannot 1 etand idl)' W8 o fhe tlae for action 

coruo. Just u laportnnt as t~ doillf; h tile .llb of doinc it, 1fe will not 

tpone this pro~ until the cood it co.n do will come ton late, fhe .. eence 

the New Ileal lint bean t o atrilte at " U a e when that action will pt reaulh, 

propose to follow that policy, t o llct .DSI.l[, bef ore con41tiou reach a point at 

thia program woul~ ba n futile palliat ive. 

You know and I know of ~ people who have repeated o•er llnd over , 

•Stmethll rur ahould be dona , • ll'e a r e faced at this croaeroade with tho policy of 

aoaethin& or doing nothing. To the beat of my knowledge, only the 

De:>ocratic Party has baen willing tn ao.r ~ should be dono or to ,42 it , 

!his i e not the tiae t o dwell upon parti&AD politica. But aa De~ocrata 

who l ook to the future of our party, we cust renlir.e t hnt it proapera only it 

our country prospers. ll'hnt has befallen our Republi~n colleagues on the national 

ocene can eaaily bafnll ua 1t we go to aleep nt the switch the way the Republican• 

did. •Do-Nothino>ess• will never 46Ain ba the J;lllin attribute of GoTeMU>ent in 

Amer ica. We hlive no toucl>-atone, no tal1aCl41\ of aucceas - except that of 

Intelligence and an understanding of our people. A new concept of eecurity haa 

grown up in the ainde of the people. Thay have l earnod to demnd auch froa their 

,.,,.,,c oerTants. It 1a rq hope that we will live up to their expectations, 

Ae we read our daily papere , and liaten t o our radioa, there must coma 

to everyone of us eArlier or le>ter, this siople truth, Our country hae cooe 

of age, In a nation where can cnn no longer escape depression by ocrring westward 

~o the frontier, in a country where le.nd is no l oD«er to be had f or the aoldn,J, 

t hose of our citizena who through no fault of their own are overcooe by the 

problena of a coaplicated econor.dc ayaten, have only their Government to look t o 

t or nuiatrulce, The vast rojority of our ci tizens have cooe t o realhe as an 

eatabliohed fact that they cannot allow their agent, the Federal Ooverncent, to 

be blind t o condition~ of auffering &DOJ16St their f ellow-citisena. ror what other 

reason have we c r eated tho or&anization of the Government? ThroU&hout our hiatory 

whatever the dianoter , whether it be flood or fire, crop failure or danger from a 

foreign enocy , it has baen natural for people t o l ook to their eol:I>On agent f or 

prot ect ion. !hat ia a baaie reaeon for ita existence. 

To paraphrase the statecont a great president oade mny yanra ago , 

tho object of gnverlll:lent 1a t o do for a cool:aU\1 ty of people whatever thay need 

to have done , but which they canno t do aa wall f or t hacselvea aa individuals. 

The leater n Frontier was made available' only thr ough the aid of Federal troopa. 

lhon tho pioneer• who settled the ll'eat be&&n their long trek the-movement wae n 

COmunity propoai tion. The Federal Cavnlry detachments were the very life blood 

of tbe Old IFest , performing a hundred functions. Without the early Arf/IY Poeta, 

the poet roads, the pony axpreee riders, civilization would never have come to 

the frontier. 

( Time challf;e• l!lllcy things. Af ter a few abort yearo, the rederal 

' •er noent changed f r om a aymbol of adventure to a symbol of protection and of 

help . The Government helped the former by providin« facilitiea for shipping hio 

t;ooda to l:>al'l<et, by gettin& lower railroad rates, bu1ld1"1!: hicllwaya , creating 

18Jld banlca , and ao on. It 1a the Governmont todey to whoa the Ohio Valley, for 

Ina tnnce , looks not alone for nood control , but for tlood preTent~on, .A.nd 

IIIOre than anything alee 1t ie the Government today t o whom t he man w1 tllout a job 

muat turn when all othar r eaouroeo fail. I nm aura you join with me in the belief 

that he will nner turn in Tain, 

It ia nonaenee, of course, to pretend that Gover nment can do it all, 

Government's ahara la only to create conditions autficiently a t t ract1Te and sound 

Y l 
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that the busincn man will apond, the imreator will apend, nnd so tbnt you 
1 be nble to opend. A lnrge fndtor in creating thnt confidence tor inveotment 

a long poriod ia the determination nnd the confidence of the American People 
n whole in their own inherent cnpnci ty. Such confidence will not Allow men to 

atand idle so long ns there i o work to 1>e done . Those who hnve idle fundo wbich 
they nre unwilling to use o.re practicing self-delusion, 1t t hey really believe 
they save while the:f eit on their money . That 110ney itself will melt nway 1f 

the workers and oachines are idle and wealth ia not pr oduced. 

But our problema are not settled by aimply ahouting about danger . 
Uberty 1a easily lost unleu we act - together. unlen we meet our orobleme 

unleas we prove to our people that t he powers of Democratic Government 
equal to the task of proteetiD& our security. As one of our wiaeot Americana 
said: 1 If' wo would govern by the light of r eason, we mua t let our minda be 

It i n only n Government which drnwa ita strength fr~ the ccnaent of 
governed thr t con anke vitnl deciaiona to act i ntelligently. I believe that 

made thie doeinion to act when we voted in 1932. ~o ro~firmed t hat decision 
1936. From that unifi ed Del:!Ocratic will, the voice of a oeople which hD.a 

we br.ve drawn our str ength. lri th thl\t strength we wst meet our problems. 

We h.·we won severnl bit; bnttlea n4!"inat thie war upon depreasion. We 
found, however , that the war is not yet over. But an enduring victory lies 

We ~oricnns will retnin tho privilege of liberty -- liberty to think 
to speak, liberty to net, -- and the liberty of lnstin« aecurity • 

• 
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April 20, 1938 

llemorandum !or the Seoretary: 

Ool. Harrington' a o!tioe telephoned the following 
Uguree: 

Employment tor week endins April 16 -

Inoreaae over week ending April 19 - - -

2,532,~ 

27,965 
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TREASURY DEPARTMENT 

.... 
•• Jecret&r7 Korgenthau 

,.... llr. 'l'~lor 

SubJect: augg .. ted letter to llr. rahe;r 'concerning propo .. d 
legh lation 

Upon caretul reccneideraticn ot the legielati cn propoee4 

b;r the Hoae Loan Bank Board, it eeeae a4Y1eable tor the 'l'reaeur;r 

to continue ite dhapproYal. '1'be t&l'-reacb1ng character ot the 

propoeale aaltee it Ulpo11ible to ooneider eeparatel;r the qu81-

tions respecting the GoYernaent gua rantee ot obligation• ot the 

Home Loan banke and the authorization tor the 'l'reaeur;r to pur­

chase these obl1gat1ons. 

55 

Attached hereto ie a euggoeted letter troa ;rou to llr, Fahe;r, 

outlini ng briotl;r the poeition ot the 'l'reaeur;r attor reooneidera­

tion in the light ot the meeting held with representatiYoa ot 

the Hoae Loan Bank Board on Apr11 HI. There are alec attached 

a memorandum 41aouasing the general ieeuea in't'cl't'ed 1n the light 

or the coamenta 1n the Board ' a Maorandua written in rebuttal 

or rour l etter to Kr. Faha;r ot Jla.roh lg, and a oop;r ot the 

l etter or KArch 5 to the Acting Director ot the Budget, die­

cussing in detail the Trea.ur;r ' e obJection• to tho apeoitic 

proY1aiona ot the propoaod legialati on. 

Attachment. 
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Oommenta on Propoaed Home Loan Bank Legislation 

Three main propoaala are i nvol·nd in the propoaed 1eg11la­
t1on together with a number of aubeid1ary proviaiona which col­
lectively would efreot t.portant ohangee 1n the operation of 
building and loan a11ooiat\ons under the Jurisdiction of the 
Federal Home Loan Bank Board. Eaoh of the three main pro­
visions is eummari~ed below and 1s f ollowed by oommenta on the 
Tr easury' s position thereon. 

(1) (a) A Government guarantee of obligations of the 
Federal Home _Loan banka would be provided with respect to both 
principal and interest . 

It 1a contended by the Home Loan Bank Board that 
a GoTernment guarantee of obl1gationa of the Home Loan 
banks is neoeaeary to protect the Home Loan Bank Sys­
tem, 1n which t he Goverruaent has a aubetantial inter­
eat . It 1e aa1d that th1a gu.arantee would be further 
Justified both beoauee of the necessity of preTent-
1ng a finanoial oris1a in the urban mortgage market 
and because aimil ar aeaietanoe has been extended to 
other segments of our finanoial economy. 

The Treasury has maintained , on the other hand, 
that a Government guarantee has not heretofore been 
extended to the bonda of an agenoy not tully owned by 
the United States, and that it would appear to be 
unwise to depart from th1a policy. Although the GoT­
ernment now owna almost 80 percent of the banke 1 

atook, the Treasury has pointed out that the statute 
contemplates the ultimate withdrawal of all the Gov­
ernment capital in the banks. 

Perhapa a more fundamental question, however, 
than the rather teohnioal iasue of ownerahip of atook 
ia the highly important matter of the aoope and 
character of the aotivi~iea of the Home Loan Bank 
System, for oonaideration of the extenaion of a 
Government guarantee to obl1gationa of the banlta 
must of course be viewed 1n the ligbt of the nature 
of the aotiTitiea of the system. 

In the firat place, the a s sumption aeeme to 
underlie the prop osed legialation that aharae in 
building and loan aeeooiatione ought to have a de­
gree of liquidity comparable to that of bank 4epoeita, 
and the propoaal to have the Goverl'lllent guarantee the 
obligat i ons of the banks ia one of a aeries of pro­
Tisiona intended to i~lement th1a. We do not belieTa 
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that this principle should be eetabl11hed. Sharee in 
building and loan a1111ooiatione ha'le generall:r been 
understood to be meane tor t he in'leltment ot long­
term la'linge, and not liquid 1n•trument.. The aeeete 
ot the a ssociations, consietlng almost ent1rel:r of 
mortgagee and deri'lat1ve real e1tate, are of a 
character 8Ultable to tble concept or their shares and 
pro'lide no aean1 tor turniablng an:r oondderable de­
gree of liquidit;r. It tb11 concept i• to be changed 
and share• 1n building and loan aeaooiationa made 
liquid inatrument 1, tuoh 1barea will become tor prac­
tical purposes indietinguiehable from bank deposit•; 
and building and loan associations and banks may be 
expected to compete aotivel:r tor al~ funds now held 
in banks where the checking p ri'lilege is not essential . 
I t would appear, a oreover, t hat l1qu1dit7 tor building 
and loan aseooiations would t·e turnhhed almost en­
tirel,- at the expense of the Government -- whereas, 
e.xisting banltlng institutions euppl:r their own l1qu.id1t:r 
under all ordinary circuaatanoee and depend upon Go'l­
ernment ald only in oaee of genuine emergenc:r. 

Second, the proposed legislati on appears to open 
the wa,- tor national banks and other oommerolal banke 
to become members or the System. Aside from the tact 
that this would render even more complex than at 
present our alread,- OYerlappi ng e:rtteme of superYleion 
or banks, the expansion or the Home Loan Bank s:rstem 
to i nclude such banks would greatl:r i ncrease the magni­
t ude ot the probable contingent l1abilit:r of the Go'l­
ernment should the guarantee be extended. 

Third, t he proposed legillation would extend the 
scope or operation• ot the Home Loan Bank s:retem b:r 
expanding the tYPal or collateral eligible t or secur­
ing advances from the banks. Thi• liEerali~ation of 
eligibility requirements applies to the number of 
tamilies houeed per dwelling; the reetriction to 
mortgagee on homee, the restricti on to collateral 
1pecitioall7 itaai~ed 1n the 1tatute, and the restric­
tion limiting the ai~a or home mortgagee. These obang•• 
would tend to rob building and l oan auooiat1ont of 
the1r character ae •local, mutual, thrift and home 
financing inetitutione• and would 1eam to be unwi1e. 
In an:r eTant, the effect or theiB propo•al• i n 1n­
oraaeing the eoope of the Home Loan Bank t:retem make• 
a Federal guarantee or the obl igation• of the bank1 
a'lan mora questionable. 

57 

Regraded Uclassified



58 
- 3 -

(1) (b) The Secretary ot the Trea.ur.r would be authorized, 
in his discretion, to purohaee obligations ot the Home Loan banke. 

Loan 
cent 

The TreaaurT baa oppoaed thh propoeal on the 
ground that political preeaure would tend to force the 
Treuur:r to exeroiae ita option aga1nat ita will, and 
on the basis that with onl:r one exception, preeent 
authorization• to purchase obligations are oontined to 
those poaeeesing a Government guarantee. 

The Home Loan Bank Board hae contended that the 
option to purchase debenturee ma:r be ooneidered aa 
an alternative to a GoYernment guarantee, and that 
it would be an advantage to the !rea.ur,y to haYe the 
option ot utilizing either, depen41ng upon ciroum­
etanoes. 'l'be Board has also etate4 that there hae 
been no political pressure to toroe the Treasur:r to 
make purohaeee in the oa.ee ot other authorization• 
to purchase, and that there h no likelihood ot euoh 
pressure in the oase ot the Home Loan banks. 

Even it the matter ot political pressure is 
ignored, the arguments oited above in oonneotion with 
the proposed guarantee ot the obligations ot the banke 
apply as well to the proposal to authorize the Treasury 
to purchase such obli gations. 

(2) The insurance premium rat e ot the Federal Savings and 
Insurance Corporation would be reduced from 1/g ot 1 per­
to 1/12 ot 1 percent per annum. 

The Treaeur:r baa taken the position that the 
Federal SaYings and Loan Insurance Corporation has 
not been in bueiness long enough tor its operation• 
to give any significant indication ot the adequacy 
ot its premium rate, but that a priori considerations 
indicate that the rate ehould oe higher than· that 
charged by the Federal Deposit Ineuranoe Corporation. 

The Home Loan Bank Board, howeYer, mainta1ne both 
that the experience ot the Federal 8aYinge and Loan 
Insurance Corporation Juatifiee a reduction in ita 
premium rate and that the rate ehould be as low ae 
that of the Federal Deposit Insurance Corporation 
because, in ita opinion, the risk incurred in ineuring 
building and loan associations is less than that in 
the case of banks . 
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Anal:reh o:r the grou inooae o:r the Federal 
Savinga and Loan Ineurnnoe Corporation :rrom date o:r 
organization through December 31 , 1937, indicates 
that the interest received on the Home Owners' Loan 
Corporation bonds originally obtained in exchange tor 
the oapital stock o:r the inauranoe corporation has 
provided moat o:r the 1noome. Out o:r the aggregate 
gross income o:r $1~.1 millions, a total o:r '10.5 ail­
lions consisted o:r intereat received on the above­
mentioned Rome Owners 1 Loan Corporation bonds . Onl7 
$3.2 ailliona was received in inauranoe premiums. Thie 
cartainl7 1nd1cates that the eubl1d:r proYided the 1n­
eurance corporation by the Home Owners ' Loan Corporation 
(tor the insurance corporation ia not now paying diY1-
danda on ite etook owned by the Ho:aa Ownere' Loan Cor­
poration) hae been b7 tar ite largeet source o:r income, 
and that insurance preaiUIIe haYe provided onl7 a rela­
tively small amount o:r the accumulated reserve. 

The risk involved 1n insuring building and loan 
shares would appear to be substantially greater than 
that involved in insuring bank deposita. Banks are 
requi red by law to hold a substantial volume o:r legal 
reserves and in addi t i on ouetomarily oarry considerable 
amounts o:r nonreserve oaah and o:r liquid securities 
and bold large portfolios o:r Government aeour1tiee. 
The amount o:r deposita held oar contra to these assets 
ia included 1n the base tor tEi payment o:r insurance 
premiums , but entails no risk whatever to the insuring 
corporation. In addition, the relative volume o:r 
uninsured deposita held b7 banks, wh1cb deposits neYer­
thel ess :rorm oart o:r the baas tor the payment o:r in­
surance prem1i.uas, ia web greater than 1n t he case o:r 
acoounte 1n building and loan aaaoo1atione. 

The proposed legislation would also :rurtber r educe 
the adequacy o:r the present premium through change• in 
the method o:r settlement on insured accounts b7 the 
insurance corporation. It is proposed that such settle­
menta shall consist o:r •at leaat1 instead o:r • not to 
axoaed1 , 10 percent in oaah, and that debenturea ahal.l 
bear 2 percent interest inetead o:r being nonintereat­
bearing. The corporati on would aleo be empowered to 
make aettlement 1n tu11 in caah in ite discretion. 

3· Federal Savings and Loan Aeeooiations would be aade 
exempt :rroa all State and local taxu except real and tangible 
personal propart7 taxes; and shares o:r Federal Savings and Loan 
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.&.uoo1ationa would be -.de n:e.pt, both u to Yalua and inoo•, 
trOll ltata and looal taxea (n:oept ll&l'tax .. , .. tate, 1nher1-
tanoe and gitt taxea). 

1'he 1'reasu1'7 haa maintained that 11110h tax 
exemption• would oonatitute hidden subaidiaa and 
would be undeairable toraa ot t1nano1al aeaietanoa, 
inaaauoh ae tber woul.d .. oape the aorut~ and e&te­
guarda generallr preaent 1n oonneotion with or41Dar7 
eXpenditure• anter1Dg into the budget ot a political 
unit; and that the granting ot auoh tax n:eapt1ona 
would gin an untur oo.pet1tin a4Yantage to Federal 
aaeoo1ationa. In anr •••nt, now that the Pruident 
~oed hU intention t o atteapt to el1a1nate 
intergoYel'!lllfttal tax exeaptiona, tha IIUbJeot pro­
poaal would be 1n oonfiiot with the p.rograa ot the 
.&4ain1atrat1on. 
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ll;r deer llr. Jell a 

WertDce lo M4e to 7aur latter or Juua17 29, i93s , w1 th wb1ch 

there waa eDC1oetd a cow or a 4l'at\ ot a propoeecl 1111 •to aaend tbe 

Pecleral 1oM looall :8uU: Act, \be Bo .. Oftert1 l.o&D .Let of 1933, the 

rederlll aneM'e .&.ct, f1tle IT of tbe kt10D&l Bouelnc .Let, ucl tor 

other purpoaea, • &lid a -razu~:~m coDt&1111llC a _.., ot 1ts pro­

T1e1olla b7 a.et1ona, 

!be propoeecl. 1111 goee tu- 'b117oD4 t.chll1e&l or ol&r1t71nc ~ 

•enta t o the aota referred to 111 lta Utle, &114 would tun4aaelltlll17 

&lter th~ p1aoe 111 our f111&1lCllll otn\oture or the 111et1tut1o111 oupe:r­

Tlotd 'b7 t he Pecler&l Boae l.ou hnk Jo&rd, oholll:e •ter111117 tbe 

ch&r&Oter of tbe 'buelneu of tbe11 111at1tut1o11a, &114 axteD4 the prob­

able -PI ot the nperT1alo11 ot the Joard to tdcllt1o11al t,-pes of 

f11l111C1al 111et1tut1ona, ao n ll a• opea 11ew &Dd wido &YflllUn of tax 

ex.e~tlOIIo B-ee of the ru ra&ebiJIC ~ter of the propoMd 

1et;hl&t1ol1 &ll4 'biC&UII, 111 87 opinion, 80et of the propoeed ch&JICu 

would 'be UDtortllll&te 8114 would conetltute pnctd"'h tor turtber 

ebezlceo or 111111ar character, I ha•• tbcucht 1t 'but to clhcu .. 

'briefly the 'broad houeo il11'o1•ecl before co-DtlflC 110re pertlculul;r 

upon tho •artoue eeotione or the 1111 of 1&tereet to the fr&&SQJ'f, 

s:. 
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Fi rat, the &e.u.ption aeeaa to underlie the propoeed locialation 

that ohare• in b111ldiac ud lollll enoeiatiolll wcht to ha• e a d8C)'ee 

of Uqu!.dit7 eoiiJ)&ral>le t o that of l>&Dk depoeita, !he propoeed Bill 

eoneequentl7 pro.tdee t or eul>atanti&ll)' eupple .. nt1ac the al>ilit 7 of 

t he Federal Rome Loan B&Dka to aake the &d•ancea to their aeebera 

• h1ch -.ould be neceaa&r)' in order t o pend. t the• to Mintldn in U•ee 

of etreaa the atatua of their abareo &e qwaoi-demand deposita , and 

elao pro.tdea tor re.telnt; the ineurance of the Federal Sa.t~~t;a and 

l.oan lniUl'ance Corporation eo that oh&reboldero in defaulted buildint; 

&lid loan &eooeiatione - be pe.1d o!f i n caeh or in intereot-beu1ac 

debentures r ather than bei ng aaked to wait tor a eubetantial period 

without intereat aa i e the oaee at preeent, 

' . 

I belieYe that thio a ttempt to pro•ide a l i quidit)' eocparable to 

ban_l< depos1 ts for IMreo in buildillg and loan &eooci&tions 1a unoound, 

and 1 &!:1 conaequeDtl)' oppooed to legiolation intended to iorpleaent it , 

Sheree i n bl11lding &D4 loan aaaoeiationa ha•e been geDerall)' underetood 

to be eeane tor the in•eet...,nt of loac-te"' eartnge and not liquid 

inetrumenta, The ••~eta of t he aeeoeiati oDo, oonoiot iac al8oot entirel)' 

of 110rtgageo and derl•athe real eatate, are of a charecter 111H&ble to 

th1o conce!)t of their ehareo and pro.tde DO ._,., tor f'llrlliehiQg eA:T 

cone1dereble de«ree of liquid1t7• 

lt thil coaoept h t o ba changed and oharu 1D bl11ldiac and loan 

at~ociatioDs ll&de liquid iDotru~~ente, ouch ehar., will become tor 
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practical purpooea 1n41ati~iahable fro• beAk 4epoaite: and bu114iftC 

and loan aaeociatlona and baoka aq be expected to coapete actlnlr 

' 63 

f or ell t'w14a now h e14 ln baolta where the checlcillft pr1dl8f!:e h not 

utentlel , If, 1D llllkiD« tbetr ac!Ju•t•at to web a altuation, 'bul.ld­

i a& and loen oeoocia tiona endeavor to aatntain liquid aoeeto comparable 

in extent and character to tboee cuetoaari ly llaintained by banke, the 

affect of the tandanoy atron&lr BYident in tbe propo•ed l~alation 

will be to trenefora thea into a ooapetlft& qat• of biUlke - operatlnc, 

bowever , under different tNperrteory autborltlea end under dlftenll>t 

tund.a~~entel atatutu fro• t he exte tlug banld.nc inatltutiono , In the 

aore likely case that 'bul.ldin& and loan a ooooiationa !all to build up 

t heir proportion of li~uid a oeeto , notwtthat&Ddin& the changed charao­

ter of their eharea, t h ey would etill conatltute a compettn& ayatea of 

banks except that in t hh caae their 11~141 t7 would be f'urniehed 

olaoat entirely at tbe expenae o! t h e Governeant - whereas , exletlnc 

bankinc lDa titutione auPPl7 their own liquidity under all ord inary 

oircwutancea and depend upon Governl!lont ald only l n caoe of &enuine 

eiDerpncy, 

Second, the propoMd le&talatlo.n would expaad tbe typea of buaiDeu 

• hlob federal eavln&a lllld loan aasoclatlona -., encat;e tn lllld would 

llkewhe expand t he typea of collater el elipble !or aecurillt: adT&Dcea 

troD Pederal Boae Loan !lanka. 'rheee chancea pertl\ln to the aaxl.,. 

Use of loan• which lillY be aada by rederal aavlft£8 ""4 lou a oeootationa 
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~4 the percentage of the t~tal aoeeto ot eueh a ieociations which aGJ 

be .-ployed wi thout recard to atatutor,r reatriotiona liaitlnc loana to 

"boM1 ..,rtpeea of a atipulated ....n ... ..,unt and within fifty a1lea 

of the home office ot the aoaoeiatlon. !he liheralisation of ell«ibility 

re~tirements apPliee to the auaber ot tsailiee housed p~r dwelling; the 

restriction to aortg~ea on boces, the restriction to collateral epeclfl­

cally ltealsed iD the atatute , and the reatrlctlon liaiting the eite of 

be,.. aortgages, !heae chancea wouU tend to rob bllllding and lo& 

assoc iation• of their chAracter as •l ocal , autual, thrift and hoAe­

f1naneing institution•• and in a, opinion would be unwise. 

Third, the propoaed Bill r emoves the preeent reetriction which 

limi h member ebip lD the Federal Home Loan Bank Syet .. to bllllding and 

1oM asooeia~iono , asYiO«• banka, and ineurance coii)>IUlieo , and opena 1t 

to all tTPea of home finAnctnc ins titution• which ceet certAin condit ione , 

t~e principal one of which ie that they oecure t heir funds on a baaie 

which the l!oard judgea to warrant t he ..aklng of loDC""tenn lOOrtflS«e loane, 

Tbi1 pr oYlsion, i f so 4ea\re4 b7 the Board, would throw meoberohip in 

the •1•te~ open to commercial banks; and eo rat••• broad queotione with 

raapect to the poasibilit7 of conflict between the Federal Home Loan 

l!a4k Board and tho autborltleo at prese!lt cparYlaln£ the operations of 

theta banta. 

Fourth, the propoaed legislation e:rt~nd• ewHplllf: tax exeaption 

Pri•ile~ea to Federal aavinge and loan aleooiationo, Theoe aeaociatione 

64 
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ue slready e:reiiPt !roD all !'adersl corporat1o11 t&:r&tion, and 41 vi4en4t 

on their e!>arn are u•pt fro= the nol'lllll inooae ta:r o! the !'aderal 

Go• e,..,_nt . It 1e now propoaad t hat they slao be e~mpte4 !roa 811 

State IUld local te.ution except real and t~~oD~tible personal property 

ttuoa and that their ell&r88 and tho inoo11e thereon aloe 'be uempted 

!rom all State and loo&l taxation, (except .urtn:reo, estate, inheritance 

and ~!t taxes) , It to &lao proposed that the wor41~~& ot tho e:remption 

prorl aion be ao .. eepi QI: ae to include within l h ecope indirect ae 

• ell aa dir ect tAXation. 

I aa deeply coneeTned by the increa•in& deDRnds !or tax e:remption 

privilege• eonetantly being urged !or varioua olnaeea of enterpriee, 

nnd feel that thie r equeet !or addttlon&l tax exemption upon the part 

ot a class of tnoti tution already e:rcep tionally !a•ored i n thi e r eapect 

o~t to call ! or a r eeonai der&ti on of our entire pollq in granting 

aueh exel!ptlona in t he put . !a:r e:re::rptiona are concealed snbddiea, 

particularly undeolrabllt i.n t hat their cost h not annually brou&>t to 

t he attention of t h; appropria ting euthoritie• ond tbe public , aa ia 

t he caoe with outright aubaidiea, Tho proper occaeton for a conoider .. 

tton of the grMti De of e:remptione fro• ta:ration ought t o be in conneo­

tion with general tox loGilla tion rather then in connecti on with 

le~alation relating to epeei!ic claaeeo of 1natitut1one, 

Turninc t o a more detailed etatesent of ~ obJection• t o certain 

pr o•iai ona of the propooed Bill , Section 1 deolftreo certain tiDdinga 

nod outlines a policy, including a atateaent that t here i• need t o 
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etrOQS\~ • •• •• • the exietia& proYioioae ofa 

•(a) !be rederal Boee ~ llaak Act, • • •• 

"(b) !be Bo .. Ow1lere1 l.o• Act of 1933 with reapec\ to the 

-.,re than 1 ,300 D.&tlonall.T-cha:rtored looal _,tual \brUt and 

boe~e-flnancillf; iaot1tut1011e u !'ederal inetrwoent.Ultiee in 

wblob \ be people .., eatel:Y innet their fund e ••••• 

v "'<~ Jratl~nal Bouoia& Act wi th retpect to tho iDeuraoco 

b7 a :redoral inatruaental\t;y of the MYiD&t of t he people i,... 

veoted in t hrift and hoa.-financia& inttitutione ••••• • 

It aeeao unwt .. to etate in a :rederal etatuto that the people •.., 

oafely invest their tunde• in rederol eaYia«e and loan es110ci atlono, 

Al though theoe ao~ooiat1one are given a rederal charter, t here io no 

cuarantee b7 the Oove~t. isplied or othorwioe , that inveot .. ntt in 

thM ,.... eate. It 1o true that the ohare aecouat o of all rederal 

eaYia&• and loan auoci&tlczt are illeured to a Uaited extent b7 the 

rederal Sawia&a an.d l.o1111 Ineurence Corporation, but onn tho eolTIDCT 

ot tbio Corpor ation h not guaranteed b7 the Oovo,._t, !he -

point arhes in CODI\octlon wt th Section 18 of the propoeed Bill whioh 

would •end eubaeotton ( a) of Section 5 of the Bo .. Ownero 1 J.o• Act 

ot 19}3, ae .,.w!ed. 'fhh perUcular eeotlon authorisn the rederal 

Boca J.o ... Balik Board to cha:rter r edere1 saYlD&• •4 loM &IIOCi&tiOIII, 

•tn order to proTide looal •tual thrift 1Dotitut1ono in which people aq 

inveet their twDde,, ••• • 'fho pro~ .. tc4•9ftt would i neert the word 
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• ea!ol71 before t he pbraee 1 lnYeat their tunda,• 

It would &leo a p1:>1ar to be undeatrable to etate t hat t!• ... • 11 need 

t o aere~haD l'ederal a&'rl~~&• and loan auoelatlooa •aa 'Pederal 1Jietru­

:~e~ntalltleo 1. .t.a you lcao•, the GoYel'DIIIent 1a intereated l n a conetruotiac 

of the present .t.e t wh ich W'ould leave no rooa to doubt that Fedar&ll7-

ohartorod •••1nge and loan asaoolaUone are under present la• 'redoral 

lnet~ntalitlea1 , fo sake thla atatoaont a!fi~tlvely a t thlo ti .. 

a1gbt load to t he l nte,.pr etatloo that ouch aaeociatlone sre not now 

Federal 1natf'IIIIUtall t1ea, 

Section 2 of t he propoeed !ill would amend .ubeection (6) of Seotion 

2 of the Federal Boae Loan l!aDk Act , ao pended , to 1"'1"111 t the Federal 

llome Loan BaDl< Board to broaden the el1glb111 t)' require~~~ento on real 

.. t ate oollater&l for lOMI or t he Federal Boae Loan Banks to include 

aor t gagee on dW'elll~~&a boue1Jig aor e thaD tour taaillea. ! be effect ot 

tb le pronai on would be t o perait aeober lnetitutlone to obt81n l oan• 

from t he B&nlce with eoll,.ter&l oonsllti~~& of aortcagea on lsrge-ael\la 

houd~~& proJects , tbue encouraging building and l oon as~~:~eiat1one t o 

llllllce .ueh mortg1J6e loane, Thh p~tlce wout d appear t o be an undae 

extenaion of t he oper atlona of bu1ld1nt; and loan aaooc i a tiona, i .naaaueh 

aa ouch loans a1&1Jt reprnant an undue concentration of &Bieh, and 

would tend to rob t he a"oelations d their ohareoter aa local autual 

thrift and hoae-fiii&DCi GC 1Jiet1tut1on .. 

Section 4 of the propoeed Bill would saend aubeeetion (a) of Section 

4 of the hderal Bo,e Lo811 Bank Act, a• -ndod, t o pro'ride that 
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aoa'berehip 1n Bo .. Lou l.nlco, now open Olll.7 to bu1141Dt; o.lld lo"" 

auociaUona, aa'lin&• aD4 loan aaaoch.tione, cooperatho banks , boa.­

atea4 auoc1at1ona, 1n...ranco COJ:I!I&D1ea M4 U'lin&a banka, 1o open to 

other t7P&a or ina.U tutiona on&at;ed ill aaii:1JI4 boooe aort«et;e loan a it 

aporoYed b)' the Jederal Home Loan Balik Board. In op1 h or the fact 

th~t certain reatrictiona are oat down with reopeot to the eligibilit7 

of inati tut1ons tor meaberehip , as , for exalllllo , th3t loanable tunda 

auat be obtaiDed on a bade which tho Board ,!ud«oa to warrant the 

IWti~ or long-tera aort&ot;e loano , 1t would appenr that this l1beral­

hBt1on "'-gbt open the we:r for national be.nlco and other co.,..,rcial 

banka to become membero of t he a7ot em. In m,. oPinion , thi s would be 

unfortunate , since our alread7 overlapping 87tteao of auper'lioion of 

banko (lesdiug to conflicto in policy otandardo ouch "' those reltltin& 

to rKiocoUDtin&) woulcl bo renclered enn aore coaplex than at ):rooent , 

Section 7 of the propoHd Bill woulcl aaend auboection (a) of 

Section 10 or the Jed oral Bo•e Loan Bank Act . .... all8ndo4, to extend tha 

liot of eligible eollt\hr al for advances ot the J'ederal lome Loan Banko 

to incl'!de obl1g:at1ono of the Banlco and of tho hderal Sa .. i"«o and Lou 

l nourance Corporation and other obU.gationa appro .. ed b)' the Board. In 

addition , all aaortbed aor~a woul4 be -.do ~ll.gible for o4-.ancea 

inotoed of onl7 'bo .. aortca,;ea• ao now prodcled. Seot1on 8 of the pro­

pooo4 Bill would aaend parecraph (}) of auba!ICtion (a) of Section 10 of 

6a 

the Jederal Boee Loan Bank Aot, as aaended, t o aalce the aame l1beral1se.tion 
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wttb roopoot to aoDaOOrtisod oort saroo 11 Sootion 7 ..tao with roopoot 

to -ru s o4 .. ncocoo, !ho of foot of tbooo ollucoo would be to 1,.. 

create 1'"'"'11 the llat of tl1&1blt ool.lateral tor ~ adYaacea, a l.Dce 

DOrtc"CCJ• on atructurea other tbu boaet • o\1l.4 be elicible, aa well &a 

ot her obUcaU<Do approTod ~ tho JoarO , .t.o a roouH, tha -. m.rht 

diQ>liC&h tha oxiOUJ>C diOCGW>t fa.cUi\111 or tha J'•dOI'al I!UOI'TO lloAlco, 

• Melt ..,..ld be oopooiall:f 11riouo if •cboroh1p iD t ho J'odorol s ... l.oM 

.... ,. S7ot .. it ope to eo-roial b&lll<o 1\0 aicl>t be tha rorut or 

leoUon 4, 

SooUon 10 of tho pr opoood Bill would ... ond prcndon (2) of oub­

oooU on (b) or SooHoo 10 of tho Podoral BOlio l.oM Bonk Act, ao ""ondod, 

\ o 1ncrtAtt tho ..xi~ else ot homo -ortcacee oli«ibl e for eollster&l 

tor 8&nlc odT&Dcoo froa $20, 000 t o $)0,000 or 11\lCh t;roater uount a o .., 

1lo t lso<l br the Board. Th1c propoeal -.ld a_.- to bo oubJoot to the 

lASt orttlcl111e cited with reepect t o SecUoa 2 , nuely, the.t u u:n4\1e 

ooAOeatrat toa. of aaeete a-\t:ht rel'lllt, ud. that the e.aaoeta'tlons •ould. teD4 

to bo robbo4 or tholr ch&recter ao local atu&l thrift aD4 hoDo-rt...,.clD« 

\a ell tuU one. 

looUon U(b) of tho propoood Jill would Mood Section 11 of tho 

fe4er$l !loa• Loa J,euk Act, 1.1 ueAdtd , to pro'fide a. GoveMl!'l!!lllt cu.arMtae, 

• l t h roopoot to both principal aad lntoroot, ot obllc&tlono of Podoral 

l o.e Lou Janke 1ewu.e4 wtth the a_ppro•al ot tht Secret e.ey of the !ri&S\l.%'7• 

lo ., l ottor \ o JGUo dated ~ 17, 1937, tioouoo18« tba proTioiono of a 

-
6S 
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dral\ of a propoae4 !ill submitted to 7011 b7 tile Vice-CbairmaJt of th<l 

J'e4erlll Hoae Loan llanlc Board under dah of llaroh 18, 1937, I e:rpreuad 

~opinion • • •• ,, that the outetandinc contincent debt of the UDited 

St ateo obould be r educed ae r apidl7 aa pouible rather tban increand 

• ..... . Since I eee no rea~n to chonge ., opiaion at this ti .. , I 

feel l t neceet&rJ t o recot'd ., dilapproYal of the pruent propoalll, 

Purtbenore, &Yen tboU&b this were not q c:eneral positi on , I ahauld 

atill feel lt nece••aT7 t o oppoae t hia particular guarsntee, Al tboU«b 

the Pederal Gonmnent, at t he present tiae, ona almost &l percent of 

t he :Banko ' a t ock, the pro'risi011a of oection (&) of the Pederal Hooe 

'. 7J 

Loan Bank J.ot , a a amended, contall))late the ulti,...te •1tMrawal of 811 of 

the Oov~rnoent capital in the Banke, '1'0 date , thP Paderal Government has 

not 1\lAl'&nhed the bonds of 8Zilf af:&nCJ not • holly owned b7 the tlnited 

St~tea , and I tbialc 1t would be unwiae to de~t fro• t hia palicy in thia 

caae. 

Section ll(b) aleo ....Ud IIIUtborhe the Secret&rJ of the ~,..,...,. , 

i n hla dieeretion, to purchale and eell obll&at\ona of the re~eral Hoae 

l.osn lltlnke acd of the l"ederal SaT1nga and Loan Inii\U'ence Corporation , 

suoh tranoactione t o be tr ... ted aa publlo debt tranoaot ion a . 'l'hh pro­

pam 1s not acceptable to this l>epart .. nt, lhlle it is true that the 

Gove~ent baa alreadr contributed eubetantiall7 t o the f inaneinc of 

the lllllllce, it was painted out 1n the precediD« para&raph that the pro­

Tisione of the Act contall))late witbdrawlnc the &OTaraaental aooletanee 

rather than w pple10entlnc it, 

.• 
' 
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Section ll(d) of the propoae4 Jill would aaend Section 13 of the 

Federal Bon Loan INik Aot, a• ~ad, i a two ....,.., (1) It would add 

to the i toe at preeeat •-rated in SeeUon 13 oa bein& bx exa.pt 

( except from aurtaxee, eetate, iaber1 taDCe aa4 tift texee) , the etook 

of Pe4oral Boae Loan Jealce ae to both nlue and income; and (2) 1t 

would add the worda 1 &Dd the burden thereof' a!ter the word •taxation•, 

epparentl:r in an effort to ela.r,;e the preaent tu exu•ption ao aa to 

include the inoide11oe fro• indirect ta.xaUon, If, in teet , it 1e i­

hnde4 to enlarge the tax exe~~ptlon b7 the uee of theae new toNe, aunb 

&et1on would ghe the llanke a tax adTallt..,;e ower all other 'Paderal 1-

atrumentalitiee, It, on the other band, the intention ie merel:r t o 

apoll out w1 th greahr :particularisation the lagal effect of the preaent 

oxomption , 1 toar that t he len& atalld1n& conatruction «}wen to eiallar 

tu exemption pron aioaa w1 thout t he new leJ~gU.ago might thereb7 be 

pre Judie ed, 

SeetioD 17 of the propoaed Jill would &mend aubaection (n) of 

Section 4 of t he Koae Owner•' Lo&ll Act of 1933 , •• amended, to author­

i ze the Corporation, eubjeet to the approwal of the Secretar:r of the 

!reaaur;r, t o purehaee v.p t o $JOO millions of oblicatlone of the 'Pederal 

Bo .. Loan Balik•• 'l'bia authoriSation end the preaeJlt one ot $300 

•1111ou tor either purehaaea of obligation• of the Janka or i nnat .. nh 

in buJlding and loAD auociati~n• would conati tute a rewoldng fund, Ill 

~letter t o :rou, dated KaJ 17, 1937 , referred to above , 1 aaid in 

,_ 
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connecti on with a proposal to utilise the uaueed portion of the 8Uthor­

U ed bond 1ooue or the Hoae Owoeut Loan Corporation for purcha .. of 

obli«fttione of the 7e4eral Home Loan Janke , ae tollow&l 

1!he Ooftl"DDIct rill tull7 11\1&1'&Dhe the principal an4 
inter .. t ot ouch ot t h e H011e <>nere ' Loan hondo ae rill be 
iloued, and ebce I teel that t he ouhtan41nc CODt!.n&ent debt 
of the Ubited States ehould be r educed ao r'pi41)" a• posolble 
rather than increaaed, u al«bt be t he rewlt of thh aae!IA­
aent , I th1.nl< it would be deelrabh t o r etrain froa ertendtnc 
the uee to which euch hondo, and t he .uthorisation therefor, 
:u:r be put. llo eYidenee has been &inn to ehow the neceoo1t7 
for additi onal funds aYallable t or tho purchaoe b)" the Hoae 
Owner• ' Loan Corpor ation of J'e4eral Rolle Loan Baa.k debenture• 
and other obligations , and at leaet UDtil ouch time ao that 
action ma7 become neceooar)", I an oppooed t o t hat proYioion 
i n the Bill.• 

Uy opinion at thla time r emain• t ho oNDe . In adclition , I ohould 

like to point out that the Home Owner• ' Loan Corporat i on wac organised 

aa an e•ergenC)" ~enc7 to do one particular Job - J!lt\ke IIOrt«ac• lollll• 

'.o tlnanclall)" dletreose4 hou owners - while the l'ederal Hone Loen 

!.'anka wue eot up ao pen~&nent aganclee to aid l n the financint; ot 

bulld11>« and loan a .. oclatione. It nee•• quite llLol:lcal to ae to use 

the faolll tieo of a tBIIpOrar)' agency t o aid ln flnsncln« a pe"""'ent 

agencr i n t h l e aanner. 

Section 18 or the propooed Bill would a!lllmd !llthae:t.lon (a) of Seo­

tion 5 of t he Ro•e Ownero' Loan Act of 1933 , ae amendod, to permit l'ederol 

eavln&o and lonn aeeociatlone t o be known aa 1Pederal Savin& Aoaociationo•, 

lf th~ J'oderal Ho•e Lou Bank Board eo deterainee. In 1\Y oplnlon , tbe 

pr oeent title a pt l)" describes tbe type of bu•lne•• whlcb t beae orcani • atione 

contb:ct , while t he proposed title llleht well roeult in a lll!NllderetandiD« 

7') 
'· 
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of tho nature of the or«SDisaticna, 'l'ho ton:o 1bu.1ld1Dg Md loan 

nesooiat i on 1 and 1 aav1ngo &nd loan aoooe1ation1 have lone aerved to 

daaoribe the clao• of orgnn1cat1on to ehich Federal onv1nga nnd loon 

aaooeiat tono clearly belon& and the preoent title therefore conveys to 

the public the idoa of a financial organiSation maldn;: ,.inl;r lon«-

\ere home-IIOrt&age loano, aDd accepting oav111f:a for t his purpose , !'h6 

propooed title, however, would 110re likely ghe tho iapreaaion of 1111 

orgllllisati on like a 111tual aavingo bank, llu.tual sa•in&" banks, 110re-

oYor, ara tund>lment&l.ly different troD Feder&l. sa vine• and loan associ ... 

tiona in tbe character of their relntionehlp to t he investor, '!'be 

investor in a mu.tu.&l. laTinge bank 11 a depoaitor, and if hi& claim for 

withdrawal ia denied , the bank ia deemed insolvent . 'l'be investor in a 

Federal aavingo and loon aseociation, on tbo other hand, is a part 

owner, and 1t hh elala t or withdr""nl it denied , he muot ~ait until 

II>.Cb tlae a• the association ca1 baYe ll>.fficient tu.nda t o repurchase 

hh abaree. 

'l'he propoaed title h also obJectionable because of the poaaib1l1t7 

of eon.tu,ion on the pert of pureh&eero of Oni ted States Savings Bond a , 

innlllllloh ae under ex1et1ng 'l'ree.l'lll')' 'l'egu.lntiono, Federal aavin&a and 

loan associations haYs been deoigna ted to aeoist in the sale of Savingo 

Bonde, 'l'be public aa,.v be alsled into the belief that. Savings Bonde &re 

in eoce aanner identified ae obligations of the aosocintione. 

7.,. ,, 
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Sectioc 19 of the proposed Bill would e.aeNl eu'beect1o11 (c) of 

Section 5 or the Bo•e Owllere' l.o81l ~t or 19}}, "e uende4 , t o in­

cre&ae the maxU.U. abe of l oon• of Pederal e&Tillgo 81ld lo&n aaaoct .... 

tiona froa $20,000 t o euoh t l cure ao ~ be prftocri'bed b7 the Board, 

but not lees thon $}0,000, I n a4d1t1on , the percent~e of total 

aneta of federal oadllgo ""d loan asaoclationo which ~ be e11plo7ed 

without re~ard to 11altat1nn (1) on ~1•• of loeno, (2) a 50 mile 

lcodl~~g area , &114 (}) 011 loan• oil iaprond propert:r other thon ~ee 

or co•blll4ti oll hoaeo and buo1nuo property, would be rabed froD 15 

percent to ouch !leur• betweell 15 percent and }0 percent &o ear be d .. 

termlned b7 t he Board , 'l'heae propoael.a would appelll' t o ba eubject to 

the tame er1t1c1oa cited abo•• ln connection with Sectlane 2 ~<~~4 10 , 

n&:~W~lJ , that an UDdue concentration or aa~eto eight reeult , and that 

the a01oc1atton~ would te11d t o 'be robbed of tholr character ao local 

I:IUtlllll thrift and ho•e-t1nanc1~~g lnet1tut1ooo. lloreonr, the object1o11 

lo e•en otro~~ger ill the oaoe of federal .avingo end lo&ll aaaocl nti ono , 

olnoe the 1 e4er&l GoveMillent 1o aore dlrectly concerned 111 t heir ope...,. 

tlo11 thon 111 the caee of other aaao~iatiolle whioh aro meobere of the 

f ederal Bo•e l.oall BSAb, 

'lhh S.ctloo would alto pr oTide that e:t portion ot the aoeeh of 

PedereJ. oart~~ge and lo&ll aeaoclatlono - be 11lVeeto4 °1n obl1pt1one 

of, or suaranteed ae t o prlnolpal and i nterelt 'b7, the Uftite4 Statae.• 

.. 
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fho present NOtborit7 of the aatociatioo. is to t nYeot •in ohl~ 

U ono of the Olli ted St&teo. • fhh Depsrt-t !lao bad oee&aion to 

consider the proYloi ono of t he preaent la- in a c&oe whore &D 

&osocietion had in•eated aoot of ita eaaeto in Home Owners ' Lo&D 

bondo, guaranteed u to prinoipel and i nteroot , and interent1all7, 

at leaot , interpreted the words 0obl1g~tione of th~ UnitAd States• 

ao used in th1 e eection (Section 5(c) of t he Ho•e Owner•' Loan Act 

of 1933, as Mended) to include ohl1gatiooo which were ~ «'l&J'­

anteed ea to princlp&l end interest h7 tha 0111 tad Stetea. I unde,_ 

atand that the Gener&l Oounoel for the loder&l Ro11e Loan Bllllk Board 

rendered an oPinion i n which the same conclusion weo reached, 

Section 20 of the propooed Bill " ould Mend suboecti~n (h) of 

Secti on 5 of the Hoae Owner•' Loso Act of 1933, ea aaended, to pro­

•ide tax exeliJ)tion f or Foder&l oavint;o and loan a uoci at1one e~ 

capt froe real and t englblr perooll&l. proport7 to.x .. leYled h7 ezq 

torritor,v, dependency, or poaaeaaion of the United States, or h7 ezq 

State, count7, .unicipeltt71 or local to.xlng suthorit7, Present law 

proYldea complete exemption only with r eopect to Federal taxes while 

State taxeo are applicable to Jederal aaooc1et1ona to the aaae ~ 

tent ea tbe7 are appllcal>le to State-chartered aosoctationa , fhe 

Proposed aaencboent woul d alto .-ke ohareo or loderal oaYlngs aDd 

loan aooociationo ox.-pt both as to •&lue &Dd lnco~ fro• State 

.. 75 
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...,4 local taxea (except .uri axe a , eatate, 1nher1 tM<:e , 1111d «1ft tpea) , 

!he - exe"J)tlon la alread7 «i•sn rl th reapeot to JedeJ"al t axation, 

Sll.oh tu exell))tlona would conatitute hidden wbaldlu, and would 

be, ln Will oplnlon, Ulldealrable fol'llle of tlDMolnl aaeleti!IDce , lDa ... 

wch •• the7 would eec&pe the aorutln,y and ae>tesuarda generall1 

proaent ln co~ection rlth ordin&rT expenditure• entering into 

tho 1Ju4&et of a poll tical unit, It would app ... r to ae.ke 110 difhr­

onet whether the acthit7 being &saisted bJ a hidden wba14J la 

worth7 or unworth7; the iii))Ortsnt point h th. .. t the &a~lat&nce to 

be Provided would take plo.co rl thout enr 'being recorded ae liD e»­

pondlture, 

In ~ition t o t hia «eneral criticise of the propoaed tax e~ 

OIIJ)tion, thia pe.rtlcular proposal ia undeairabh for two a;>ecific 

reaaou. In the tlrot plMe, the J ederal Gonrn•ent would be uant.­

in& an ex.eaptlon from tun lnied bJ State !!!!d loc&l go•u·ru•enta, 

and granting the exeaptlon to prlTato lnetitut i one and their ab&rea. 

Thia would aeem to be an unwiae extention of the aphere of recip­

rocal tax ex..ptlon which would rewlt ln the introduction of new 

tax conflicts rlth State and loc&l co• ernaenta. 

Regraded Uclassified



77 

- 17 -

In the eeoond place, the U AIIUIIC of the tax e:o:eiiJ)Uon ))n)poeed would 

give &II unfai r co~etitiTe advant -«e t o r ederal aseociat ione, J at i onal 

ba11k1 (which are alto l'ecl.erall.r chartered) and their abaree , recein no tax 

exemption, either ao to l'ederal or State and local taxea; &Dd u a -tter 

of tact, tho otatute opecif leo tbl>t national b&lllca ahall be wbject to 

State aod local t axeo, but onl7 to the .... extent aa State-chartered ballko, 

Pecloral crecl1 t un1ono are UIIIJ)t fro11 corporation 1neo"" taxes, but thei~ .. 

IMreo and ci1Y14endo reee1Yed tbar eon o.re wbjeet t o full taxation in the 

bands of the recipient . I t State- oharterecl bu1lcl1~ and loan aeoociat1ono 

and their ohnree are not now granted eXeiiJ)ti on from State and local t ax.­

t1on, thh propolal would fa•or rederal a11oo!etiono ; and !! State­

chartered inot itutiono are now «i•en opeoial tex treataent , l'ederal u eo­

c!at1one auto~&&tically reeeiTe the laMe treatllent , In tbe final analyeia, 

therefore , 1t oeeao to ae that th1o propolal would oontllct rlth the 

intention iEpl!ed in t he lt«<alati Ye hiator.r with reapect to. J'ederal 

a&YiiiCI and loan aaaoc!ationa, that tba coapetit1vP situation rlth reopect 

to State-chartered inatitut i ono abould not be d!aturbed, 

fhh oection alec .:onta!na the l~e to which I have e:q>Haaed 

objection oonta! necl. in Secti on 11 , reepeoti"C the exeiiJ)tiona fro• t~ 

Uon accorded J'eder al Holle Loan !Mica, fhe aUie objections apply i n th11 

eaae . 

Section 20 would aleo aake abar .. in federal e&TiiiC• eel loc aaao­

c1at1ono lawful i""eat..,nte tor, and accep\able aa oecurit 7 for, all 

t14uciar.r, truat, and public t'lmda , the inTOotment or depo e1t of which 
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il under t he autbor1tr or contr ol ot t he united Statea or eny offi cer or 

officer• thereof, SUch aharee abould not be made &eceptablo inveatmento 

!or any fund• with r eapect to which an important degree o! l iquidity i a 

deli red. 

A --Jor anoaaly o! t bio proYleion o! the proposed Bill ia that it 

would aake lharea in Federal at<Yinga and loan &llociat1au eligible •• 

eeeur1ty tor depoeita o! public t"w>da i n national and other 'banlco. ( In 

coMection with Section 25, I expreaa rq di aal'!'ro•al o! t he proposal to 

8llow national 'banlca t o in•eat in abaree ot Federal anccl a tiona, ) 

Depolitl in the ea banke are r ouchly analogouo t o obarea in aa'l'ingo and 

loan ao~ciationo , except t hat d~poei t o 1n commercial banko nave the added 

protect i on ot the otockholdere ' e qui tr and are much more liquid, fhe 

i mplication ot tho subJect pro•ioion t hot ahoree in Federal saYings and 

l oan a11ociio.t1ona are eater than del)Oiito in national and other 'banlca, and 

ao mar be not olllJ' 6Cceptable ill tbeir own r1cht without further aecuritr 

t or t he in•eat•nt ot public tundA bllt ohould &lao be elig1ble • • collat­

ernl to oecure deposits in national and ot her banka, eeea~ to .. t o he 

un'll'pport ed by tha !ACta, 

7S 

Section 24 of the proposed Bill would amend paragraph {b) or Section 14 

ot the J ederal Reaar'l'e Act, aa smended , to add obligat ions ot the Federal 

Home Loan Ranke {l) to t he llat ot eaourlt lea baYing current maturltiee 

or not exceeding 6 ..,nthe which 1187 be boucht and oold by the Federal 

Re11ne R.ka , and (2) to t he lilt or aacuri tiea (without reprd to .,.tv.­

r1tlaa) which IIIIT be bouf:bt and aold b7 t he 'Pedar&l leoane Banke but 
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only in the o- ...-ltet, At tbe PJ"eaent tl.aa tbe only tnet.-ta wblob 

the Federal lleaene Banke ~~q u .. tor open ..ntet operettona are Oo••~ 

ment and Oonmment-puanteed obllt;e\lone, II)' objections to guaranteel.llft 

tho obli gation• of the Banko haYe been atetad abo•• in connection with 

Section ll(b), and 1t tbeae oblit;etiona ere not guaranteed it would aoea 

incoaahtont to make thea ellpble for open aarkot operationa. 

!bare 1a en nan ..,re t-cmd.allental objection to the present propoaal, 

how~ver, !ha pr1aar;r function of open aarkat operat i ons of the Federal 

Reoana Banke 1a the control of credit c01141 tiona, Aa aueb, t he Federal 

Roaeno Banko are not intereatod in tho partioular aarket conditione of 

IUIT epocific aecurlty, !he intoraat of the Federal Home Lean Bank Board , 

however, in addi.,; obllgatione of the Federal Boao Lean Banke to the Uat 

of ateur1 tlea which t he J'ederal Rtaerve Banke "'*' deal in in t heir open 

market operationa, it a~entl;r that of etro~henl"« the aarltet poeition 

or theta obligations. 

Section 25 of the propoaed Bill would _.nd tho aeYenth pera,;rapll of 

Saetloo 5136 of tho RtYiaod Statuha, .. -ded, to l1beralise the 

preeont reatrictlon prob1bit1Ut; national b8Rlc1nt; aaaociationa froa purchaa-

1nt> etock of corporatlona, to allow them to invest in aharea of Federal 

aavlnga and lonn aeaociaticne, wai'l'int; tho raatr1ctl.one reopocti~~t; lnvoot­

llent aeour1tha. In ~ opi11ion , thh propoaal 11 unaound for two reaaone. 

In the f i rat place, it atght r eault in oontlloh between the eupemeo17 

autbortu .. of national banka ..,a of Pederal a~tooiatlon., S.Cond, U 

Yiolatea the principle at r.aarel eaeoo1at1oca that t)MJ ohall be local 
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1111tu.l cooperatt•e UDdertalrt~~«•• '!'be inYitbent of large bloclo:e of fuade 

bT national banke in IUCh aaeoci~tiane would oertainl~ tend to interfere 

~1 th the preeent character of control of theee organisationa, 

Section 26 would uend subeectlon ( b) of Section 4<>1 of the latlonal 

Hout111« Ac t , ae uended, to liberalise t he tera ' i nw.red a embera• t o iDCl ude 

t rut h and tiduciarieo l:olding ebueo i n i n8Ure4 i net1tut1ona , pronded the 

beoetic1ariea sre d180looed t o the i netituti <llo , Section 27 would aaend 

oubsoction (c) of Section 4ol of t he lational HousinG Act , as aaendad, to 

pronde thet t he tera 1 in8Ured acccunt 1 ohould cove r any t;ype of inYest­

aent i n an i noured 1not 1tut1on except nonwi thdrawabl e aceount o, up to a 

max1su• of . 5,000 for &n7 one peroon in any one i neti tution , except that 

the $5,000 liait would not apply to oreanisati one oper a ted priaarily for 

r ol1pouo, ph1lanthrop1c, charitable , educational, fraternal, go•onu>ental, 

or oild.l ar pu.rpooee, or 1>0t operated for profit; but th o Pederal Sanngo 

nnd Loan ln8Ul'&Dee Corporat i on '""" l1a1 t the """uat of such sccounte an 

i nsured 1net1 tut1on '""" accept. 

I 0o11 oppoeed t o the extoni1Cil of the i nw.rence sranted bp the Pederal 

Sa•bl&t and Loan Insurance Corporation beyond the $5,000 Uait in the 

eaae of the claoeu of accounts enuaera t ed, lone of these claaaee of 

accounte repreeent primarily savings but consis t , for the most port, of 

acewoul.atl one of tunde awai tbl& u ee in t he ord1nory affaire of the account 

bolder, ! hie h particularly true of public tundo which are aaong tbe 

acet • olatll e clau of bank depool te, Aceounh of t be t191 11ncled out 

f or epecial fa•or bp the eubJect eecUoa are , 1a feet , quite uneuitable 
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for receipt by a oaYin&e and loan anooiat1on ~ed pri..,.rl.l.y in the 1181c1111 

of lonc-tera loano and oU«I>t to be d1ooounced rather than given epeclal 

enoouracement , !he difficulty iaplloit ill t hio oituatioll 1o ~ified 

bocauoe the Pederal Depoolt l ll8\ll'allCe Corporation ie authorised to lllllce no 

ouch conceoaion -t~h r eo9ect to the depooito or these organisation• in 

ill8Ul'l4 banko, Purthenoore , be«illllilll: -tth the Ballldng Act or 1933, the 

J)A1114Dt of inter .. t on de1181ld dopoeito of public bodies baa been 1Dcrea~ 

\ncl.)' reotricted b,- Pederal law and r lf:Ulat1oll, until , beg1nn1"« August 24, 

1937, t he Ptl)'Sint of ~tereot Oil ~ch depooito was prohibited with reep40t 

to all banko in8Ul'ed b7 the Peder al Depooit lll8\ll'MCe Corporation, Ill rtew 

of tbeoo factoro , public bodies and other organi•ations of the t7J)e 

enumerated in Section ~7 will be giYen eYery encouragement to take their 

fundo out of banks where thq properly belolll and place thu in Pederal 

"'"illgo and loan aoaociationo where they de not belolll• 

Section 28 would llliiSnd mboection (a) of Section 402 of the Jational 

Houoi114 Aet , ao -ded, t o chall4e the ,_ of, the '•deral SaYinge and 

Loan In8\ll'anco Corporat1CIIl to Pederal SaYilll• InmraDCe Corporation, 11•1lar 

obJeetiono would appl:: to th1e propoeal to thooe I hen 411C<loeed in co,.. 

nect1on with the propo oal in Sect1on 18 to change the 11a11e of Pederal 

on•ingo and loan aoeociationo, 

Soctioll ~ of the propoeed Jill would aaeo4 euboection (b) of 

Sect1on 4o2 of the llat1onal llouaing AOt , ae -ded, to prortdo for repeal 

of the o-.lathe feature on 41rl4endo of the Pederal Stlrl111o alld Loan 

Iowuruce Corporation. 'DiYidendo DOW ac....-J.ated 1Nt unpe.id would be 
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wah•od and dindenda would 110t be peid in the future until a re .. ne 1a 

acCUOI.Ilatecl. equal t o 5 pereent of illwrecl. accounte and crecl.1 tor obl1~ 

tiona of all inwrecl. 1Dat1tut1ona. \'he d1 ndencl. rate would also be ch&D«ecl. 

fro• tho rate be illg r ecehod on the Corporation' • Homo Ownore' Loan 

Corporation bonde to t~ rate ' paid by the OoYemment on its laa\ iaeuecl. 

bond a han~ a Mturit)' of 10 rearo or aore 0 • Strictly opeeldng, t he Home 

Ownere' Loan Corporation ehould not be oollod upon t o grant oubaidiea t o 

the J'oderal San~• and Loan lllourance Corporation , "hich 1a what the 

wai 'fing of d1 ndenda would aaount to. .la t o the d1 ndencl. r ate , I eee no 

r enaon to Bake the propoeed change , since the rate paid b)' tho Goyorncent 

on ita bonds aeeme to be tot ally 1rrele•ant in eetabliahing a di'fidond 

rate for the J'oderal Sa'finga and Loan Insurance Corporation. 1'he pr eeont 

arrange~nt of baeing the rate on the intoreat r&eei'fecl. on the Home Ownera' 

Loan Corporation boncl.a held b)' the Insuraace Corporation oooao mch aora 

logical . In the encl. thia ar~eaent oerely MMI that t he in'f8at_.t 

of the Bome Ownere' Loan Co!]>Oration 1Jl the Inaurance Corpor ation 1a coat­

l eta to tho form~r , once the 5 percent raaar•e hat boon oet up and 1a 

currently aaiJlta lnod, 

Sect ion 33 of the proposed Bill would aaen4 Section ~ of the Bational 

Houllng .let, aa •ended, to pro 'fide for a reduction in the insurance pr.­

alUII rate of the f ederal Sa'fi nga aDd Loaa Inwranca Corporation f r oa 1/S 

ot 1 percent to lfl2 of l percent, eftectln a• ct JD.DUarT 1, 1933• !he 

federal SaYinge and Loan Ineurance Co!]>Oration ""' organised in 1934, and 

an anal7eh of the """'' it haa acCUT.Julated alnce or ganisation dou not 
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iDdioate that the pHaellt preal.ua rate 11 amaui ... , It h true that tb10 

Peder.U J)epoait Insurance Corporation leY111 a preldua of 1/12 ot 1 percent 

in conneoUon with ita in~urat~ce ot benk depoalto but in rq opinion the 

r11k 1t aubatant1ally leu thNI thet encountered b;y the Federal S.Yl.~ 

and Loan Iaeuraooa Ocrporation, In the firat place, banks ..,.., required by 

law to carr;y conaiderably larser re .. r ... a than are cuato...-117 carr11d b;y 

8.3 

bulldiJI& and loan a .aacciat1ona, Janka ln lew York City, for Uliiii~IT'-n----.~­

carey reaa r ... • of 26 percent of d-d depoa1te in the fora of a depoa1t 

with the federal lleaene llaDk and in addi t1on cuotoMrll;y hold acae ••••H 
caah anc\ a larr;e portfolio of liquid aeouri tie a, Building and loan &aooci..-

tione , on the other band, aeldoa maintain auba\aotl&l r eaeM'ea i n oaah and 

cuetoiii&J'ily CArey only a aJII!tJ.l &mount of liquid Hcuriti .. , In the aeoond 

place, the prelli= baee in the eaae of inaured banks h gener&ll;y h1P8r 

i n r e lation to the ar;gregate amount of inaurance in force than ia the oaoe 

wi t h bull dinr; and loan asooe1at1ona. Statftd in other worda , banlcl baTe a 

relatinly «r ... ter aaount of un1naured tunda on which tha;y ~ pr•iua 

thNI do buildinr; and loan aaaoo1at1nna, lloreonr, lf Section 27 11 adoptftd, 

proYidiD& inaurance for accoun.ta i n exoa11 of $J,OOO, the aaount of unlJ>o 

aured tunda upon which buildinr; and loan aasooiat i one PIT prellli~ms would 

be further reduced in col8p&riaon with b&llke, 

In the -randml aceo~ing the propoaed ler;1tlation, tho Peder.U 

l!oae Loan 1!&Dk l!oard· baa contended thet the Pednal Sa•tar;• 8114 Loan 

Inaui'&DCa Ocrporation baa adYontar;u ln that ita 1nauranee prelll'llllll era 

ba .. d ca tohl &IIIIUAt a paid in on ahara a and dapoa1ta plua cradi tor 
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11abU1ti~a, •:miriai t~,; ·,.e~enl ·ll8pdaitlnii\U'MOO Corporntion baoea ita 

- ~ 1\ prooiUJI on clepo'ai h alone a and that the J'ecleral llad&«• 8lld LoaD IniiUJ'&Dce 
i• ... ... .. ~ 

Corporation lllq le"7 &D &441 Uonal aneu-t equi ftlent to the Jll'•iwo, 
• t-w•:t { to cover exceas 1~•••• • whereaa the !eder&l Depoeit In.urance Corporat oo 

:t rl. "" , ~ Con 1':. • ~. 
:11&:1 not do ao . In wq op!nion , theee advantagee are not euffioien't o 

r ~t., 11 tt\1.!•• · .,.., ~t ....., fll 1 "Cf' '1 tr"'\~ Secthon » 'wOuld alec e11p0\ler tlie IniUJ'NI.ce CorporaUm to eet aolhh 
't 1 ~ .... .!\ ~ ,.. ., ,. .. • 

aeparate r eserve tuDela tor 41fterant tTPe• ot 1niiiU'e4 institutions, each 
r · -. • .,.. 1._ , ,_ ,.- tl~ ,. ruch fund t o be tree tron 11ahll!tJ arls[ng out ot any other f'und, but no 

' '\!\ .. ,. .~ 
reatrictlon belng place4 n tn respect fo the .-king up of Wicienoha in 

,..~ •'t:.. J- ' ~ ""~"' t.~ "'"'" • ~ .. ,. .. tunds from C&Plta%, Xo ev1~ence h~a oean preeanted concerning the 

dealrBbility of dtt~~Up ertch ' aeP.,...t'ee tunda. Without such ev{de.i'ce , 
-· 1.1': t .. -. .. t he ArC'.lll&nta agt11n1t the propoa!Ll ett'.!ld out rather atrongt:r. '!'he fact 

that no fUnd W11t1f be ILOaeai'Urt ci ..,.t a cletlciency 1Jt ani dtMr Nncl .le~• 

tb<>t tbe 'p~teet1on crented b:r each t'alld h cut cldwn fro• that esht1ng 

under the prueni 110tP, all other1tb1nge belll& equal . "l'he ..;re Ncb 

!'undo thAt' are set' up: t lle ·~J:'U the'~rl'~nlnoe prot •ctlon gr~t~ ;ith 
I ' • 'or. l'.<. '1 r r espect to each rund . ~ • 

Seci'/ .;n J5 of th'll' proposed BUI would .. ;Dd rubaection (b) ·oi1' 

Section 405 of tb.} J(;t1ona1 llouai'.;;c....ft'! aa 8Mllde4 , t o p rovide that 
~ <.: "\._:._, v • • :'\ ,.._ 10ttleDen1; on lnaured aeeoiiZIU ~ the e4er&l S..rtDgo and looM Inaurance 

t'lo • .,.t L 1"' 1o. -Ct~-.2 f t,"'- 10~ Corporation anall eondot of •at l.eaat •, inst ead ot 1not to e><eeed•, 

10 percent in caeh, ond th&t debeoturea ahall baar 2 percent intoreat 

8~ 
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hatead of bei nc 11oni11hreat-bearinc. The Corporation would alao be 

e~powered to peT aettl .. enta ill full 111 eaah, in its diaeretion. Invea­

tora in building and loan aaao<'J.,.tiona reeehe a relathel)' hl.t:h return 

beeauee of their willln&noaa to inveat in inatit utiono .akiog pr1mar1l7 

lonc-tel"'l Dortr;e«e loan a, Conaequently , the i11euranee of building and 

loM accounts token the fol"'l of ineuring their 1 aolv eney• rather then 

their 'llquidlt;y1 , JUrtherwore , einee aeeete acquired by the I neurnoce 

Corpor ation in the c"ee of inaolYenq of an intNred aeaociation are 

likely to require a conaidereble time for t heir liquidation, aettl.-enta 

'b;r the Ineuranee Corporation toke the fol"'l of noninterest-'ben.rl.ot; 

~ebenturee except , pr eauaabl;r for convenience , aome portion, not to 

exceed 10 percent , ~ be paid i n cnoh, 'l'he propoeal to iner eaee the 

percentage peid in cub, eve11 t o 100 P81"0el1t in the diacr etion of the 

Corporation , and to peT intereat on debenturea, 1a in conflict with the 

clu\recter of buildiD« end loan auociat1on a .. ete. 

l ith the eatabliabDe11t ot the Boae Loan Bank S;yete•, the Federal 

Gove~nt attellpted to fi\Ce , and deal wi th, the problem or adequate 

fe.o1litieo t or holle financing i n t he i ntereat of home ownerehip, and 

to deal with t heee probla1 .. 011 " pe!'118Dent rather then an e~~ergenc:r 

bash , lhet baa been aald bare eonearnin& the propoaed -DdaeDta 1a 

11ot intended to indicate a negative poait ion on the part of t he 

Department toward the or iginal obJective• of tba .yatea; and t he 

as 
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410Cilu1on of t h .. • ·-d-h een .. \o raiee the u4vl71ac JII'Oblea 

of a clear 4ef1DitloD of tbooe orieiDal obJeotlYee aD4 of .. 41floatlone 

lD tbe o:r-tea t o C&rr7 thea 011t. 

KoDOrable D&Diel W • Bell , 

TeJ7 trul)- youro, 

(Sl«De4) W.,ne o. T~lor 
ActlDt; Secretary of the !reatuJ7 

Actlnt; Director ot the Bu4t;et . 

86 
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"IEOIEit_A L. "IIM..VIE .ANte 
OfP NIIW YOJIUC 

8? 
CE CORRESPONDENCE 

eo~nomUJo 

"· •• 111M• 

suan:cn t•p =a •••t u•IOI 101 
.,. ~ JIMGJ. 

I o.Ue4 CaJ'S.pel. a\ 10 •'el.Mk Ul!a •~BiD~• ftiJica 

wen ao\ 80 aoo4 M4q lle M14 at \lao h•• .._. b- -•• -• 
preuun, duo w ,..." \he\ a.,aat, \lie ..... , ..,.. •• ._ at a 

lower fneo, •• d 1eaeJtaM4a wt\!l -• at \lao o\ller ••bOPa at 

'b• oablaa\ •« waa bmq bh -· lbe leak ba4 ebeolce4 •P • 
tho .. ,_r, wt\ll ... .,.., eeun.a-. waa wl4 \!la\ tb.,. ..... 

•Uboat foaa4aUoo. lnel'\llal•• to411T' 1 pHa&lln ICalaA \bo 

traao ha4 oon bla alleN\ ttwo llllllOil 4oll81'a after be ba4 aaia .. 
fi'OII tbe biClaai.q of \lie pr .. e\ IIOYae\ • \o\al ef \wo "lllOil 

traau 1a ae14 ... tonlp ......... hi' tho u •• beiac •• leu\ 

be bad \lao •uke\ ill lla4, Calipal Mit. 
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REB 

SEcrEtary of StatE, 

Washington. 

RUSH 

~ , April 21, 5 P• !Do 

FROI& COCI:IRAN . 

GRAY 

Paris 

Dattd April .&1, 1938 

Rrc ' d 2:30 p. m. 

Frtnch franc bEgan to wEak~ in latE aftEr-boursE 
fEars of 

trading yEstErday EVEning principally bEcausE of/strikEs 

in Paris dEpartmEnt storEs and pErhaps in coal mints . 

Wh1lt not.hing baa happEnEd today to warrant such worriu 

ovEr thE labor outlook thE franc baa fluctuatEd widEly. 

French control is undErstood to havE givEn consi dErablE 

amounts of stErling to bring ratE down from 160 3/4 which 

obtainEd bEforE markEt opEnEd. At 5 :00 p. m. t hE market 

was still a buyEr of sttrling at 159 7/8. PrEmium on 

thrEE months stErling movEd to 4 today as coaparEd with 

2 3/4 yEsterday, and was 3 l/2 at closing. ThE cause tor 

today 1 s prtssurt on thE franc bas bEEn goaaip, part of 

which EmanatEd from London to thE Effect that thErE was 

a sEri ous rift in the Daladi er Cabinet dut to diffEring 

ViEWS 
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v1cwa on thE propEr ratta tor thE trano, It waa rEported 

that REynaud wantEd thE franc to IIIOVE to 175 to thE po11114 

whilE lllarchandEau waa aatiafiEd with 158 and that REynaud'• 

v1 ewe would pr£Va11 and that th£ dtpr£o1at1on would takE 

plaCE OVEr thE WEEk- End, 

(END SECTION ONE) 

WILSON 

S!!S 

as 
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BIO!IO. TWO or TIL:ICIWL •o. 839 or APRIL 21, 1938, JROIII PARIS 

At four thirty 1:b.h afternoon I ... w Rueff at the 1111n­

htrr of F111ano•. Rueff told ae that t here wae abeolutely 

110 truth 111 the etorr 1:b.at 41fferencee on the franc rate 

b.a4 arieen in the Cabinet, that th1e point b.a4 ha4 abeoluhly 

no 41soull1on. Rueff said, in anner to ay queetion ae to 

whether any •barra11aent wae reeulting from lllarchan4eau 

b.a-ring ae hie a11ooiatee in the Cabinet two foraer l'inanoe 

lllinietere BoDilet and Rernaud, that neUher one of 1:b.eee was 

making an aU•pt to 1:ake DYer the duUu of Karcb.andeau 

and that there had been 110 official 41ffiou1Uee, irreepeo­

ti-re of what vine they pereonally held. 

Io aatter what the aotual fao1:e are, it ie unfortunate 

for the nft GoYernaent that tb.ie :rumor hae apree4 eo auoh. 

At the tiae the new Gol'.-r~aent oaM ido offioe, in ueually 

well-1nforaed f1 nanoial cir clee there wae goeeip to tlle 

effect that certain very influential bue1neee intereete bad 

wanted Reynaud - ae Finance lllinieter - &Dd lllan4el to be the 

atrong leadere around whoa ellould be built a •ational 11n1on 

GoYernaent. !here wae fear that thell two aen in the Dala41er 

GoYernaent aight Jake trouble for thh Gover~aent and ev-­
tually lead to ite failure. I aa eettiDC this dawn for 

your inforaauon - it 11 only financial goeeip. In ad411:1on, 

the aarltft bae been inclined to interpret the delay in 

1eeu1q 
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tNUt., •• 4e~Wooo 'by tile Da1&4ter GoYeraa•t ao nt4oaoo 

1ih&t the:ro h taterll&l 41•••et•. 

I wao to14 by Jtuotf that wttll rep:r4 to notaUoa of 

tho aaUOD&l 4ot• .. loea 110 4ootetoa ha4 yn llo• tat•. 

s:: 

l undorotoo4, aa4 Rv.ott ooattrao4 thto, 1ih&t tor tho proo•t 

tho aoo4o of tho ~r•ary aro botq aot 'by 110:raal roootpto, 

parUou1or1y troa •llefttp1itoao aad r•nalo to ~r•..ary 

ooourtUoo. ~he AprU 14 otat-at ot tu Bu.k of l'l'aaoo 

ohowo4 a turthc 41'aw1q 'by tho ltato of 680,000,to0 tn.aoo. 

~hto would briAC tho tow.J. wador tho ao,ooo,ooo,ooo orotU 

to 18,0!50,000,000. Ia Jblott' o optaioa, ao :turtllc 'bo:nowtq 

by tho ltato would 11ppoar Oil n.o tnat••• tor no perto4 

Oll4o4 today. 

Ao a rowl.t of tho a'bo'ro taobro tho t•4noy oa tlao 

Parte aarltot today wao to buy thooo J'r•CIIl roatoo whtoll 

prnt4o opttoa of torlllp uohaqo blat al• to taYoot ta 

tatcaaUOD&l ooourtUoo noll ao tho Ius. 

DD MDIAIJB. 

IILIH • 

• 
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REB 

SEcrEt&r7 of Stat£, 

Washington. 

RUSH 

330, April 21, 7 p. m. 

PLAIN 

London 

Dated April 21 , 1938 

Rcc 'd 2 r~5 p. m. 

92 

FOR TREASURY PROM BUTTERWORI'H. 

OnE. Phillips tElEphonEd th1a a.ttcrnoon to ask wbtthr:r 

I had an7 information to supplEmEnt thE ntwapaptr reports 

on rtctnt financi al and monEtar7 dEVElopmEnts in Washington. 

HE madE his inqu.ir7 in auch a wa7 aa to givE thE 1mprudon 

that hE fEl t somEthing should bE forthcoming. I upla1ncd 

that I had rEcEived no such 1ntormat1on but that doubtlcs• 

somE would bt forthcoming . 

Two. Stnt1mr:nt rEgarding thE trano changEd abruptl7 

toda7 dUE to rEports or d1vErgtnC7 of viEWI within thE 

FrEnch CabinEt; 1n parti cular Rt70aud is aa1d to bE 

i nsisting on a furthEr dEprEciati on ot thE tr6nc to about 

175 to thE pound. ThE tact thnt thE t wo i aauce of rcntte 

having sttrling guar antEEs improved by about 5~ 1s notEWOrtbT. 

ThE FrEnch control opErated cons1str:ntly and moet dEalings 

wErE 
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WErE donE around 159. Th1: Frmoh tund 18 bEliEVEd to haVE 

lost about 4,000, 000 pounds . 

Sl.!S 

93 
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DEPARTMENT OF STATE 
WASH INGTON 

April n, li!l . 

!.b.e Beoretary of BW.te pre••~• .b.11 OOIIpli-•• 

t o t.b.e Bcaorable the leornary of the treaaury, aD4 

enoloeee for h11 1nfomaUca 011e copy of hlegru •o. 

164 of April 30, 19:58, t o t.b.e 4aer108Jl lab&111 , LoDClon . 

llE CE t VE D f -v.,., , : S""f> . I "· 
APR 21 1938 

TREASURY OtPARTMEMT 
Ottice ol 1'-• S r•h'J 

....,...~w ._...,....,.,,. 
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TELEGRAM SENT 

GRAY 

April 20, 1938. 

? P• m. 

AM EMBASSY 

LONDON (ENGLAND) 

164 

?or thE Ambassador. Rtftrcnct your 298, April 11 , 

? p . m. , from :.,. tttrworth for thE T~.:asury . 

The United ~~atcs has not b:en ~ .r.rescnttd on the Inter­

national Rtlitf Bonds CommittEE inaH~Oh as the power of 

disposal of war and relief debts to thE UnitEd Statts is 

in tht Unit Ed Statts Congress and the debt sEttlemEnts arE 

rtgulattd by law . In thtst ci rcumstancEs, tht Uni ted 

Statts could not usEfully participatE in tht acts of an 

international crEditors' committee. 

The Unittd States has already formally notified the 

Gtrman Government that it will look to the German GovErn-

mtnt for thE dischargE of thE Austrian Rtlitf Debt obliga-

tions. 

The Austrian REliEf Debts arE secured by a first liEn 

on the assets and rcvtnuts of Austria subjtct only to thE 

prior litn of thE Cztchoslovak Conversi on Loan associatEd 
with 

95 
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2-#164, To London, Apr. 20, 7p. m. 

with thE now redEemed Austrian gunrnntccd loan of 1923 and 

to the lien of the Austrian loan of 19301 and therefor£ 

enjoy a clear priority over the two Austrian guaranteed 

loans , parts of which arc guaranteed by the British 

Government and by several other governments represented 

on the International Reli ef Bonds Committee . It would be 

impossible for t h e Uni ted States Government to submit to 

the Congress wi th any prospect of obtaining i ts approval, 

any proposal to subordi na t E the priority enjoyed by the 

Reli ef DEbt to any loan enjoying an inferior liEn on the 

same dUstrion securities . 

In these circumstanc es and as an American observEr 

could not be authorized to parti cipate in the discussions 

of the I ntErnati onal ReliEf Bonds CommitteE, it would 

appear to be of doubtful wi sdom for th• United States 

to permit on observer to attend the meeting end therEby 

make it of record, i n connection with any decisions taken 

by the committee , that the Uni ted States was represented 
• by an observer a t the meeting. 

Pl ease telegraph any COmMEnt you may wish to submit 

on the foregoing . 

EA:FL:EB 

WELLES 
ACTING 

sc 
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97 
GROUP ~TING April 21 , 19:38 . 

9 : :30 a . m. 

Present: 

H. M. Jr: 

llcR : 

MeR: 

ii . - .Jr: 

!.feR: 

R. :J.Jr: 

llcR : 

H. M.Jr: 

llr . llagill 
llr . Taylor 
llr. Oliphant 
Urs Klotz 
lir. Cast on 
lir . Baas 
llr . Upham 
llr . Lochhead 
llr . McReynolds 

Good morning, everybody. 

lir . McReynolds? 

I t a lkea to Peoples on t he telephone tnis ~orning . 
Coulan 1 t r each him yesterday . !lever r each llr . 
?eoples . But he called this morning , sa i d he was 
still ~ble t o come ln . Be wa s also unable to 
talk very well. 

You got an answer? Let me ask you '! question which 
you're going to ans wer perfectly honestly . Would 
you be e~barrassed to go up there a nd call on him? 

No . 

Ana s i mply say that I am t remendously shoc6ed over 
tnis whole tning and that when he is normal again 
I'd like to ask nim wha t he tninks sho11ld be done 
110der tne circums tances , seeing tha t thls has been 
going on now for about two years . I expect him to 
make the move . 

All right, 1 •11 go see him. 

I mean tha t I expect him to come in and t ell me wha t 
he expects to do; tha t this has been going on now for 
about t •No years and it started .by nis insulti ng llrs . 
llorgenthau and myself by being drllnk a t mY bouse end 
tha t t h i s hes been going on now for a bout two years, 
and I expect him to come in end make a recommendation 
what he thinks should be done. See? llac? 

Yes, sir . 

Is that a fair r equest? 

\ 
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MeR : 

H. loi .Jr: 

MeR: 

H.M.Jr: 

ll cR : 

ii .Y. Jr: 

IteR: 

H. lt.Jr : 

Gaston: 

H.M.Jr: 

Oils t on: 

li .U.Jr: 

sa 
- 2-

It ' s fair. 

What? 

It •s f air . 

I expect b~m to come in and tell me as a man under 
these circumstances wha t he thinks s hould be done . 
See? And put it right squarely up to h~ . What? 

All right. 

Now, if you don't think that's entirely f a ir •••. What? 

Oh, I do . 

Does anybody think that isn't f a ir, anybody f amiliar 
with tbe c ircumstances? 

I think that ' s wholly fair . 

What? 

I think that• s e.ntirely f air. 

I'm putt.ing it up to h.im - what he ~nks he should 
do under the circumstances. See, I asked him to be 
back Uonday mor~ng. 

(On phone) Hello - ~hank you. Hello. - Good 
morning, Marriner. I got your m&ssage from Wayne 
Taylor and I understood t ha t you'd want to see me 
some time after one o ' clock, and I was making up 
my schedule and I wanted to do it at a time that was 
mutually convenient. Yes . Uh- huh . - ?/ell, 
I have - it so happens I have lunch company, so 
would 2 : 30 be agreeable t o you? 

(Continuing) well , here's the way I'm handling the 
press. I decided to handl e it d~fferently. I ' m 
having my regular press conference at 10 :30 and I'm 
then telling the boys that, following a precedent 
which we have set before, we will have no a nnouncement 
on the bill situation until five o ' clock. See? 
Because I thought it might frighten people if I 
postponed my press conference, a thing which I don't 
think I •ve ever done before. And why h.igh-light it 
in that manner? So I'll go through my r egular press 
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Eccles : 

H. •t. Jr : 

~ccles : 

H.M.Jr: 

Gaston: 

H. li.Jr: 

Taylor: 

-3-

conference and simply say that at five o ' clock 
the Treasury would announce whet their bill 
program would be for Monday . How' s that? In 
oth.er words, I don' t want to attract any more 
at tention to it th.an is necessary, and do it in 

9! 

as normal a manner as possible. Yes. 
All right. And in any event I•ll keep 2: 30 open. 
How ' s tha t? - Thank you. 

(Further portion of conversation not taken 
in full , on assumption it was being recorded; 
portion of further conversati on, with loud­
speaker turned on, follows:) 

Duffield s aid. t hat he would tel l you that he bad 
no information of an;y kind in person from an;y of 
the Board, and I merely wanted t o clear your mind 
so the - I haven' t the slightest idea where he did 
get it. I wanted Duffield personally to tell you 
Just that. 

'Nell, he hasn't had any opportunity. 

Be said he ' d be very glad to dq it . 

Well, I ' l~ talk i t over wi th Gaston. 

Thank you. 

(Lnd of Eccles conversation) 

NoK, the message that Duffield gave to me was tba~ . 
llr. Eccles h.ad usked him to say to you tha t hv, Eccles, 
bad not talked to Duf f iel d on that subJect, and Duffield 
said t hat he was very glad to do that. He didn ' t know 
why llr. Eccles should want him to do it, but he was 
very glad to do it, and it was true: he bed not talked 
to Kr. Eccles on tha t subJect. 

That was the message yo.u (Taylor) gave me - or have 
you got one from Duffield too? 

Kine was the same as • •• • 
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H.:J.Jr: 

Gus t on: 

H • ..! .Jr : 

Klo t z : 

T~;ylor: 

d • .:. Jr: 

MeR : 

H. :J . Jr: 

l.!cR : 

I! . ~• . Jr: 

Kl otz: 

~lctl : 

fL I.I .Jr: 

llcR: 

-4-

uhat Eccles said was that neither be or Thurston 
or a~ member of the Board • •. • 

Duffield did not tell me that. Be s poke about 
Eccles only . 

Well, 11 m just an innocent babe in the woods . I 
don 't know my way around town. 

Have a ciga rette? 

Sure, it ' s a good idea . Can you hold it there? 
Just hola it . 

Just learning bow to smoke . 

Yes. hOd I 1 ll have my milk out of the bottle a t 
l unch . Uight spill it. It •s al l right . 

Referring once more to Peoples • •• 

!'ardon me? 

100 

I think I better see Peoples later ' i n the dey. 

I'd do it on your way home. :/ouldn ' t do me any good 
to t al k to him now, b ecause if I t alked to him now 
he wouldn't remember tomorrow. 

Excuse me l 

That ' s true. Be was Jus t mumbling . Couldn't talk 
pl ainly. 

Well , Ma c, I've thought this thing over a lot. I t 
would upset me t erribly to have to call me in an 
hdmirol of the Uni ted Sta tes Navy and give him & 
dr essing down. I think he ' s ma n enough that i f I 
put it up to h1m on the basis of whet does he t hink 
should be done under the circumstances •••• Gave 
nim t he message that he should be back here Monday 
mor ning and t ake care of this cement situation, and 
t oday is Thursday. This thing is going on for two 
years . I ' m going to put i t up t o him squar ely t o 
discipline himself. 

I' ll be delighted to talk t o him, but I merely wanted 
to make sure - that is, I 'm satisfied - it hasn ' t been 
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a ..... Jr: 

'JcR : 

H. l.! . Jr: 

.Uotz : 

-s-

15 minutes since I talked to him •• • 

That's all right. You pick the time . Be says 
you ' re my chief of staff. Not my staff of life. 
O. K., Mao? 

All right. 

If Mr . Peoples would change his steff of life to 
a solid food, be1d be a lot better off • 

He oan• t. 

· "1i:ft.~· - >I' ell, then, he can't be in charge of buying 500 
million dollars worth of supplies. At least I'm 
going to try it the Boy Scout way. If it doesn't 
work the noy Scout Ray, I'll have to give it t he 
other method. But I 1m going to try the Boy Scout 
method once. · 

.. oR : 

d .!!. Jr: 

'JcR : 

Oliphant: 

.:.lcR: 

E! . !i.Jr: 

Upham: 

H. I.I .Jr: 

I• ha t else, Mac? Are you reedy to r eport on the 
cement thing? 

No . but the Army und Navy ere both getting the 
i nfor mation that we need for definite bids. 

Well , if you ' re not rehdy, let ' s just move on. 

,;e •re not ret<dy, but I have had a report twice a 
day . 

Aren't the analyses of the bids over yet? 

No, they haven't •••• 

I guess I left it a t the bouse - this report that 
came from Upham on Mr. Griswold, Investment Bankers . 
Now on that my horse sense says - the hint, would we 
want to pay the $900 and costs to get this thing •• • • 

Oh, that was, as I indica ted, fairly ~acetious. 
They 're willing to pay it . 

Tbey should send it out as their own report and 
not indicate the Treasury asked t hem to do this. 
I wish you' d take the report and r educe it to one 
page. Any repor~ like that can be reduced to one 

Regraded Uclassified



UpbWll: 

IL !LJr: 

i.lphl<lll : 

H . id. Jr: 

UpbllC: 

H. J .Jr: 

Ophuc : 

H. :l. Jr: 

R •• L Jr: 

Upham: 

l! . J .Jr : 

Uphum: 

U. IL Jr: 

T&ylor : 

- 6-

page. olill you, f or me, a nd send it up to t he 
bouse? 

Surely . I 1ll get 1t back. 

lol rs. Klot i will get it for you. 

\'le t hought i t should go to this subcommittee. 

Well, you f ellows take core of it, see? but put 
it down int o one page . 

Now - Compt roller? F. D. I . C. ? 

102 

•~ell, of course, they oava & number of appl i es tions 
out around tnere for branches of t he Bank of America? 

.Voicn, no .t? 

~omptroller. And t ney ' re about t o t he point of either 
gr anting or r efusing one of them . Now, tf you want to 
le~ ve th~t to the Acting Comptroller - or do you wont 
t o play any part in determining whether ••.• 

I ~toula appreciate it if t he Acting Comptroller, aft er 
he bLS C&ref~ly wei ghted it, would come in and tel~ 

me wh{l t ne 1 s tuin.d.ng of doing . See? 

All right. 

Whe t be ' s thinking of doing . I 1d l ike t o know what 
ne ' s considering. 

•iell, he ' s considering gr unting one particular appli­
cation . 

~ell, I 1d like t o have him come in. 

When he get s ready . 

::hen he 1 s resay, when he• s made up his own mind . 
Not •lfuat do you think?" but wnen be ' s made up his 
own mind, to sit down .vitb Taylor, you, and myself , 
ana let' s listen t o him. Check, Wayne? 

( Nods yes) 
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Dut let him first make up his own mind . 

I think tnat•s a good precedent t o start with him first. 

Let him make up his own mind . Let him come in. 

I think t hat ' s the only thing, except Ill' . Crowley 
is coming this morning. 

At 11. 

He 111 tell you this. He ' d prefer to tell you himself . 

Well , is be going to t ell me about .•• 

Be ' s going t o bring a letter to you. 

About this bank? 

And tel l you about t wo things that t hey have done . 
No, he won ' t mention that. 

When are you and Smythe going to have a recommendation 
for me us to how the United States Government and its 
agencies should handl e bonds , Government bonds? 

Well , I t hought I 1d put that in this other memorandum. 

What other m~orandum? 

On bank examination. 

Oh. On account of the way Governments are acting , 
I wish you 'd give that 

All right, we can do that at once. 

Give t hat precedence. 

Surely. 

I wish you' d give that pr ecedence. When you •ve got 
tha t, Mr . Taylor Anything else? 

(Nods nothing) 
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bas dropped tills mormng from 
down to t . O)lO. No particular 

• he Bank of France - they ' re 
think that's based • • • • 

When is Bast~lle Day? May 14? 

July 14. 

July 14. Wben1 s May l? Another week to run yet. 
All right. 

The other .•• 

Bow' s gold? 

Gold works out about $34.81 . 

Pardon me? 

$34.81. 
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(To r.trs Klotz) 
silver comment. 

See , I did speak about an analysis of 
Ur. Taylor mentioned it. 

Silver is unchanged in London this morning. 

(Nods nothing) 

(Bands black book to Secr etary) There's one i~ there 
t ha t goes •••• 

The right way? Which? 

The f irst one . 

United States Steel is ~n a 42 percent capacity - up. 
Well, they 're going opposite from the rest of ~ustry. 

Harry Hopkins made a remark last night on that subJect 
at the "little Cabinet" - that inventories at the 
present time were 28 billion dollars, as compared to 
20-odd in 1929 . Where would he get that figure? 

The Department of Commerce has an i nventor 7 index in 
which they combi ne stocks of various materials and so 
on. I ' ve ex8Diined it and found it not to be at all 
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s atisfactory in an underst anding of the business 
s ituation . A more r ecent s tudy has been made by 
Uun & Bradstreet • • • 
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• . • which doesn 1 t check llt ell. l read that very 
carefully. 

Yes . Now, where ne got tha t I don't know. 

And tney checked how many concerns? 

17 , 0Jv ~ere ac t ually used in t ha t compilati on. 

And that was December Jl; t he inventory situati on 
was appr oximately the same - 47 deys, wasn' t it? 

Tha t ' s right . 

I r eEod tha t . 

Remarkable how tha t ...• 

About the same a s ' 29? 

No, about the same as 1 )6 . 

J.nd 1) 5 . 

And 'J5 . In other cords, the people had goods on 
hana to run them about 47 days. 

I think t hat' s r eal l y r emarkable when you consider 
all the talk of infle tion and how people wer e pi ling 
up, and so on. 

1Yes, I was surprised . 

Get me Jimmy Roosevelt ' s speech f r om the Columbus 
papers, will you (Gas ton) , please? I don•t wan t to 
ask the White House for it. 

Yes. Yes . 

>•lso i f there was a r elease on the Farley speech -
Farley evidently said something on spending . And 
a lso Wallace' s speech at ODUlha, where he talks about 
detlcit s . 
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All three - will you? And high-light the part 
where they talk about spending and balance . Any 
other member of the Administration that you see 
makes talks on spending -let's have it • 

.tiut they all seem to have the same thing. The 
bew York Times answers them. Oives for the last 
five years what we have spent first nine months 
of every year, and we have spent increasingly more 
each year . But there 's Wallace that talked on it, 
Jimmy ' s ta~k, and James Farley's talked on it. 

Yes. 
: % ' 

Just as a matter of interest , Norman Davis wa s 'ln 
here today and - this is all in the room - and be 
said that when they left - be and Bull and Sumner 
~elles - a s of Friday night, there was no such rumor 
in the air. It was all fixed . The speech wa s 
written largely by them, plus Serle - had nothing 
in it a s of Friday night, but tha t it was the House 
action which changed it. But he said when Mr. Hull, 
~umner Welles, Berle, and he went to bed Friday night, 
or rather Thursday night or Friday noon or - there 
N& S nothing •.• That's wha t Welles meant when he 
phoned me. He said, •We're worried . We want you 
up here . But it can wait until Monday morn!~. It 
can wait until Monday morning.• But they didn t know 
the Bouse was going to do tbat . So I think gr adually 
1 1 11 get the pieces, put them together. 

vi ell, tha t checks absolutely witb what we picked up. 

And on the 
settled. 

Potomac Sunday afternoon the thing was 

lJid you s ee that draft? 

Pardon me? 

Uid you see that draft? 

Of Hull's? No, did you? 

Oh, I heard about one paragraph of it, the first 
paragraph - all reforms to be abandoned at once . 

Regraded Uclassified



H.IJ.Jr: 

Oliphant: 

Haas : 

8. /d . Jr: 

Oliphant: 

H. loi.Jr: 

Oliphant: 

H.U.Jr: 

Gnston: 

H.M . Jr: 

Klotz: 

H.!A • .Ir: 

Klotz: 

-11-

No, I didn't see that. 

That was Berle . 

~hat ' s all . 

What reform? 

All reforms. 

Well , what reforms? 

I don't know. Wages and hours, 1 suppose . 
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I said to Norman Davis - I said, "I thought you 
m~ght be interested in the way I feel. This isn't 
a question between liberals and non-liberals. That 
isn't the way the camp is divided . The camp is 
divided as between spenders and non-spenders. And 
I won't take second place, in my administration of 
the Treasury, as to being a liberal, to anybody in 
Washington . " And I said, "I 'm still waiting for the 
Department or Justice to open tlleir first gun against 
monopoly. I don ' t know whether the little hair I've 
got left .1111 be on t op of my head when they do sart, 
but I•m still waiting for the first gun. But it 
isn' t a question of left-wingers and right-wingers, 
it ' s just a 4uestion of s penders and non- spenders . 
That's not reform." 

I like the President's Pittsburgh speech- I 'm going 
to have it put up there (on wall) - toat "more 
liberal governments have been wrecked on the rocks 
of loose fiscal policy than anything else. " And 
I'd just as leave sti ck on that - t hat more l iberal 
governments have been wrecked on loose fiscal polici es. 
Get that exact quototion for me, Herbert, will you? 

That's the 1932 Pittsburgh ~peech. 

Yes. 

Be may like to see it . 

What? Oh, be knows about it . 

It ' s a long tiae ago. 
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I ' m driving on that Number One project . 

O. K. 

Herbert? 

Nothing of importance . Bell, who is ill today, sent 
down to ~ac a telegram from Bundy of the Yale News , 
asking if he couldn' t prevail on Secretary Morgenthau 
to designate a representative of the Treasury to 
discuss depression policy at t he Yale-Harvard­
Princeton conference . or course the answer is "No . • 

Tell - I want to -Bob's going to be there . I want 
Bell to take him around a nd introduce him to some 
of the people . He's coming around - Bob's coming 
aown to get interviews for his paper. 

Dan •s sick in bed . 

Well, if he goes . Is anybody else going? 

You a sked me, remember. We referred that to White. 
I a ss=ed IVhite was going on the monetary thing. 

:Vell, between Bell and White I want to introduce Bob . 
Bob won't come to 1'/ashington; he doesn't want the boys 
to say llis p~o.pa helped him, so he won 1 t come to 
Wa shington. 

~ell , I•ll Just reply to $undy ~nd say we can't 
designate anybody. 

Bob's having a t errible time. He 1 s Number One out of 
6J boys, and it ' s his standing on the paper right• now -
I mea.n the last time tney posted ne was Number One . 

Mrs. Forbush has e little s=ary on some letters 
about the Pr esident ' s speech. She ' s working -I spoke 
to her about the other thing . 

(VIords too low to be understood) 

No, I tried t o press a little har d on Ur. Gaston on 
some of tnis - e little play - t hat Yr. Taylor asked 
Gaston, "What about all this?• and Gaston didn't seem 
t o know, and Taylor sai d, "Well, you write the letters.• 
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And no one seemed to know except Taylor that all 
the people ar e compl aining about my silver poli cy 
with regard t o Kexico. 

ITell then, 'do I f orget about it? 

~he's going to send a - she said sbe 1d send a r eport 
down t o me . 

The point is , if you talked with her it isn' t 
necessary for Mrs. Klot z t o t alk t o her . Between 
you and Urs . Forbush, I ' d like from now on to get a 
digest once a week of wha t my mail is . 

Regular weekly. 

Including the Baby Bonds . Once a week I ' d like to 
have it, say, a s of Uonday . 

Yes, yes . 

hnd t ha t might be 
think it would be 
and Urs. Forbush. 

circulated 
good. And 

See? 

to the staff here. I 
I ' ll leave that to you 

Yes. Tha t will be tNo digests, one from Bryan and 
one from Krs. Forbush . 

Let ters received on President ' s radio address - seven 
favor able, five unfavorabl~; eight lett ers mention his 
speech without comment. Favorable nine, unfavorable 
seven . 

Well, ! think we ought to know - so between you and 
1llrs . Forbush . 

Yes . 

Anything else, Herbert? 

llo, that's all. 

Did you want anything more done on that memorandua 
about this man? 

I think that ' s enough. I don ' t want it. 
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I can get <,.ui t e a lot mor e . For instance, I asked 
t o get hi s income tux r eturns for the l a st four or 
five years . 

Get some mor e . 

I ' 11 give you another rnemor andum. 

Before I - excuse me , is t hat a ll? 

Yes . 

L.O 

You two people ' Oliphant and someone else) hove both 
spoken to me about this vacancy to be vacant on 
.lay 1 . I .mow about it, and I 1 m going to ask you 
to be a little patient with ce . Because you don ' t 
Know, woo naven ' t sat in, whLt we went through 
yesterday ; we 1r e not t hrough it yet today. •.·le have 
had, no t a big battle, but ~uite an e xciting time 
over the question, should we l e t & hundred million 
dollars worth of bills run off or should we renev; 
them, and so forth and so on . 

And the whol e Federal Reserve crowd - so you will 
j ust have t he background - took the position we should 
continue to borrow a hundr ed million dollars worth a 
Neek, not~<ithstanding the f act t hat our balance -
Norking balance is about two billion three . Their 
difficulty is, t hEIY ru ve sold do..-n t o - t ney ht> ve now 
~ot left about 700 mill i on dol l&r s worth of bonds. 
l hey want to ~eep an order l y market, and i n order t o 
do t ha t tney feel they have to sell bonds , a nd when 
they sell bonds they have to r eplace them with bills . 
Well , out of a billion aoJ mill ion dollars worth of 
bills outstanding, t hey alr eady own over 700 c i l l i on, 
so t her e isn 't enough ammuniti on t o go around , Bnd 
t hey find t hemselves in the ver y dii"ficult situation 
that , by golly, t hey may have to buy some notes. 

And the question was, what d i d the President want? 
I mean if we kept on borrowin8 , why, we would have -
a lit tle over 300 million dol l ars woul d ha ve been used 
thr ough deficits between now and the l Oth of June . 
~las that liuick enough, or did he want us t o let SOIDe 
of the bills run off? I had a long talk wi th him 
yesterday morning , and I r ecommended to him we let 
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50 million run off a week, and that would put 
about a hundred million aollars worth of gold t o 
work. out was that what be wanted? And I very 
carefully ~ointed out to him, as well as I could, 
both our sides of the a rgument, end let him r ead 
Duffield ' s story, which was very intelligently 
written - Times and Tribune and all the rest - end 
aft er having a half hour discussi on we decided tha t 
we would let 50 milli on a 'week run off. 

But I told him - I sai d , 111 don't Just know •how I 
can defend spending taxpayers ' money, even though 
it is .infinitesimal, to borrow one and a half times 
a s much money a s I need . And I don•t need the money 
until the f all . And, being 90-day money, I have to 
go to the market twice between now and the fall -
not once, but t wice. • 

'{/ell, the Fed i s very much e xcited about it, 
particularly Eccles, because they find themselves 
in the position· - they ' ve got two al t erna ti ves : 
eithe r to continue to sell their Governments in 
order to hold the market down, and then r eplace 
them; if they can't r eplace them, to let their 
portfolio run off. And I've transferred the 
responsibility from the Treasury to them. And if 
t aey let the portfolio run off, they nullify by that 
amount whht we ' re trying to do here. And of course 
the tning that they didn ' t like was that I r emarked 
several times very quietly that the great trouble was 
t hat all of that stuff hadn ' t been thought of before 
t hese people - while these people had been advocating 
what they had for the last two months , and tha t the 
time to think about those difficulties was during t he 
pas t two months. 

So I told them tha t we were not asking their advice 
this time for the first time, that this was t he 
policy, but we did want to know what they were going 
to do. And t hey 're t o let us know Er ound the mi ddle. 
of the day what they ' r e going to do and we're holding 
announcement of our bill progr am until f ive o ' c l ock 
this afternoon. But I Just wanted to l et you know 
t hat it ' s a very important, v ery difficult problem, 
end until I get that off my chest I think the other 
thing will j ust have t o take its time. But I di dn ' t 
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want you t o t hink I wasn '-t awar e of it; but there's 
one person involved, and this other thing is a 
question of the spirit in which the President's 
message is carried out, and t here ' s a very definite 
difference between t he Federal Reserve a nd ourselves 
which I hope will be ironed out today . But I Just 
wanted to let you know what had been going on end I 
Just hadn' t been not doing anything . 

Mr. Oliphant? 

1 111 need about ten minutes with you to clear some 
things . - . 
Well, we ' ll get aro~o it. It will be after 
Eccles l eaves . Be ' s coming at 2 :JO, so it will be 
some time after three . Did you (Klotz) put down 
bccles? You have it . And then Just write "To 
follow Eccles will come Oliphant . " Some t ime around 
three o ' clock, depending on how much gas Mr . Eccles 
has , you 1ll follow . All right? 

Fine . 

A good deal of likelihood that the t ax bill deadlock 
wil l crack tomorrow . 

Consolidated Edison is over with a bang . It1 s a 
success. 

60 million, 'Nasn't it? 

60 million . 

I s aid I think there ' s a good deal of likelihood that 
the tax bill deadlock will break tomorrow, and as it 
looks a t present the chances are t he House will ge t 
20- 16 . Beyond that I don ' t think you can tell very 
much. 

Well, you think about that thing that I told you 
about. I ' ll get a chance to talk to you about it . 

I 1 d like to talk t o you about it if I can • 

Well , I • ll tell you now. 'II ell, I 1 ll put 1t this way. 
Cr owley comes in a t 11, and when he leaves I 'll phone 
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I just want to say t o you people - I said tbis to 
Taylor this morning - that after tbis thi ng - because 
I 1 ve been thoroughly s a tisfied that what I advised t he 
Pr esi dent and wha t we decided yester day was the right 
thing to do, to let 50 million a week run off. I 
just can't see how I can e xplain continuing to borrow 
with a working balance of two billi on t hree . Now, 
the f act that it 's embarrassing to the Federal Reserve 
is just too bad . But if t hey owned mor e bonds or less 
bills, they wouldn' t be so embarrassed . But I jus t 
can't help it . I mean we•re faced with a situation 
nnd I 1m satisfied -and I'm very much interested tha t 
Pr ofessor Williams saw Archi e in the hall Pnd said, 
"Well, there ' s nothing else toat the Secretary could 
do . " 

But I just want t o let you kno11 t hat it ' s fairly tense, 
and so forth and s o on. 

All right . 
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SubJect: 

TREASURY DEPARTMENT 

IHTU OI'PIU COMMUNICATION 

..... April 11, ltSI 

Secr~t&r1 r genthau 

lllr . 

Oompara ve 7ielde on Uni ted 8tatee and Britieh 
Treasur7 obligations 

I , U, 8, 7ielde below those of U, X. 
at pr esent tiM 

The market :yields of United Statu '1'reasur7 b1lle, and 
short- and long-tera bonds are eign1fioantl7 lower at th1e 
time tho.n the :y1elde of s1A1lar Brithh ob11gat1ons of OOIIp&ra­
ble maturities. 

The comparative yields on the lateet dates for which the 
data tor both countriee are available are shown belo.-1 

: • 1 Excess • Market :yield : ot :yield on Date 8eourit7 I 
I • tr. I. 1 U. f 1 1U.X.over u.a1 • 

4/6/3S .. 3-aontha 1 bill a . 14 · 51 · 37 

4/6/3S ~U,8.'1'r,~3/8' • of 4o-43 
u.x.Tr. • • of 4o-44 ·75 2. 33 1. 58 

4/6/38 ~U . S.Tr,4•e of 44-~4 
U. X.Tr. 5 1 s of 44- 4 2.07 2. 68 . 61 

4/6/38 ~u.s.Tr, 2-3/41 e of 48-51 
U.I.Tr.31 e of 48-53 

2. 51 2. 83 . 32 

4/6/38 ~U.S.Tr.2-3/41 e of ~6-59 
U.X.'l'r. 2l'• of 56- l 2. 70 3·15 .45 

• For i11ues of ooaparable -turi t7 • 
.. The British b1ll1 were dated April l, 1938. 
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The moet etr1lt1ng epreade exht in the oaees ot the 
very short-term obligations. The r ate on Britieh Treasury 
b1lll, whJ.oh is eome t our timee the Alllerican rate, ie be­
lieved in eome quarters to be the result ot an unofficial 
understanding between the Joint etook banke and the British 
Treasury whereunder the rate ie maintained at a level 
prot1 table to the banke. 

110 

The spread ot 1.5!! peroent between tpe Britieh 4-1-• e and 
the American 3-3/!!1 s, both callable in 19'Kl, and maturing i n 
19~ and 19~3. respectively, can apparently be attributed 
only to the hJ.gher r ate et ructure t or short-term mone7 in 
England than in tbe united Statu. Bueineee condi Uone in 
Great Britain, despite the recent deoline1 have held at a 
relatively high len l , and English bank• .IIAYI enjo;yed a · 
substantial demand tor commercial credit. Further, ehort­
term rates in England are not subJeot to the speci .al pree­
aure exerted i .n this country by the poseessi on ot large 
excess reeervee by commercial banks. 

The two paire ot longel'-term iuues show the smalleet 
spreads, indicating that the r ate structures ot the two 
market s are most nearly akin in thie sector. 

Part ot the spread between the British and American 
bonds may be conceivably att ributed to the tact that the 
American eeourities enJoy t~exemption privileges - - free­
dom from normal income taxes -- which are n~t poss essed by 
the comparable British obligatione. It ie our opi nion, 
however, that th1e factor 18 not ot great practical illlpOl'­
tance in the present connection. 

II. Changes in Spread in Recent Yeare 

On the accompan7ing ohart, the epread.e between the 
yfelde ot the United Statee and Britieh Treasury bond• are 
pr eeented at 110nthly intervale -- t or the period beginning 
with 1933 in the case ot tour ot tbe bonde, and tor that 
beginni ng With 1936 tor the other tour bonde (in the case 
ot the l atter issues, comparable pairs did not exist between 
1933 and 1936) . 
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ror the two pair• ot boDde oharhd troa 1933 to 1938, 
the yield• on the United State• bond• were in exoeee of 
tboee on the oomparable Britilh obligatiODI 4ur1ng moat of 
1933 and 193~. 'l'hie oondition wu renr11d during 1935 tor 
the aborteet-tera bonda and during 1936 for the other pair. 
'!'be l!lm'PlT wideD1ng apread between the yield• of the lhortut­
term United States and British iuuu Iince the apring of 
1937 retleot• the great difference between the two oountri11 
in abort-tera aoney ratee. 

!be relatively •table apread of approxiaately one-hAlt 
ot one percent in the caee ot the l ong-tera bonds since the 
ll.l.ddle of 1937 wggeete the ol.o1er a1a1lar1t7 ot the 1ntel'­
eet rate atruoturee of the two oountriee in the long- tera 
aeotor - the AMrioan rates, however, being lower than 
t hose of t he Br1t1ah. 

III. Comparative Bill Rate• 

The accompanying table presente a comparison of the 
rates on 3-monthe' Treaeury billa in the United States and 
Great Britain from 1933 to date. Th11 table ehowe the rate 
on the first United Statee Treasury bill i11ue of 91 daye, 
or ot approxl~~ately comparable tel'ID, offered eaoh 1110nth and 
the rate on the comparable 3-aonthe' Br1t11h bill i~eue. 
In month a when the Un1 ted Statu did not otter billa of 1118 
than 133-daT tera, no data for either country are shown. 
Secau1e of the long gape between periods 4uri.ng whioh the 
United Statu did offer suoh bUla, we have not prepared a 
chart OOI!IJ)&ring the rates on the .AIIerioan and British bill•• 

It i1 noted that, w1 th the exception of the perioda 
immediately preceding and folloWing the Bank Holiday, the 
ratu on Un1 ted States Treaeurr b1lh have been ver.r wb­
etant1ally lower than the rate a on Bri tilh Treaaury bUll. 

Attachments 
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Compar1eon ot Ratee on 3-Konth• Treasury Bille 
1n t he united 8tatee and Great Britain, 1933-193~ 113 

--~~~U~n~1t~e~d~S;ta~t~e~·~~~~~ bate erm 1 Rite 1 

~r. 6 
llar . 2 
?eb. 2 
Jan. 5 

22 
Nov. 24 
Sept. 8 
Aug, 25 
June 2 
l.lay 26 
Apr . 7 
liar. 17 
Jan. 6 

16 

6 
1 

Oot. 4 
Sept. 6 
Aug. 2 
July 5 
June 7 
UarJ 
Apr. 5 
l.lar , 1 
Feb. 8 
Jan, 11 

91 
91 
91 
91 

91 
114 
1011-
117 
lOS 
115 

72 
92 
71 

91 

110 
133 
133 
133 

91 
90 
91 
91 
91 

91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 

. 14 

. 09 

. ot! 

.07 

. 10 

. 12 
, 4t! 
· 33 
. 38 
.43 
. 51 
:.it .. -
.o4 

, 06 
.07 
. 11 
.09 

.07 

. 08 

. 09 

. 66 

. 62 

. 60 

. 22 

.10 

.12 
· 35 
, 28 
. 27 
.11-9 

1:§§ 
,18 
,20 

bate 

Apr, 1 
Kar. 4 
reb. 4 
Jan. 7 

Deo, 24 
NoT, 26 
Bept. 10 
Aug. 27 
June 4 
llla:r 28 
Apr, 9 
lllar. 19 
J an, 7 

Deo, 18 

Nov. 29 
July 5 
~une 7 
~y 24 

llla1 4 
Apr. 6 
lllar. 23 
Feb, 9 
Jan. 5 

Deo. t! 
NoT, 3 
Oot, 6 
Bept. 8 
Aug. 4 
July 7 
June 9 
llla1 5 
Apr. 7. 
Kar. 3 
reb. 10 
Jan. 13 

Great Britain 
1 Tera 1 Rite 

3-ao. 
I 
I 
I 

I 

I 
I 

I 
I 

I 

I 
I 

I 
I 

·51 • .so .so 
· 52 

. 6o 
·75 
·51 
·51 
.70 
· 53 
·54 .so 
·52 

. 91 

or 91 dar,, or ot approx1aatel J comparable term, ott ered eaoh 
u"n•n. and the rate on the oo~able 3-110nthll 1 Br1t iah Treaeury bill 

• In monthll 'llllen tbe Ullited Statu did not otter billa ot le., 
133-day term, no data tor either country are ahown. 

Regraded Uclassified



... ,._., 

••• 

••• 

•• 

• 
... 

••• o 
I.J 

••• o 

••• 

•• 

0 

... 
1.0 

•• 

IIU 

IPII U IUUII 
&JID Ill 'I" Ia I 1 0 .. 1 

UID'f JIILH 

or co••••• I Ll ·--·-
•• I t J J .. .. 

I I 
f.- .... -~·-- ·· .. .... u.. . . ... 

! 
A v 

f\ ' (\ ~'J 

ll \_ ~ \I IJ 
lUlU* W MIPICM 

v .... ... .... 'ftQ..f 

.I ••• I • I ol ol .I ol 

01 u • • • 
••nil 'fill 

l tJ1 

lr 
~ ./ 

.... 

DCMW M tfl • 
..-ca ... , ... , .. 

v 

I .I 

, . .. ... , . , ... ,., ... , . , ... . . , . .. ... , . , ... 

• • 

....Lu.a.••·'- -· .. :.C(U 0t lllfU• 
OWl .CI ICM "'a.. I/\ - ... 

...... u ........ ... V "- IV" 

~ 
l 

.J DCIU6. - ·c. ............ ~ 
.I . I ' I , I .I .I .o ,I .I .. 

, . ., ... , . ......... , . .. , . ...... , .. , ... , . .... . 
...,......._v..a.N.a- -·• 

- lrlll ..... · - · •• • 

,., ... .. , ., ... , . , ... ,., ... , ...... .. , .. . 
l tJJ ttJ 4 ttJJ t tJ& l f) 7 1 1)1 

0 

... -
1.0 

•• 

• 
• •• 
1 .. 

lol 

1.0 

•• 

0 

..• 

.J 

0 

... 
1.0 

•• 

0 

ro • Ill 

li3 

Regraded Uclassified



Present : 

April 21, 1938 

ll a. m. 

Mr. Leo T. Crowley 
.llr. Taylor 
.llr. Upham 

Ur. Crowley: I have been looking tor you t or a 
long time and when you were here I was away, but I would 
like to have you read that , it you will Just take a moment. 
(See a t tached letter !rom Mr. Crowley to HU,Jr, dated 
April 12, 1938, ) 

to? 
HU,Jr: You did not sign this. Did you mean not 

Mr. Crowley: I will sign it tor you. 

HK.Jr: (Readi ng letter) Well , my first reaction 
1e this: in vl.e w ot the taot that the President in bia 
r adio speech, last Thursday, said tha t we should attempt 
t o -- I don ' t know the exact irording - - to have a uniform 
bank examination on the part ot the Uni ted St ates Govern­
ment, I think it would be a great mistake tor FDIC to get 
out anything new and aa novel as that , without first con­
sulting w1 th the Comptr oller's Ottioe and w1 th the Federal 
Reserve to try to make it, it possible, uniform. 

Mr. Crowley: We don't disagree with you on that 
at all. 

HUtJr: It seems to me , it you ~et thi s thing out , 
in view o the tact that the President a speech is only 
one week· old and that he more or leae laid down this pol1oy 
and then suddenly FDIC gets this thing out, the immediate 
react i on would be that the President can't even control 
his own agencies. 

Ur. Crowley: I have no objection in the world to 
doing anything we possibly oan to coordinate all or our 
policies. I do want to leave this impreeeion with you: 
that there is no other agency dealing with the 48 State 

12J 
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Banking Commissions t hat have ?BOO State Banke in any 
fund except FDIC. We did not a ttempt to dictate to the 
Cooptroller ' a Of fice or to the Federal Rese rve as t o their 
policy. We do have to work, from time t o time, i n trying 
t o strengthen these St ate Bank Commissions' hands and 
t heir posi tion. Within the last two or three years we 
got a lot of State legislation passed a.nd strengt hened 
State laws. We got complete control of ohartering. with 
them and many things like that , and we have been t rying, 
si ncel934, to get some form ot coordi nation between the 
Federal Reserve, the Comptrolle r's Of fice and FDIC. 

Now I don't mean that in a criti cal way, but Marriner 
rushes over to the Whi t e House and absolutely sella the Pres­
i dent a bill of merchandise that t here ia no coordinati on 
on bank examination in thia ~ederal eysteo. He has not 
i n his own 12 Federal Reserve Banks . He better find out 
first what t hey are doing before he goes out p i cking on 
socebody else. All I say i s I don't think it's fair that 
Uarri ner should go over and get t he ear of the President 
and sell the President a bill of merchandise and leave 
FDIC and the Comptroller's Offi ce out of the picture without 
having them r epresented. I am for any meeting that you 
would call. I am for coordination of any policy t hat ia 
fair , but I am not tor usi ng a lot of propaganda t o try to 
nationalize the banki ng system by i ndirection, that Congress 
has never permitted. We started out and we have the co­
operation of these State Comm1ss1ona because we have been 
sympat hetic with t hem. They have done a lot of strengthen­
ing of their position and that is FDIC's position with these 

·Den. They have come here and worked with us f r om day to 
day. 

Now, anything that you want to do to bring about 
coordination, I am tor and I will hold up anything until 
you can do. that . 

HM ,Jr: Here ' s the point. I have scrupulously wit h­
he ld any comment aa t o where I t hought bank examination on 
the part of the Federal Government should land. You know 
t hat . 

Ur . Crowley: That ' e right. 

IDl Jr: Everybody has tried to find out and I care­
fully wit~eld it. I have asked llr. Upham to write me a 
memorandum and I think Ur. Taylor i s writi ng ~e one ot your 
own. Aren ' t you, Wayne? 
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Kr. T&Ylor: Yea. 

HK,Jr: On that aubJeot, independent of Uphamt 

Kr. TaYlor: Yea. 

Hll Jr: I only aalted them to do that th1a week, in new of die President' a speech. 

122 

Yesterday -- I think it waa yeaterda~; anyway, withi n the last 48 houre - - loolea asked me whether either the Pree­ident or I wouldn't oall a meeting so that we could get started on this question or uniform bank examination• trotD t he standpoint of the Federal Government insofar as our authority goea. I have been turning it over in my mind waiting to see you to see what you had in mind. 

~. Crowley: Let me say, Kr . Secretary, that it is not a thing we ought to go over and thrash out w1 th the Preai­dent or the United States. I t h ink you oould oall a meeting and we could let every fellow air his views. The only thing I say, I am perfectly willing to cooperate and coordinate and carry out the spirit of anything that will bring coord­
ination, but I am not for giving any fellow any edge in this thing. 

Hll,Jr: What you are saying 1a you are willing to cooperate, but you won't give up anything. 

Kr. Crowlet: Let me say this: I came from a State that was reluotan as were all Western States to Join FDIC because everyone felt that if we Joined FDIC the Goverru~~ent would usurp our State rights. We are cooperating with 
theee State Commissions and we are exa.m1ning their banks by a permission that we enJoy entirely by their cooperating back with us and they let ue go in and bold Board of Di­rectors' u;eeting and things l1lte that. All I say 1e I don't believe it waa ever the i ntent of Congress, and if Congress wanta t o change it , fine! that the National &Jatea should take over the State banking system or th1a oountry. 

Hll ,Jr: No argument about that. 

Kr.~wley: When you oentralhe bank e:u.inati on under an e~ner other than State Coma1aa1ona, then JOU 
are ueurp1ng their righta. 

Hll , Jr: If 70u &alt • • 1n view of the Presi dent ' • 
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message and radio talk , should you send out that l etter, 
you want my answer on that? 

Llr . Crowley: I won ' t do anything if you call a 
meeting. 

HY ,Jr: My answer to you is I will see the President 
within the next 24 hours and I will ask him whether he would 
like me to call a meeting . I am ready to meet three times 
a week on this t hing wi t h the Fed, ••i th yourself and '11'1 th 
t he Comptroller ' s Office, until we get this thing thrashed 
out so we can go to t he Presi dent and say: this 1s the way 
t he thing should be handled. 

ur. Crowley: That's agreeable to me. 

llloi,Jr: I am willing to start &lon~y afternoon and 
work a t it until we get something and everybody can air his 
views. 

Mr . Crowley: I don' t think you will find any dif­
ference of opinion as to what spirit t hat you are trying 
to bring about in the way of uniform policies . I thi nk 
you will find a lot of opposition if anyone is tryi ng to 
take over something that belongs to somebody else. 

!W{;Jr: You always do, and I have no axe to grind 
1n this t ing. 

Kr. Crowley : And the only t hing - - I have a memor­
andum here -- the attempt we have made , at different times , 
to get the Federal Reserve to cooperate with us on di ffer­
ent t hings. And, Just orr t he record, t he trouble with 
Marriner i s t hat he ought to check up on hls 1.2 banks be­
fore he starts coordinating FDI C. 

HH ,Jr: It we get in t his meetlr~ - - and in this room 
we can call a spade a spade -- J esse Jones has sounded orr 
on this t hing. As a matter or raot, he doesn ' t himself ex­
amine banks. He takes up bank examinations . 

Mr. Tgylor: He takes other people's bank examina­
tions, but then be goes in there ••• • 

' 2? J. • J 

Mr . Crowley: I don ' t think he has gone i nto 50 banks. 

HM ,Jr: I don ' t t hink be belongs i n there. I will 
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talk to him lll)'eelt. It would make 1t that much mere 
complicated. Jeeee ought to put hie mind on hi e new 
authori ty -- he has all he can do to put that lt b1111ona 
to work. 

Ur. Cri:[ey: These fellows all talk about liberal­
izing banlt ex nation. They are trying to make the 
bank examiner the goat tor this recession. Our bank 
examiners won't critici ze any loan that Jesse Jones or 
Eccles will make in their own i ndividual banks , but let ' a 
not try to encourage them to make any loans that they would 
not make themselves. You can' t make •••• 

" ID.!,Jr: I am in a very ph1loeopohical mind. I am 
trying to do the beat we can to carry out the spirit of the 
President ' s message and I will see him within the next 24 
hours and will aek him whether he would like me to get 
t hese people together and settle this thing. We have 
never attempted to do it and it he does , unpleasant as 
it i s, I will do it. 

Mr. Crowl~: That ' s all right. You are the most 
neutral fellow t t I know of that we could sit in with. 

Hl4,Jr: Thank you. I try to be neutral. And my 
m1n6. is entirely open. I am going in on this t hing that 
I would like to listen. There are lots of th1nge that I 
have not had time to study and this 1s one ot them. 

~. Crowley: Our Job bas been to keep FDIC solvent 
and keep confidence and you can' t do that it you give ¢he 
impression that bank examinati on is goi~ to be disregarded 
for the sake of a lot ot public spending. It can' t be 
tied up with monetary speculation and spending and all 
that stuff if you are going to keep any confidence in the 
banking structure. The banks are , as you know, in good 
ehapre. Right now you have a shift in your Governments. 
A lot of your bi gger banks are shifting out of long- terms 
into our little banks. The little banks are always the goa'­
in these securities. We always get the worst of it. 

Hl4 .Jr: Are you all through? 

Ur. Crowley: I have got it all off my cheat. 

RM Jr: One thing I would like to do - - before 
01 Connor f eft he asked i f I had anybodY we cared to reoom-
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cend who would take Diggs' place. Well, I didn't ha•e anybody around, and what I would like to bring to your attention ia this fellow, Smythe, who has been •ery hi ghly recommended by the Vice President. He lives aoross the street from the Vice President in his home town. 

Ur. Crowley: What experi ence has he had7 

1 2~ - ,") 

Ht.I , Jr: He has been Receiver for t he bank in Uvalde. 

Ur. Uphao: Also Vi ce President. 

BU,Jr: Also Vi ce President of the bank. 

l!r. Crowley: I will be glad to have him come in. Let me say this, as long as we are all making s tatements. We kept Diggs on a t il2,000 ae Assistant to O' Connor and he didn ' t earn $2. 10 all the tlme he was working for ue. 
I have no obJection • ••• 

HU Jr: I have agreed that if you don ' t take him, 
I w1ll.~will tell you what he has come up on. I haYe tried to put him in the place where he will be moat uee to me . 

Ur. Crowlei: If this fellow 
trious, we are w1 ling to have such 
izat1on, but not at $12,000. 

HU ,Jr: I t old hi m $7,500. 

i s honest and indus­
a fellow in my organ-

Ur. Crowley: That's all right lf he is good, in­dustrious •••• • 

HU ,Jr: He is and the Vice President recommended him higher than anybody in town. 

Ur. CrowleY: I am going to Lynchburg this after-noon with Carter. 

H~ ,Jr: When would you like to see him7 

Yr . Crowley: Tomorrow, any time. 

HW,Jr: About ten o'clock? 

Ur. Crowley: Yea. 
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IW.Jr: But the point - - I am trying to be par­
ticularly ueetul at this time -- until the President makes 
up his mind who he is going to appoint Comptroller, this 
kin~ or fellow, to me , would be very usetul beoauee he 
knows banking. 

Kr. Crowley: That's all right ·. 
to take him. 

We are dlling 

HK,Jr: He knows banking , and he would be very use­
fUl, and pa.rtic\.llarly at this Junots.on, and I talked to 
him yesterday and the t hing I want him to work on 1e this 
whole question or bank examination. Now the fellow has 
come up -- he ' s 45 or 46, maybe a little bit older, and 
he has made good in Uvalde. 

126 

Ur. Crowley: That ' s all-- I am per!eotly satisfied. 

HK.Jr: And we oheoked him and he ' s olean ae a whi stle. 

Mr. Crowley: That's all we want . 

llll ,Jr: He ' s olean as a whistle and I think that 
kind or fellow oould be useful to you, the Comptr oller and 
to me. 

Mr. Crowley: Tho.t' s right. 

RM,Jr: We haven ' t got too many or them. 

Ur. Crowley: That ' s per!eotly o. I. 

HK ,Jr: (To Ur. Upham) Will you see that he goes 
over to see Ur. Crowley? 

Kr. Upham: Surely. He ' s in my o!tioe. 

Mr. Crowley: I wanted to see y·ou, but you were 
away and I was not feeling well . 

IW.Jr: Well, I will get word to the President that 
I want to see him, in the next 24 hours, and I will have an 
answer by tomorrow. 

Ur. Crowley: All right. Good- bye and good luok 
to you. darter is going to be Toastmaster at a Chamber 

Regraded Uclassified



- 8-

of Col!lllleroe meeting in l.yncbburf and he asked me to 80 
down with him. By the way, he a rai sing the deYil about 
the bank holdi~ oompany blll. 

BK.Jr: lrhloh wqT 

Kr. Crow!ey: He wants to paee it. Re said he 
asked the Preai ent when he wae going to aend his meaaage 
up and the President said i n two or three days. 

1271 

HM Jr: (Making memorandum of topics to be discussed 
with the ~reaident. Muoh obliged. 

oOo-oOo 
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tpr11 211 19:58 

For the s eoretarz: 

Here 1a the one-page aw=&l7 or the report or the 

Invest ment Ben ken Conte renee 1 !no . 1 aa requested. 

Upm 

131 
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April 21, 19:58 

Selected investment bankers in different sections of the country 

asked for loads as to industries that needed funds for capital 

1l:lorovements in amounts of ~li or leae. The investment bankers re­

oortod thnt there hae been little demand from sound business firms 

~at cannot be handled locall y. 

The investment banl<Brs reported that inability to secure funds 

or un"lll1ngness on the part of business concerns to apply for funds 

nave been due principally to the following: (1) The cost and other 

reouirementa of the SEC registration; (2} the surtax on undistributed 

profi ts , and other taxes; (3) the general condition of business; 

(4) the difficulty in securing an investment rating for bonds of small 

eaooanies which would make them eligible for bank investment; (5) labor 

unrest and other miscellaneous reason a. 

A questionnaire was sent to approximately 4,000 small manufacturers 

1n 872 cities throughout the country. Twenty per cent of the companies 

addressed made replies--regarded as a fair sampling of a broad, cross­

sect ion of diversified industrial establishments of from small to medium 

s ize and scattered uniformly about the country. These small manufactur ers 

re!)or t (1) t here is no substantial lack of new cap ital available for 

ex?Anaion of sound companies; (2) companies entitled to cred~t for prof­

i table use have been able to obtain i t during the past two years 1 (3) 

~ny have been deterred from seeking additional funds because of a lack 

•f confidence in the economical and political outlook engendered by 

exi:t ing laws and the fear of further adverse legislation; by the high 

l evol or taxes which have killed incentive to expand ; by labor problema 

and the attitude or the Administration toward labor; by the expense and 

red tape of SEC registra tion and by requirements of bank~ laws with 

respect to security ratings . 

The pr evailing thought is to await further development of the 

Admin1s trs.tion •s attitude toward business and better business condi­

tions before expanding. 
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1181110 were sent to t ollowin& oa 4/21/)81 

The Presi dent 
Secr etary or State 
Secretary or War (Attention: Col. 

Strong - (G- 2)) 

Letters or transaittal signed by Secretary 
and dated 4/21/38 -
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,. ... 
Seoretary~enthau 

Mr. Hll.ae~ 

134 

..... .lprll 21, 19ll8 

Subject: Current Trade with Japan and China, llaroh 193~ 

A. United Statu trade with Japan increased marltedl:r in Karch. 

I. Exports to Japan were 22 percent greater in Karch than 

in February and 12 percent greater than in January 193~. 

They were, however, 22 percent lese than exports in Karch 

1937. United States exports to Japan usually show a eea­

sonal increase dur 1ng the month ot llaroh, 

a. Exports ot iron and steel aanu.taoturu accounted 

tor 50 percent or the increase and petroleu. products 

tor 33 percent, Exports or iron and steel scrap amounted 

to $2,~3.6~5 or 51 percent ot the total iron and steel 

exporte . 

b. Raw cotton exporte decreased 1 percent ae compared 

w1th February 193~ and were 53 percent lees than Karch 

1937· 
c. Exports or aircraft and parts aaountad to $525,000, 
115 percent more than in February 1938, 

II. Imports !rom Japan were 14 per cent greater 1n Karch 

than in February 1938 but were 44 percent leu than 1n 

!larch 1937. 

a. Illporte ot raw sUit increased 19 percent in llaroh 

as compared with February 1938· They were, however, 

7 percent leee than the monthly average tor the paet 

e1x months and were 11 percent leu than in Karc!J 1937. 

b. laporte or cotton aanutaoturee decreased 43 percent 

in Karch ae compared With february 1938· 
reater 1noreaeee 

I. United Statu exports to China and Kanohur1a increased 

41 percent during the month of Xaroh 193~ ae compared With 

February 1938. Exports to Borth China and Xanohur1a 1n­

creaee4 36 percent, and ezporte to South China, Shanghai 
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and Hong long increased 44 percent. Exports to South 
China, Shanghai and Hong long were approximately 
61 percent greater .1n Talue than those to North Ch.1na 
and Kanohuria. 

135 

II. laporte rrom Ch.1na and lf.anchuria increased 23 per­
cent dur.1ng the month or Karch 193~ ae coapared w.1th 
February 1938. I11porte rroa North v •• .:.:;,.. '\nd Kanohuria 

show a decrease or 2 percent and those rrom So lh ·~···­
Shanghai. and Hong long .1ncreaeed 32 percent. Iapo 
rrom North China accounted tor 21 percent or the total 
1mporte rrom China in Karch ae compared with 27 percent 
in February 193~. while 1mports !rom South China accounted 

t or 79 percent in Karch 1938 and 73 percent i .n J'ebxuary 
1938. 

Stat1etica 

A. Curr ent trade with Japan 

I. United States exports to Japan - totAl Talut 

llarch 
February 
January 

December 
NoT ember 
October 

!ill. 
$23,4'59,000 
19,2l;6,000 
20,981,000 

!ill 
$16,532,000 
1~,133 , 000 
20,129,000 

!ill 

$29 , 9~,000 
24, 7 ,000 
22,3 ,000 

~ 
$16,433,000 

24,100,000 
26,6~, 000 
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II. United Statea exporh to Japan by oo-od1t1ee 

Couoditiee ahow-
1M inoreaaee 

Iron and steel 
scrap 

Iron and steel 
$ 

semi-manufactures 
Other iron and steel 

and manufactures 
Petroleum and prod-

uote 
Industrial maohiner7 
Paper base stooka 
Alrcratt and parte 
Fertllizere and tar-

tllizer materials 
Fer ro-alloye 
Coal-tar products 
Lend and manufactures 
Ros in 

Commodities ehow-
i ns; decreases 

Cotton, uruaanu­
tactured 

Copper and manu­
factures 

Autoaobiles, parts 
and aooeseoriee 

Hides and ek.lne, 
raw 

Jlarcll Pebruar7 
193§ 19}8 

2. 4811-. 000 • 1,658,000 

1,157,000 586,000 

1,264,000 583,000 

4,386,000 3.~.ooo 
2,946,000 2,6o9,000 

g ,000 422 ,000 
525,000 244,000 

437,000 
321,000 

362,000 
24,000 

301,000 
228,000 

23,000 
70,000 

57,000 10, 000 

• 5.508,000 5. 565,000 

1 ,178,000 1,367,000 

718,000 1, 337,000 

224,000 226, 000 

J6,ooo 58,000 

13o 

Januar7 
19}§ 

• 534,000 

},/ 

1,~9 .000 

5,o66,000 
2,853,000 

492,000 
y 

24,000 
n1l 

69 ,000 
n1l 

11,000 

5,817,000 

1,883, 000 

g) 

22,000 

252,000 Electrical machinery 
and appu-atus 

Tobacco and aanu­
t aotures __ .,:l,..;o 000=:= 290 t 000 nil 

Total t22,644,ooo-97~ tl8,4JS,ooo-96~ tl8,5l2,ooo-~ 

.Ul other S15.ooo- 3~ 828, 000- 4~ . 2.469.ooo-ll!;C 

Grand total t 23,459,000 

!I Included in •otller iron and steel and aanutacturea•. 

Y Not sllown eeparatel7 in Januar7 1938· 
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III. United Statee ~porte froa Japan - total •alue 

ll!al'Ch 
Februar1 
Januar1 

December 
November 
october 

1m 
t 9,94o,ooo 
~. 723 , 000 

11,342, 000 

illl 
t11,S39,000 
17, 190,000 
15,420,000 

!ill 
t l7 , 66o, ooo 
1~,~~2,000 
17, 83,000 

J.m 
tl6 ,4~,000 
15, 3 , 000 
15, 930, 000 

IV. United Statee 11m orb from Ja:Q!n bz oo-od1t1ee 

Commodities show- March J'ebruar1 Januar1 

i!J! 1ncreaeee 19}S 1938 19}8 

Silk, unmanufactured t6,2l~,ooo t5, 225,000 • 5, 947,000 

Silk manufactures 27 ,000 198,000 323,000 
Pyrethrua flowers 229, 000 295,000 

Hate and hat materials 228,000 
ul,ooo 
19 , 000 115, 000 

Furs and III&Jiutaoturee 
?ieh and fiah prod-

ucte , edible 
F1oh scrap and f 1eh 

meal 
Tea 
Camphor 
Paper and paper 

manufactures 

Commodities abow-
1ng decrea eee 

Cotton manufacture• 
Vegetable tooda, 

other than tea 
China and porcelai n 

ware 
!.lenthol 
Perilla oil 

!l'otal 

All other 

Grand total 

228, 000 

202,000 

153,000 
103,000 

97,000 

~.ooo 

316,000 

178, 000 

79,000 

141,000 

27,000 
102, 000 
54,000 

66,000 

550, 000 

212,000 

19, 000 

192,000 

80,000 
1~5,000 

60,000 

174,000 

738, 000 

298, 000 

172,000 189, 000 271,000 
103,000 132,000 1~,000 

5.000 149 .000 1~} .000 

18,597 ,000-86~ t7,11-37,000-85~ . 8 , 988,000-7~ 

1. }4} .000-14~ 1.2S6 .QOQ-15~ 2 . J~.000-2l~ 

t9 ,~. ooo 18,723,000 tu . 3~2,ooo 
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secretary llorgenthau - 5 

a. current trade with China 

I . United States exports to China - total value 

!.!arch 
February 
January 

December 
November 
Oct ober 

ill! 
$8,590,000 
6,107,000 
7.992, 000 

lill 
$8, 125,000 

9. 978, 000 
7,152, 000 

.llil. 
$6,483,000 
~ , 262 , 000 

,623,000 

.!lli 
$a,430,000 

,035,000 
5,421,000 

II. United States exoorts to China by commodities 

(a) To North China and Manchuria: 

Automobi1,es, parts and accessories 
Iron and steel manufactures 
Cot ton, unmanufactured 
Petroleum and products 
I ndustrial machinery 
Tobacco and manufactures 
Wood and rnanutactures 

Total 
All other 
Grand total 

March 1938 

$1 , 264, 000 
502,000 
339, 000 
28S, OOO 
270,000 
209,000 
M~·ooo $3. ,000 
281,000 

$3,290,000 

February 1938 

$ 275, 000 
648,000 
545,000 
275,000 
117,000 

53,000 
~1,000 

·~ · a~~:m 
$2,4 ,600 

(b) To ShanzhAi, South China and Hong Kong: 

Tobacco manufactures 
Automobiles, parts and aocessories 
Electrloal machinery 
Firearms and ammunition 
Iron and steel manufactures 
Copper and manufactures 
Aircraft and parte 
Cotton , unmanufactured 
Vegetable roods, edible 
I ndustrial machinery 
Ginseng 
Paper and manufactures 
Petroleum an4 products 

Total 
All other 
Gr and total 

March 1938 February 1938 

$1,000, 000 $ 430,000 
653, 000 571,000 
580, 000 79,000 
399,000 384,000 
336,000 186,000 
300,000 269 , 000 
242,000 417 , 000 
238,000 111,000 
208,000 142,000 
103 ,000 ]2,000 
102,000 145,000 
102,000 25, 000 

8 000 18~,000 
$ -8~ $3,61 ,000-82% 

j6S· -18~ 6g2 , 000-1S~ 
$5. ,000 $3,6 o,ooo 
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secretary MorgenthAu - 6 

III. United Statea i mports tram China - total value 

:taroh 
Februar:r 
January 

December 
November 
Oct ober 

ll}! 

$4,~7,000 
~· 62,000 ,11-70, 000 

l2ll 

$~ , 6~7,000 
.7 2,000 

6,914,000 

l2ll 
$111-,~,000 
11, ,000 
6,U2,000 

~ 

• 4,442,000 
,669,000 

5 , 49~.000 

IV. United States i .mporte trom China by oollllodities 

(a) From North China and llanchuria: 

Bristles 
Fure and manutaoturee 
Perllla o1l 
Vegetable products , edible 
Non-metallic minerals and 

products 
Total 
All other 
Grand total 

lo!aroh 19~ FebruarY 19311 

• 213,000 • 
171 ,000 

91,000 
113,000 

~6.000 
$ 6 4,060-64~ • 

§41 .000-36"~ 
• 55,060 • 

2111,000 
56,000 

1112,000 
22,000 

6.000 
484, 060-49~ 
m·000-51~ ,060 

(b) From Shanghai. South China and Bona: long: 

Tung (wood) o1l 
Flax, hemp and ramie 

and manufactures 
Tin ore, bare, blooks , 

plge, scrap etc. 
Hate and hAt -terials 
Vegetable produota, edible 
Cotton aanutaoturae 
Brhtlea 
fireworks 
Si lk, unmanutaotured 

Total 
All other 
Grand total 

March 19311 FebruarY 19311 

$1,707,000 • 6119,000 

293,000 231,000 
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April 21, 19)8 

l'y dear llr. Pr .. idantt 

In response to your me110randum dated April 16, thore is sub­

mitted the attached table which shows, for tax-exempt obligation• 

reported by indhiduala with nat incOMe o! f50,000 and our t or 

19J5 (the moot recent year tor which data are available) , the aaount 

owned, interest received, and estimated tax saving at 19J6 Act rates, 

bv nature of obUgationa and by net income claues. In view of the 

r~ct that whollJ' tax-exempt interest does not enter into the tax­

payer's gross incOJ!le nor into hia tax computation, the reporting of 

these data is purely informational, and for this reason they are un­

doubtedly understated. A coaparison of the magnitudes of the interest 

and t he amount owned suggests that tha latter data hue been incOOt­

pl etely reported , althougtl there is no necessary rel a t .ionship between 

these two seta of figures, since the amount owned is reported as at 

the end of the year whereas the intereot comprises a110unts received 

or accrued during the year. It is apparent, however, that indirlduala 

do not exercise the same care in reporting their tax-exampt bond hold­

i ngs as they do in reporting the interest received thereon , and that 

tbese latt.er data with respect to wholl;r tax-exempt interest are not 

reported with tbe sa.e care as is taxable income. 

The dat11 with respect to amount owned a.nd interest received 

on partiall;r tax-exeii1J)t obllpticns are noncocparable. The amount­

owned Cigures i nclude Libert;r 4 and 4-l percent bonds, Un1 ted States 

Savings bonds and Treasury bonds in full, whereas the interest­

received data exclude the interest on these bonds on principal 

&JOOunts not in excess of t'5, 000, wtioh intereat is whollJ' axuopt 

froll income tax. Partiall;r tax-exempt interest also includeo 

amounts reported on the face of the return for which corresponding 

figures with respect to amount ov.ned in tbe supporting schedule ~,.. 

not complete. 

In estimating the tax saving r esulting from the tax exemption 

of Covernment interest, it was assumed that such interest would 

repreaent an additional increMnt ot taxable income and would, there­

fore, be subject to the top bracket rates . In order to .aka the 

estimate as ~eaningtul as possible, the computation was made using 

1936 Act rates rather than the rates actually applicable in 1935· 

Faithfully, 

(Signed) H. Yorgenthau, Jr. 

The President , 

The 'lbite House. 

Enclosure, 
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H.Jl.Jr: Hello. 

Operator: Mr. Frank. 

B.M.Jr: Hello. 

Jerome 
Frank: Hello. 

B, !;I. Jr: l(orgenthau spealc1ng. 

F: Yes sir. 

AprH 22, 1938. 
11:10 a . m. 

142 

H.li .Jr: Ah, Worris Ernst was 1n yesterday to see Herman 

Oliphant, with a story t hat I was supposed to have 

opposed your appointment to some judgeship. 

F: Well, I never heard of it . 

H.1l .Jr : Well, Morris Ernst - and I thought I might as well 

tell you - the first place I never knew there was 

a vacancy, I never knew you were a cand.idate, and 

until Herman Oliphant walked in this office I never 

heard of it . 

F: Well, now, I - ah - Mr . Secretary, ah, this is 

the first time I ever heard that you ever knew 

about it or did anything about it. 

B.J4.Jr: Well . 

F: And 1f Morris so sta ted it was certainly without 

my knowledge . I've seen him since and he never 

mentioned it to me, • 

H.U.Jr: Yeah. 

F: And please don't think that I think so . 

B.M.Jr: Well , I just wanted - this is the second time 

that somebody's planted a story that I•ve tried 

to block you in somethi.ng. 

F: I ' m sorry you telt it necessary to call ••· 
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B.Y.Jr: 

I': 

a.u.Jr: 
I': 

R.M.Jr: 

I': 

B.II.Jr: 

F: 

H.M.Jr: 

I': 

B.M.Jr: 

143 
- 2 -

Well, - I tb.ought you aight as well get it, as 
th.ey say 1 right troa the horse t a aouth. 

Well, will - :rou will torgh'a me tor aey thought 
that you entertained that I thought s o, won• t you. 

Yeah. I certainly will . 

All right . 

But, ah •.• . 

Thank you tor calling. 

Well the point I•m getting is this - ah, ah, - aey 
time you want to know where I stand on aeything 
as tar as you•re concerned, or your work, just 
ask me, and I got a reputation I'll tell you 
r ight straight from the shoulder. 

You have with me. Now - please Da'/11 don't ascribe 
to me the goesip ot other people, will you? 

I won 1t. 

All right, sir, thank you. 

You ' re welcome. 
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B,M,Jr: Bello. 

Operator: 

B.M,Jr: Hello. 

April 22, 1938. 
llal9 a. m. 

144 

Morris Ernst: Hello, He11r7. 

H,M,Jr: 

E: 

B.M.Jr: 

E: 

H.!.!.Jr: 

E: 

H.U.Jr: 

E: 

R.M.Jr: 

E: 

B.M.Jr: 

E: 

B.IA.Jr: 

E: 

H.M.Jr: 

E: 

Yeah. 

Morris Ernst. 

Bow are you? 

Pine, ah - but disturbed. Jerome Prank Juat told 
111e that so.ebody has quoted 111e as saying to you • •••• 

What is it? 

•••• somebody indirectly to you. 

Yeah. 

That you are opposed to Jerry' s appointment to the 
bench. 

Yeah. 
' I haven't mentioned it to a human being; never 

thought ot it, don't believe it - Just want to 
clear back to you. · 

Well, Morr i s , the person that told me that was 
Herman Oliphant . 

Well let me - I t r ied to reach Herman, is be 
there? 

He's sittinc right here. 

Bever mentioned it to hia. 

You want to talk to hia? 

Yes . I'd like very much to. 
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a .u.Jr: Yeah, But, let ae - let - let him talk to you. 
Herman 
Oliphant: Ah, ah, - you're right. 

E: What? 

Oliphant: Hello, This is Oliphant. 

E: Yes . 

Oliphant: We're both on now. 

E: What? 

Oliphant: I had a slip - I made a slip. 

E: Yeah. 

Oliphant: It was Ed Foley. 

E: Oh. 

Oliphant: He saw 111e just the lllinute - a few minutes before 
you did. 

E: llow. l/ill you do 111e a favor . 

Oliphant: Yeah, 

E: Will you call up Jerry. 

Oliphant: I certainly will . 

E: What? Ah, there's ah, ah - tell Henry that not 
only did I - did not say it, I didn't even think 
it. 

Oliphant : lllaturally, 

E: You see . 

Oliphant: I'm awt'ully sorry. 

E: Will you? 

Oliphant: 

E: That's all right. 

145 
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Oliphant: 

E: 

Oliphant: 

E: 

Oliphant: 

E: 

H.M.Jr: 

E: 

B.loi.Jr: 

E: 

H. !A.Jr: 

E: 

H. loi.Jr: 

E: 

B.I«.Jr: 

E: 

B.M. Jr: 

E: 

B.Y:,Jr: 

E: 

- 3 -

Ed was in jUat betore you came in. 

That - that ' s ·inept, but ah, I just want to clear 
JIO'Selt on it, because I MYer said a word like it. 

Tbat's richt. 

~ right. Call Jerry, wi.ll youY 

Ah, hold on. 

Yeah. 

Bow are you otherwise? 

FiDe, Henry. Swell, and - a nd I just was awtully 
lucky it straightened out . 

Swell . 

146 

Because ah, - God knows (laughs) it's on the market . 

The reason I called Frank was because there was 
a story around that I bad opposed his coming down 
on the S. E. c .. . .. . 
That I heard, originally, through Jerry. 

And I - a nd I told, ah, Frank t hat 1t wasn't s o . 

Wall, I ' m very - I think you were very wiSe 
to call him up today. 

As tar aa - in the case ot his coming dOWD, I 
never was consulted, nobody asked my advice, 
or anything else . 

Right . Well ••••. 

I just thought that ah - when I heard this story 
it looked to me as though saaebod:r was ullcious 
out ot his way to IIAka a litt le 

Well - look. Will you do IHI a tavor. Bither you 
or Berman call back JerOileY 

I'll let Berman ••• • • 

Because, ah , God !mows I - (laughs) ··· ··· 
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B.M.Jr: 

E: 

H.M.Jr: 

E: 

H. li .Jr: 

B: 

H.M.Jr: 

E: 

H. ll.Jr: 

E: 

H. ll.Jr: 

B: 

H.M.Jr: 

E: 

H.M,Jr: 

E: 

H.M.Jr: 

B: 

H.II. Jr: 

E: 

-4 -

1l'ha t else do you know? 

'Pine. Everything's going pretty goodil and I've 
had s011e cbata with Rerun be uy te you about. 

He did. He was •• •• 

And I saw Gaston last night. 

V/hat? 

I saw Gaston tor dinner l ast night. 

Gaston? 

Yeah. I had dinner 
other people. 

Herbert Gaston? 

Yeah . 

Oh. · 

' .. =-
some 

And, all told, I think I can be of help around 
there in the way I mentioned t o Rerun. 

Well Herman tells me that , ah, the result of 
your •• . . 

Well, you're going to - I think - I know it's a 
bell ot an iaprov•ent. And I know that the 
cement t hing is cOIIling out very nice. You see? 
And whenever you want me let me know, I • •••• 

Of cours e, • 
I don't know -/I suppose I ' m the worst man in 
the world, but I - tor publicity - but I don't 
know bow - bow you•re going to give it to these 
tallows. 

Well, let me tell you some day. 

. What? 

Let me tell you bow, s011e day. 

I 'd li.ke 'lfery ~h to lmolr . 

147 

Because it's - it'• - it's really, it1&-it 1a just 
a little aap in there that makes all the dittereDCe 
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H. loi .Jr: 

E: 

H.lo!. Jr: 

B: 

H.Jl .Jr: 

E: 

- s -

between a picture being painted one way and 
another. 

A little what, did you say? 

.A little - a l itt le matter or technique . 

Well, I guess I •• •• 

It ' s - i t's the ditterence in the - no, it - I 
don't thinlt it's utter whether you baTe it or 
not . I think 1t I point out a few thi.ngs to you 
I think it's rairl.y J!illple . 

All right, s ir. It you ..... 
Well swell, Henry. I ' m glad to help. 

H.!l.Jr: Fine. 

E: Well - call up Jerry. 

Oliphant: I'll take care ot .that. 

E: All right. Will you, thanks, Herman. 

• 
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April 22 , 1938 

11: 30 a . m. 

Present: 

l.!r . Oli phant 
l.lr . McReynolds 

HY,Jr: Did you ge t in touch with Peoples? 

l.!r. McReynolds: I talked to Mrs. Peoples. She 
olc1d she was very much disturbed . She had heard that 
1t hsd been said t hat she d1d not g ive t he Admiral the 
rord abou t his being due back here laot ·uonday and she 
wanted to assure me that she did give him the word . I 
talked to the Admiral on the 'phone and he said , ' My 
head is Just r inging . I have got vertigo. 1 I said, 
•Have you had the doct or? ' and he said 1 No.' So I said, 
'You had better get hi m. 1 

HM ,Jr: Between now and 11onde.y morning you see 
t hnt t'P.llow, whether he's in bed or . not. 

!1r . McReynol ds: I told Mrs . Peoples this morning 
thRt I would go to the apartment sometin'Cl this afternoon . 

HY,Jr: J saw the President at 9:30 and told him 
a bout this cement and will you instruct Ur. Colli ns that 
that on fixed aoounts we want bids r . o. b . mills . 

Ur. UoReynolde: In other words, you don't want 
them r.o.b. a1te . 

That 's what the President 
wllnts . 

Ur. Oliphant: You are perfectly willing that i f 
1t turns out from the President ' s stan6point that silo is 
the same as mill, great silos, great storage poi nts, if 
it turns out i t 1 a t he same as mi lls , ws are investi gating 
that now .•.• 

lilr. McReynolds: You will g et in trouble there 
because you have e. lot of big deal ers who maintain con­
centration points. 

HK,Jr: The President said t' . o. b. mill . 
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Kr. KcReynrlda: It's a Tery important point, be­
cause whlle there • an adTantage to the eilo added to 
the mill, any concentration point ot the mill, there are 
a nuaber ot other dealers who maintain concentration 
poi nte that are comparable and it you •••• 

RK .~r: Ie the ailo owned by the manufacturer? 

Mr. KcReynolds: In many oases it is. 

HM Jr: It you want to do this thing in a olean­
out way,~the silo is 1n between, and the next thlng 
1a the dealer's store -- from hls standpoint, the clean­
out way is r . o. b. mill~ You haTe from now until Monday, 
but every time I t old him about t he dealers' organi zation 
he aald, Let's 1nveet1gate, and I aald that's what is be­
i ng done. He dld not know that Ickes bad been trying to 
break thls t hlng t or tour years. 

oOo-oOo 
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orrer1ng or Co~~mocU ty Credit No tee 
study of Uniform Bank ~nations 

Present: 

Ur. Taylor 
Ur. Gaston 
!Jr. Upham 
Air. Harris 
Wrs. Ilot z 

April 22 1 19:58 

11:50 am 

151 

HW,Jr: (Spoke to Dr. Burgess on telephone; record 
attached. ) 

Did you (Wr. Taylor) oheck with J esse Jones? 

1~ . Taylor: All we need is a resolution trom h1s 
Beard, which is to meet tomorrow morning , to fill i n amount s 
and rates . 

HM,Jr: Has he talked about how he can use this? 
Twelve months or 18? 

Ur. Taxlor: I don' t think he cares very much . 

HU ,Jrl (Spoke to Jesse Jones on t el ephone; record 
att ached .) 

(When he finished h1s conversati on with Mr. Jones, 
the Secretary again spoke to Dr. Burgess , and copy of the 
latter conversation is also attached.) 

• • • 
HK ,Jr: I saw t he Pres ident and he said to go ahead 

and have a meeting with the bank examination agencies and 
see if we can do something without the necessity of legis­
lation, so what I thought we would do, t hat I would see t he 
boys at 10: 30 TuesdaY morning , but that you f ellows could 
have a dress rehearsal before that. And get Crowley and 
Diggs and Eccles together and kind of rub ott some of the 
rough edges. Taylor could call it and I would like Upham 
to be t here and I would like S~th to be t here, and then 
you decide when you want i t and get ott some of the rough 

Regraded Uclassified



H.li.Jr: Hello. 

April 22, 19)8. 
ll1Sl a. • · 

Operator: Burgess . Go &bead. 

H.loi. Jr: 

Randolph 
Burgess: 

H.ll.Jr: 

B: 

H.N.Jr: 

B: 

B.!L. Jr: 

B: 

Hello. 

Hello H81U'7. 

Good 1110rn1ne. 

How are you this morning? 

Physically? Fine. 

(Laughs) I reel just the same way. 

All right. .Mentall:r - still sound. 

Yeah. Well I'm the same way. 

H. lt.Jr: O. K. 

B: Yeah. 

H.!i. Jr: I'm calling up about the two hlmdred million 
dollar issueR. F . c •. ..... 

B: Uhh •• • 

H.ll. Jr: • •• Commodity Credit. 

B: Yes. 

H.!i. Jr: Ah - how does it look to you right now? Wayne 
Taylor's here with meJ so•s Barris . 

152 

B: Oh - well, I just had a call in tor him about the 
a .. e th1DC• 

B.!l.Jr: 

B: 

Well , you can talk here. Your voice •• •• • 

Well, tbeee, ah, these abort rates are changiDC 
so raat, and the scarcity or short paper i e po 
creat ••••• 
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H. !I. Jr: 

B: 

H.U,Jr: 

B: 

B.".Jr: 

B: 

B.!I. Jr: 

B: 

B.A!.Jr: 

B: 

B.N.Jr: 

B: 

B.ll.Jr: 

B: 

H,I.I,Jr: 

B: 

B.J.t.Jr: 

B: 

H.!J.Jr: 

B: 

II.!I, Jr: 

- 2 -
153 

Yeah. 

••• • • that it will go uaautitully. 

Yas . 

And , ab, ab - the rates - e - can be considerably 
lower than those we first talked about. 

Well , before you talk rates, would you mind 
saying, tar 1118JV months you ' re talking about? 

Well , ah, ah - I was going to ask you that . 

Yeah. . . --Ah, the market would take the eighteen months 
very nicely. It would take fifteen, it would 
take twelve. You can - you can take your choice, 

I see, 

It would take eighteen months at three quar ters 
or one per cent very easily. 

Uh-huh. What ••••• 

Or even - even slightly under that. 

Uh-huh. And, uh - three quarters of a per cent 
for eighteen months - well, what about one month? 

Oh, uh - one year? 

One year. 

Uhh - a ha.lf. 

A half? 

Yeah. 

That doesn' t seem as though it were comparable, 
does it? 

A half - three quarters - it ' s just a quar ter up 
six months - that's about, ah •• • • • 

Ah, I see . Now, let me just - when would eighteen 
months - when would that fall? When would that 
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B: 
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come - May - uh - well I wonder how that fits in 
with Jones ' program? 
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Well, I don't know. Ah, I haven ' t tsl.lted to him 
this 110rning. I wanted to taJ.lt to you people 
t1rst. Ah - you could do t1tteen months very nicely. 

• • 0 ••• 

I don't like t1tteen months . 

You don ' t like that? 

No. 

Yeah. 
rates 
be we 

Well, you could do either one . 
I've given you are round rates, 
could change those. 

Now those 
and it lllllY 

Well, l e t me call up Jones a minute and I'll call 
you right back. 

All right. 

Will you do that? 

Sure . 

How - how about our own Government? 

Well, they're strong tb1s morning; they're up, ah, 
oh, a quarter of a poi.nt or more. Ah, they were 
very strong t1rst thing this morning. There ' s a 
little bit or selling come in now •• ••. 

Yeah • 

• • \ut they ' re still a quarter over last night . 
' 

You people have stopped. selling? 

No, we haven't done a thing this 110rning. 

Is that the policy? 

No - well, as - tor the present, , till we look at 
it. 

Uh-huh. 
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B.li.Jr: 
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Ah, what we did 7esterda7 did eo little good 
that I think even U, ah - enn without 70ur 
a.nDOUDCeaent we would have bea1tated 1;o go 1n 
this JDOrn1ng. 

Uh huh. 
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And, ah, - we'll just have to let the market, ah, 
find a level a l ittle bit right now, I think. 

Ah, it's a li~tle softer. 

Wel1, it's a little sorter - not very much though. 

I see. 

Th!re 1s st111 a lot of good buying going on. 

Good. I ' 11 ca1l you back within five lllinutes. 

Very good, Henry. 

Thank you. 
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B.~ . Jr: Hello. 

Operator: Kr . Jones . 

B.~.Jr: Thank you. 

Operator: Go ahead. 

B. li.Jr: Bello. 

Jesse 
Jones: Good mormng . 

B.!l.Jr: Bow are you? 

J : 

B. !.I.Jr: 

J: 

H.M.Jr: 

J: 

H.!oi.Jr: 

J: 

Fine . Bow are you? 

Bow' s my ~n? 

(Laughing) All right. 

What? 

All right. 

You am I. 

Absolute. 

Apr il 22, 19.38 . 
11: 56 a . m. 

H. !.!. Jr: Well, what do the Tories wear? I •ve got to look 
up what a well-dressed Tory wears. 

J: 

B.M.Jr: 

J: 

H.M.Jr: 

Well, now, you know I hadn' t thought about that. 

Yeah. 

By George, I was just fixing to call you. 

I see. 
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J: About nothing in particular . I waa just going to -
Wayne said you wer e going to be out ot town tomorrow. 

B.K. Jr: Well, I just got through talking to Ramol ph Burgess. 

Regraded Uclassified



J: 

H.loi.Jr: 
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B.ll. Jr: 

J: 
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J : 

H.ll.Jr: 

J: 

H.ll.Jr: 

J: 
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J: 

H.II,Jr: 

J: 

H.M,Jr: 
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Yeah. 

And he says that right now he can get you, ah, 
a hundred million at eighteen months tor three 
quarters or one per cent, and tor twelve months 
at a halt or one per cent. See? 

Yeah. 

·The reason I ' m taking this interest is I want 
to have it go out right, and also my name ' s on 
the circuJ.ar. · 

Absolute. 

I ' m a little tussy about that . 

And you ought to be . 
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Now, ah, I want - what I want to ask you, can you 
use the money tor eighteen months? 

Yes . 

You can? 

No doubt in the world about it. 

Well ••. •. 

I ' d rather give· it to them eighteen months . 

Well, I think that eighteen. or course, he said 
the thing is changing so fast that he won' t know 

until tomorrow morning. 

Yes . 

So I thought what I'd do was to get on the phone 
about eleven o 1clock. 

Uh-buh. 

And talk to hila and then I ' ll talk to, ah .. .. • 

To Ylayne? 

To you and to you -
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J: 
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J: 

B.IA.Jr: 
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B.ll.Jr: 

J: 
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J: 

B. hl. Jr: 

J : 
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All right. 

To you axxi Wayne. 

Well, that'll be tine. You - you will be out ot 
town tomorrow? 

I ' m on the farm, but I ' ll be on the phone around 
eleven o'clock. 

Well, that'll be tine. 

And, ah - ah - but you could use it tor eighteen 
months? 

Oh, absolutely . 

Well , ah- • ••• 
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We're ah - we're going to be carrying this cotton 
and corn loans tor a terribly long time. 

Well - eighteen at three quarter s , and twelve 
months, axxi a halt - I mean, bet ween now and 
tomorrow they may shave it a little, but even 
if they can't, that's awfully cheap money. 

That's awful cheap money and I'll - I would want -
you see we ' re not talking about one hundred, we•re 
talking about two hundred . 

Tbat1 s right. 

And so, I would rather err on giving them a little 
more rate. 

For the firs t time. 

For the first time, and let them butt it. 

And that makes - popularizes it. 

Yes. 
The best way to popularize it is to make it tasty . 

Kake it taste good . 
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That's r i&ht, taste aood. 
That's right. It' s cheap eDOU&h. 

Yeah. 

Well , you and I are together. 

Fine. Let's ah, • ••• 

low, U I let you kno'tr what a well~essed Tory 
wears, I - I'll send you the prescription. 

JP.:.-! ~•tt and let ae know, will 7ou? 
··--:·:...· . 

o. JC. 
., 

I - I - I can give you _, tailor, so 70u could 
just bave him t1x me up on it. 

All right. 

Well now •• •• 

Kaybe he ' ll give us a little knockdown tor two 
suits . 

All right. 

All right. 

'l'ba.nk you tor calling. 

1' ll - ao. ~ pa1ra ot p&Dts? 

All right. 

All r ight. 

Tbankll • 

lSS 
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B.Jl. Jr: 

Operator; 

B.r.I.Jr: 

Randolph 
Burgess: 

B.M.Jr: 

B: 

B.M.Jr: 

B: 

H.M.Jr: 

B: 

B.M. Jr: 

B: 

B. ll.Jr: 

B: 

H.M.Jr: 

B: 

'B. M. Jr: 

Bello. 

Dr . Burgess. Go ahead . 

Hello. 

Hello, Henr)'. 

April 22, 1938. 
ll:'9 •• •• 

Ah, Jesse says that he could use a hundred 
million at eighteen months, and a hundred 
million at twelve months. 

.lh - yes . 
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Would you sell the whole tbi.ng at eighteen months? 

I would rather see h1m do the whole thing at 
eighteen months . 

Well, I thought •• ••• 

That is, because I think that it makes a better 
issue to trade in, 1n the market; it makes a fuller 
issue, and • •• •• 

Oh, real ly? 

••••• and you don' t have to divide it this t~e. 

The market will take it all at one crack. So that 
I think there ' s some advantage in putting it all 
in one bundle. But that's not necessary; he could 
do it either way be wants to. 

Well, ab- ah ••••• 

It makes a little better issue to trade in. 

Would you mind casting your mind eighteen aontbs 

forward please. 

(Laughs) Well now, let' s see. 

What - what - what aontb is that? 
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11ell1 a rear would be - would be xa,., and au 
aonttl.l trca lla7 is Bovellber, 1t I'm correct. 

Uh. 

Boveaber. Iovember, 1939. 

Yeah. 

• 61 J . ... 

That gets him over the spring. I think - ot course, 
your heaviest d8118.lld c011es in the spring ot next 
rear, probablr, doesn • t it? 

Yeah. 

So that rour tinaneing problem is more apt to tall 
about a rear trom now. 

Yeah. 

J..b , try •. . . . 

Well, the onlr thing that I'd rather see with 
Commodity Credit - I'd rather see him to go to 
the market 1110re trequentlr . I think he ouaht to 
be in there three or tour times a year to get him 

familiar with this thing. 

Yes . Well, it's going to go beaut1tullr. 

Well .,. - .,. ineli.nation would be divide it in 
halt . 

I see. 

But I ' m not - I'm not saring that. See? 

Yes. 

Now what I'm coing to do is I'm goi.ng to call 7ou 
up about eleven tomor row. 

Yeah. 

Will you be at the ottice? 

Yea. 

•cauae .,. naae•s an this thing and I want the thing 

to co right. 
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B: 
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B: 
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Yes. 

So I'll call you about eleven tomorrow, and by 
that tiae you ought to know. 

All right. 

Is that right? 

I 'll - I'll - I'd better, ah, call lir. Jones 
sometime - see who he talked with about rates~ 

All right. But I - I'd much r ather divide it 1n 
half and have him go to the market three or tour 
times a year. 

I see, ab ••• . . 
This means he wouldn' t be in again maybe for 
eighteen months; they ' l .l forget about it. 

Yes . Well, there's something in that. 

Hundred million dollars, after all •••. • 
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On the other band, the i ssue will - the issue will 
be traded 1n 110re, and ••• •• 

I know. I know, but I - rq bunch is that I 1d 
rather divide it in half. 

Yeah. Well, that ' s a1l right. 

Very much rather. 

Pardon me. 

He's sure not to be embarrassed on refunding then. 

Yes . Ah - I - I don' t want two hundred million 
coming due. 

Yeah. 

I'd much rather have it 1n two bites . 
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B.ll.Jr: 

B: 

H.K.J'r: 

B: 

B.ll.Jr: 

B: 

B.l!.Jr: 
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B.K.Jr: 
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B.K.Jr: 
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B.ll.Jr: 

B: 

B.M.Jrs 

B: 

B.M.Jr: 

B: 

B.ll.Jr: 
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I see. Well, that's - t~t's easy to do. 

All right; I 1ll be on tbe pbone t0110rrcnr. 

Very good. 

And in the meantillle it you want to talk to 
8111body Wayne's here. 

Al.l right. 

o. ~.? 
Very good, yes . Is Wayne right there now? 

Yes he is. 
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~~ . on . tbe question ot policing this thing 
we 1ll handle it just like a Government issue, and ••••. 

That's right • 

••••• then we'll stop on it. 

Tbat 1 s right. 

Yeah. Now, ah, I think we probabl.7 ought to have 
an additional note trom you people about the 
reimbursement. That wasn't included in the letter -
just so there's no misunder standing. 

Fine. I ' ll tell Wayne. 

All right. 

Anything else? 

That's all, I guess. Tbanka Jmch, Henry. 

Ah - Harris tells me that the corporates are 
improving a little bit. 

Ah - I think this thing is beginning to go over 

into the corporates some. 

Yeah. Listen, ah, il tbere going to be aey more 
private issues? Have you beard aeything around 
town? 
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There's ah, very l ittle. 

What - I mean - I saw - sc.ae one - that s011e issue 
was called att. 

Ah, - well, there waa one called ott about three 
weeks ago. I've forgot which it was. 

But DOthi.ng - but I answered this commercial 
thing one, ah - the Edison I .should think the boys 
would get 1n - get in, get 11011e money. 

Well, ah, there's ah, San Antonio ~lie Service 
is coming i .n tor about nineteen and a halt million 

Yeah • 

• • • • and Puget Sound, Peoria Power and Light, and 
seven million ot General Foods preferred . Those 
are the ones they're talking about. 

What's Edison selling at today? 

It's at a premitllll, 102 and a quarter - something 
like that . 

That ' s tine. 

It '11 be running out at a hundred and one and three 

quarters, I think. 

Yeah. 

It's a nice premtua. 

All right . 

For it is a short bond - it's only ten years . 

o. K, Cheerio. 

Oh, o . k ,, Henry o 

Goodbye. 

• 
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edges and t hen I meet with them 10:~0 Tuesday. No 
necessity for Jonee t o sit i n on thia. Will you handle 
that for mel 

these 
There 

Kr. Taylor: Yes, sir. 

Mr. Gaston: That's on bond port toli o? 

HM,Jr: No, The whole quent1on of trying to get 
agencies together for uniform bank examinations. 
are certain definite things • •• • 

!&. ilttlbr: Th~ is not who ehould do it? 
---r- .. -

HM,Jr: No. What we can do without legialation, 
at once. 

Mr. Taylor: That's examination policy only. 

HM Jr: Yea. I think i f we start that, we will 
ease this t hing in·~o it subsequently who should do it. 
But get this t hing started. There ie ec much talk since 
the President ' s message and the President can say I asked 
Hcrgenthau to get t hose people t ogether and look into the 
thing. 

Ur. Upham: You Just want t hose heads? 

H11 ,Jr: Yes . 

l.lr . Gas ton: There a re already stories out as a 
result of something Crowley said t hat agencies are con­
si dering a poli cy of more lenient attitude in bond port­
folios . 

HM,Jr : I thought what ~ou might do, Herbert - ­
tell the boys t hat the President has asked me to do t his 
thing and we will start in l!onday and do this thing. 

Why do you (Upham) wrinkle your forehead. You 
wouldn't t ell them in advance? 

!.lr. Upham: (NC?dd1ng no.) 

Mr. Gaston: I don't think I would. I am afraid 
they might aeaume too much from what we are going t o do. 

IDl . J r: Why not? 
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Kr. Gaeton: Well, euppose we tell them Monday. 

HK,Jr: All right by me . 
afternoon. 

I will t ell them Monday 

Ur . Upham: I f you are going to give the impreaeion 
we are going to liberali~e, I think it would be bad. 

HK,Jr: Cy, Pat Boiand wants me to come up and 
talk to the Pennsylvania State Bankers and I am th1nlt1ng 
of doing it. I told him I would give him ah answer Monday. 

Mr. Upham: When do they want you? 

!Ul,Jr: The 19th. And Pat Boland 18 a nioe fellow 
and I t hought we :night do it . And, Cy , on th18 thing of 
securi t ies in banks , I read it hastily and I have Just got 
one suggestion and I would like you to restudy it between 
now and lolonday. I think you go too far in telll~ the -­
for instance, it' you think a bank is weak, you should tell 
them,so forth and so on. I woul d l i ke to approach i t that 
we will put down rul es and regulations that it a man buye 
a bond at 103, he has to amorti~e it down to par. Now 
it he makes a profit on a bond, I just raise the question 
that fr om now on should the United States Government tell 
t his fellow Juet how to run his bank? It he has a profit 
and he makes a sale, I think it's up to the president of 
the banlt and his Board of Directors to decide what to do 
wi th that . In other words , I am thinlting more in term1 
we will make t hese rules, but when i t come s to tel l them 
how to do it, I think we are taking on much too much. 

llr , Upham: I understand what you mean. 

HK,Jr: I think when you ~et into this thing and 
then when something goes wrong-- Well, t he Comptroller 
or the Currency told me to do that and I did it that way.' 
Kow do we know whether the bank is going to be weak? It' 
we think a bank i s going to be weak, let ' s shut i t down 
or strf!ngthen i t. M.y criticism, in thil room, and I 
would like you to thi nk about i t , is that we go t oo t a r 
in being teacher. I think we should have rules and reg­
ulations about the bonde they buy above or below par, but 
when we tell them bow they ebould handle t he prof its on i t 
and so forth , my apJ)roaoh on 1t is not t o tell them quite 
so much aa we have . 

.:ss 
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Kr. Upham: Glad to think about that. 

HK,Jr: Get t he idea? 

Ur. Upham: Yea, I understand. 

~.Jr: Get it, Wayne? 

Ur. Taylor: Yea. 

KM,Jr: If a fellow buys a bond at 1G3 , be ehould 
aoortize lt down to par. If lt goes up , the profit is 
his and I don't think the United States Government should 
t ell hi m what to do with the profit. It he wants to pay 
it out in dividends , that's hie business or put it i n hie 
reserves, that1 e h.1s business. 

Mr. Upham: Of course, we have been obJecting to 
t he heavy dividends of Tranaamerica and the reason we ob­
Jected was because they have a lot of tro~en assets beaauee 
"e don't think they are worth •ilat Trana8llerica shows on 
the1r books. · 

IUl Jr: I think we are getting to be too much 

t eac~er tefiing a bank how to run ita business and I think 
the tendency of t his Committee would be to let a bank run 
their business with more and more responsibility on them; 
hold t heo strictly to account, but not try to tell them 
what each individual item and each bond, how t hey should 
treat t hat • 

.Mr. Upham: I think you a re thinki ng all right. 

HK Jr: The Bank of America - my i!IIPression ie 
that they ~ve a lot of frozen aesft& which are written 
up on their books whi ch are not worth anything l1ke they 
say 1t is. 

stuff 
money 

!.lr. T!!Ylor: And 1t you mslte them charge off the 
they should charge ott, they ·wouldn' t have had the 
to pay out dividends. 

HM,Jr: When we get into it, I wish you (Upham) 
would talk to Gus Folger, would he wheb we get into this 
thing like t o bring in one of the National examiners from 
t he field, to get somebodY fresh trom the field to e1t in 

with ue. Get the idea! 
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llr. Upham: Sure. 

Hll.Jr: And when you have 
you have eomeone make a r ecord. 
approao~ on thie t hing? 

llr. Upham: Right! 

this n;eeting , Wayne, will 
But you (Upham) get my 
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Hll.Jr: And I think i t's-- you don ' t have a retai l 
store and go in and tell them what t heir mark- up should be 
and how they should value their inventory, 

14r. UphAm: I think you are thinking right . 

HU 1Jr: Ae I say, it ia a new field t or me, but 
Just as a matter or horse sense. Do you want anything (Taylor)T 

Mr. Ta,ylor: 
1ndioated of seeing 
oies, etc., I think 
field. 

No, The approach that you have Jus t 
it we can standardize examinat ion poll­
i t i s bound to lead you into t he other 

Hll , Jr: Correct! And I am now tor the f i rst time 
reedy to go i nto the final field -- where should final ex­
amir.at~on be. I am r eady tor that. 

Ur. TaYlor: Also, wnen you start in that field t hat 

leads you int o a couple ot others. 

HU ,Jr: Well , whatever it is, I am ready. 
else, Wayne? 

Anything 

Ur. THlor: 
8.111 ready f or r. 

That's all right . I am ready now. I 

HU,Jr: Have you anything, Cy? 

llr. Upham: Y"ou want SCiyth put on t he payroll as or 
last Monday. Leo said he would put him to work next Mon­
day. Well, I think he ought to make it last Monday. 

Hll,Jr: Last Monday , effective the 18th. 

Mr. Upham: We are going to h ave some trouble , I am 

afraid. 

!Dl,J r: WhereT 
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Mr. Upham: We went over t here this morning and 
Leo took me aeide in t he board r oom and said , I want it 
definitely understood that if this man oomes over he ia 
not to run to the Hill the way Diggs d1d. I said , I am 
sure the Secretary had no idea he was t o be legislative 
contact man for t he Treasury. He was to be here to work 
for Diggs and for the Secretary. That seemed to be 
agreed. He went through a long 'who atruok John' with 
Soyth; you must be loyal; he is workin~ for the corpor­
ation. And Smyth comee back. Now, he s O.K., but he 
Just does not want to get i n a poa1t1on where he's between 
cross f 1rea and where somebody thinks he 1 s double-crossing 
him. 

HM
1
Jr; Tell Smyth not to worry. 

Mr. Upham: I di d . 
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HM ,Jr: And maybe Ur. Crowley will tell us who he's 
working tor! 

Llr . TaYlor: I can tell you that. 

HM
1
J r : Does his first name begin with Leo? 

. oOo- oOo 
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April 21, 19~8 

F'or the secr etary: 

Attached 1a the stetement which ll.r . Smythe and I have 

prepared on how to treat Government securities 1n banks. 

we consul ted the Office of the Comptroller and copi es have 

been sent to t he Federal Reserve and the FDIC for their 

crit i cal comment . 

This s t atement represents substantially current practi c e 

on the part of national bank examiners. 

Upm 

Enclosure 

1. ?o 

Regraded Uclassified



TREAT!IIBNT BY BANK SUPERVISORr Atl'l'BORITIBS OF 

GOVBRNio!EtiT BONI8 IN BANK PORTPOLIOO 

{l ) \'lhen a bank bu;ys Gove1'111118nt securities and the market 

quotat ions rise, the 1noreaae 1n asaet value represented by tha 

marll:et rise muat not be shown on the booka of the bank. In 

other words , t he re should be no writing up or Government bonds 

on the balance sheet of tha bank b;r reason of an Ulll'ealized ap­

preciat ion f@§&l~g from 1noreaaeq mar ket price. 

{2) llhen a bank bu;ys GoverDIIlent securities and the market 

quotat i ons rise, and the bank by sale realizes the appreciation 

1n the securities, the resulting profit should be treated just 
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as is an:r other profi t accruing to the bank. The disposit ion 

permitted of suoh profit should depend upon the general condition 

of t ho institution. If losses exist at the t 1me the profit 1a 

taken, the prof it should be utilized to ~ite off or write down 

those losses . If, in the opinion of the euporviaor:r authorities, 

the condition of the bank 111 weak and losses are pretty surel;r 

to be expected soon, the profit should be paid into a reserve 

account {or valuation allowance) . It the ccnd1 tion of the bank 

i s satisfaotor;r , the profit should be ava i lable for dividends 

just as a r e other profits. 

{3) When a bank buys Government securities above par, it 

should amortize the premium over tha l11'e of the aecur1t:r• 
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(4) \1hen a bank buya Government aecuri tiee at a pri ce or 

par or above and they l.ater fal.l. be l.ow par and when a bank buya 

Governoent securities bel.ow par and they l.ater fal.l. below the 

purchase prioe 1 there should be no requi rement that the bank 

write off or amortize the decline below par, or 1n the caae of 

those that are purchased below par, bel.ow the purchase price . 

Taose that a re purchased at par sboul.d be all.owed to be carried 

at p!lr even 1n the event or a -rket quotation bel.ow par. Those 

purchased above par will be cared tor by amortizing the premium 

over the l.ire of the security, aslbove. Those that a:re purchased 

bel~R par should be al.lowod to be carried at the purchase price 

even t hough later quotations are l.ower than the purchase prioe . 

(5) If a bond wh i oh is purchased below par goes lower but 

subsequently rises above the purchase price, it is then a bond 

U!)On 11hich there is an appreciation and t he rule to. apply 1a as 

stated in (l) if unrealized or (2) 11.' realized. S imilarly, 11' a 

bond i o purchased at par or above and sinks below par but aubse­

~uently rises above the purchase prioe , it i s then a bond upon 

which there is an appreciati on and the rule atated 1n (l) 11' 

unrealized, or (2) if realized, appl i es . 

(6) In any event, the market price of Government seour1tiea 

as of the date o.r examlnation, should be shown on the report . 
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IHTIIIt O,.trlC& C0MWUHICAT10H 

DATI APR 22 1938 

"' Secretary Morgenthau 

•••• RerMn Ollpballt 

For your 1nLor•t1on 

In order to eat.ablish the el.icibUity or bonds ot local houain& authori­

ties !or purchase by oational bank8, llr. Iathan Straus o! the 1JSIU h88 asked 

tho Coaptroller o! the Currency whether or not such aecurities constitute 

•artetshle ohligationa• within the ... "',. ot Sectioll 5ll56 or the Rertaed 

Statutes. The attached ruUnc or the Coolptroller o! the Currency holds, iD 

ortoct, that 10 per cent or the bond issue o! a local housiDg authority (which 

under the lfnited States Housin& Authority Act -t he purchased b;y oth.ars than 

the Federal GoY&rlllUDt) collStitutea •arketable obligatioll8• and _, he pur­

chAsed !or their 011D account by oatiooal benka. Because or the peculiar 

chAracteristics or local howsin& authority bonds, the Coraptroller takes the 

position that the prerequbites tor deteniDiDa Krhtahle obligatioDS COD­

tair.ed iD the llegulat10D4 o! the CoiiJ)troller ot the Currency ot Pebrul.r;y 16, 

19l56, are uot applicable. I understand that bonds or local houain& authorities 

are the only on .. sin&led out tor special tre&tunt by the Collj)troller or the 

Currency. In all other cases the at&Ddarda provided iD the RecuJ.stiona or 

Februnry 15, 19!6, are ap~ed b;y the haDlc uaainers to the securitiea includ­

ed in the bank8 • portfolios. 

In 110st iDatancaa bonds or local housing autboritiea wCIUld he Jll1&hle 

fi'oc " pled&e or project r.utal.a. In add! tiatl, &D annual •uheidr l.ild.ted to 

* or the co..t ot the project will he p&id. by the IJSIIA so lone as cartaiD 

&te.n4uda .. to tenant selection and lo• rentals are alaJ.Dtained by the local 
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bOillillg autboZ'iV'. In Tin ot the subeicl7, the boDda would appear to be 

roaeoD&bl7 sate illnatamta. !ba p11hllo houaiq lan ot 100at ot the atat .. 

prorlde that local houaill& authoriv oblJ.&atiODa are lap.l iDnst.enta tor 

trtate 'benk8 , inaurance co~ea, public officers aDd t1duciariea. 

The rulill& ..Jtee 110 actiou ot the aJ.i«1b11iV' ot the balance ot the 

i aeue. As a Mttar ot tact, ~ ot the ieeue ordiD&rily would be purcilaaed 

111 tbe USII1 and offered nctuall;v tor eale to the public. It these boDde 
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are to IIIJ07 the - arket adnnta&•• aa the l()lC ot the i .. ue illoluded ill the 

Coajltrollar's rulln&, it would appear necesaar:v tor the Co~roller to brOad.:~ 

bia rull.:ag wile such an otterlne i s lllade. 

The laJ>c.-.e ot the rul.ill& is quite loose and in soae particulars 1a in­

eceurate. For instance, retarence is ude to the exeaption ot a project trom 

10C21 r eal es tate taxea . At the pres""t t1Joe 55 states ban laws prodd.1JIS tor 

tbe organization ot public houaill& authorities. Hownar, the lan ot D.linois, 

llassaebuaetts and llonte.xla, tor example, do not exempt projects ot l oc.l houe­

!Qg autbor1t1ee troll reel propvt:v tuat1on. 

I ""' t ol d that the 1J8IIl is eatiatied Tith the adequac:v ot the rulill& tor 

present purposes . 

Attechaenta - ! 
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TO 'll!l! BlNit ADDRESSED: 

'!RIUSORT IZP4JI'DIIIIft' 
ortice or the Comptroller or tho 

CUnency 

April 15, 19~. 
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A question baa arisen aa to whether bonds, notes or debentures issued 

by public housing agencies under the provisions or the united Stettt Hgyaing 

.t.ct or 1~?, and repreaenttng the 1~ local participation in the coat of 

lo•-re• t housing or slum-clearance projects provided by the public housing 

agency, are "mnr~eteble obligations• with~n the moaning or that te~ aa uoed 

h the seven th paragraph or Section 5136 or the !Intoed Ststutea, aa amollded. 

A public boualng agency 111 defined 1n the United Ststea Housing Act of 1937 

aa any a tete, county, IIIUII1c1pel1 ty or other governmental entity or public 

body (excluding the United States llouaing Authority) which 1a authorized to 

engage i n the develo-nt or edmintatre tton or low-rent housing or alum-

clearance !'=·~Jects. 

In the Comptroller•• regulations covering the purchase or inveatment 

aecuri ties , pramulg11ted february 15, lll36, cortsin prerequ1a1 tea are eatabl1ab-

ed tor determining whether a given security 1o mr!tetsble . 'lbo bonds , notes, 

or debentures of the public housing 1g11nc1ea retorred to in the United Sta tea 

!lousing Act or 193?, dirter from the ueuel type or tnveat~~ent oecuri tie a 

prov!dod ror in tho regulations, because ot certain epactal teaturoo ."ttacbing 

l~.eroto under tho proviaiona or the said act. 

The Un1 ted States !lousing Authority 1118kea an annUDl contribution to 

the public houoing osoncy to asaiat in mn1ntnin1ng tho low-ront c~rneter or 

lueb project aubstcntielly o.dequato t o ooaure the aorrtcing clld retiring ot 

U.:. bolide, notea aDd dobonturoa iaa;...d by the oe~id ogoncy, which are held by 
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local private interoata. Tho United Stetea Housing Authority purchoaea the 

notes, bondn or dobonturea issued in each such project in amounts up to ~ 

ot t~• coot or oe~ulsition and development of the projoot, The project ia 

tox exempt under locQJ. law. Tho tal th of the 0111 ted Stetoa is pledged to 

tho peyarcn~ of e.ll an~~ contributions contracted tor puraWlllt to low, ond 

thtre is outborizod to be appropriated in oacb flaeQJ. year out of ony money 

in the Treo•ury not otherwise uppropr1oted, the amounts noeeasory to provide 

tor such peymont . 

ID view or tho above, it is the opinion or this office that the 

bonds, not3s or debentures lasuod by public houaiog ogonelea, &.nd represent­

ing the 10\(. loeel JXlrtioipation in the cost or such proj~o,ts, aro; by 

racoon or the apoelel f$oturoa attochlng thereto under the provisions or the 

Unit~d States Housing Act or 1937, •;,.,.rkotoble obligations• w1 thin tho moaning 

ot ttwt term oa uaod in tho seventh JXlrogrepb of Section 5136 ot tho Revised 

Stttutda, ~• ocended, and that tho provisions of the Comptroller' s r egula-

tions covoring tho pur chnso ot lnveatmont securities, providing certain 

prorvquiai tos ror doternl1ning who thor a gl ven securt ty 1a mcrlto~ble, ore 

not epplicoble to such bon~a , notes or debentures . 

Respectfully, 

1. 1. T. O•CCNNOR, 

Comptroller of the Currency. 
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CoMPTROU.CA OF THE CU.-ROCY 

WASHINGTON 
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REGULATIONS COVEIIl'IING 'I'BE PURCHASE OF INVESTMENT SECURITIES, AND 

FUR'IllER DEFINlNG 'nl£ TERM " INVES'J\\l£1\T SECURITIES" AS USED IN 

SECTION 5136 OF 'I'BE REVISED STATUTES AS AMENDED BY 'I'BE " BANKING 

ACT OF 193S" 

The buaineS& or buying and selling inveatmen~ securities by national banka is ·governed 

- .... olio-Plragraph Seventh of &etion 5136 of the &viled Statut.eo or the United States as amended 

Stction 006 or tbe "Banking Act of 1935", approved Aucuot 23, 1935, which pa'ragrapb now 

reoda .. r ono ... s: 
. 

"S<lventh. To exereise by ito board of diredort or duzy authoriled ol!icon.or acenta, oubjeet 

to law, all auch 1ncidental powers a.s shall be neceuary lo eany on the bua1nesa or banking j 

by di!<ountin& and negotiating promili!Ory not.eo, drafto billa of exehan&e, and othor evidences 

of debt; by reoeiving depooita; by buying and selling exchsoge, eoin, and bullion; by loaning 

money on personal aeeurity; and by obtaining, iseuing, and circulating notes according to the 

provi!ions of this title. The buoiness of dealing in securities and stock by the auoci&tion sh&ll 

be limited to purchMing and selling oueh aecurities and ttoek without l'ftOUrte, solely upon the 

order, s.ud for the account. of, eualomers, and in no case for its owo account, and tho nssoeiation 

•hall not undorwrite any isaue of securities or stock: Pro!Jidld, TMt U.. ouociolion mav ,..... 

cha~e for itt own aecount invettment teCUI'itiel undeT lUCia UmitGtiom and rutrit:tiON 01 the 

Comptroller of LM CWT•Mll mov bv regu/<ltW.. prucribe. ln oo event allall tbe lol<li amount of 

the inna.tmtnt securities of any one obligor or maktr, btld by tbe a.ssoeiation for itA OWD account, 

exceed at any time 10 per centum of ill capital stock actually paid in and unJmpaired and 10 

per centum of ita unimpaired ourplua lund, except that t.his limitation shall not require any 

auociation to di..<po&e of any tecurit.ies lawfully beld by it on the dale of the enae~nl of 

the Banking Act of 1985. Ao ueed in thil ttcticm IM I""" 'inv••tm<nt ••CW"itiu' •Mll "'""'I 

~
hlobk obligatio"' •llidencing ind•btediiUI of 111111 !'"'"'"• c:op<U"t,..,..lhlp, 111•ociation, or 

rporati011 in th• f~ of I>Mld1, notu, ottd/ 111" dabem.,..., comm<mlv knoocn ., inveot~ 

curiticr, under sw:h further d•finition of the term 'inv••tment tecuriliu' 111 mav bv rogulclicm 

~d bv IM ComJ)ITolkr of the C1UT""CJ!. Except ao hereinafter provided or other­

"' permitted by law, nothing bere•n contained shall autborite the purchase by the association 

(or ill own aeeount of any eharos or etoek of any corporation. The limitations and restrictions 

htrtin wotained as to dealing irt, unduwritina and purcha.si.nc for ita own account, investmenL 

oe<uritioa shall not apply to obligations of tho United Stat.eo, or ceneral oblic&tiont or ""Y Stat.. 

or or an:y political tubdivision thercor, or obtigat..iona i"ued undPr authority of the Ftderal 

Farm Loan Act, aa amended, or i...,ed by tho Federal Home Loan Banks or the Hom~ ~wnert' 

l~oan Corporation, or obligations which are insured by the Federal Bouting Adminiltrator, 

pursuaDt to tection 207 of tho National Housing Act, if the debentures to be isoued in p&y· 

mmt of such insured obligationt are guaranteed ao to principal and interest by !!'• U1_1ited 

Statea: Provided, That in carrying on the bu1inesa onmmonly known as the safe-depoa1t buaineso 

tht Aftotiatioo shall not. in\•est in the capital aloek of a corporation organiJed under the law 

of ony State to conduct a stfo-depoait buainess in an amount in excca of 15 per centum of 

the capital atock of the &ll!OOiation actu&lly paid in and unimpaired and 16 per oeotum of ito 

unimpaired twplua." 

Section 9 of tho Federal Reserve Act, u amended, providet in part as followo: 

"State momber banks shall be subject to tho umo limilationa and ~o!'ditiono with reopcct 

co the purchl!ing, telling, underwritins, and boldina of ln-n,t secunt!eo and stock &I are 

•pphcable in Ute ease of national banko under parap11pb 'Seventh of Sect.loo 5136 of the Re­

•·lled Stotuu.a, u ameodod. • 
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( iladud!u: ...._, ...... -~ ... be carrW . ......... -- ., uo. .. ftlcllwoblip .. ,....,.. ___ , .. 

(ll) .. ~,..,.. ...... , ...... to amortiM Ole~ ..w ...... to .. 
crediwcl ....... ~ lOt ... tbaa u. azaouet ,....v.l , ... ,., ..... ..... , . ...... 
(I) Plu'chall or _..riel• CIOO"""'\IIt U.to •l«k at tht opCicll o1 lbe ...._ 11 ~ 

(I) AI to ~of IICIU'hJ. Glldet ~ a;cntmmt., ~bjtct. to the S.h•\101111 ... 
rtttrid1ou til fonh la \be law aDd 0.. f'IIU.Ialiocll: 

{a} ll il perm'-lblt for \ht bW to puttb._ .,iovatmtn\ MCurit.l•" frotr~ aoodler 
under aa aptellleft\ wb.,..by ~~ bulk hu an aptioa or &tl ablolut. riab~ kl nqulrt t.bt 
Hller of lbt Mewh.IM to rtpurebue tbtm from ~ b<&nk at a p.rlee ttat.d or at a prlctt 
wbjec\ to delermlftaliooo WMI.tr tbe termt or t.b apcc~~~eot, but. Ia no cue I• than t.ht 
markCI't. v•lut at. Ott tl100 of rtpUrt.h.uo. 

(b) h 11 pormt.lblt lor &lit kAk to pu:rebaae "in\·C*bzlco~ ~C~CUrider'' r,_, u04.htt 
uoder ao a.&fti!MIIt. wt.lby tbt ..ner or a \hhd party l'J&:r&nt.- t.bt buk ac•leK loll 
ao noule of tbt leellrh.l ... 

(c) h lt DOl> pmn\lldble lot &he bW to pw-cb ... ... mvNtmtllt. -..riU." !I'OIIl Ul• 
other uder u avo-tot wbertb)' U.. ~tUcr I'1IICf'VI:I 1M .. .-U'te ripL or tbt opdoe to 
~ .W tiOW'iUel 5tttlf or lhroudl rt. DOIDizae$ .t a priN: ~Wad or a\ a priot ..._ 
jclet to dMnaJMU. ud« \he C... of the acr-1. 110(-wit.lilltuldiltc the floC( IJal.t U.. 
but ..,, - ........ ..,._,....c, .... die ~ riP'- Cl' optioo 10 OOIIIpll "" .... 
to ~ tiM ....nu.t at. a prb u\ld • ~a prict .ub;eCt 10 ~...., 
lilt ..._ ., Uri ...,--&. 
(7).u .. ..... ., ____ _ 

(a) I\ il ,.,........ fw tM buk to td teaaTtiee to ..._ _., aa ~ 
~ ..... bulc Me .. epdoo ..... ablollate riPt &o ~ .... --"*- "-
lhe w,.. .... priot ........ &1. • price; •b;«\ to detm:inatioa adcr u. .... ., .. 
~ bel' io .. CUI t. ..,_ ., U.. matbl nlue al the: t..imt of ,.,.,...... 

(b) hlo ... ,...-, .. tilt_ .... _ .. __ .. _ 
10nt. ·~ &1M ~ ..-..n .. tht abloiiM riP~ 01 tat opUoo t.o rtqllin Ua. kd 
to ttpatthut MSd Mcurh.._ at. a pri('t .Uttd « at a pric. wb;.ct. ~ ~utloa ..... 
lha....,. .,.,. --~ ootw1""'"""1!'5 ... ,.., ,.., ... bul .,., - ...,_ -
acreemaat, ba.,. ibt opUoia « u.otute ~'to"~ ibtMUriU. fi'OID Y,. buytt u a 
prioe ltl.ted « ·~ a pr1ot IUb)td to dtwrmiJW,jon under to. W. of Ult a~t. 

lo view ot tbe fa.ot lhat.IOCM banb ma1 havt bcnJ&bt. or told ICICu.rltltl Wldet • form of 
l &rfflllmt. above lodlc.C.ed N prolllblt.ed, Ult bank lhould either lennltlate « modif)' Mllll tO 
•• W cooform t.o U.. rtl\llatkl011 wbtro IUdl act.i.oo may la•tuU,. be t.akeo. Exi•O.ac..,.... 
IM!II\1 or &he problbl~ type 111\11~ - be ttDtWld. 
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l ,R. MORGIEHTHAU'S OFFICII: TO. 

llr. Oibbou 
lliu Roobe 
llr. Ta,lor 

llr. OUpbazlt 
..... Outen> 
llr. llcReJilOl<U 

•••• 

llr. Allen llr. Boater 
Ur. Anelinaer Ur. Julian 
Ur. B&rtelt Ur. lilbJ 
llr. B&tobelder llr. Lochhead 
Ur . Bell llise Lonigan 
Ur. Berkebire llr. lloran 
Ur. Biratel~ llr. llurpbJ 
Ur. Broughton llr. O'Connor 
Ur. 8'7an llise O'Reillr 
llisa Cbaunoer Adal. Peoples 
lliaa Dieoond lliee Remolds 
llr. Graves llr. Rose 
11r. Greenberg Ur. Rran 
Ur. Haas llr. Scboene.,..n 
4~. Rall llr. Sloan 
_ .. dJn. Hamlet Ur. Smith 

Ur. Hanna Ur. Spa.nsler 
Ur. Harlan Ilia a Switzer 
llr. Ho.rpor Ur. Thompson 
Ur. Hefteltinaer llr. Upham 
llr. Helverina , • 

!:~% 
~'h~m 
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If ott 1 Two ota..r obarte wre a~oheol 

to the oripul1 ooploa ..,.. DOt 

&ftil&ble. 

.tprU 12, 1938. 

!he KoDOra.ble , 

Tba Seeretar,- of the freU1U7. 

W, Mar llr. Secrtt01'71 
' 

~ill& recent 110nthe the .Adviooey Collllll.ttee of the 

rational Re.oorcea eo .. tttee baa had prepared a atata-.nt 

of practical wueati ona reproUQ& the Jederal Oonm•nt'a 

polic7 toward the bu.eineu aituation in relation to the 

longer tt.a national reaourcea utilization. Ita contanta 

have been worked out th~gh eonterencea pr1nc1pall;r with 

the meabere of • eubcollllll.ttee which we oet up entitled the 

lnduotrial Coaai\tee, but other e:zperto in -.aricnu Ooven>­

mont agenciea have alao been conoulted with relation to 

Taricnu indiTidual propoealo. 

~rowi~~& une"Pl0708nt 1o giTiD« r1ae to vi tal needl which 

mot be aet b)' increa.oed Gonrnment apandl.n&. Tba propoaalo 

herewith pertain to t hio neceaait;r and addreoa tbeaoelno to 

t he end that thil increaaed apending should be orderl7 and 

. . 180 .. . 

f ree aa far aa poooible froa oma.ll political aha, aa effective 

ao ear be, and conoiotent with sound lo~tl.:. policieo and 

plano. 

It 11 not eurprl.aiQ&, in Tiow of the 111111ber of persona 

involved and the w14e-apread •ttnpt to think thro"6h the 

probleas of the preaent receooion, that, one after &DOther, 

aimil.ar propoeala to tboae contained in our IDeDOranclwl are 

appeariQ& from VfU'ioua aourcea. 

In view of your apecial lntereat in theae aattera, Cbair­

aan Iclcea baa -..thorhed ae t o lllllce available to ;rou a cop;r 

of th h conf i dential •terial. I e1ncer•l7 hope ,.au aq find 

it uaetnl aa a preaentat l.on of varioua current propoeal• coo-

a1Mred aa a coor41nated whole. t' 

. . 
encl. 
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NATIONAL RESOURCES COMMITTEE 

NORTH INTERIOR BUILDING 

WASHINGTON 

,.. ...,..'-F el • ,.....,, 

19 ._.,, ..... ..,.. 

Jluia& -·• -.a.. u. Mn•.,. a. .. , ... af .. 

~t!Aaal •••Nn ~~e~~~tu .. 11M lie& .......... a atat1 1 t 

at prea\leal ..... , ............... J.wal ....__,., 

pellq ....... llu'-M ., .... lea la ...... u ...... 
J.eapr u .. -''-1 .. , •• _ auu ... la. Ita _._ .. 

._.. .._. wnrat .. , ~ ...,,_ ,n .. ._t, n* 
u.. ........ at a ..-., ... *'* w .. , ., .. un• u. 
, .... ,rlal ......... -· .......... ,. ftll- ...... 

-• .... , • .._ Al• .._ -•u• nu. niatl• .. 

.,.,.,_ !Mlri-.1 ,...,.eal •. 
Oftwiac ~ h llfltlc rl• .. rlW ...... *'* 

ad be •• lr ,_, ....... _, ., .. ,u... fte ...,.aal• 
be ... lU. par\a1a M \Ill a -el\¥ 11M ........ U I I 1- ta 

\lie ... u.aa tlaie , .. ._..,..at._ IMolll be arAn16 11M 

fna M far M ,.aelllla ,_ .all ,all\leal -'-• M alfaoth• 

M,.. be, al -htaa\ wl\ll __. ,..._tl• ,.ualH ... 

plaae. 

It 11 •• ..,.tela&, t.a rl• at ....... ef ,_ ... , 

lnelftA ....................... , .. "'"* ......... . 
pFilll-.,. ,,_, -al••· .... -attar_ ... . 

ol.&lar ,...,.aa1, te ._ -~ la aar ••n ... -

......... , .... ulaaa -··· 

Ian. at ,_ ~al latanat la tMaa _.._., -.a.­
- , .. , 11M •U.rhM • ta _.. -.llMla te ,.. a.., 
at U.b aaatlAaatlal -"rlal. I o~ ..... ,_ ,.. filA 

l\ aaafW.1 .. a •-'-''- at ftl'la• _..., plpnala -

elAaret M a _ ...... _. wllala • 

•••• ell'· ,...... • 

..... rl ..... ~. 
n-Cioal .... 
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the o.pl~t 1Dclu of dur'Ule eo<>de trca 75.9 1D Jllll....,. to 

H •} 1D Febr11&l')'• B~lll'&ble goode rose fi'OIA 89.6 1D JIZl....,. 

to 91.8 1D Feb..-ey • Tlw oc:Db1Ded 1Dda oh""• troa JIZl....,. to 

Febr....,. t. deol1De trca 82.5 to 82. 2. Pr'eliiAl.nt.ry llt.roh 

eatiatu u ot the 15th eh"" t. oontiD~~&tion ot these trenda 

with t. -11 ri .. 1D non•dlll't.ble r;oodo and t. eht.rp decrease 

1D clurt.ble goode . 

The figure ot ~lO)'Jiftt •. tboug)l leu reliable than 

the other• noted, and the lateot 1Ddioati0Jll ot nUIIlbero on 

relief oont1na thio picture. The nuaber ot WPA workara ri1e1 

on aooo1111t ot the effort to oare tor thooe 1D need of work. 

!he patient ' • bedatcle oh&rt il not encour1.£1Dg• A 

general con.d1tion ot ....a 11 ooaplioeted bJ t. .. nouo ltt.te 

ot nei'Teo . Antidote• ht. .... bro\Ji)lt ocae relief. Other 

prucript10111 long '11114er oaa.~iclere.tiOD are otill being .u.d 

o.t tho Federal t.potheoo.ry. But the nei'TOUI condition -t 

183 
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.,_ atte.S.d to while tbe -•urea to r .. to,.. the t>bldot.l 

bealth are bolD£ adeln!etered. 

roctin& mt..l.t.d,juot..ente in tho induotrl.t.l world ban fathered 

(1) !250 million for Pn. On .t.pril 2 about 2.ll4 million men 

were employed, an addition of 49 tbouoand o .... r tho 

inore&ae of' '8 thouoan4 of tho prnioua week. rho 

oobodulo of oxpen4iturll b.. ),(arch 1, ron ...... 

llontb Number of poreono 

~X aillion 

2.~ 
2.2 

(not roaobe4) 

Obliptione 

tl62 aillion 
156 
~ 

It 11 1111t1oipated tbat w1 thin tho nut f• dt.)'• a 

184. 
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tall liD below ottioi&l eatiatee. but t.beoe .... ued r .... cla 

will doubtleu be required to oomplete the uiatin& 'IP.t. 

prop-u. 

While 'IP.t. tuccla are deoreuills eaoh 010nth and will be 

exhauotad by the end or J~me, it h expeoted that eeaaonal 

employment will oare tor the reduotiona until the bee;iliDills 

ot the nut tio.,.l ,-ar without reoortiDS to toroed layotte . 

During that perio<l the oertit'ioation of eligibles will be 

rigi~ regulated . 

(2) $30 aillion han bHD ~~&de a.,.ilable tor Rural Rehabilitation 

fhio 010ney with other tun do ..,.1lo.ble ,., eohecluled to be 

loane<l r oughly ao tollawoa 

February • • • • • • • • • • •• 8-10 aillion 

12-15 
Y&rah • • • • • • • • • • ••• 

April • • • • • • • • • ••••• lo-12 
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1'W'al rebab111~t1• to be ett.etin it 1a eeeetial. that 

applioati.,. _.. reoeind. U t lat o....Sit1• '-4 p.......U..S 

able to obt.1A &14 wbe tbq :ue4e4 it *let t!wJ -.de otMr 

a'l'ailable ., M.-.,. 1. 

tllroup the ..at-~ the :arc- awev to be lltJdDLoMns 
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It h bope4 tbat t!d.• PlOCtwi -.:t :>"'" tDt.be ot c...S. a14 

etteot1ft 1014 to IM.U.u ,.._,. lllltil the t148 h 

uthoriaau ... to 1adut:r7 ei»e the pueqe ot till ' ••nt 

olalel.t1oct1..,. 1 
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$ 5,000 or 1eaa 

5,000 to • 10,000 

10,000 to 25, 000 

25. 000 to 50,000 

50, 000 to 100, 000 

100.000 to 200.000 

200 ,ooo to 500,000 

500,000 and OYer 

,.romta&e ot total loa..a p-t.ntad 

17 per-t 

15 

20 

18 

l4 

7 

5 

1 (ali&htl)' ..,re) 

No eetl.m&te ot the amount that •Y be loaned to 

188 

buaineso by the RFC 1a anJ.lable, end it 1a not poadble to 

predict how auoceooi'u1 the pro&ru. -.y be. 

(4) 8tateaent ct pr i ce polioy• Wor k by the price GC8littee 

oontinuu t.,...d the objeoth'e ot 1aolat1n& the • too h11)>0 

dationa ot the Pr .. ident•a Price c-lttee wre -unoed b)' 

the Secretary ot the rreuury on ll&roll 31. the firet ot 
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,..quUM tbat au llldo be •• tlloo llt.olo ot t.o.b •• ~ .... 

pro...Uecl tor aa OJ*l G41ft~ ooatraot aftllt.blo too 

ooatraotoro oa all wrk tiauloecl b)' &II¥ Federal tualo, 

tho coTe~ oht.ll llo -.rrlecl ollt wi thout oolluoloa 

bet:oo .. a oupplloro ot .. torial or wpplioro ot labor 

( wllooutraotoro) • 

(5) llo41tloe.t 1oa ot 101<1 otorilloatioa polloy• Thl.e wu a 

oipal tht.t ta.ro wao ao S.atoatioa to pondt a ti&)ltoa.ia& 

ot tho a_,- aarkot, 
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$219 lliU1oa a -th. Dm'iJic 19~7 thla d"U.IIM w Ul 

anr111• of about t90 lliU1Gil a aonth &Dil 1a ,.br\lar)' • 1938 

utonr4 
-·• aotuall~/aaca.._ ~ tii 111111Gil ( ... abart attu~~M)j 

o1oa1Jll aa of lluall 29 -ra allou1: t718 lli111Gil • ..S for the 
I 

oorraapoDdbc period larl 7aar t695 111111•• 

190 
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t o ~.416 lll.lliae ill hbn >• 11118 (~ ~. ~ 

n- 11114 tbroacb 11117a 

(IIUU- ot 4ollan) -
111M 11151 11118 11117 

(1) lzlorea .. 1.11. Bat10Ml 

iJID- Oftl' pNnOil8 ~ 7. 8 5.4 a.a 6.0 

(2) let :r.4-'- o..,l(l'iboa111e s.z a.1 a.e 1.0 

Batio of (l)a(l) peroeat 41 68 4$ 210 
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ti4•· 

-
but1CIIl ~d •- to tall o.- plaoe bet-11. 68 pero.t 11114 

41ttioult to 811-' too ... 

.._ e1 t~~one .._ - ~~ -~s..-ttlll's 1Ift ...._. - • s •• 
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poieon. It ohooald be t.pt 1n ll1nd that IUQ' ..r-~7 aott­

tllken now or 1n the tutur. ebol&l4 be e o t'hllled that the)' 

-.r bo uee4 1n oOGJuaotl• with _.. ~ ~~eliMS.Mo 

"-1 the oue&e-"- 'llllioh - be t.ur::... ••riouo~ are 

tOWid the f~ po .. i blo ~ tor ino.,..oin£ the nHdod 

~~Xp~oU1• ot parobuint; ~r• 

(1) Worka ProF!••• :rao ...... tM propoood appropr1&t1GD 

&ftilab lo ~r JaM SO 1>7 t l ,OOO 111111on. 

(2) .2!!£:. .a.-to aftilablo t or ceo aboul4 bo 1noroue4 to 

roetoro to ito prodouo et..-cth(llO 111111• a ..th­

tlmdoo ) 

(S) l'llblio !ioadao Ccct'-- tM axp=•ttvoo aathorilocl '<DI4• 

' ... u tM plllllio roo.4a pup• up to J- ao, 19S8, and 1n tM 

t11oal 7"&1" 19SS-IIllo 

(ftatl pu'OIUII in thll field lhoald bo CIO<#II1atod 

with ~CO~,.,,,. .. .,._.. jill' 1' 11• to prwii&t IUQ' riM 1n 

' 193 
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* tftM ell ....,,.,. anna 1 lw ........ Ue er 

,n..- --..u--11:. o.ilrvl 1a ....... ell .. 

.__ ell l'DUe ..... ..W ..a. ....U ,rwU le h 

..,.WlM ....... , ............... ,....,... bJ .. 

~'~"""•••=--rt• Dhl.U.'• - ~U.. tw tM fC .... 

et a t: an • tire~ ••• 1a tlale 41renioa. ) 

(4) ru ~.ua. te ,..... .. aa ..,...u. t11 r= t=eiac 

.-r ..n&la -... stela ..._.. ua• ,uoa panuoalM'JI' 

---'.-• __, __ VI iiM ~ .... oa 

peeUac M4 eu (...pit 180 .sn•oa • ...a.) .-,.,. 

'-• tar 014 Ace --.ft\1 (I"'OICCI'll' tllw ailUoa • ...a.) • 

....u .. cl- "' * JIII'II.U- lw .........- tt=a .. 

a ta.. ._ hdnaa aat:1ri'J *-" Wte ._. til nWl'r• 

~ ...... ,......u I I ,., .... •=11·-1 

-- ell ........ 
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.... ltht-l .. a" -.. a.tMt '*'* putUe tw 

"eei"'• ~ ,, - ~ 1, 1"' ... 11M ow • 

x...r- 1.-.ee Btaoow, "- MftiGI')' o-&1111M fll 

(5) 

fit u.n t* •uu. a__.. f.a Jla -dltkktlo (...,.. II&U 
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alaoat equ.l~ bet •• hcl-J. u4 -holwal pro~te, • 

tii40 aU11oe ot looal eoetr1bvt1ou. At ,... .. .t ,_. 

roloaee4 ae a roe~l• ot ooart 4oo1e1oaa, 

Comcroeeioaal a ot1on aa4 appropr1ot1oaa neoooear,r. 

(.Ut ioee in tbla tlol 4 ooul4 bo ....So a n11ol.,.e ar..,.. 

I 
eiJioo tllen 1e , ... oa.pot1t1on bo.._ it aa4 a road• 
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whioh hu al.re&dy 'been natect u ~ • .._., pollq. 

SpeoiaJ. att.Atioa oluRll4 be pa14 to po4a ~,_ 117 

1JI4uatri•• n th larp ... -t· ot "-PlOJIIIUlt• ~~ 

aore, •r1p.t• pr1oea aboul4 be 1nahtecl upoa. (Vol•• 

ot tuD4a per aODth ~ be autect . ) 

ill the tatpen41turea tor the adll1niatratln a,enoiea renlt 

ill 1Mtt1o1en operation tu111 are tal•• -"-T• Pl&rtUir-

acell01ea pta better Wvri: 4oae thaa U equ&l expelllli tuN 

tar the -work bJ .,..1111 WPi J'Meral projHta. ) 

(8) C&p1tal tvr ._J.l BulaN•• ( ... -· (~), P• 5 aboft) . 

19? 
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. .. 
llle ot r~,..~~~. !IIIla, a aou.roe ot oap1tal tlmda - · 
1101ll4 be &'f&Uable e1oh wollld 1Jioreaae produ..tion IIIII 

'-"4 to prenut prioe n ... or t1n111hl4 goode, 

( 9) lla1lroad • • 

t v be -.de a'ft1la ble to rul4• on tu lliVIIl etui,...n 

trut bide aoDd1tiODed oa oollateral acr••••t• It 

Regraded Uclassified
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('11) WorJ£ Mat aore a,MlUcnaa M1iboda tor reorpaba,lon 

Uld •-ou.datlOil ot ra11rM4a, tor oftll 1.t w ~ 

. 
prod- •mdlato reMllto w ~ 110t.1ot procreoo 111 

'brine a'bcnat oonooll4at1oa 11114 roorpniaat:l.oa auppl .. 

'111 tb lanr latoroet r ate• w~>l4 4eoroaM pro--' 

to .-pol oouoll4at1oa aMh 4n1oe• alcht pro" t.lptlll. 

lbltll •- ... ob etopa aro taba, llttlo - 111ft.-.. 

...,. 'bo ezpHtot. 

I t ~ ICC •ooa IIOt n IIA to u- \loll ro ..... l'lll• 
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etruotw'41, ba:ola'laptoi11, etc>., a epeoial oo:aitt.e 

with oontinuint: authority tor a period ot yeare 

will be required with power to order aot1011 in the .. 

tie1de. 

Further 1egialatian. 

(10) Houaint:o 

(a) Wain requirement. tor loc>a1 c>apital oontril>lltione to 

public housing projec>ta tor prc>jeota approved by u. So 

HollBint: .t.uthority within the f'irat two yeara ot tbe 

tunotiODing ot the .llrthority, (On .t.pril 7 lo&Da to 

13 oities tbro"&hout the oo1111tey &Dd in -11 ftre 

o&Z'III&Z'ked 111 tbe 1.:101111t ot $79, 920,000 by the USH.t., 

railing total ...-1-nta of' tbet agcoy thua tar to 

$255.~,000 tor 67 o0181l111tiee in l8 Statll. Thia 

aum 1a ..,re than halt or the t500 al.lliOD mads anil-

able ~ the W~r-Steacal1 bill) . 

2JO 
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the r .rteed !l&t 101l&l Houoinr; .t.ot , etteotin a otion to 

to lCI'IIIred ooot1 11 & rise 1n rents whioh present pur-

oh&oinr; power will not oupport , The Prioe COIIIII.l.ttH 

under the Seoret&ry of the ! reuury 11 now worldnj; 

epeoifioally on this progr ... 

An ad41 tion&l aethod tor prorldl.ng reeiclential builcll.ng 

tunc!• will beoome ...... nabla with the eatabliahmnt of 

the worldllg -ohinery of the n" !i&tiOilal llorlpr;e 

.t.aaoo1&ti01>, a oorporation formed to buy FIIJ. gut.ranteed 

loano from lom41nr; ogenoioa , Debentures &gainlt the 

-rtr;ar;eo will be iuuecl &ncl offeree! tor publ1o o&le, 

It 11 hopecl that the .t.oaooi&tion' a aotirltieo wil l tree 

tlm.dl or the lancline; agan«>i .. to opur pri .... te "'- build-

inl!: • If the total ...,1,_ ot urban redclmtial oon­

etruot101l ~t&inl the paoe of 195'7, it will proTide 

betwHD 275, 000 an4 300, 000 lmitl with I. clollar T01,_ 
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ot tl bilUon to .1.2 billion tor tho oalendar year 

1938· ot thto Yol~~~~e le.rse- eoe.lo llllder~• lllld.,. 

F!l1 g~~&nntee probably will be &bout $100 million, 

.t.ot will prortdo a.- atimulent to prin.te houa1ng 

&otirttiea. (Bret.ldns &l.l prertoua rooorda, tbe Feder&l 

Houa1ng .t.dainiatration tr&na&oted grou buaineas in 

Jt&roh aubat&nti ally in exoua of $100 million it ....., 

t.nnounoed April 7, Ino1udecl in thia oum was $95, 161,202 

ot bcae IIIOrtg&&•• ae1ootecl for appro.ioo.l, an inoret.oe 

ot 40 pero""t OYer l!al'oh, 1937. Tho upourgo of aoti-

rtty in tbe F!l1 1a attributed by that t.&""01 to ro..-1: 

legiolation inauring mort15t.&U up to 90 peroent of tbe 

nlue of haaea oooting $6 thouao.ncl or 1eoa,) !be in-

dexea of rooidontial building (pel'81ta granted and OOD­

traoto awarded) to clo.te t ail to aupport the ind1oe.t10D 

of a large Y01.- of roa1deDt1o.1 oonotr....tion, .t.t 

202 
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{ll) l'\lbl1o Utll1U.o. Sia• the Sllp..- Collrl' 1 4eol.olOD SA 

tho Bleotrlo 80114 10114 Share oaae, praotioall)' all ot tho 

lltlll.ty ocap&Diea bt.Te reclatered Yith the SEC. ODe-

hlmdre4 peroet reglatrt.tion 1a ezpeoted ~dit.tel;r. It 

1a belined that this cleolalon Ylll olet.r the air for tho 

utilities to co to,......4 nth ahort.-tille oap lto.l ezpendl-

203 

tvrea r eqllired to oare tor neoeaao.ry llpkltep and repla-nt a • 

{12) Keraba.Dt Kt.rl.De. U the ~ltiae ea.iaaion ot.n r;et 

r ... ont.ble bide on ahipo to be bllilt aome help io to 

be cpeoted 1D thia field. {Pilroht.l• of •terit.la 1D 

thio tield OOIIPetea Yi th other propooe4 cow...-nt 

o.otiTity 1D oGilotrvotion. Unleu oo.re io tok.,. prioea 

ot •terialo oan pt badl;r • ollt ot u.no• •) 
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c~ttee in41oateo the tollcwiD& poooibility ot 

~4 Faden+ ..,4 Stet. a:penditllru in thio t1el4o 

Ye&r Exp«n41 ture 

1938-}9 -· ., .1~250.000 

19}9-40 72, 000,000 

l~o-41 112,500,000 

l~-42 142.000 ,ooo 

l~-43 162, 000,000 

l~~ 182, 000,000 

l~-45 202, 000, 000 

(14) Publio Health. llban a report ia iaoued by the Preo14ent•a 

Inter4ep&rtmental CC>IIIIIl.ttee definite poaa1b1l1t1ea in 

th1a field 111.11 be indioated. Early eotiJI&teo are that 

.., -r&en07 prov-a in the pW>lio health field woal4 

require appron-tely t200 a1U1on. or thio. •dioal 

-.re tor WPA worlr:era , indiccta, eto., would takll about 

Regraded Uclassified
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.... q .,., • -. 4iapH&l pluW Ul4 ll"3•ft& ot 

tllat ~ .-14 -· apprm.ateq tlOO .Ulloa. 

'fll8 c-itt&e M1: 1a ~ H-tq, but U )'&t 

205 
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All .,....,nat1011 ot tM at&tua ot the Budget &Zid the 

National Bt.li.Zioe Sheet 1a in point a a oonoern ia npre .. ed oon-

(1) .t.uet .t.ooo\IDtl.Dfi• In ~l.Dg the lt.ot tov yeers an 

preaanto ample o Tidenoe that the Fe deral 01'er-all pol1oy 

baa be.., oound. tt ia iaportant to note that • operating 

l.Doo:oe• baa been t airly olooo to • operat1nfi .,..,.., ••• • 

Tho aTar&ge oitiaan would t eal leoo dioturbed it he realised 

... 

that •pital .... to ott .. t a gainst l1abilitieo 1D41oote a 

ooundnooo thAt he baa not been permitted to reali.to ol.Doe 

the daily preae hao paraded the oiao of tho •national debt.• 

(2) Continued .t.ooet loooountinfi, In ordo>r that tho gonr.....t•o 

a ooounto -.y ob"" their real otatua, tuture publio worko 

expenditures lligbt wwll be handled by a National DeTelopmoDt 

Corporation with oopital otook bald by the ,.,.....,..,.t • 

206 
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Suoh o. oorpontioa abould baT• o.utborit)< to clorNlop 

publio roo.d 4-:r-lo~nt, but with le .... y for uooutin 

dotermin&tion of o.llooo.tion, • ould ""'ke po11ible proper 

timing in relt.tion to tho otate of buainesa . The oorporo.-

tion oould ban the authorit, to aal<e lot.DI to stat .. 

with or without inter .. t . 

Suah a corpor ation might .. n oonaolidat• o.ll funds 

na. ua•d for publio ~ by tbe Federal goTel'tllllllnt or tboao 

oo.rrying o.utbori&o.tion to nogotio.to with eto.tee for loo.n or 

grant of fundi (auoh •• the Flood Control Aot of 1936, 

Bouaing Acta, publio roada a utborisaticou , •to•)• 
• 

th• o.ct.ano• o.oqul.aition of lo.nd ~ th• ato.tea to be uaed 

for T&rioua publio • oriel auoh • • ris)lta-of~, higbft¥1, 

houaing 1n auburban o.reo.a, atr- pollution oontrol, f lood 
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oon~o.t1on o&l1 "M o.ppl1K tor the tiD&noiJI& ot tAil 

oorpora.tion. 

!hue ,.. look to.-rd to o. eituo.tiOD in 'lllliob both 

the po.tiat azul tbl l pOilloriD& '"e.,..nt are h•ltb7 

and look heal tb7 • 

208 
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PAR!UL PAJW>IRAII OJ' U:LWOR&K JIIOIIVD 

nt~ AM:rioaa ••uy, Pub, J'raDoe 

JaTii AprU aa, 1938, 11 a ••• 

IO.& 831 

RU8JI, 

ntOK OOCDIRAI. 

210 

Reference •Y 829, April 21, 5 p.a, , Parle preaa ~hie 

morning reporh4 official d.ciala of ,1"\.mOU, ( one) ~hat .. 
there waa a 41Tergenoe of Yhwe wuh1:'1!1 .;..blnet &Dd, 

(two) that rranoe waa oonteWplatiDg borrowing &broad., yee­

terd.ay' • pap era haYing ~ggeete4 tb&t Dala41er an4 Bomaet 

were goiag to take up queation of a lou on their Lon4oa 

Yiait, J'in&DOi&l 4eoreea whioh are now beiJ18 prepare4 

are upeotecl duriq first d.aya of Jfay. Bonnet reportecl to 

haYe deniecl that any oh&JI88 in the triparUh aona)ary 

agreement wae now enYie&Cecl the preea having raiaecl thia 

quee~ion in oG11Deotion wUh ru•or of further d~aluation 

of the dollar. 

I ba4 a talk wi tll. the Bank of Frano • at 11 a.•. ; with 

rate a~ 180 S/8, the market oonUmea bi441ag for aterl1q; 

up to thia tiae the ooatrol ba4 y1el4M DO exchange. 

In the opinion of -., market ooataot the aoY .. D.11 h 

entirely epeOlll&the an4 1a baokecl 'b7 a gr01q> of Parh 

tra4era who are yery oloae to •1n1eter Patanotre an4 Kia­

iatar Re:r-4. x1 tri...S told. •e that thh aorniDC 111 

ia 
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1a r1110re' 1Jt. Loa4oa tlaat 1at1•t1• atpt be ct•• '117 

Dllacl1er u4 Jlcmlln to 'he Br1 UP 'bat 'here --' be a 

tur'her uop 1Jt. 'h• nue, &DCl that u effort .. , be .u 

by til• 'o ha't'e 'he sol4 pr1oe 1a loolllloa ratee4 • 

• 
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I"COIEAAL ,..811:1WII: .ANK 

~ HCW YORIC 

... ··- - - - ,..-.. - . 

oFFICE CORRESPONDENCE 

001nomua. nt.11 
TO-

DAn Altrl1 •• 

I.e W, r.o~Ee hill OP n·ra 

I Nllacl Cart.pel u liUO 1n .-enloe wUh hla elble 

fl811 to po1Dt out that bia buir1llc ol'ller 1br lhllea .. aJan dollan 

t1111red out at 801 1/1 llbene~~lllll price tor aou IC&lnn tnaea 

ticured out at 804.'71. Waa thia aonao\f Ia repliacl tha\ tbe 

t1prea were 1ll ONU' tnd the\ hla Cold pl'laa (•4er the !rlparltta 

Acr-eat) •• 'bued Oil the thCNCht that •• alcht .. t to open•• 

tor our owa aoo01111t. I thaDkocl h1a end ude 1t olNr that I bad 

t~led up oolel)- tor the purpo .. to aaka ave that the tlpna u4 

oot bee •Ulated 1D tr.au. 

Be then allkacl •• w bold 011 tor a -tnt tnd after a tw 

.tout .. requenacl ae k aaedder b.1a l1111t ICailltt dollara cood tH 

10 a1ll1on tr.ca 1nnae4 at 6 a1U101l U ftlpulatacl in hla 11111 

alto to DOh bla OJ'dU' tO Wr '11Dl.1Jdted -ta O( trtnea •• 111.• 

(equhalaat to 101 -'•>• 
I atnt1onacl that I hod lllat apokaa to Ire 1.-11• 11141 •••.., 

atood hoa h1a tut •••~ to a telapboee ~•aatt.OD ha hod -.« 

With tlr. 81aatt 1a Pal'la aU ~ra ..._. tha tlafthor dwal•aUoe at 

the trano, Pr•ah 1Dtaat1oaa w llano• abroad, .-e., wore aotlrel)­

Without tOIIIldaUoa t~~d \Ut 1D all pro'ba'b111t7 the Prtneb Go•-•• 
WOuld aall:e a •••••' to that atttllt 'baton the da1 h OYU'e 

Cal'lpel replied that thU tallied with bia •darat•diae• 
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~IIDC:ML U-RYK •ANK 

CWN&W YORK 

oFFICE CORRESPONDENCE 

CJ)IInDIIftAL ULM 
TO-

L, W. bollt 

-·-

213 

•• or "''GI 

p, 1, I 411 ..... Ul11 ..... tf OPII'IUAI IIIia I\ CIJ'tptlt 1 &014 

prht •Uh n, looellbtt4 •4 -.ctnl4 &U\ u 1110Qlll ri\tlt .. U.t 

trtparU\t qr-•' 1t r,. tbt \o u.-. *• \bt .,,..,. .. u,. 
pru•tl4 UHlt, we •••••14 1111an t:lltll co14 prttta. I polatt4 

oat that u loAI at Ult lreDib wert oanrtAI abcNt U 111111011 doUara 

ot 10ld •Ub \11 U 414 aot •- puU~rlT 1'1111:1 to •• tor \11 tt 

han -• ao14 1a Parta, I •-1'41Ac1T r-•414 t:bat 11'1 r.r 

1nl\antt, '"-" tbt ... roll't prtet tor , .... mo.al4 ... , lltltw 

C.r11Utl'• ~ 11aU of 101 1/1 ., lbo\114 nep 1Jito tbt Jtll'tt\ 

and 'b1IT tnaoa tor ocm•trdoo l.ato 1014 at Cartpe1'• atUln& Pritt. 

lr. Locbhtt4 1JI41oatt4 &U\ bt ••• la -p1nt accordMIII wt\b \hta 

• 
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II"K.DUtAL RRKRVR eAHK 
0# NRW YOJUC 

214 ... 
oFFICE CORRESPONDENCE 

CO!IFI DI/II'tiAL FII..U 

I I •• lof.eoD 

DATE Apr1l l2e 1818._ 

sutJICT• 'tiLIPIO!'It: CO!iVIRSATIOI 

WITH JAIIK OF FRANC! 

C.r1cuel o&lled at latO p,a, and aaked bow t he frazao 

.... 1 told h1a that •• had purobu ed 1,ooo,ooo tranu at 

&02 &/8 net to bia, -but tha t t nt f ranc aarket appeared al1chtlT 

tlrnr quot1DC &Oa l/t wanted , ~ offered . B• "elled qulte 

pleased w1th the ftraneaa of the tranc but request ed t hat abould 

the occaa1on arlee during the af ternoon that •• woul d be roroed 

to operat a on the hl gher J'rench cr ou ra te, tha t h l eli.N, to 

lm~td1atelT call hlJa at Ilia hoaa - tel ephone No, Ca~t 4&88. 
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Storttary of Stat£, 

Washington, 

636, April 22, 4 p. m. 

FRO !.I C OC !IRAN 

• 

GRAY 

Dattd Apri l 22 , 1938 

Rtc ' d 1127 p, m, 

Rtf£rEnc£ my 631, April 22 , 11 a , m, 

215 

Paris ExchangE markEt has continuEd nErvous throughoJt 

thE day but wi th no largE turnovEr• StErling rat£ had 

movtd to 16li by 4 p. m., appar Ently without any yitldlng of 

stErli ng by th£ FrEnch contr ol to stop th£ wEakEni ng of t hE 

franc , Guaranty purchasing bElgaa f or th£ Frtnch control 

on account of th£ fifty milli on btlga rtqu1r~tnt mtnti ontd 

my 626, April 20, 5 p. m. , and btlga strongEr today. 

PrEss rEports that Swiss ond Dutch banks havE grantEd 

a 3~ loon to thE ArgtntinE GovErnmEnt of 40,000,000 Swiss 

francs and 12
1

500, 000 florins rEaptctiv£ly, rEdtEmnblt with­

i n two ytars in quarttrly installmEnts , pr oct tds dEsti nEd 

for public works , (END SECTION ONE) 

WILSON 

WWC zHPD 
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pJJW'HR.UJ: or UO'l'IOI a ot teltgraa Jo. 838, April aa, 
• P·•· fro• Ooohran at Pane 

The abon report wu oontiraed by Preeident 'frip of 

~he Jetherlaade BUlk at AaeterCS.. whc I talked wttll hill 

on the telepb0111 thia atternooa. Preeident Trip told •• 

that the h.a4 of the Dutoh b&DkiJii grou.p wae Kallllllei.aer, 

and that thh group oontaiaed the letherlu4e Tra41Jii 

Co.pany, the AaeterCS.. Bank an4 Pier eon and Co.pany, ae wel.l 

aa other e. Be told •• that he wae gla4 hh aarket' ik .. -·• -

filllllold woh an operation for twelYe and on~:balf aillion 

!loriae, coceidering the plethora of gold alld credit &'fail­

able on hie aarltet. £aeterdaa itself wae oala, he Aid, 

but the aud41Jl turn 111. the h'e~~oh trano ai tuation ha4 

oaueed the oi ty to beoo• perwzbed. 

I ha'fl reoei'fed oonfidntial 1nfor•t1oa froa Oo'feraor 

Rooth - and pleaee 4o not repeat thia i .nfor•Uon to In 

York - that yeeterday he wrote to Qo'fernor Harriaon eaying 

that the ~lriceerike , Baalt, 1a 'fiiW of recent pol1Uoal 

wente ha4 4eo14e4 to aellll aoae of ita cold at prealllt 
• 

uader ~It with the Banlt of l:niland to In York for the 

purpoee of lila'fiJlC 1t earaultld in IIW Torlt tor lwedieh 

aooouat. Be 8814 he a:peote4 that 1Jl the n-.r tuture aliOIR 

fi'fe aillloa po..Sa of ..aok pld woul4 be ahipped w 

IIW Tort. 

'fn.IOI. 
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PAJWIIIU.U Or nr.no UCKitD 

ftOIIJ Aller1oaa .._..,., Lolldea, IDclU14 

DJ.U: .&pru 31, 18M, a p.a. 

•o~.a s• 
RUIH. 

J'ROK BUftlllWOJml. 

FOR 'fUAaJJlT • HlliO!LT OOD'IDIHUL. 

21 ? 

I •w PhUUp• todar, on hi• iDUiaUY•• Bo brov.pt 

up tho IIUbleoto of the dwolopaete ill rrenoh and .uorioan 

affail'lo 

With re~~peot to the Jreoh 1ituaUon, Ph1U1po •&14 

that the preaet IIOY•ct boro all the ear.arll:• of a 

breaoh of the Tr1parU to .Agre•ont. He aaid h• of cou.r•o 

did not II:DoW what llarcli&Ddeau intcded to do, nor oould 

he •r with oeriaintr that thoro wa• truth in the ru.or 

wbioh wa• acciiJ)hd bf the -.rtet, 1.o., that tho rronoh 

were deliberatolr depreo1at1Dc the franc to l?G-175 to tho 

pouzul. Botrwer, it •• a faot that ao oeri•• •"apt 

io atop the ..., •• , !wl b .. n 11&48 u:p to the pre-t. 

Phillip• •1d thai u "' an arbitrarr and. ~ranted 

dhtln'b&DOo 1t tho trano wero boinc doUberattlr d~~preoiat-. 

The 'Oll1h4 8U.he and or•t BrUaiD llhould in anr oa" ._o 

boon ooneulted about aa a aOY•ei. In hie orm word•, 

hi• r~t wa• ._o would .II&Yo o~ed r• to ccnlt u• 

in a1a1lar o1ro•nanoo•'· Bit wq of ee;rlq U rainded 

•• of tho iapr .. eioa which I reported ill the flrn para­

grapll of .,. tolegr• ••· 130 of tho twet,.-firn of .&prU • .,. 
Regraded Uclassified
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~ trta4 -.u .. ~-prior h tlae ou.riiJIC of tbie 

r ueor, tbo rraob otabiliaatioa taa4 ba4 sa1Do4 ooao 

•10,000,000. Bo a44e4 'bat ol&-.ah oaloulatioao bad 

bee 11&40 by Banror, loa41DC bia to ... ,. that aro\lll4 11515 

n.e tho equilibri- rato. Pbillipo r•1D4o4 ao tbat wen 

# 

in tho pr ... Po1Jaoaro pvio4 t he hu.o bad oalr clroppo4 to 

167, aD4 tbon tho aarltot bad boon ~118 otrCIIIClr. 

I auo4 Pbillipo whotbv tho Br1t1ob wore 101118 to 

do uyt~ juot now and whether ho n.o approooM•c uo 

1D t bio r ocar4. llo told ao that •• rot thor had not roaohe4 

a dooioion for any aouoa, bllt that in ur oontaob whi ob 

he or lralt' aipt b'I'O wUla tile .baiotu.t l"ronob J'1n&noiiJ. 

• .Utaoho, Leloror, thor wov.l4 hal'o thia general atu tude 

in a 1Ja4, Pbilllpo oaid tbat if Ooobraa wov.l4 4o tho .... 

it a iglat bo •oofUl. Bo proouao4 that tho Britiob aD4 

4aor1oan trM.IUl'ioo looked oa the oituatioa 1Ja IIUCla tho 

aaao Upt, &Dill bo aalto4 whotbv I ba4 &llJ' iafor-.Uoa 

froa Ooobr&n or witb rocar4 to tho roaoUoa 1Ja 1faob1Dc'on. 

Ao for tho 4wolos-oato 1a tho U.1te4 ltahoa Ph11Upo 

&olto4 •• apia whotbor I ooul4 pYo la1JI aar info~~~&Uoa, 

•• ho did not hal'o a oloar idea of our aotioao or 1Dt­

t1oao frc. tbo oltotobr roporto bo pt troa the aonpaporo. 

[Rotoraoo tho firot paracrllpb, •r •o. 1110 of .April twoatr­

firot.] 111 ·-• to la1JI that 4ooia1oa •• MOll roaohe4 

to 
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2• o 
.1.~ 

to Ulor ... ee exoeee reeenee, whictl would •Jt• ~· ill't'ee'"" 

ac11 probl• of u.e bulte 41ff1oult; he bel1n .. t)lat a11 

t he aaae tiM rr ... eurr Bille were to be paid ott to r .. 11r1o11 

11hie outle11 tor 1nYee11ac11. 

I~~quir)' wae a1eo aade lJ' Ph11Upe ae 11o 11he 11ru~ 

ot the report in 11he FIIAJIOUL 'fiBS of reehrda)' t)lat 

Proteuor Viner had ree1SJ1e4 hh poe1Uon ae a4deer 11o 

Seoretar)' Korgenthau . 

The trmo o1oee4 a11 164; it had opced at 1159 1/3. 

Tre.d.1ug • oluae wae DOt ae great a e would ee• t o be 

1Dd1oated b)' ~· • o••mt. I.apre .. toa on the ae.%ltet wae 

that DO iaetruotione had been giYen the rrenoh atab111a.­

Uon t u.Dd wi~ regard to t~WPOr11; the arltet ezpeoh the 

rate to h&Ye r ... ohed 175 b)' Kondar. 

1DDJ)!. 

ll:UI'I 
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n D&ItAL JltiEU,R\f& 8AHK 

OP HCW YOJitK 

CORRESPONDENCE 

a.noDflH·~~~~~L-------­
L. w. IDollo 

DATI' Apftl ., 11 •• 

su ... Ec:n tiLMOII con~~~~.tzoa ma 
Nil oF rwca 

llr. CU'lpel ..U..C •• Jlaat 'befon 10 •• •• to laqain as to 

llbat wu aolq Oil thia aomlq. J: told h1a that ao tar, to oar 

mowlacll•, oo toretp not~eoao baalaoaa bod bee tr•••nod :rn, 

that tnnoa wore Pollt 101 •• norUDa alloat 481 lt/11, boUt 

retbtr OD tho bid .tu. I ••tt•.C that ao tar thoro •••ad to 

baYI bee DO ott1o1al ••tal 1D rena or tho Yanoua Naora 'tlhiab 

bad o1rculdo4 1D \he lan two dtlr•• Cancuel replied t hat be 

at1ll t houaht thoro ~llld bo ... ·~uae, he -UJNod, tbtl7 

ba4 dooe their bon bat bad 11M rather a bad t1ao thia aomlq 

llbiob bad ooat tb• about uoo.ooo. J: 1Uf10fto4 that • dclal 

11011ld IID4oubtodl7 help tho t'nDO IUbn•tlallJ' 8Dd Cartpal npli.C 

that be would pua t!aat •• 

Regraded Uclassified



nDEfiAL ltEM..VC 8AH.IC 

OP N.W YOfUC 

22:.. 

!r:FlC:E CORRESPONDENCE 

COIPIOMUL na.M 

DATI' Aprfl u, 11M 1 

&u&Jacn t• WMtwJ COII111IIIOI WZia 

L. •· r..~o~~~~·~----- Mit or n••CI 

Can,.el oallecJ 11a1a at lOtiO. l told b1a that Ulno 

• ., nrr Ut\lt an to repoft ... .,. tha\ e\trUq and tNatt "" · 

poutbl7 • tr1ne tte1er, nerllD& '' 4H II• and tnDt '' 101 a/ • 

to !Ot l/8. c.n.,.el Uloqh\ M •oro pranSoallf th1'0111b bon 1Ift 

I t old h1a tba\ •• bed aa bour and • half to 10 botore oloetac. 

Can~~ael oellecl a th1r4 U•• at lla40 end aaad 'llbat 

•u colD& oa. l replied tba' torotp uebaaco bulinen •u prao­

Ucall7 at a 1\aDdl\lllJ 'ha' l IID4oratoo4 \bat probab}7 DO' Mn 

tban 2,000,000 traDOI hacl obaDCad baadtJ and tha' fraDoe a\ t ho 

lloatnt ••ro quoted a\ 101 to !Oil 11• and nerl1n1 at 498 11/lt 

and that •o bad dono DOUllACo 

Lit aD 
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w:. h . 
Harris : 

H.rl .Jr: 

H: 

H.U.Jr : 

H: 

H.lJ.Jr: 

H: 

H, !l •. Tr: 

H: 

H.l4.Jr: 

H: 

H: 

B.~~. Jr: 

B: 

H, JJ. Jr : 

A. 
Lochhead: 

B.:J.Jr: 

L: 

• ••• • lower but very quiet. 

Yeah. 

April 23, 1938. 
ll:03 a . m. 

And the, ah, stock market 

A little louder, Harris . 

... . 

Ah, the stock market has eased off a little from 
the opening and is now irreeular. The corporate 
boms continued better this morning . 

Good. Is that all? 

Ah, that's all I have, unless you ' d like my feel­
ing on that, ah, Commodity Credit. 

Go ahead . 

V/ell , I'd lean toward one issue. 

What? 

I ' d lean toward one issue . 

Yeah. 

Am, ah, I think it can be done all right at 
three-eights am five-eights, but if you want 
to feel real sure about it maybe three-quarters 
1f you do i t all in one year is a better rate. 

Uh- huh. Well, I •m going to talk to Burgess now 
am you can all listen. 

All right, s.ir. 

Let me talk to Lochhead a minute first . 

Lochhead speaking. 

Archie. 

Yes . 

222 
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a.!I. Jr: 

L: 

H.M.Jr: 

L: 

H.loi.Jr: 

L: 

B.Y.Jr: 

L: 

H.M.Jr: 

L: 

H. Jl.Jr: 

L: 

H.ll, Jr: 

- 2-

You lmolr, I'Te been th1nk1nc about what you am 
Taylor told lH about all these calll.es oa.il:lc ill 

trom Butterworth. 

Yes. 

And it you don't llind rq sqi.ng, I tb1nlr:: it, ah -

you're partly at fault because some time ago I 

told you 1 t' s up to :rou to aarTice both Butterworth 

and Cochran, and eTidently you haven't been sending 

him ail)' cables explaining what we've been doing . 

Well, ot course, in regard to this general policy 

that ' s wh;y I took it up with you the other day when 

Butterworth's cable came in. 

Yeah, but nobody ' had suggested to me that we should 

send him this stutt about the bills, the gold, 

and everything else. 

Well, I thought that was all in the general line; 

that ' s when I brought the cable; I thought you'd 

decided you didn't want to do aii)'thing; you said 

it was all in the papers. 

Well, nobody raised it - I aean the great trouble 

is - I aean, unless I take the initiative, nothing 

goes to those boys. 

Well, on a question like that, we have been sending 

them, ot course, just the general information that 

goes through - not the formal cables but just that 

general information - servicing the11. 

Well ••••• 

Well, now, this particular thing about consulta­

tions under the Tripartite, I thought that you 

wanted to decide on that. That's wh;r, as I said, 

I •• • • • 

llo, I '• talld.ng about g1Tillg them the intor-tion 

about whet we've been doing. Evidentl.T they don't 

get it. See? 

Well you aean about as tar as the, ah, the bill 

iasue'l 

223 

I aean ~bi.DC that ve•ve bean doing. EvidentlT 

we s~ have sent t~ a, a sort ot a DIWS s-rr. 
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L: 

L; 

H. lo! .Jr: 

L: 

B.!.t. Jr: 

L: 

H. lo!.Jr: 

L· ' 

H. li.Jr: 

L: 

H. lt. Jr: 

L: 

H.!A. Jr : 

L: 

- 3 -
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Yes. Well, or course, the ah - the onl)" other one 
we had to, ah, correspond with that was when - that 
l ast time when we, ah, decided on the desteriliza­
tion or a hundred million. 

Well, ah, I ' d like to talk to you about it, and 
Taylor, on Monday • •••• 

o.- o. lt . 

Frankly, I - I just can' t supply the initiative or 
all - it - it's a pbfsical impossibility. 

Well, we'll be there - Jlr, Taylor and me, and we'll 
discuss that fully on Wonday then. 

Yeah. I mean- after all, it's up to you fellows 
to ask me, and .if I don' t want to do it, why, then, 
ah - well, with White aDd everything there, I mean 
it's up to us to keep those fellows informed. 

Yes . Well , as I say, as tar as - I f eel that we 
should be more fully informed than we have been. 
I - I just felt we were holding off on this last 
one. 
I'm not talking about the Tripartite. I'm talking 
about action which we•ve t aken here. 

I see. Well, I think we ' d better get - probably 
have a fuller understanding on that, and we can do 
it on llonday. 

I put 1n a call tor - for Cochran at twelve, aDd 
Butterworth at twelve-fifteen. . 

Ah, you•ve put in a call tor Cochran at twelve, 
aDd Butterworth at !welve-tifteen. 

Yeah. I'm going to talk to them from here . 

I see. o. K. Well , than, in the meantime, Knoke 
tells me he spoke to Cariguel this morning. 

Yeah. 
And ah ha reminded Cariguel that there was no 
stafeme~t came out 1n regard to, ah, to the cause 
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!!.'J . Jr: 

;.ochhead: 

d ... . Jr: 

Lochhead : 

H. : .Jr: 

L<>chhcud : 

1! . L Jr: 

Taylor : 

H. ! .Jr: 

ti . ·~ .Jr: 

T: 

II . l . Jr : 

T: 

a. ·c . Jr: 
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f or the rumors that have been ar ound. Yesterday 
Car iguel mentioned that he thought there ' d be a 
s t a tement come out last night, and you remember 
Beaulieu also said that. Carigeul sai d t ha t he 
thought there would be something c oming out, but 
of course there's no word of any official stat ement 
denying any of t hese rumors yet . 

No. 

In 'the meantime the French franc . is s trong - e little 
bit stronger here, about $ . 0)02 . 

Nell, would - I ' d like t o have Ur . Taylor do the 
following f or me . I s he - is he listening? 

Yes, sir . In fact, I'll put him right on. 

All right . You making a r ecord? 

Yes, we ' re making n record of i t. 

\Vayne? 

Yes . 

If - if you .~ould check with llrs. Klotz to see that 
I'm free at lO : JO Llondoy, see? - nello? 

Yes . 
If I am, about - betdeen l O: JO and 11 I'd like to have 
a meeting at my of fice with my o~ people, plus George 
Har rison, plus Knoke, plus Professor Williams end Herbert 
Feis. And you can tell t hem what it' s about; it1 s t o 
discuss the French si t uation. Now will you please 
invite those people down? 

I will. 
~ee? And then we can sit ar ound and t alk the thing over . 

l O: JO )(onday . 
If it ' s free . But )(rs . Klotz is in her office and you 
can check with her as to the time . 
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T: 

!1. :.1 . Jr: 

T: 

H • • • Jr: 

~ : 

d."l . Jr: 

Oper ator : 

H."<. Jr: 

Oper~o tor: 

H.:.I.Jr: 

Operator: 

R. ll . Jr: 

Oper~> tor: 

ri . ... Jr: 

·~·: . R. 
Burgess: 

B: 

R. li .Jr : 
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Right. 

But I 1d get word t o them today . And then we can sit 
a round and talk about it. 

All right, tine . 

And - ah - I 'll ask the operator now t o give me 
Burgess and you fellows can listen. 

Right . 

(Clicks instrument) 
Hello . 

Operator. 

Hello . 

Give me Burgess i n New York 

All r ight. Just a minute . 

And - L!rs . Spangler? 

Yes, sir. 

Let the people in my office 

All right. 

Hello . 

(Long pause) 

Hello . 

(Pause) 

(Clicks again) 

please . 

listen. 

I • m t alking through the Tr ensury and Taylor 
1 
s listening 

in in my of fice . 

Yes . 

Can you hear me? 

Very well, yes. 
Now, would you like me to - would you give me your 
reco~endations , please? 
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B: 
tL't . Jr : 

b: 

a . ~ . Jr: 

B: 

5: 

tU! . Jr : 

B: 

B . ..: . Jr : 

5 : 

o • .A . J r: 

n •. ~ . Jr: 

b : 

ll. ~! .Jr: 

B: 

n. :A .Jr: 
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My r ecommendation i s that you do it in one piece. 

Yes . 

1g months, a t three-quarter s of one percent. 

Well, why one piece, Randolph? 

'rhere - there a re t hree reasons . The first is tha t 
it ' s - i t' s very cheap money , and it ' s good f inancing 
t o put it out as long IS 18 months . The second pl ace 
is ttu.t &n issue of 200 million will stand up much 
better in the market and be much more popular •• • • 

Oh-hull • 

.•• • &nd better for future financing t han a small 
issue in which trading is so limited . 

I see . 

;, t hird reason i s tha t we have a tremendous problem 
or a llotment. There ' s going to be a ·big scramble for 
these things, and if we huve two small issues we 'll 
have to cut it up into such small pieces tha t t her e ' ll 
be no l ar ge lots around . 

Uh-huh. 

And tha t again will hinder future trading and will 
leave us unsatisfied customers . 

Uh-huh . 

But a single issue you can chop up into reasonable · 
size units . 

Uh-huh. 

And i t makes a bett er situation . 

rlandolph, t brae-quarters is not too sweet? 

Three-
4

uarters is sweet, but I think it's better t o 
have i t a little sweet. 

Bow much is it t oo sweet? 
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You could get it out a t f1 ve-eighths . It isn' t more 
than an eighth too sweet . 

\Vh.a t ' s t ha t ? 

hh - you could get it out a t f ive-eighths. 

Yes. 

But ~ think it ' s wiser t o do it a little generously . 
When you turn that i nto price, it doesn ' t amount t o 
·:ary much, you k.nr'~ . 

I s ee . 

It means only a pr emium of - o r - wel l , l ess t han a 
4uarter of a polnt even i f i t goes very wel l . 

Do you thlnk tnere wi ll be plent y of dema nd? 

Oh, there' l l be a very good demand, yes . 

'I/ ell now, this time I' m going to t ake your advice 
a hundr ed per cent. 

(Laughs) 

How ' s that? 

That ' s fine, Henry. 

Randol ph ! 

Yes, sir. 

I - somebody certainly handled that order f or the 
Panama Paci fic Steamship Company in about as cr azy 
e manner es I ever hear d . 

Yes , that wes e butchered job . 

Vle l l , doesn't the Government own Panama Pacific? 

That's r ight, yes . 

Well, I wonder who places tbeir order s . 
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I'm sure I don't know. 

Vlell , I' m certainly going to find out. 

Well , I think tha t they hud the old Government 
technique of always getting bids, you know. 

What techni(lue? 

• • •••. much about bonds did it. 

',1ell, there must be somebody responsible there . 

There must be , yes . 
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.'lell now, Randolph, I' m going t o talk to Jesse, then 
'JlY own people, and Wayne will give you the final wor d . 

Very good, Henry. 
And I - I understand our own morket is s teadying off. 

Yes . It ' s off a thirty .. second or two end s t eady this 
morning . 

,'/ell , that' s all right, 1Sn1 t it? 

I tnink that ' s splendid, yes . 

Have you done anything? 

Not a thing, no . 

Uh-huh. 
~e did nothing yesterday, you know . 

I thought, considering every thing, the Trea sury got a 
very good press on t he announcement on the bills. 

1 thought it did t oo . I thought it got a very 
understanding press . 

I - 1 was entirely satiSfied . 

Well , that's good. 

oleren' t you? 
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very much so, yes . 

And ar en't you a little bit surprised that - how 
s t eady the Governments have been since t hen? 

Yes, I am a good deal. I t hink that our friends 
of the Panama Pacific had somethi ng to do with that. 

Well 

They helped, a s a mat t er of f act. 

Who t? 

They helped us out in keeping the mar ket under Nr aps . 

Yes . 

(Laughs) 

All r ight . Well , I' ll t ell Jesse we ' ll r ecommend 
t wo hundred e t t hr ee-quarter s . 

Very good . 
And i f he agrees Taylor 'ltlll give you the word . 

Very good . 

Thanl! you . 

Good . 

Good -bye . 

That ' s his pr eference , Henry . 

I/ ell - i t is? 

Yes . 

Well , I 'll Jus t say hello t o Jesse . 

Good . 
And if you have t he 11 o ' cl ock aver ages - would you 
get t hem and let me \UIOW wba t t hey are? 

Regraded Uclassified



T: 

H.' ' . Jr : 

'1' : 

r! •• Jr: 

H.'! . Jr: 

! : 

I:I .~• . Jr : 

'i' : 

R.'L Jr: 

T: 

H.:.! .Jr: 

R • .1 .Jr: 

~ . 

R.::. Jr : 

T: 

1:1 . :· . Jr : 

T: 

T: 

d.:.I.Jr: 

Oper a t or: 

-10-

I 've got t hem ! or you right her e . 

ll o ' clock? 

Yes . 

'-ll r i ght. 

I ndustr i als of f J J/lOJ . 

Yes . 

~ails 5/lJO . Util ities up 10/ 100. 

Yes . 

Vol ume, 2JO, OOJ shar es . 

And wha t - wh.e t .er e other bonds? 

Other bonds , no print . 

I see . Di d you tell me wha t conunodities wer e? 

No . They're about as th~Y opened. 

O. K. 
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..nd .theat' s off a 11 ttle, corn as it opened, and 
cotton just about as i t opened . 

Are you leaning t owar ds one i ssue? 

Yes . 

Three- quarter s all right with you? 

Yes , t hat's my choice defini tely . 

O. K. Now let ' s hnve J esse . 

All right . 

(Clicks instrument) 

Operator. 
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Jones: 

B. :.I.Jr: 
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B.M.Jr: 
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H.ll.Jr: 

J: 

H. tl .Jr: 

J : 

H. t.\ .Jr: 

J: 

K. II .Jr: 

J: 
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llr. Jones • 

All right . 

(Long pause) 

Go ahead . Go ahead . 

Hello. 

Hello, Henry. 

Good morning . 

How are you? 
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Fine. Wayne Taylor's on the phone in ~ office. 

Yes . 

I 1 ve just t alked t o Burgess and our o1m boys and they're 
all unanimous: 18 months, 200 milli on, three-quarters of 
one percent. 

O.K. 

Is t ha t all r ight with you? 

Perfect . I think it ' s fine . 

Well , they said that i t' ll go over big. 

Well •• • • 
They could ' ve made it five-eightas, but t hey don' t think 
the first time it would pay to do that. 

Well, I agree to that. I think it's better to be -
give them - to give them the three-quarters. 

And •• • . 

'rbat' s cheap enough. 

And you can use it for eighteen months? 

Oh yes. 
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'I/ ell t hen, I ' 11 tell Wayne t o give them the high 
sign that that ' s all right with you. 

All r ight, and we ' ll have out• Board meeting right 
now - in a little while a nd au thorize it . 

.hod - all right, J esse . 

Nice a nd cool do~n here t oday . 

:.ell, it is up here too • 

233 

All right. Well, look forwa rd to s~eing you soon • 

I' 11 be baed: ~onday morning . 

All r ight, Henry . 

Good- bye . 

Good- bye . 

O.K. 

!low, does a nybody want to s ay anything to me? 

(Short pause) 

No . J olly times . 

i'lh& t ? 

Tnc) wt.nted to s ey "jollY times• to you. 

Is Ga ston t here? 

'Xes . 

May I speak t o him a minute? 

Bello . 

Herbert . 

Yes. 
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You might send me e copy of tha t article also t o 
New York, care of my f a ther . 

The one that I sent you. 

'fhis morning . 

Yes . I n care of your f a ther a t New York . 

Yes , with a special delivery. 

Speci&l delivery . ···--
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-. 
"'nd if I don ' t get it~. I ' ll ~;et it there tomorrow 
night . 

Very good . Yes . That ' s a t the office in tlew Yor k, 
o r ais home? 

No, llJJ Fifth Avenue . 

1133 Fifth. 

Yes . 

Yes , all right . 

And - everything else all right? 

t verything else is ~uiet . 

••hat e re t hey doing on the Hill on the tax bill? 

Well , you saw about the - I don't know jus t defini tely 
whet they e r e doing, but you saw t.bout that conference 
agreement last night, didn ' t you? 

Oh yes . 

Yes . 

Yes . 

I just 

I t' s a wonderful compromi se . Bello? 
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Just a moment. Archie was just telling me t hat there 
vtas en early morning conference with the President by 
Harrison. 

Wha t? 

Harrison saw the President early this morning. 

I see . 

Un-huh. 

Well , what I want to know - Nhose f ace got lifted? 

(Laughs) Or whose face got saved? 

Yes . 

Yes. 

Ye s . 

Wayne says that they tied for last place . 

O.K. 

I a sked - I asked Ros this morning, as I saw him just 
e second in the ball- 1 t sked him if - if he was all 
buttoned up, end he s aia no, be had no t hing left to 
button. 

Well, oe • s a - he ought to enjoy the Army's f ate . They 
don't have any buttons . 

Yes . Just a zipper. 
' 

H • ..:.Jr: Yes . 

G: Yes . 

H. :J. Jr: 0 . K. 

G: All right . 
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J'JlOM: Aac1oan llibaa.,., Parle, Franoa 

IllTI: April 33, 1931, Dooa 

ro., au 
RUBB 

I'ROM OOOBR.U • 

23o 

!hie aorJlln& at h&lf-paat eleven I called at the 

Bank of France which •• uaual -• cloeld to general bUai­

neu tod&T although to OCIIplll.a&ta for the hol1d&T ~It 

Mond&T other P&ria b&nlta were open. 

!o eupport the franc on !hurad&y, the French control 

g&Ye up OYer s:>O,OOO,OOO franca of for•iill exchange. On 

the P~ria sartat on FridaT the control did not operata 

except to bu:r &bout 36,000,000 franca which were needed 

b:r French r&11-:ra. ID etr1ctaat confidence I hue bean 

told that the control author1tiae oollld not evan locate 

ll&rch&ndaau, the Finance Minister until after four o1 cloolt 

in the &fterneon; oOilaaquenU:r they went through the 

official -.rltet without anT 1JtatruoUone fro. the 111n1etar. 

Tile taohnioian who drafted the tallfP'&ph order act to tile 

Faclcal RaalrYa Bank at Jaw Tort did it anUral:r on hie 

own raiiJ)onaillilitT; 1D draftin& 11: he ha4 in 111114 the 

rrcoh oblipUoDa under the !riparU ta Agra-t to prOTide 

a sold pr1oa. 

!hie aorDiD& bT uat:r aiDutea of twalYI the French 

control had ;rial4acl liOO,OOO poiUlda; the rata had balD 

~oupt 4on to 1615 a/• troa previoue raU of 187. At 

tile 
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~~~· 'Uae I len tile Ba:Ak of ll'ruoe a~erl1A& waa &till 

bid. I aa told by a pr1Ya~• opera~or that by 13 o'olook, 

at whioh till• trading atopped, the ra~• ll&d gone to 188. 

I h&Ye beeu told by anotller aarket trader tbat thia 

liOruing the aarket had beeu ao de110rallsed that weu a 

1111&11 order would IIO'fe the rate ao far that uo operatioua 

had beeu atte.pted by hie bank. 

DID UC!IC3 OD. 

WILSOI. 

14:LI1J 
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J!lOK: .&aer1ou •b&•er, Puh 

llA'rli April 33, BOOD. 

•o.: · 841 (leoUon 'two) 

· ga 

!'hat tilare h eerioae clieoord 1D the Oab1net ooa­

tinuu to be tile IUU'II:et goeeip; &leo that tile franc will 

open at around 175 on Monda)' and that Re)'liBud' 1 and 

Pe.teoohe'e Yiwe are pr..-ailing. I was told b)' •1 

banlte 

official friend that fcnar Parh/bad. aa4e the h•rteet 

e&lee of france this wHit; thue four banlte were L&sar4, 

Dre)'fue, Selipann and Le Bidea%. llolle of the .. banks 

haYe ce.b1ed to their &esoc1e.tee on Y&r1oue forelp aar­

ll:ete anticipating that tile franc sterling re.te will drop 

to 175 earl)' next west. 

lh• inetruotione were e.otua:llr being ghen to ••11 

etarling to the extent wh1oh I he.,.. 1nd1ce.te4 for thh 

IIOrning'a opere.tiona, I was w1th ar friend, wlao i.aahte 

that no 1Det1'11Dt1one haYe been giYen h1a witil refarence 

to 1rhat the trano rate will be on Konda:r. lhen I wae at 

tile Bank of J'rance, OoYernor Journiar of tbt Ballll: was 

at tile K1D1etr7 of J'inance. Kr friend was inforaed thh 

110rning ~ hie London oonte.ot ~t tile weakneee of tile 

true was oaueing cartain 1111)1:&pp1neee 1D Br1 Ulll ofnc1al 

oi:ro1ee 
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cuolea, pel'Uoularly on tb.e pel't of Sir J'rederiok 

Pb.illipa. Personally, b.e belinea tb.at tb.is official 

of tb.e 'rreasurr b.ad been anticipating a strong pound 

against the dollar, perh&pa fro• 5,05 to 5.10 aDd was 

dieappointed at t he extent to which sterling has 

weakened with tb.e franc instead of being strengthened 

aga1net the doUar . 

U ie indicated by tb.e preaa that prepax1lt10Ds 

for the releaae next week of an announcement of an 

agreement between the !reaeurJ and tb.e Bank of rrance 

for fUrther borrowilli and for i811Ue of the first 

tranche of national defense loan •Y be e:a:pedited. 

Jlowner, it does not se• probable tb.at while the 

currency eitu&tion is eo unaettled an attempt shaUld 

be u.de to float a lOaD· (DD liESSAOl:) 
nL~ 
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TELEGRAM SENT 
liB 

AMEI!BAS~Y 

LO!c.)ON .(ENGLAND) 

168. 

FOR B~TEffiVORTH. 

GRAY 

April 23, 1938 

10 a. m. 

- · 

24Q 

Rtftrt nc£ your No. 3351 April 22. SEcrEtary of tb~ 

Trtasury wi ll ttltphonE you on Honday morning, trn o
1
clock 

Wash1n:ton Standar d TimE . 

EA : IA.\1 

WELLES 

{Acting) 

{FL) 
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rROK: Allerioan llabe.eey, Parte, France 

DA'U : April 215, 19~, DOOil 

1 0 .: 848 

RUSH 

J'ROK OOOIIR.lli. 

Tbie aor~~.ing a~ balt-pae~ elnen I called at the 

Banlt ot Frauoe. !be French control by that hour bad 

yielded 100,000 poWiode. The r ate had b een brc:ught troa 

a little beyon4 166 to 165.75 to the pound by tbat tiae. 

Therefore there wae not ae 18\lob preeau..re ae t here bad 

been the laat two d.aya ot the paet wellt. Dal&41er' 1 

etat111nt on Saturd.ay, on the other band, ocabined wUh 

the preee report that the GoYernaent wae IIJ)el41~~& up 

ita deoiaiona on f i nancial aattere, bad not bean suttioi.nt 

intluenoe to bring about a u.rket rl'feraa. 

Oont14ential intor•tion wae gi'u n to ae that one ot 

the main teaturee ot the plua which are bei ng etudied tod.ay 

1e that ot impoaillg a 3 or • peroct tu upon all payaenta 

I 

with a •in to raie1Dg a yearly UIOUDt ot tiTI or eix 

billion trance. 'flla e~eotion of bank offioiale 18 tbat 

rather than baTe a goo4 r eaction, 1111011 a plan would baTe 

a ba4 effect. Dal&41e:r , it 11 .aid, 1a 1na1et1D& tbat 

~hey ehou14 alit the Britiah for a loan when he aD4 Bonnet 

go to Loncloll thia week, aa an offeat for the cooperation 

whiCh 
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which it 1a bel1ne4 will be requeete4 of J'ranoe by Great 

Britain. J.tt-.pt 1e bei.ng ll&de by offioiale of the Bank 

of J'ranoe and a011e Cabinet aeabere to persuade Daladiar 

not to seek assistance fr011 abroa4. Bowner, he •••• 

242 

intent to carry out thta plan,up to the present. Dal&dier 

belie••• that it would be reasonable for the equali~ation 

tund of Great Britain to purobaae four or fiye billion france 

and l end them to the J'rsnoh GoYernaent rather than take 

gold for t he franca. What the reply of Chaaberlain and 

Simon would be likely to g1Ye to such a request is anticipated 

by ay Bank frienda. 

If the two plane which are outlined abOYe are indica­

the of t be kind of prograa being launched b)' the J'renoh 

GoYernaent, ther llu do not gi'l'e 11110h proai se as a counter 

attack againet tboae epeculatore who anticipate a frano 

quoted at 1?5 to the pound and whose theories ware very much 

strengthened by the Treaeurr' e weak polio)' in the last part 

of last weell: i .n direction of the J'renol. control. 

WILSOI. 

:U: Lft 

. ' 
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REB 

SEcrEtary of Stat£, 

Wash.1ngton. 

RUSH 

649, April 25, 6 P• m. 

FROM COCHRAU . 

GRAY 

Par111 

DatEd Apri l 25, 1938 

REo ' d 2 : 07 P• m. 

\Vbm thE Cabi nEt mtttlng Endr.c". at 12 : 30 today th1: 

following communi quE was issutd: . 

"ThE mE t:ting was dEvotEd to a dlscnssion of th1: 

EnstmblE of thE: Economic rEconstruction plan prEparEd b! 

thE PrEsidEnt of thE Council and which aftEr an ~:xchangr 

of vitws b~:twtm thE: mEmbErs of t ht Gov~:rnmmt was un-

animously approv~:d . 

Tbl: mEasurEs EnvisagEd will bt d~:finitivtlY ratifi~:d 

in a Co\m0\1 of l.l1nistEr8 this afternoon. 

At th~: 1asu£ of this ntw govtrnm~:nt ' a discussion a 

dEtailEd communiquE will makE: known thE dEcisi ons taktn. " 

At 1 P• m. PrimE MinistEr Dalad1Er issuEd a writtEn 

dEclaration to thE tfftct that tbl: principal ftatur~:a of 

thE plan involvtd: incrtast in French producti on, tax 
rtvialon, 
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2-#649, From Paris, Apr. 25,6p. m. 

rEvision, public works , crEdi ts for industry and EcommErot, 

facilitiEs for tourists , Et cEtEra, all to bE carriEd out 

whilE maintaining thE tri partitE agrEEmEnt and thE dtf£ns£ 

of thE franc , indispEnsablE to thE rEturn of capital and t o 

dishoarding. It was statEd that this plan would b E 

EXECUtEd through dEcrEE laws to bE submittEd to thE Counc1l 

of MinistErs for anproval bEginning from May 1, thE first 

str1Es whErEof would bE promulgatEd 1n thE Journal Official 

or May 3 . 

At 6 P• m. thErE has not ytt bEcomE availablE any 

r~ort of this aftErnoon ' s Counci l mEEting. 

(END SECTION ONE) 
\UU!ON 

CSB 

~ • 
.. 
~ ' · • ~ 
r , • J ... :t' ~ • .. 

~ l 
~ r ... , l \ .... ,,, ~ 
<J ~ c. 
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P.a.JW>IDWIK f1r 810!!01 '1'110, 10, M9 OJ APRIL as 

FROM PARIS, 

FROM OOORR.U, 

I refer ~o •r ~elegraa •o. a.~ of April a~. 

The tre&llll'y, ooinoiden~ wi ~ the aboYe dnelopaen~e, 

ins~ruo~ed the 1renoh oon~rol ~o dr iYe baot the frano 

rate which, when I w&e at the Bank of France &~ half-

peat eleva , ba4 been 16~.75. By half-pas~ four when I 

U.lked with ~he B&nlt, the r&~e wae 180 3/4 ~o ~he pound. 

According ~o my friend i~ had no~ been cos~ly ~o force 

the r&~e ~o this lnel, bu~ i n order to hold i~ ~he con­

trol waa beg1.nning ~o h&Ye ~o gil'e s~er Ung ra~her 

i.llpor~&ntly, 8~rong rc~ea and French seour1U81. 

Up t o ~• present; ~be announc•en~s which haY& been 

made add l1~tle ~o t he a~ateaen~ on Saturday by Dala4iar; 

~be ~~~&rtet 1a ~harefore ehowing impatience with ~be delay a 

in announcing defini~e aee.wrea. n ia app&ren~ ~~ ~. 

reoOYery in tile franc ra~e t oday has coae most iapor~antly 

f roa ~be control' s i nterYeniion, in Yiew of ~be foresoing. 

n ia ay own personal inoUna~ion tba~ the GOYernaen~ 1e 

temporizing until it finda ou.~ wh.ther 1~& repreaen~aUYea 

eucce.t in getting f i nancial aeaia~anoe froa ~be Br1~1eb 

this weet. 

WILSOI. 

-· 
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PJ.lUPBRAU OJ' TIL-.ut UOKIQD 

J'ROII: Aaerican a.b&eey, Parte, Jranoe 

nlTI: April 25, 1938, 3 p.a. 

10.: 64'7 

STRIO'fLY COIIJ'IDIIITUL. 

At luncheon 'oday I .had a ahor' t&lt with ll&roh&D­

deau, who had jWJ' co.e ~roa the aeeUng o~ the 

C&bine' which '111e a~ternoon wil\. b! ~allowed a a aeeUng 

~·· · .. 
o~ the Oounoil o~ llinistera. 

llaroh&Ddeau 'old ae that not until &her the third 

o~ Kay would 'hay announce the really iaport&nt deoreee. 

they bad ~OUAd 1 t neoe111ary t o go slowly a nd be sure o~ 

the ground in working out these pro))lems, and rumors in 

the press o~ diesenaion in the Cabinet would not stampede 

t hem into action whioh was hasty and ill-considered. 

Specul&tore, he aaid, bad il11t1ated these rumors and 

they were not true, and it waa absurd to e&y that Rey­

naud with one or two other C&binet members were demanding 

that a rate of 175 t o the pound be eatabliehed. ll&r­

chandeau remarked that no .atter what Reynaud ' s id.&s 

migh' haYe bee ae to a balanced. ~ranc, Reynaud waa not 

the FiD&nce lliniater, but be was the 111n1ater of Jueiioe , 

and that he bad accepted the latter poet without lll&lting 

any condi t1on a a to what the OoYermaent' a f1nanoial 

progru abould be. Ano,her ab.urd ruaor, he eaid, waa 

tha' with the Oo\'erDIBtm1i in office only two weelte, there 

bad 
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h&4 arian ill the Oabian i11porte.Jat 41Yftgenoi" of Yi" 

uong the ••bfta. llarobazldeau Aiel that he, aa llialatu 

ot FiD&Doe, illtenclecl to datencl the t:rano an4 with that . 
end ill Yi .. the atab111AUOD tuncl had b .. D iD\II'YIDilltfo 

IIYUthele .. , he a lao a1ae4 to pl'otaot and build up the 

n&bili&&UOIIl f1111d, and thuetore he waa obl1Cecl to aalte 

o&l'etul. aona. Be 414 Dot eay &DyihiJla about hie on 

op1D10D aa to what would be a aoUDd rail tor the tl'ano. 

The liD&Doe JUnietu Aid that t he uta pl'obl• 
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before the GoYernaent wae to get an illareaae ill pl'oduOUCIIII 

and that in order to br1DS thie about, the GoYernaant 

inteDda t o aodity the forty-hour week ill iapori&Dt bra~~ohea 

o t illduetry. 

The d811ial of the aiorlea oonoUDiD& 41tfereno" ot 
•"" ... •u.~ 

opiDiOD in t.be Cabinet repr41Dg _.tart polioy doea 
• t.r,.q, ,1\ 

not entirely cCDYilloe ae - •nee ve· too uny priaa dollll&8 

.... ) , t:r~~s -
in the GoYernaent', aa 0111e well-intorlaM pc- put U to 

•• to•y. 

DD JIISSAGI. 
WIL8C.. 
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April 25, 1938 

Present: 

Ur. Bewley 
Ur. Lochhead 
Lire. Klotz 

IW,Jr: Ur. 
come in was thle. 
near a:1 we can make 
U1nieter of Finance 
no r ate. 

Llr . Bewle:;: 

3:05 pm 

Bewley, t h e r eason I asked you to 
I ni ll t ell you what I know. As 
out, on Friday and Saturday the 
of France gave the Bank of France 

No r a teT 

HM,Jr: Gave no rAte at which to buy and sell. 

~r. Bewley: Left the~ entirely to their own 
devices? 

HU,Jr: Entirely. Ae a matter of fact, no one 
could find ur. Harcbandeau. He had gone to places un­
known. The Bank of France cheoked wit h us three t i mes 
to see 1f we knew anything during t he daY. It is un­
believable. The reason I am tel lin& you t h is is, Sir 
Frederic Phillips is after Butterwort h to find out. We 
di dn' t know anyth i ng. The Bank of France did not know 
any t hing and, as I say, they t elephoned t hree t i mes. 
Isn ' t t hat right? 

llr . Lochhead: They telephoned three times, Fri­
day and Saturday. Cariguel d1d. He gave orders, but 
he oeemed to be awfully uncertain of hle orders and 
checked three timee t o find out if anything was going 
on in this market . 
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Hll , Jr: Saturday , after Phillips oent for Butter­
worth to find out whether we know anything, I got a little 
i nterested and I sent Cochran to see Yarohandeau and he 
came out of Cabinet and saw hlm and mY meuage was th1a: 
that under the Tripartite Agreement I at least would like 
to know what they we~ going to make the rates. 

Ur. Bewley: Yea. 
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HK.Jr: And this idea that we have no rates is 
gett i ng Just a l i ttle bit out of bounds. 

Mr. Bewley: Yes. 

HK Jr: But I don't know whether as a result of 
that or not, but t hey brought the franc back in terms of 
the pound. 

r.!r , Loohhead: 160. 

HM,Jr: From 166 to 160. 

Mr. Bewley: And it's 160 today? 

HU.Jr: And they gave ua very narrow points t o 
workbetween. 

Ur. Lochhead: Yes. They are supporting the franc 
at , 0311 in th1e market today and selling at . 03lli , whioh 
is very narrow. 

HM,Jr: And I i magine-- I don't know-- but pull­
ing him out and saying I was upset and wanted to know where 
•te were at, I i magine had some e ffeot. Aa a result, they 
gave the bank a rate. I sa1d, It's just impossible; you 
can' t go on like th1s. Because you know, they always 
have given us a rate. Maybe t hey don't want to say what 
the ranee is going to be, but at least t hey have to give 
us a rate. 

Ur. Bewley: Yes. 

Mr. Lochhead: Of course the Bank of Prance did 
give us rates, but they did it ent.1relY on their own ana 
not under instructi ons from the Finance ~Unister. They 
did technically give us rates, but they apparently were 
on their own. The Bank of France had to handl e it them­
selves without anY instruction& from the Finance Hin1Gter. 

Mr. Bewley: When they give you a rate , doee that 
mean the rate at which t hey will hold it or to operate? 

HM,Jr: For the daY only. 

Ur. Bewley: But it would operate for the day • 
They don' t alter 1t dur1~ the dayT I did not know wh6t 
the eyatem was. 
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have 
vast 

~r. ~ohhead: Once or twioe, ~ery eeldom, they 
made a ~ight alteration, but I would eay 1n the 
maJor1ty of 1nstancee they give ue a rate • •.• 

~. Bewley: And 1t stioke tor the day. 

L\r . Lochhead: Yes. 

~r. Bewley: or course, bradly speak1ng , the1r 
marke t is not open at the sace t1me a e yours , so 1t

1
s a 

different problem. 
Rll.Jr: That's the way they do 1t w1th us. Today 

they have got ten out certain decreee wh1ch don't oean an 
awtul lot. 

Ur. Lochhead: No, 1t1 a more or less •.•.• 

HU,Jr: So I sent word would t hey please try and 
t ell us ae between -- not from day to day, but What are 
the1r obJectives. 

Mr . Bewley: Yes. 

HU,Jr: And I am now putting that up to them to-
morrow. 

Mr. Bewley: I see. 
~.Jr: That I would 11ke to know what the1r ob­

Jeot1ves are. 

~. BewleY: Yes. 
HJ.l ,Jr : I don 1 t know whether I w1ll get llll)'th1ng, 

but I thought we would let you know what littl~ we d1d 
know. 

~. Bewley: Thank 
that along to our people. 

you very rnuoh. I w1ll pass 
I suppose theY are in the same 

position. 
I understand t heY are. Ir t heY have any-
1n the way of 1ntormat1on, I would be glad HK,Jr: 

th1n~t 1;o return 
to get it. 

~. BewleY: Yea; I w1ll let t hem know. 

HM,Jr: That' a about the whole atory. 
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!Jr. Bewley : All right. 

Hll Jr: But today the franc has been firm. Do 
you ( Loc~l think it has cos t them IJIUoh? 

Mr . Lochhead: Apparent ly not an awful lot, but, 
f or instance, in this market I t hought we would get some 
hangover , but t here is no interest i n this market at all. 
I think it cost them the most i n t he f i rst half hour this 
morning bef ore talk of the decrees came out. As I say, 
I t hink t hey spent a couple ot hundred pounds to start 
ott and probably spent some more t o bring it up, but not 
a great amount. 

HU ,Jr: The unfortunate t hing , from t heir stand-
point , up to Thursday ni ght they were doi ng very well . 

Mr. Be,•ley : Yes . 

25:. 

HM,Jr: And t hen suddenly sooetlll.ng comes over t hem. 

Mr . Bqwley: Yes. 

Hli ,Jr: Suddenly something comes over them. 
uere s aini ng quite nicely. 

ar . Bewley : Yes. 

They 

Hll , Jr: But t hat's t he 1'1rst real th1~ I have had 
to t ell 70U - - simpl y t o tell you what we d i dn t know . 

t.lr . Bewley: Yes. \'fell , t hank you. I will paes 
it on t o my people and i f I get anything I will pass i t 
back to you . 

RU,Jr: Woul d you please? BecausP until t hey get 
t his thing settled , I i magine there will be difficulty. 

oOo-oOo 
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BOLD FOR R!IILUB 
BOLD FOR REL£ASB BOLD FO!i REUJASB 

April 26, 1938 

OOIIFIDBNTIJ.Lt To be hold i n STRICT OO!IFID&JIC!l 
W no portion, l)'l>oplio , or 1ntl.lllat1on to be 
publilhecl or &inn ... t Wltil tho READDIG of tho 
Pr .. iclent'o IIeut.~ hu be&UD 1n tho Senate or 
tho Bouse of Reproaont&t1wo. Bxtromo oare au.t 
therefore be oxeroilocl to avoid premature pub­
lication. 

STEPI!Bl! EARLY 
Sooroto.ry to tho President 

-- -- -- -- --- -------------
TO TBS CONGRESS OF TilE UNITED STATES 1 

Tho Sixteenth Alllonclmont to the Constitution of tho \lnited 

St&t01, approwcl 1n 1913, oxp~uly authorhod tho Conuou • to lay 
and c•lleot taxes on inoorAI, fT49 ~tover aouro~ deriTed.• that 
is plain lansu•tl" • Fairly oonotru'4 this l&ntu&go would ''""' to 
authorize taxation of inoamo derived from state and munio1pal1 as 
wull as focloral bonds, and oloo inoomo derivocl f roo atato and 
municipal as woll as fedorol offices. 

This ooom1~y obvious "onstruotion of the Sixteenth Ame-nt, 
h-vor, woo not foll"""d in judioial deohiona by the oourta . Instead 

a poliny of ruoiprooal to.x imunity v.-as road into tho Sixteenth Amood­
,..,t . This rooultod in exomptinc the inoOCl<) from fcdord bonds fra:> 

atatc taxation and e xempting tho income t r am State bonds from fedoral 
taxo.tion. 

llh&tover advant•so• this reoiprOGal imr:nmity ""'Y how had 1n 
tho urly claya or t his ""tion hooe l ong aco dinppo&rod. Today it haa 
craated n n.at r~JaervQir ot tAx exempt acouritles in tho ha.Ma ef the 

""I"Y poraona Who equitnbly ah ... ld not be roliovod of taxlll oo their 
1nocme . Thh roaorvoir nor.· constitut es n aorious ccottc6 to tho fiacc.l 
cystoma ot both tho etntes end the ne.t ion boot\uso for yonre both t he 
federal govornoont nnd tho eta.tc s h.o.vo o<Ji\0 to rely inor(lc.aingly upon 

gro.duc:tod inoCIZIO toxca tor tho1r rovcnuoa . 

Seth tho att.tea ' od tho ru:.tion r.ro dopriwcl of rove=•• which 

oould b6 rnhocl fr<111 thooo boat c.blo to supply thot:t. !le1thor tho foci­

oral government nor tho atntoa rocoivo ~ny ndequato~ oamponeating ad­
vantngo for tho rooiprooal to.x-immunity oooordocl to inoomo dorivocl 

from their roopootivo obligations nnd offiooa, · 

A 11t:tilar problem 11 oroo.tod by tho oxempticm frca atete or 
fodoral tnxo.tion of n groat OJ"IOY of atnto and fodero.l oftiOGrl aod 

CQployooa . Tho n=ber of poraona on tho po.y rolla of both atate and 

tOd.ere.l &owrtDOnt ho.a incroo.aed 1n recent yoora . To.x ex.:~~ptiolll clAiDid 
by auoh offiooro and omployaoa - - on"o nn t noquity of rolatlvo ly ali&nt 

imp• rtenoo -- boo booome n ~:~ost sorious clotoot in tho tiaool ayatoms of 
tho 6tntoo and tho nntion, for t hoy roly inoroneingly upon graduated 

inocmo tnxe1 tor tho1r ro'fOnuoa . 

It i a diN'ioult to clofood todny t ho oantiJluntioo ot eithor of 
thoao rapid ly e xpanding Otrooe ot true om :::ptioo. FUod..,.ontally our tax 
lo"' nro intoodod to epply to nll ci ti&one eqUAlly. Tht\t dooa not .,....., 
thot tho oor.to rnto of inoomo to.x should npply to tho wry r ioh mo.n o.nd 
to tho wry poor rnno. Long ngo t ho Unitod St~toa , throul)h tho Congrooo , 
aoocptod tho prinoiplo tho.t cithons onould pc.y in Qooo,..lonoo v.'ith their 
nbility to pc_y, o.od thnt idontionl tcu rr.toa on the rioh ond on tho poor 
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Aotuolly worbd nn injuatioo to tho poor. llonoo tho origin of pro­
gro .. iw aurtr.,.,a on personAl incQr.lo ne tho individuol pcroonol inoaoo 

inoroo.soa . 

To:r o:ro"!'tiona throu!lh th<: <II'TIOrthip ct govorDI!IOnt aocur1t1oo 

of rJt.f1Y kindo- todornl, atc>to llD4 local- blno operated opinot tho fair 

or ottooti'ro oollection ot progreaaiw surtoxea. lDdeod, I thinl< 1t 1o 

l'l>.ir to say thot tblao O:XOJII!Itiona htlw viok.tod tho spirit or the tax 
low itself by nctuolly giving o greeter ndV<>ntogo to thooo with lorgo 
1noanco thtln to those w1 th I!Mll incomes , 

lien with groot moons boot nblo to o.uume buainou rialca how 

been onocurogod to loolc up 111botontid pcrtiona of their !'IIndo in t&x­
o.-pt eo011ritioa. lion with Uttlo ""o.ns 'IIIIo should be onoourogod to 

hold the eocuro obliO'tiono of the federal and ato.tc> gc.,.rtlr.IOnto ho.w 
boon obliged t o pny n rok.tivoly higher prico tor thoao oo011rities tho.n 

tho very rich becouao tho to:r-l.m:umity 1a or much leu Vl).luo to tlulm 

thon to thceo whose incomoo toll in tho highor brAckets , 

For ~:~ore tho.n twnty ygoro Soorotc>rieo of tho Treanry ho.ve 

roportod t o the Congrooo tho CJ''"'ing evils of those tax o:rogptiOM. 
Eoona:data ganerolly ho.ft ror;nrdod tho~> as wholly inoonaistont with on;y 

ro.tioDill oyotor.l of progreuivo to.mtion. 

Therofore , I l ay boforo tho Congroes tho ctatemont thnt n 
foir o.nl orrootive progrouivo inc""' tax ond ll hug<> porpotulll reserve 

or t~x-exampt bonds onnnot oxiat aide by lido. 

The ~oairnbility of tbio reo<r:li:IOndotion htla boon o.ppo.ront tor 
..... tine but borotoforo it ""• boon o.sowood thtlt tho congrou ... 
obli;;ed to l'ltlit upon th~t oumboraauo c.nd uncertAin remody--"" conatit\1-
tionc.l runendmont--bofore tc.king notion. Todo.y, however, oxproasions 

in rooont judioio.l opinion• loo.d \Is to hope thllt tho ~••umptiona under­
lying theao doctrines nro beinG quosticnod by tho owrt itaolf c.nd that 
these tn:r i=unities AN> not inoxornblo roqu1rooonts under the Conotituticn 

1taolr but uo tho res\llt ot judioio.l decision. Theroforo, it is not 
unrenooooble t o hope thot ju~iclo.l decioion aoy rind it po11iblo to 

ocrroot it. Thtl dootrino woo oricinAlly evolved out oro. totAlly 
different :ot or oooncaio oiroumata.ncos traa tboao which now o:rlat. It 
is .. fo.nilillr principle or lnw thllt dooiaiona l6so their binding foroo 

whon tho roc.aona supporti1~ them no lon&or o.re pertinent. 

I , therotoro, rooc:a;wnd to tloe Conp-i3111 thnt ettootiw action 

bo prmptly to.Jcon to tominc.tc> theoo t&x-o"""'Ptions for tho futuro . Tho 

logisl&tion ah011ld confer tho sc.oo powora on the atctc>a with respect to 

tho. tll:mtion or tcdonl bond• hore..ttor iuuod ... is granted to tho 
roderol govornoont with roapoot to sto.to nnd mun1o1pc.l bonda hercc.ttor 

iasu.ed . 

The so...,. prinoiploo ot just to:mtion Apply t eo to.:r o:rocptlono 

or ottioic.l anlcries . t ho todorol gcverz:nont doos not non l evy inctaO 
tc>:roa on the hundred• of thouao.ndo of stAte>, county and rsmicipcl 
Oeiployece . Nor de tho atatoa, t.mder exietinc dooision.a, le~ J.Dc.CDB 
to..xoa on tho aelf'rietJ of tho hundroda ot thou.ecuxh of todoro.l ar:'lployeoa . 
JUetioo in .. sroc.t domoornoy should tront tlloao who oo.rn thoir li .... lihood 
from government 1n tho aono wo.y c.a i t tronta thoao who oArn tho1r livoli• 

hood in pri""tc> ocploy, 

I roocs:cond, thor-oto.ro , 't.hc.t tho CoD&"'•• enAot lo,1alo.t1ca 
ondin& to.x oXDcption on gavo!T.;aor:t so.U.ric• ot tlll t:i.n!a, oon.to·rring 
p~rs on tho ato.toa ~th reapoot tc tedorcl aclorioa end powera to tho 
feclornl &OVOrJ"Ct¥)nt rlth r~apoot to stc:tu !U1d. looc.l r;ovornft.lnt ICLlui••• 

Such logiolotion oo.n, I boliovo , bo on&otod by ll short o.nd 

o1.111ple otntuto . It w011H aubjoot o.ll tut\lro otntc> nnd looal bonds t o 
oxisting fodora.l truws1 Ant' it \ICUld ocator atm.lAr powora Cll ato.te1 in 
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At tho oomo time, ouoh a etotuto wnuld eubjoot etote o.nd 
lood employooo to exioting todernl 1noaoo t"""'"J nnd oonter on tho 
etntee tho equhnlent powor t o tax tho ealcriee or tedernl eq.loyeoe. 

Tho ending of tox oxell!ption, bo it ot gmrllllllnt eeour1t1ee 
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or ot gO'f'llr..,.,nt onlcrieo, 1o e. IMttor , not ot politioa , 'tNt ot principl e , 

FRUIILIII D. ROOSEVELT 

'I'IIE Wlll'l'E HOUSE 

April 26 , 19S8 
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ED/I TELEGRAl.! SENT GRJW 

April 25, 1~38 

6 p. m. 
/,;lEl iB/.Sey 

l ONuOM (ENGLAND) 

170, 

FCR B'J'!'TERVIORTH FROU SECRET/.RY OF THE TREASURY. 

Preliminary figurEs of subscriptions for 02oo, ooo,ooo 
Comm~ity CrEdit Corporation 13 mont!~ 3/4 pErCEnt ptr 

annum notE: a z=·antEE:d by th£ 'Jn1tE l St atEs offErEd today 

indicatE subs o:-~ptions at lto.st SEV';:l timEs amount of 

offer , 

Ell : L\'J\'1 

SU;E TO : :.ml!mbo.s sy, Pnris 1 

WELLES 
ACTING 

!IF 

FrancE . For Cochran from · 
Stortto.ry of thE TrEasury 
as No. 236 , 
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TREASURY DEPARTMENT 2!C 
' INTIIIt O ri'ICI CQMiliUNICATION 

..... .A;pr1l 25, 19}8 • 

TO Secretar~enthau 

J:.!r. Hs.~/7 
The next move in the recovery program. ·-

Subject : 

1. The recovery program as outlined by the President . 

As we interpret the President ' s mees.age to Congress, he 
does not consider legislative action to permit increased 
Gover nment spending nor the two monetary moves desi gned to 
i ncrease bank reserves as isolated measures to benefit bust­
ness , but as essential parte of a general program for business 
recovery. Other parte of this program include F,H,A, loans 
to~ housing, R.F.C. loans to aid business, and various other 
measures already taken or to be taken. 

In his message t o Congress, the President says: 1 All the 
energise of Government and business must be directed to in­
creasing the national income; to putting more people into 
private jobs; to giving security and the feeling of security 
to all people in all walks of life.• 

It would therefore seem that the success or failure of 
these recent measures in stimulating business cannot be consid­
ered eeoarately, but that the success of the recovery program 
in its entirety must be thought of. 

2. What w1ll determine whether or not recovery measures 
are *taking hold*? 

In determining whether or not the recovery program is 
"taking hold1 , consi deration must be given to the usual lag be­
tween cause and effect in industrial trends, which may extend 
to several months . The huge bonus payments made in the aucmer 
ot 19)6 , for example, seemed to have no appreciable effect upon 
industrial oroduotion until late 1n that year , but the upturn 
ln production that eventually occurred was very sharp. 

Evidence of its •taking hold1 may be seen first in its 
effect on security prices and on sensitive commodity prices. 
This does not mean that such prices must rise continuously, 
however. A typical pattern 1n a r1aing market 1e a eucceeaion 
ot strong uoturne each followed by declines of one- third to 
t wo-thirds of the'previous rise. The action of the markets 
since it first became known that strong recovery moves were 
being olanned has been within the 11m1ts of this pattern. 
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The next vieible evidence ot the progrlllll's •toJting hold" 
should be seen i n i ts etteot on the volume ot new orders tor 
goods, materials, and equipment . There may be some lag, how­
ever, between the new orders and t helr notual etteot in in­
creasing business aotivit7, since (1) the orders may reoresent 
precaut ionary buying, and call for delivery some time later; 
gn~ (~) tne earlier orders may be filled by reducing accumu­
lated stocks rather than by increasi ng production. 

In the preeent situation, a ravorable reaction to the 
recovery measures is already evident from the rise in seour1ty 
and commodity prices, and an upturn 1n textile and steel or­
ders. The trend ot business activity, as represented by 
general business in<1exes, may not tully reflect these tor 
several months, however , tor the reasons above mentioned. The 
seasonal iillprovement in business wn1cn was in progress at the 
t i me ot the recovery message may in t he meantime be continued. 

3· Uhnt to do in case recovery measures do not •take hold•. 

The recovery program, as we see it, i s not to be a s eriea 
01 ousinese stimulants, but a continuing program developed on 
a substantial foundation. The President states in his message 
to ~.:ongress that "I have set my hope, my aim, on stabilized 
recovery through a steady mounting of our citizens' income and 
our citlzens ' wealtn. • 

To achieve this aim, the Administration must necesaarily 
look beyond t he short-time reactions of t he apeculative mar~ete, 
ana concentrate on the fundame ntals ot the business situation . 
In compariaon with this, t he succees or fail ure or l ndividual 
measures are of minor importance. 

Among the fundamentals of the recovery program, the encour­
agement of private spendi ng anQ lending is of vital i mportance. 
Pr1vo.te spending can aocompllSll resuJ.ts more quickly and at leu 
cost than Government spending, s ince private concerns are 
already in business ana eacn ousinessman knows where he can put 
money most profitably to work. Under any recovery program, t he 
Government must eventually retire trom the spending field in 
favor ot private spending. The sooner th1a can be done, t he 
l eas costly it will be to the Government. 

Among the various methode which may be used to encourage 
private spending, a gradual rising price trend is ~oat effect ive, 
and we bel ieve most important in t he present situation, where 
deflation has caused general industrial contraction. Rising 
prices create confidence in the business outlook, encourage 
more expansive lending policies, and lead to buying of goode, 
materials and equipment. All industry spends more freely when 

I 
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convinced that prioee are goi ng higher, agricultural incomes are 
increased, and farmer purchasi ng i s st1aulated. The business 
im'Orovement 1n 1933 vtaa led by an upturn 1n purchasing from the 
south brought on by an improvement 1n cot t on pr i ces. 

In view ot the importance ot keeping prices on a gradually 
rising trend, we suggest that the President, at a sui table time, 
reiterate the s tatement on prices made i n February, in whi ch he 
mentioned t hat Government policy would be directed toward raie-
1n~ prices , and said: ' Gover nment polioy must be directed 
to'lla rd reversing t hie deflationary trend. This does not mean 
that all prices should advance, nor that the rise should be 
rapid •••• Our agricultural , industrial, housing and monet ary 
pr ograms have been and will be directed t or;ard this end. • 
Recent action&~ake~JLn furtherance ot t he price-raising pro­
~ram should be l~i!bwed, and t he intention e~reseed t o con­
t inue directing Government policy toward bri nging about a 
risi ng price t r end. 

A suitable occas ion tor such a statement might be i n con­
nection with any statement on monopolies , or in connection with 
the announcement ot any plan tor reducing steel prices. 

Opening of special avenues tor private soending 

In addition t o the broad field ot encouraging private 
e1)end1ng through r aising commodity prices , work should be done 
1n a number ot special f i elds toward removing obstacles Which 
now block a substantial volume ot pri vate s pending and lending. 
The opening ot the s e avenues tor private spending would consti­
tute str ong price-raisi ng i nfluence s, not only in a psychological 
way, but t hrough maki ng more effective on prices the increase 1n 
excess bank reserves recent ly created. 

Among tbe special fields which appear pr omising in thie 
respect , we· call attention to the following: 

(a) Work is now bei ng done by a sub-commit tee of t he i nter­
departmental price committee toward lnoreaeing t he buying ot 
steel products. An obstacle to this is the continued high level 
ot steel or i ces. A reduction 1n steel pri ces , even though t em­
porary. would undoubtedly i ncrease steel buyi ng, which is an 
important need in the present business si t uat ion. 

(b) FUrt her ~provement 1n residential building could be 
brought about by a lowering ot construction coat s through (a) 
movi ng against costly rackets in t he buildi ng industry; (b ) el i m­
inating inetfioient labor practices which increase labor oeste 
11i t hout adding t o labor income s . A sub- committee is also work­
inG on these problema. 
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(c) A large volume or potential spending exists in the 
utllitY field, which represents a continually growing industry 
now i n need or new capital. Before t he depression, utility 
issues made up t he largest section of t he new capital market. 
The present low interest rates , combined with accumulated 
cao1tal needs, would tend to stimulate spending by the utility 
coc,aniee if t he outlook f or the industry could be clariried. 

(d) The railroads provi de an imPort ant source of private 
snendlng that i s now largely unavailable , partly because of a 
fundamental declining trend in railroad t ransport ation. The 
development or some plan for taking care of current financial 
problems or the railroads, plus a long-term program leading to 
an expectation that the railroad problem would eventually be 

' solved in a practical way, would do much to increase spending 
1n this field. This is one of our important proble~s , and 
efforts should continue to be directed toward its solution. An 

'1cprovement in business would itself bring i ncreased spending 
by the ra1lrol\de. 
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(e) In the banking f i eld, despit e t he existence or ample 
~r.cess reserves , at least two fac tors restrict lending and 
lnvestment policies and tend to nul.ify recent monetary mea­
sures. (1) The banks lack adequate capital funds . Unfortunate­
ly, the very low interest rates brought about by the existence 
of a large amount of excess reserves dimini sh the profitabi lity 
ot banki ng capital, and so make it dirrioult to secure an ade­
qu~te supply of capit al from private sources . A method might 
be worked out ror improving the capit al positions or banks. 
In Treasury financing, a concentration upon short-term securi ­
ties, wh ich are more readily absorbed by banks, would place 
less strain upon their capital structure. (2) Ri gi d ban.k 
examini ng oolioies tend to restrict loans. Banks would be 
encouraged- to expand the ir loans to private i ndustry by a 
uniform and more liberal examining system, i n which attention 
is directed entirely to the real quality ot loans , to the 
exclusion of any consi deration as to whether or not they con­
form to a oreoonceived notion of the banking process (i.e., 
nart1culariy t he concept that bank loans should be •eelf­
l1qu1dat i ng•). 

Things to be avoided 

Zo increase the volume of private spending moat effectively, 
certain thi ngs should be avoi ded: 

(a) The fear ot a revival of serious labor diffioultiea 
1s an i moortant threat to the tull success of the recovery 
nro3ram - not only in restricting private investment i n industry 
a t the ~resent time , but ~8 a potent ial threat to the continu­
at ion of business recovery after the pump- priming program has 
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been completed. An inoreaee 1n etrikee recently on a alight 
1crorovement 1n bua1neea, aoet ot them unauthorized etr1kee, ie 
taien as toreebadow1ng more eerioue troublee on an:r real bud­
ness uptum. In hie recent aeuage to Oongreu, the Preeident 
ea1d: 1Let every labor leader t1nd not bow work can be stopped, 
but bow it oan be made to proceed 11111oothl;r, oont1nuoual;r and 
falrl;r . 1 J.n)'thl.ng that lligbt be done to lessen the threat Of 
labor d1sturbanoea would tend to encourage industrial. expaneion. 

(b) In the al.lotment ot funds tor W.P.A. projects, those 
which would have an anti-pump- priming etteot should, it poeaible, 
be avoided. The allotment ot mone:r t or building mun1o1pal power 
plants to duplicate existing facilities is an illustration or 
spending whl.ch 111ght retard a muoh greater amount or spending by 
private utilities. 

(c) Prices or t1n1ahed products should be kept from going 
too high when business improves, since this would tend to cur­
tall pr ivate spending. Continued ettort should be di.reoted 
toward setting up a permanent committee , e1m1lar to the one used 
by Great Britain, to bring all available influences to bear in 
preventing unJustified price increase s. 

(d) Everything possible should be done to encourage new 
corporate financing. The volume ot new tinanoing 1s greatl;r 
dependent uoon the trend ot the bond market, in whl.ch Un.ited States 
Government lesues play an important part. Since a graduall;r r1aing 
trend ot bond prices ie moat desirable tor financing purposes, an:r 
sharp reaction in the Ooverlllllent bond market which might eeriouel;r 
curtail new financing should be oaretull;r guarded against. 

Regraded Uclassified



TREASURY DEPARTMENT 

INTKR 01'1'1C& COMWUNICATION 

,_ II, A. Barrle 

.l !bor\ mlw ot !M v. I. Ooy'FWP' 
1!0111,\J Mrk!' 4priM \bt Wt J!@ 

261 

A broe4 •-·• for ~.-or,. boll .. autac \he pe.e\ 8Mk tore .. prt.oee 

abarplJ lUper riih \he n\ire lh\ aortae \o - h1cha tor \he c"UHa\ 7eu, 

11th \he ucoop\ioa of \he UlrM eborke\ iua .. , whlcb "" 6 \o 10/'latlt4a 

b.\cber, illllllriaul plu r&11P4 froa U / :sa>U \o a&/'Ja>4a . !be a.erace pricoe 

tor \ boa• ieeua ""'' 4la.e or a.lleble iA 8 ,...,, .. _ .. \o 1015, ?2, wbioll 

11 1 6/8 poill\a abo•• \he 1 .. e1 Oil April 13, \he 4aJ pr..toea \ o \he 

PraaldiJl\la ••eace \o Ooacreu, !be Mrloo\ •• fa1r1J ac\ha \he fire\ 

three 4&7• be.\ aa \he .,.'- OOAU.-4 \o eell bo ... 4aJ \o 4aJ .. _ .. 

wore collfiae4 \o .-11 freo\lou. Cia 'ftalra4aJ prt.cee .. ....., .. eharplJ, 

01&11>17 Oil \he belief \he\ \he ~....., wwl4 --• a\ \he cloee ot \he 

daTa procrea of re\lrtac a\ leae\ a par\ ot \heir nell17 bill u\Vi\7, 

0.1Jla for \be ..., J'&11P4 \o 1/2 of a pols\, Prt.o•• ooll\1....., \o .. _ 

lblrplJ 111> ...,17 \ft4iae :rrt.4a7 aontac ba\ 1a \he afwr~>ooll u4 oa 

Satur4aJ - profU eelltac - 111>\o \he -.s-101\ u4 prt.o .. 4rt.t\e4 ott 

troa \heir b1cM 1a .a .U•\er \no4111Co 

lol- of \ra41ac la \M aok -rloo\ 4lalalebe4 u \M -" el:ft!IOM 

"" eaa11 prt.ce .......... \be fire\ fov 4&7• "" par\17 otfM\ liJ eaall 

lou .. \he lee\ two M1•· Deua4 •• o•••• 1a the loacer unrUi .. u4 

u.o .. h ... •hr111C at\el' 1tM ......... 1 "' ~,.,.... !be hU 1811 

oo\ee Uclhe4 1/aa.A.a u4 are- ... ,., 101 11/Aal.a ~4, *loll h 10/aa.A.a 

Regraded Uclassified



-~ 262 

abon a •ao ;r1al41 llaah, '!'be Sept•llar leas 110\aa 4eol111e4 6/33114• wb1le 

o\bor 1938 aa\ur1\1aa u4 \b.a U:S9 aa\v.riUaa ware prao\1call7 nMb.eoca4. 

on. ll&ill reuoa ~ \be ab.or\ ,_ MrD\ lu\ .... lt ...a1ae4 rala\halJ 

'I'll•' ill coll\rea\ \o \b.a allarp a4't'a11Ce ill looa4 price• appeera \o lla ~e 

of \b.a extr .. lJ low ;r1el4a. U alp\ lla aa14 \be\ 1Ana\ora b.&,.. beea 

prac\1call7 1 fro .. a 1 0'0.\ of \be ab.ort tara ll&rlaa\. J. poalti'te ;rtal4 C&D:IIO\ 

bo obta11le4 Oil aAJ 41rec\ IIO,.erllllellt aeouri\7 aatur111C wi\b.iD 1 Jl&r eD4 

9 aontb.o aa4 1t h necauar, to tp be7on4 II 71aro to obtalll ao .v.cb. ao 1 •• 

CorporaW Bop4 Prk!\ 

u\111 \7 boll4o were ill fair 4-4 wb1la railo colltill'lle4 to lac. Howe .. r, 

\b.o warm recaption accor4e4 \be $60,000,000 offtriiiC of Conool14a\e4 141ton 

Comp&DJ 3 1/2'{. 4ab..,\urea Oil '1'bo.ro4&7 att...Ua ta4 tb.e marlaat aa4 broqbt a 

&OOd 4-.od lnto all aact1oaa of \be •rat \b.a laHar part of the weak. 

'lha nat renl t -• fairl7 oubatut1al piaa tor \b.a weak. !be chaliCe• 11l 

tho n .rioua lloo47 boa4 ... race• tor \b.e por1o4 J.pril 14 - 32 are chall 

below: 

MooR'• tee Bond Price .lYtlM! 

laasatnala 11!1! Vt 111t1aa Qoeh1aa4 

Cb.aace tr<a J.pr, 14 
tb.roup J.pr. 32 , . . . . .. 1.90 .. 1.211 

Mootrta Mt lo!4 PrlC! AY!F!Q 

O..oca troa J.pr, 14 
tb.roucb. .t,pr. 32 • • . . . .. 3.83 

D!tl.•r• t PorVollo 

.. 0,89 

+ 0 . 11.7 .. 1.43 

• 3.08 .. 1.66 

Bol41nc• of 41ract 10,..n.aat a-n Uaa e4 &U&l'Utae4 iaauo bJ 

daalara 1acraaae4 hJ $43,400,000 laa\ weak, •• ab.owll below. !he 4&7 to 

Regraded Uclassified



(11 pua •• ,, 4t11m) 

.. lthp l'olUIIP 
gr. 11 .hr. p Qbpg 

orr .. IVJ boD4a ll'r,e ... 1 • 11.8 

• aot .. (1 TMr) M •• 38,1 • 1.9 
~ 

I I (1-6 JMn) at. I eo.e • 11.15 

I bUll 18 •• 1,9 - 1 •• 15 

H. O. L. c. . .. a.1 1 •• 15 ~ 8,8 

r. r. M. c. boll4a 1.1 6,1 • • •• 
13?.15 170,9 • a.• 

lollllo .. , .. .., .. 
1 n. 1:0 m. 

April 18 llll.& <62.8 eo.9 

I 19 111,9 19.6 1115.0 

• 3> llt,l 11.9 1115.11 

I 21 • .,.1 38,7 15<6,. 

I 22 153.9 36,8 1115.8 

I aa <611,1 N,l eo.e 

tna..n M11211il , • 

!be tollowiiiC trauaoUoa• nre •-W4 1a ~ I" Torll: MZII:e\ 

dllri 114: the put well:a 

rvo•••• 
$ 1,000,000 8 7/ ff1, treu. bolllla ~ 191115/80 o/o Go'f\. Llto I-• raM 

263 

3>,000 a ,,, I • • a/o INT· . et Iawrtor- bUdto::al 
IaU .. ....,.. 

lib& 

'1,000,000 1 1/ .. tnu. M8U et lMI/ 411 a /o C1'f11 hnloe le\1_, a 
Dteutu-, ,._ • 

Regraded Uclassified



Ia Ula paat ul•dar '"k. \be S,a\• aoU t6S,638,000 ..ar1ou lUia .. 

ot !reuv)' bollcla, replaot.a& t.beaa aelaa 'll'lU. pvehaaaa ot $.28,?1<&,000 

?ruro.r)' aoha all4 $34,136,000 ~ llllh. Howner, $U,oeo,ooo ot 

\t. \o\el ....-.at -• refiec\e4 la U.a a\e\-a\ ftek ead.a laa\ 'h41laa._,, 

oo \he\ ao far 4nrlDC the ourr&\ atet•aat •••II: oal7 $a>,!i?8,000 lloa4a 

han baaa aol4 all4 $13, ?M,OOO !raaro.r)' ao\aa u4 $? ,t .. ,OOO !r .. ro.r)' 

bllb ba~ ~·a pvcbaaad. 

!be ozar ~er \rallaao\loa -• U.. JI'I.I'Cba•• of $35,816,000 ftriou 

!lie •arloua traaaao\loaa alJ>Ca the Praal4aat'• •••aac• to CoDCrell 

ban r ... aHa4 tn Ula followlD& chugaa 111 Ula \o\el hol4llltl• ot bllla, 

TraaiUrJ Bllla 

• lo\aa 

• Boa4a 

Praaaa\ 
Ho14ly 

lllcraaaa (4 ) or 6acraa•• (• ) 
la ho14lD&a 
fros AAr11 13 u. 

• 714,867,000 •• 17,121,000 

1,191 , 906,000 • 31 ,214,000 

§5?,p,OOQ • 128,33!i,OOO 

.2,&64,016 ,000 

Regraded Uclassified



GROUP IIEBTING 

Present: llr. Oliphant 
llr. Gaston 
llr. Haas 
llr . Taylor 
llr . Lochhead 
llr. White 
llr. Bell 
llr . Upham 
llr . KcReynolds ' 
llrs . Klotz 

J.pr11 25, 19.38. 
9:.30 J.. 1( , 

(llr. Dietrich comes in, hands llr. Lochhead an 
envelope, which Yr. Lochhead gi ves to Secretary. ) 

H.U. Jr: (To llr. Dietrich) I recognize the fact that the 
hat is on means you Jus t came in. 

Dietrich: I just got here. 

H.li.Jr: OtherVIise, I YIOuldn' t have guessed it. 

Dietrich: (Leaves . ) 

H. ll.Jr: I thought you people VIOUld be interested to know 
that I've invited Harry Wh1 te to become a 
regular membe.r of the 9:.30 staff. 

Klotz: Glad to meet you. 

Oliphant: Going to make a speech? 

H.U. Jr: Want to 118.ke a speech, Harry? 

Ylhite: I think I've made so maQ1, probably the best thing 
I can do is keep quiet . 

H. U. Jr: Don't get many chances - better make it now. 

Archie, read this, will you. 

Lochhead: (Inaudible.) 
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, '. 

' 

B.U. Jr: Huh? Well, let me see. Yeah, I've read that. Let 
the boys see it's cODing in. 

(Bods to llr. Oliphant. ) 
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Oliphant: 

S. Jl.Jr : 

Oliphant: 

- 2 -

Nothing. 

Somebody did a good j ob on the Pearson item -
it must have been you. 

It wasn' t me . 
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JlcReynolds : His wife came home - he ' s been out or circulation. 

H. N.Jr: Whose wife? 

JlcReynolds: Her mans. 

Oliphant: She's been down at the farm. 

Upham: The sty was quite recognizable. 

Oliphant: What? 

H. I4.Jr: Anyway, the Pearson item was very nice . 

Klotz: (Inaudible question to H. M. Jr . ) 

H. M. Jr: Are you (Oliphant) following this Neblett case in 
Los Angeles? I 1m giving this (clipping) to IreY 
at ten o'clock. I mean, are you having anybody 
follow it? 

Oliphant: I'm not having anybody follow it; I 've been 
noticing it along . 

H.ll . Jr: Will you have somebody follow it? I'm having Irey 
look into the income tax end of it. Wb;y did they 
spend forty thousand dollars? ~~ was it necessary 
to spend forty thousand dollars tor that purpose? 
See? That has nothing to do with the income tax, 
Herman. 

Oliphant: Yes . 

H. U.Jr: I •d like it fairly prompt. Here 's the headlines . 
"Elliott tells Pu.stau •• • " Pus t au - isn 1 t that a 
nice name? n •• Talk of forty thousand dollars new 
Federal building •deal. ' Sent five thousand 
dollar note back. n I'd get the original minutes -
huh? This, I am going to give to lrey. But the 
tact that - I mean, they spent that much -
Anything else, Herman? 

Oliphant: House rlll consider the Independent Offices bill 
conference report today. Al:ld the Senate is s till 
on BavY Construction. 
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a.u.Jr: 

Oliphant: 

ll .JJ . Jr': 

Bell: 

ll.M.Jr: 

Oliphant : 

!I. I4.Jr: 

Taylor: 

R. iJ. Jr: 

Bell : 

!l . IJ. Jr: 

Bell : 

B.:4. Jr: 

- J -

Can you t ell me , in what form the new Ickes 
Public Vlorks bill is? 

I ' ll ask this morning and •• •• • , 

I ' d li.ke to know before I go to lunch, because at 
Cabinet the President sai d that he di d not want 
i t wi t h Ickes maki ng the grants and R. F . C. making 
the l oans - I mean he didn' t want to divide i t 
entirel y . 

I think - I haven ' t seen it, but I do Jrno;·: t ha t 
the Appr opri ation Committee has a copy of it, and 
it's an extension of the authority now existing, 
and increasing the amount of funds available t o 
a million f or loans and grants , separ at1ng 1t 
indefin1tely 1nto four fifty for grants and five 
fi.fty for loans . 

Uy interest is this: I think ,.,e •ve demonstrated 
the correct way to sell securit1es for 1ndependent 
agenc1es the way we are do1ng it today, and if 
llr . Ickes sells his bonds to llr . Jones and Mr . 
Jones sells to the publ1c- and all that , I think, 
is a l l wrong, and I think any agency, from now on, 
if they are going t o be Government guaranteed, 
they should be done just t he way we ar e do1ng it 
today, G1ve us complete control, and 1f the 
other agenc1es have not done a good job , the 
Treasury does, and t hat ' s where I ' d l i ke to see 
it done. 

I can g1ve you a half-page summary of that b111 
this morn1ng . 

That ' s my 1nterest. 1'/e should have the sole 
aut hor1ty of offering any s ecurit 1es for any 
agency - for the Government 1n the1r behalf • 

That 1s full y guaranteed. 

That 1s fully guaranteed, yes . 

Well, Ickes ' aren ' t . 

Are? 

No . The matter of selli ng I ckes • bonds will be 
sell1ng mun1c1pal and state bonds after he takes 
them under contract. 

Are you sure? Ther e was talk of him sell1ng his 
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Bell: 

H.M.Jr: 

Oliphant : 

H. ll .Jr: 

Oliphant: 

Bell: 

H.!J.Jr: 

Oliphant: 

H.M.Jr: 

Bell: 

B.M.Jr: 

Bell: 

H.U.Jr: 

Bell: 

H.M.Jr: 
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I think that is out . 

It it's out I 1m not interested, but as a divided 
authority between R. F. c. and Yr . Ickes, -
doesn' t concern me, but it they ara going to be 
tully guaranteed, I wouldn' t think about it. 

You wouldn' t hava any large amount of bonds 
being thrown on the market at t he same time. 

If they don' t sell anything in the first three 
weeks of June - never have any trouble. He 
never makes an offering without checking. 

I ' ll give you a half-page suamary of that. 

After that ' s straightened out and we decide to 
put R. F . C. on its o•m feet i n the matter of sell­
ing securities, I'd like to see that arrangement 
outlined in the President's letter, that whenever 
we sell any of Ickes• obligations, the proceeds 
come into the Treasury. 

Dan, I admi r e you from the bottom of my heart. 
You still believe in f airness. 

Santa Claus . 

I'll go through it with you - enjoy it - sign 
the letter with you. 

The letter bas already been signed, and next year's 
budget has been built on that basis - of a.n under-

• standing with Yr. Jones. 

We have no budget for next year . I read the funny 
papers on Sunday. 

I don•t get over them until Konday. 

But I ' ll go right along with you, travel right 
along by your side . 

I think we ought to try it. 

Oh sure, lots of fun . 

Aa long as you have the floor, who koo1rs who ' s 
the President of the Panama Pacific Ste~hip 
Coapaa1 and who owns tbe stock in i t? 
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Bell: 

8.7J.Jr: 

Taylor: 

H.U.Jr: 

Taylor: 

B.U.Jr: 

Taylor: 

B.W.Jr: 

Taylor: 

H.M. Jr: 

Bell: 

Bell: 

H.M.Jr: 

Taylor: 

- s -

(Nods "llo. ") 

Lochhead, you get ahold or that? 

I talked to Jerry Land on Friday, I guess it was, 
trying to locat e where these bonds could have come 
! rom. 

Yeah. 

And he's putting a fellow on that. 

I see . 

Yeah. 

Well , it oughtn't to take more than a day. 

Well , it ' s - they were - apparently they were 
going to have a deal for construction ot one kind 
or another with Panama Pacific, and that deal is 
temporarily orr. 

Do you know about this, Dan? 

Yes . I hea.rd about it Saturday. 
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Panama Pacific sold eleven million dollars worth 
ot bonds on Friday. I want to know who gave that 
order, I want to know today. I want to know bet ore 
I see the President. Will you tel1 Jerry Land 
that? I want to know before one o'clock. 

You think it came !rom a Governmentd agency? 

Sold eleven m11lion doll ars . Do you know? Well , 
I ' d just like to call up whoever the person is and 
present him with my compliments and tell b1m what 
I think ot him - the way he handled this thing . 
Everybody's so t r ee to cr iticize us . I'm going 
to tell him i t ' s the first time that ' s been done 
since the Russian Government did that. It ' s only 
happened twi<B since I ' ve been here . Once by the 
Russian Government and once by Panama Pacific . 
Will you tell Jerry? 

(Nods "Yes.") 
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H.M.Jr: 

Gaston: 

H.]i . Jr: 

Gaston: 

i! .II! . Jr: 

- 6 -

Huh? Tell hilll, please. I•d lik.e to find out. 
It's a swell way to sell Governments. 

Herber t ? 

I have nothing . 

I haven't seen Saturday ' s article about one Jake 
Viner. 

In the Post? 

Yeah. Will you shoot it in? 

27::1 

Gatlon: - Yes . 
'--Taylor: Got an editorial in the Post this morning. 

H.PJ.Jr: You people know I got the letter from Rief ler 
res igning everything, including going to Geneva 
and everything - whole business . I ' ll just 
read a part of it . 

Oliphant: 

· R.l4.Jr: 

Gaston: 

H.!.I.Jr: 

Haas: 

"I have been trying to phrase a note t o you that 
would convey at one and the same time a deep sense 
of that unhappiness together with my reasons therefore, 
my deep sympat~, affectionate admiration and r espect 
for you, and my desire, under the new circums tances 
for relief from any official or semi-official responsi­
bilities whlch I may have . I have decided finally to 
convey my reaction to the new progr am in the accompany­
ing separ ate memorendum end t il confine this note to 
mor e personal considera tl.ons. 
He ' s resigned,everything included- Geneva thing, 
and everything. And as a result of y.·hich he was 
up at the conference Saturday there and didn ' t 
open his mouth. Didn' t take any part in the dis­
cussion. 

Which conference? 

New Haven. But I would like to have the Viner 
thing. 

Yeah. 

George? 

I have a couple things . 
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!i./.I,Jr: I see you changed the position ot your sun burn. 

~cReynoldS I George and Herbert and I played golt saturday and 
Sunday both. 

Haas 1 

a. '!. Jr: 

Klot~ : 

Oliphant: 

H, IJ,Jr: 

Haas: 

H.M.Jr 1 

Haas: 

H.M.Jr: 

Taylor: 

H.!l.Jr: 

Taylor : 

H.!J.Jr: 

Bell: 

Lochhead: 

Gaston: 

I got the sun burn because the white sand reflects 
the sun more . 

Being in the bunker most of the time? 

(To Mrs . Klot~1) Say, where are all those nickels 
I won? 

They' re 1n the safe. 

She thinks we 1ve gone too far in desterili~ing 
now. 

A_h, ••.• • 

I ' ll have that business statement in. 

Anything else? 

That's aU. 

(Nods to Kr . Taylor . ) 

(Nods "No.n) 

Now, who makes the announcement about the books 
being closed, and how long do we give these fellows 
to turn the stuff 1n1 and all that? 

We do - give them •• • • 

We do? Four o'clock press conference? 

Kake it five. I think about four thirty we'll have 
a notice - about the same as t he Governments. 

I mean, when they ask me ot four o ' clock whether 
the books are closed. 

Daylight saving time. 

Yes, and shall we have the Press Conference this 
afternoon at three o'clock on account of daylight 
saving time 1n New York'l 
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H.U.Jr: 

Taylor: 

H.M.Jr: 

Gaston: 

B.!l.Jr : 

Taylor : 

H.J.! . Jr: 

Lochhead: 

B. li.Jr: 
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I 1m sor ry . Ro. Ro, it' s most inconvenient for 
me. I mean, it just spoils the whole arternoon. 
But just see that - I mean that the R. F. C. doesn't 
do both. They were all right on this. Check on 
this; if we are going to do it, let' s us do it. 
I don't want Jones - I want Jones to keep out or 
this . 

He ' s out . 

0. K. Well, will you see it flows to me, you 
people. 

Yes. 

Burgess would know by now how 1t was received . 

I ' ve got some preliminary sturr already. 

(Over telephone:) Randolph Burgess . 

Archie? 

The franc has turned qu.ite strong now. It's up 
to 3 .10 from a low of 2.99 and a fraction, this 
morning . 

I ' m going to this meeting at ten-thirty ••• • • 

(Telephone rings. Conversation with Jir , Randolph 
Burgess at 9:46 a . m. follows :) 
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Ojlera tor : 

H . ~t .Jr: 

,•,· . R • 
Burgess : 

tl . J.\ .Jr: 

8 : 

d . :.i . Jr: 

F: 

li.M. Jr: 

B: 

B: 

H. c.; .Jr: 

B: 

ii . !.l .Jr: 

B: 

H. 'l.Jr: 

8 : 

H .~ .Jr: 

8 : 

IJ.!.! .Jr: 

8: 

Hello . 

Burgess. Go ahead . 

Hello . 

Hello, Henry. 

April 25, 1938 . 
9: 46 a.m. 

C&n I buy five million of those Commodity notes? 

Well, you can put in t he subscription for them. 

I see . 
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You pr obably ~on 1 t get a llotted more than five percent. 

Well, haven ' t I any influence or ound here? 

Not the slightest. 

Not the slightest. 

(Laughs) 

Are they tha t good? 

They're pretty good . 

I see. 

Oh yes, they ' re going t o g et a grea t big subscription. 

The Street likes them. 

Yes. 

Uh-huh. 

Ah - how ar e Governments t oday? 

About the same as they were Saturday . 

Uh-huh. 

There ' s a lot of underlying strength there. They'll 
go up aga in. 
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a.-1. Jr: 

B: 

H . ~I .Jr: 

B: 

ii . J .Jr: 

B: 

il . ·:. Jr : 

B: 

F. . ".' . Jr: 

B: 

H. :l.Jr : 

b : 

H.:t . Jr : 

B: 

H . ~' .Jr: 

B: 

li . M.Jr: 

B: 

H . ~· . Jr: 

B: 

B. ll.Jr: 
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Uh-huh. It' s wonderful the 'lfay priva te business 
handles an 11 million dollar bond order , isn' t it? 

Y.es . 
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Wha t? If either you o r I did it, we' d make the front 
page . 

(Laughs) 

What 's t he matter with those fellows? 

I don't lrno.v, 1 1m sure. Well, they didn' t do so 
badly, a s a ma t ter of f act, I don •t think. 

Well , I mea n it ' s t he craziest sort of • • •. 

Oh, of course i t i s ; 1t 1 s perfect ly insane. 

.~ell , there 1 s nothing like tht t since the Russian 
Government sold a million pounds sterling ; tha t's 
the l as t time we had an order l ike that . 

'l!es, I think it was . 

Yes . 

Yes. 

riell, I'm - I' m going to f ind - 11 m finding out wno it 
is, and I'm most likely going t o tal~ to the president 
of the company. 

I think that • s a good i dea . 

Pay him my r espects ••. 

(Laughs) 

14r. Franklin . 

Well , he was a great help t o us. 

Yes . 

This is the son, isn' t it? 

l>xcuse me? 
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B: 

B: 

H.:J. Jr: 

B: 

H.:J. Jr: 

B: 

. :· . Jr: 

B: 

B: 

B. il. Jr: 

B: 

H. l . Jr: 

B: 

H • .t.Jr: 

B: 

H. IJ . Jr : 

B: 

B. >!.Jr: 

B: 
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lhis isn' t the old man, is it? This is the son. 

I - I - I don ' t know. We - Ne're having them find 
out wno handles their money . 

Yes , I see . 

And tne interesti ng thing is, es far a s I•ve found 
out they have no use for it. 

They Just thought prices 11ere high, is that right? 

I don't know whether or not. 

Rell, that's right interes ting . 

Nothing you want to volunteer? 

No , not a thing, except we 're going to have a hard 
time keeping these subscriptions down, if that' s a 
problem. 

Well , you love to do that . 

I know it; it 's kind of fun . Don' t :you kind of like it? 

NO'N ••• • 

(Lnughs) 

',Yell, I mean I ' d rather do that than scrape up some 
orders . 

lo b)', sure, it looks like prosperity anyway. 

That's right. 

Glad to have something look prosperous . 

That ' s right. 

hll right, Henry. 

Good-bye . 

Good- bye . 

All right. 
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a.».Jr: 

Lochhead: 

H.JJ.Jr: 

White: 

H. J.I.Jr: 

Lochhead: 
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Archie? 

That's all. Just on the franc - that 's the only 
thing we have so far. 

Harry? You know we are meeting at ten thirty. 

I didn1 t . 

Well, I want ten-thirty - I want White Lochhead , 
Taylor, and are the visitors here? ' 

lllr . Knoke's here. 

27S 

I 1~ John Wil.1iams has had some appendix difficulty 
... and be may not be able to be here. It the doctor -

he said if the doctor says 1 t • s al.l right he will 
be. 

H.M.Jr: 

Taylor: 

Klotz: 

Gaston: 

H.ll.Jr: 

And George ... .. . 
George Harrison, I think, is coming . 

They are all coming with the exception ..... 
I heard that Goldenweiser was taken suddenly ill 
Friday or Saturday. 

Oh, I'm sorry. Will you (lllrs . Klotz) check on 
that. I'm very f ond of him. And llac told me today 
that Reynolds , over in Procurement has been very 
sick. 

I started to talk to llac about your organization 
(White's), you see, and within the next day or two 
you talk to him, and t wo things when you talk 
about it, I want you to think about . One: Poss i­
bility of bringing that boy back from Brazil, and 
two, inasmuch as Professor Buck has an office in 
the Chine$e Government, the possibility of wiring 
him that if he has that he should take it but we 
will let him come back, report to us, and l et him 
go, you see, as be ' s jus t interested in the salary. 
Now let him come back; we can talk <to him. llaybe 
just send for him to come back, and say, wwell, 
it you ca.n get a job with the Chinese Government ••• • 
but let him come back. 
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White : 

H.!J. Jr: 

\'/hi te : 

H.M.Jr: 

11hite: 

R. ~I.Jr: 

White: 

Bell : 

H.U.Jr: 

Upham: 

H.M.Jr: 

Taylor: 

H.!A.Jr : 
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With respect to Schmidt, I think it might be a 
good thing to move him. I woroer 1t you' d 
consider moving him somewhere else after he comes 
back for a while? 

Well , how is he • ••• t 
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He ' s on the job, and he 1 s improved, and doing wel l , 
I should say. 

Send him down to t he Argentine for a while? 

Either there or Uexico. I think he ought to be 
moved. 

Well , of course, the worse spot we've got is 
!Aexico. Well, think it over. 

Of course, he ' s been away sometime, and he ' s a 
young man, and possibly you might like t o l et him 
come back. 

Think about i t , and we ' d like to have Buck come 
back and talk to him, and if he ha~ a job, l et him 
go back. 

Dan? 

I have nothing. 

(Points to Mr . Upham. ) 

You want me to say a word no11 about this letter 
from the Pennsylvania Bankers Association? 

Yeah. Yeah. Yeah, I just - I 1 11 just sign it -
you write a let ter for me . I am not going to do 
i t . I • m not going to talk at this time - very 
sorry. No, I thought it over; I'm not going to 
talk until I•ve got something really important to 
say. I don't - as much as I'd like to do it for 
Pat Boland . 

Are you fellows getting st arted on the Comptroller's 
business - bank exami nations? 

Two-thirty this afternoon. 

With me t omorrow. 
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Taylor: 

H.lA.Jr: 

Upham: 

!I.M.Jr : 

Upham: 

H.li.Jr: 

Upham: 

- ll - 273 
Yeah. 

(To lolrs . Klotz:) 
. 

I don't sit in on it. 

Did you put Smythe out? 

Oh yes , he ' s over there this morning. 

Incidentally, who did that Smathers bill ? Smathers , 
is that it? 

Smathers. 

Who did that bill? 

Well , (hesitatingly) I don't know. 

l.lcReynol ds: I was wondering if he'd gi ve you the same answer 
he gave me. 

!I . LI.Jr: I am surprised. Did you go to church yesterday? 

Uphllm: No. 

!l.lA.Jr : 

Upham: 

H. !t.Jr: 

Upham: 

H.!i.Jr: 

Klotz: 

H. t.I .Jr: 

Taylor : 

Well , you better . (Laughter ) 

Well , just so you know when I ' m lying it's all right. 

Well , you want me t o tell you who did it? 

No. 

All right. 

He•s having a swell time. 

lilac? 

llaybe lilac will tell us who did that. 

McReynolds : I haven' t anything to do with that. I •ve got 
nothing . 

R. !A. Jr: 

llcReynolds : 

B.U. Jr: 

Huh? 

I have nothiDg . I want to alibi George and Herbert 
if' they get noisy . They were exposed to Hester 
playing golf yesterday and it alight react. We had 
lots of fun - a nice day - did us lots of good. 

All r i ght. 
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April 25, 1938 

A meeting of the heads of the bank superv1aory agencies 

was held in Mr. Taylor's office at 2 :30 p .m. Those present 

,,ere : 

Treasury Mr. Taylor 
Mr. Oliphant 
lolr . l!uJl)hy 
Mr. Upham 

!Jr. Crowley 
Mr. Nichola 

FDIC 

!Jr . Tucker 
Mr . Sm;yth 

Federal Reserve Mr . LlcKee 
ldr. Davis 
Mr . Paulger 
Mr. Leonard 

Comptroller's Office Mr. Diggs 
llr . Folger 
Mr. Kelly 

~r . Taylor stated that this was a practice sessi on f ar 

rubbi.ng ott the edges prior to a meeting on uniformit y of 

bank examination with Secretary Morgenthau tomorrow. The 

inunediate 1incentive for the present diacuaaion is the state­

ment in the message of the President that there should be a 

coordination of bank supervisory agencies . The purpose of 

t his meeting, he said, is to find out the amount of coordin­

ation of examinations that can be accomplished without 

2C:J 
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l egi slation. He suggest ed that it might be valuable to list 

t he difficulties and see What might be done about them. Be 

suggested t hat the situation ,be explored from the standpoint 

of credit shortage . 

i.ir . Crowley said that there were compl aints about bank 

credit at the Roper conference ot small business men. Be 

28: 

asked to s ee the letters that came in trom t he small business 

men and was given a lot of excuses and when Roper was finally 

oi nned down, only three or four l e tters out of the 5,000 made 

any reference t o it . t.!r. Crowley said t hat he told Roper the 

fac ta didn 't warrant the emphasis t hat was placed on it in the 

press rele ase , to which Mr. Roper replied that the press played 

it up unduly. 

-.r . Crowley :said t ha t bank examination is primarily to 

~rotect depos itors f rom l oss but t hat bankers have used the 

exami ners as a whipping post for maey years. The credit 

reluctance grows out of (1) t he shock of 1933; (2} the fact 

that bankers are living on :service charges and security profits 

and are out of practice on loans and other ways of making 

money ; and (&) the fact that bank examiners really were tough 

in 1934 and 1935 in reorganizing banks and that a lot ot 

liqui dation resulted from loans being thrown out ot banks . 
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He expressed h is willingness to enter into t he spirit of t he 

meeting and do anything possible that would bring about co­

ordina tion but not to lower the standards of bank examination. 

lle referred to the "lousy• examinations that were made prior 

to t he FDIC. 

l!r . Taylor referred to the critic1sma of the "sloW' clasai-

1--.....UL.l<Jl~~n -ot loans and the feeling that t here was less necessity 

now that all bank assets are eligible for rediscount . 

He also referred to the rules with respect to marketable securi­

t i es . 

Mr . McKee suggested that Mr. Folger shoul d give the back­

ground and history of the liberalization of bank exam.ination 

which began under Comptroller Pole. !Jr. Tayl or interposed to 

say that he should proceed upon the assumption that everyone 

is against lowering standards. l!r. Fol ger said that by the 

ceana of instructions to examiners from time to time, there 

had been wami.nga against a too critical atttitude . He said 

t hat a t t he present time depreciation on Gove rnments and high­

gr ade general mar~et obligations i s being ignored. Mr. McKee 

asked what criticism there had been from the public, and Mr. 

Folger said he knew of very little although there had been 

some i n Congressional hearings. He sai d that probably those 
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wno had lost money i n bank failures were inclined to be 

critical of bank examiners. 

Mr . Crowley said that if the general condition of a 

28.3 

bank is bad, examiners should look closely at the bonds and 

slow paper of the bank and should not temporize w1 th bad bank 

mnnagement . Mr. McKee said to give us something to shoot at 

he woul d say he t h inks that the examinations have never been 

fair to general business or to the stockholder or in the 

public interest . There bas been a dual type of examination 

of every i nstitution, the classification of paper bas been 

bad, and the appraisal of bonds bas been bad . In depressions 

t he depreciation in bond accounts has caused a deepening of 

t he depression and calling of loans . He asked why bonds 

s.oul d be criticised and not notes. He thinks all assets 

should be treated alike . Mr. Paulger said that the excep­

tions in tbe loan portfolio are treated in the examination 

but all bonds are listed and their market price given. Be 

feels t his ie bad. Mr . Crowley said there should be little 

criticism of a well- managed bank but when a bank i s in and 

out of the market, i f you let them have the proftt on the 

up side , you shouldn 't excuse depreciation on the down aide . 
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Mr. McKee aaid that 1t it 1a a gocd bank, he doesn ' t 

care what they do with the non- recurring prorit . Mr. Nichols 

referred to a bank with $2! million of deposita tbet had had 

a ~33 million turnover 1n their portfolio 1n eleven months 

anc having at one time borrowed $600,000 for the purpose . 

:.r. t-~er referred to Arthur Brown of Indianapolis as an 

illustr a tion of how the Comptroller's Office bears down on 

bnn'<era \'tho speculate 1n Govenwent bonds. J.:r , Diggs said 

we .tere getting into shades nr meanings of words and said 

t ha t ho favored sitting down and •.vork1ng out a program on 

slow claaairication and a uniform program on bond deprecia­

tion , t he latt er on a basis of "damn the ticker. " He thought 

t he whole t hing should be handled quietly without any ballyhoo • 

• r . Crowley said too that he thinks a public statement would 

be harmful . 

;~r . Diggs asked what the opinion waa as to whether there 

sho~ld be a slow column or whether it ahould have some other 

name . Mr. Davie said it ought to be dons away with. J.!r, 

• cKee said the bank should be told about slow loans but they 

should not be t abulated. Thore should be no aggregate and 

no total but ahould merely be listed for special attention . 
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r.!r . Folger said that whereas in 1934 twenty per cent ' 

of the loans made by national banks were listed in the slow 

col umn , following the change in instructions to examiners 

t hat ~ere oent out after the Morgenthau conference of bank 

examiners, t hat percentage had declined by the last half ot 

1g37 t o leas than ten per cent . At t his point ~r . Crowley 

nst:ed l'r . Tucker to read the attached letter from him to 

inrriner Eccles with respect to slow classifications . 

r. r . L!cKee expressed the vie<~ tha t time was being wasted 

over one word. He would stress the type of examination and 

ho>~ to protect the public interest if the type of examination 

is varied. L!r. Crowley said there was no difference of 

opinion on that but that good l oans ought to be taken out 

oz' the slow colwr.n . Ur. !.!cKee renewed his suggestion that 

t he s low column be eliminated and data concerning it be 

included in the confidential section. Cr . Paulger said that 

bankers ob ject to the recapitulation of slow, doubtful and 
I 

l oss . He said that (no- kidding) e:r.aminers put too much in 

t he slow column. He suggested that the three chiefs get 

t ogether and stated that there is no disagreement in princi­

~le . !.!r. UoKee said it depended on the opinion of the 

exaoinera whether a loan is slow or not . Mr . Taylor asked 
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ho':t about changing the nante of the column and suggested 

tha t th e word "slow" is not useful . Mr. Diggs t hought it 

useful and said tha t it is the examiners who critici ze and 

thus g ive the impression t hat 1t is .a bad loan ''mereas they 

~av~ other i nstructions • 

. ~r . ::ci>ee said t hat every examine r 13 t ou{;her than the 

:i.•st one 1n order to make a r e cord and t ha t eve ry examiner 

is tough because h e doesn't ~ant to b e s hown up by the next 

c:<ar.i ne r . !.lr . Fo -ger said for thD.t reason it is r1ell not 

28C 

to ohanc;e examiners too often . J.lr . 1-c Kee said t hat every 

board of di rectors is scared to death until they have cleared 

up a ll t heir s l ow loans . Mr. Taylor said t h ere s till seems 

to be some disagreen:ent on t he s low column but s i nce no de­

cisions a re to be reach ed today, Tie mi ght go on t o bond 

Cla!laific ntions . He asked ~r. Fol ger to t ell ab out t hat . 

;·r . ~olger said t hat under Section 5136 of the Revi sed 

~tatutes na tional b anks can buy a ll marketable securities . 

Thor•e a re too many low-gr ade secu rities in banks • The na­

tional bank examiners have not been charg ing off depreciation 

except defaulted issues , and in recent ye ars have not been 

showing d epreciation in f irs t-gr ade bonds . llo write-up of 
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appreciat ion is permitted. Depreciati on on bonds is included 

in arriving at net sound capi tal . He bas proposed that de­

preciat i on on the first three highest rated bonds and all 

Governments be eliminated in arriving at net sound capital. 

Mr . Davia sai d he could see no reason for treating bonds 

. different ly trom loans• He said that you might class a co~­

pany loan as good and yet criticise ita bond because of tho 

market price . Mr. Upham advanced the view that since thoro 

is a market price on bonds and no market price on loans, 

perhaps thoro is some realism to taking t he market price on 

the asset for which "thore is a market price . 

Mr . Crowley remarked that aft er all securities are a 

secondary reserve and are supposed to be used before loana 

a r e s ono into. At this point ~r. Crowley asked Kr. TUcker 

to read t he position taken by t he Corporation on treatment 

of bonds . 

t!r. Folger read instructions which he has proposed to 

be sent to national bank examiners . 

Mr. Crowley and h[r. Davie thought profits on sal es of 

securities should· be segregated in a spoc1al account and not 

used tor dividends . Mr. Crowley said that t ho bankers have 
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been living on bond profi ts and service charges and have 

totten soft and won •t make any loano . Mr . Tucker said t hat 

any other rule than segregation of bank profits encourages 

bank speculation. Mr. Folger said he doesn't see how you 
. 

can tell a bank what to do with individual profits. He 

• - sai d the i .n and outers should be dealt with and snythi:ng ---
t hat s oes pretty far~ 

;.r . l!cKee spoke for the building •tp of a reserve of 

20 per cent of corporate issues. Mr. Crowley said he op­

poses any liberalization of bank examino.tiou because he 

feels t he bank examiners have not been strict enough. 

Mr . Folger asked Mr . !JcKee i!" the Federal Reserve banks 

~ould disregard the market price on bonds when they are of­

fered as collateral . 

~r. Crowley ~de the point that there really is no 

llupl1cat1on of bank exam.1nat1on . 

28.8 
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; de•r 1 srr iner: 

~,, ... 
"~ , 

Februa17 ~. 1~ 

:ron t illle to time during the past fow years members of the ats:':' 

,f t he 'oroor~tion have u rged 1n conversations with repreaor-t~t17ea 

of the othor i,.ederal bank s~ervisory a gencies tba t t he "Slow" ca&s­

!:'lcation category in bo.l'\)<, ,!'l,Xaminll tions bo renamed. These converaa­

t•ons have revealed a genera! willingness to make the necessary c~;: .,1 

~ tet.,lnology • 'l'he Corpora. tion h as postponed altering on its own -

the caption of the Slow column and has not , as yet , contacted 

:~e several .; t a te Banklng Authorities , since an agreement on this 

,~estlon bet-:een t h e Soard ot Governors , the Comotrolle r •s Office a-;r' 

our:olves is greatly to be desired. • 

The ins tructions of the t hree Federal agencies to their examiner~ 

to t he t ;,-pe of loan which should be classified as Slow are believed 

tory , a l though these instructions should perhaps be reite rated. 

real d i f ficulty is that the word "Slow" is neither accurate no r 

~; seri?the of t h e loans which the instructions indicate should be so 

clan itied. Somewhat as a result of this ambiguity i n terminology, 

tl:ere has becm an 11pparent tendency upon the part of some examiners to 

o~1t1c1ze , !l~ including in the Slow column, loans sound as to ultimate 

re?a:r.:on t although not 1lllnediately collectib le . Such a tendency MY 

( •o a d~fla tiona ry effect on the credit structu re and therefore is un­

:cs:rabl e . Until this inconsistency bet~1een the title of t h e colw.m snd 

its Nal :;>\:l'?Ose is finally and uneauivocally cleared up , this tendency 

ls 11'cel :; to pers ist and confusion to continue 1n the minds of both ex~~m-

1n. rs anci bnnkers as to the e.otual s i gnificance of the Slow category . 

Toe Slon column originated as a definite classification in national 

exruninat ions during t he Comptrollership of John Skelton Williams at 

tine the theory that commercial banks should make only selt'-

atinG seasonal loans was widely held . It was probably intended 

t he column was inaugurated t hat inclus i on of a loan 1n the Slow 

cnur111 would be determined 1n large measure by whether the loan c onfonned 

t~e tenets of that theory . strict application of that principal, h ow­

has never been feasible , since it would have necessitated the Slow 

1fi cAtion of a l arge percentage of all loans i n commercial banks . 

t.e•;ortheless the aelf'- liqui ca ting lo11n theory, if not applicable 

tho l etter wa~ until 1934 an important coloring infl uence 1n the use 

:}',e ~low c~tegory . The result of this influence was that prior to 

the column served tor the inclusion of two rather separate and 

t types of loans: {1) loans wh i ch were Slow 1n a technical sense 
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bUt which were nonetheless intrinsicall y . sound and collect ible, and 

121 loans conce ming which there was some quest ion as to the ultimate 
·•.,a;:;ent. At the Examiners • Co~eronce of 1934 called by secretai'f 

· · the column was defined to exclude loans of the first type 
only those of the second; that is, only loans which had 

or criticizable characterist ios whlc h , unle ss corrected and 

:be loan placed in proper bankable shape, might lead to an eventual leas . 

lth the find ings of this Conference , the Corporation was and 1s in agree-

' and t :1e Corporation's examiners have been instructed accordingly. 

f undamental characteristic , therefore, of loans which should be 

1n the Slow column is not the i r slowness in a l i teral s ense 

. , ,,tot&r they are of satisfactory quality as credit risks . 
there exists an unfortunate inconsistency between the caption 

the column :md what it is to include . .l'e believe the work of the Con­

terence should be follov;ed through, and t he title of the column changed 

~o •substandard <uality for Bank Invoatment" or to ·"Unsatisfactory for 

·ank Investment• or to a similar exp ression. 

{ 
It a lso should be mentioned that 1.f the Slow column were appropria 

.ar.:ed, ita general usefulness would be greatly enhanced. 1'/llile at 

lonns of unsatisfactory credit quality and other real estate , not 

~ si.fled as Doubtful or Loss , may be included 1n t he Slow column, there 

no pl ace 1n the examiner's summary of criticized assets for the 1nclu­

of subs tandard securities . If the emphasis of the caption of the 

col = were upon the quality of assets or upon their general desira­

os bank holdings, securities of inferior g rade could be included. 

9resent word "Slow" precludes such inclusion, since many issues of 

substandard character are marketable under certain circumstences • Al­

t e caotion of the column would, therefore, permit recapitulation 

l ~t.i:~;;~:~t.!ion reports of a ll assets, not Doubtful or Loss , which are un-

lo: for banks . 

any ease we believe the word "Slow" ahould be abandoned and the 

confusion eliminated. In our opinion such a step \0 uld be in 

l!l• r:l:ortv witll policies of the Soard o f G011ernors with respect to the 

cone tary and credit needs of tho nation . 

Yours sincerely, 

LEO T . CRo;'lLEY 
Chairman 

: .. arriner s . Eccles, Chairman 
-I'd o~ Gove rnors or the Federal Reserve s ,.tem, 

as:.J.nston , o. c. 
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POLICY OF St.C'JRIII?S VALOATION 8X BAliK EXAIU!lJl!!S 

Endorsed b1 tho Ekecutive Committee of the Netional Association 
of SUper\'i.sors of Stak Banl\s , April s. 19&8 

r. A sound policy for valuing securities held by banks should aecompliab 
the 1'ollodng: 

1 . DiScourage speculative 1n IU>d out trading; 

2. Ellcourage purCllllse of only hiib grade securities !or invesueot 
purposes; 

5 . Induce the writ~oon aDd gradual disposal of presently bald 
s<:curitles of 1ni'ar1or gro.do; 

4, Provide for segrogat1on of all profits co securities sold 1n a 
s pecial liobll1ty or v3luation account; 

5. Provide for on Bh1ortization program with respect t o securities 
purchuasd at a premium. 

6 . Providu a valuutlon method which is oquitable r egardless of 
market fluctuations. 

11. A bond valuat.ion policy which plnces chi of rulinnco on m&.rket quota­
t i lllls 1a unS4tisf6octory. 

1. Speculut ive trading in bonds 18 eocouragod. 

n. Bankers holding high grndo securities r.s investments are 
penoll zsd 1n times or l ow urkllt pri ces and by inf orence 
ora criticized fur not baviag sold t.beir holdings wheo 
oppnront profi,te could h<t.ve bt.cn r oollzed, 

b . The bunking syst om ns a whole cM!Iot succeest\llly specu­
lat e in t ho bond market sin co, f or tho most part, one 
bank's snles ar c rnother bank' s purchases . 

2. Cortllin injustices r esult ~t pre~ent bt>Cilllle oi' differ ent ap­
prdsal treatment o.f bonols ~s OOIIlplll'ed with l oans and r eal 
oatate . In times of low bond prices, banks with mediocr e loanl 
or largo r<;<l.l cstot o holdiags Gppoor 1n a 110re r .. vor~ble ligbt 
t han benJca bolding relatively largo portfolios uf high p-ado 
bonds . In t iloes of hiib bond pr1coe , t.bo banks -.it.b J.arae bond 

portfolios appear in an unduly tavor obl• llgbt. 

29:: 
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s. Tho - lt i>f eecuritiea held b)' i.Daured bulklS 1a approxillntoly 

three t illos their capital. Couequ•t.lT a riae of 6 peree~~t 

1n the boN! llllrka~ appear& to re811lt 1n a l6 peree~~t 1Dc:reue 

1n net Cllpital. Coo•••ol.T, a decline ot li porce~~t appeen to 
decrease net capital by lli pereont . Tharofore, the conclwliooa 

of bank INpcrrlaore aa to the net ea.pital of the bank& are large­

ly dOAinnted by the etate of the boGd aarltet. Ollder preaeet 

practice, the bonita ea.n trade their aeeuritiee llh• the lllll'ket 

rises 5 porcaDt, givin& the illpreeaion of a 15 percent profit 

on c.:.pitd, while llhen the market falls 5 percllftt •• atteapt to 

got the bonita to telte a loea at the rete of 16 percent 011 capital. 

III. It is unanimously recommended by the Exoc~>tive Committee that, effect­

ive U..cdiatolT and until further notice, the followin& l'llles for bond 

v:Uuation shall epply to exnw1Mt1011 of banU b)' cxaainera ot State 

Supervisory A~>thoritiesa · 

1. Securities of the three highest crodit ratings and other aecuri­

tta3 of eql>ivaleot credit stews: · 

a. llurket prico is to be ignored 1 

b. Vol.wlti:m is to bo at cost. (By •coat•, wherever used 
1n this ....,.,,...mum, 1a ....ant •cost less a.ortiution or 

bock, whlchov<>r is lover. •) 

2. Securities of ~ho fourth highest cr edit rating, unratod securi­

ties of oql>i valent credit stews and Gr<lup II securities shall 

be pric~l at market, but for net balance shoat purposes, shall 

be vnluorl nt cost. 

a . lbrkot pric<t of thio clAss of securities will appear 1D 

tho reoort as a 110110ranclwo ltea but will not be taken 
into c~sid~ration 1n computing net s~ capital nor 

in computing estl1114tod loa a. 

s. Groups !II und IV eecuritios shall bo vnluod ot ~kat and ~ 
net 24rk<tt depreciation on the total securities of tb~e elaaaes 

held by benlts sba.ll enter into the computation of net •ound 

eep1ts1 ~ eatiuotod l~e. If thoro is not unrea.llzed nppreoiB­

tJ.ao, it IJbaU be ignored. 

4. All pro~lte rea.lized fram the sal~ of secur1t1e• IJball be •-ere­
gated in o special l1ab1l1t:y or valuation account . 

5. !villi t bOU(b a bank does not plhce net r ealhed OJOCW'it:Y apprec1a­

t1ao (pr.>fita tr011 salo) 1n o valuatiao account, tbo exaainera 

IJba.ll so tront all nat soourit:y npprociation realized after 

June :SO, 19M. 

6. All banks shall be disc~ed rro. bcncaforth purchaaiDc HQI.ri­

tioa of a credit quolity balow that which ia generall:y required 

of rat&d bonds lfbicb nppoo.r 1D tho tbra.> hlghost BTad81J • 
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THII: WHITE HOUSE 

WASHINGTON 

~1 215, 1938 
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&'Ill,)' .., get all the D8C8UIU7 izlf0%1111Lt10II, r -

wcb u the en.eloae4, t o Ci:lal"""" DooD>ton. 

r. D. B. 

Zncloaure 
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• . . 
THr; SECRETARY OF' THE TREA SURY 

WAa H JNOTON 

.. 

JCr dear llr. Preai.dentt 

In re8pOnM to 70'IIr ..,r&Ddaa dated AprU 16, tJlere 18 su~ 
llll.tted the attached table which sbon, for tax-ex..,pt oblip tioD.e 
r eported bT indi'fidltala nth Dolt inco•a of $501000 and OTer tor 
1.955 (the moat recent ;rear for wbich data are nail.able) , the amount 
owned, interest reoe1wd, md eat.iaat.d tax aa-rl.ng at l9l!6 Act rates, 
by nature of obligatioD.e and b7 oet inCOllle ol.uaea. In view of tile 
tact that whol..q ~t int&reat does aot enter into the tu­
pa;yer' a gross inco• nor into b1a tax COIIIplltation, tile reporting of 

- • thes11_ data 18 pare]J' informational, and for this reason •"- are -
., ... ___ .,~-"''- -J 

:1 ~WoJ understat.d. A comparison of the ma¢tw!es ot the interest 
and tM amount oomed suggests that the latter data haw been incOR­
pletely reported, althoueh there 1= no oecesso.ry relationship be1oreen 
these 1>ro sets of figures, since the &D>unt 01111ed is reported aa at 
the end of the ;rear 'll'hllrus the interest COll;)rl.aes &lllOUDts rece1 '¥'led 
or accrued during the ;rear. It 1a apparent, howner, that 1ncU.-.iduala 
do not exerd.se the same care in r eporting their tax-exempt bond hold­
lll8S aa they do in reportins the interest recei~d thereon, and that 
these latter data nth respect to wholly tax-exempt interest are not 
reported nth the same care u 18 taxable income. 

The date nth respect to U~Cunt owned aDd interest receiwd 
on part.iallJ' tax-exeq:>t obligations are noncooparable . Tbe amount.­
orned f i8UJ'es include Liberty 4 and 4-1/4 percent bonds, United States 
Savinga bonds and Treaaucy boD<Is in fUll, whereas the intereat.­
recched date exclude the interest on these bonds on principal 
Al!lOunts not in excess of $5 ,ooo, which interest is whol]J' e:r.e111pt 
from income tax. Part.iallJ' tax .. ~mpt interest also includes 
amounts reported on the face of the return tor wbich correspondiJIB 
! ieuree nth reapect to amount oomed in the supporting echedula are 

not collpl.ete. 

In eat.imsting the tax sa..WS resulting from the tax e:r.emp~n 
ot Government interest, it waa aesu.d thet such interest would 
represent an additional 1nC1'81118nt of tuable inco• aDd would, there­
fore, be snbject to the top bracket r ates. Ill ordar to ll8lc8 the 

eati:ate ae - aniJ:I&tul as possible, the COIIP"tation was made using 
1956 Act rates rather than the rates actua].lJ' applicable in 1955. 

Tbe Pre.Sdent, 

The White llowle. 
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TREASURY DEPARTMENT 
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.... .,. April 25, 193S 

,. Secretar~enthau 

L!r . Haa~ 

The Business Situation, week ending April 23 , 193S Subj ect : 

SUIIIlDar y 

A brightening of the businees horizon has appeared in a 
number or i mportant developments t his week : 

(1) An improvement in business sentiment abroad, as 
r eflected in strong upturns i~ securit y prices on the London 
and Paris exchanges following the Anglo- I t alian accord and the 
change ot government in France (See Chart 1), has tended to 
strengthen the background tor a business upturn in this coun­
try. 

( 2) The stimulation given to the capital market by 
recent monetary moves, as reflected i n a strengthening or the 
marke t tor all classes or bonds and in the success of a large 
utility flotation this week, has i mproved the outlook tor an 
i ncreased volume ot new capita l issues. 

(3) New steel orders have again i ncr eased (Chart 2) , 
with an upturn i n railroad buying apparently refl ecting some 
l~rovement in the outlook tor railroad earnings, 

(4) An increase in carload1ngs last week, contrary to 
the nor~~l seasonal movement , t ogether with the prospect that 
the uRual heavy movement of freight during t he summer and tall 
will be reinforced by a bumper wheat crop , suggests that a 
base may have been established tor an improving trend in rail­
l'lay trattio. 

A prominent development on the unfavorable eide has been 
an increasing number ot strikes and other labor difficulties, 
particularly in the automobile industry . These have been a 
!actor in reducing automobile output t his week, and have l ed 
to appr ehension over labor troubles on any revival i n business. 

While doubt is expressed in various quarters as to the 
effectiveness of a Government spending program tor pr omoting 
recovery, there is general agreement that the monetary mea­
sures taken by the Administration should ha ve an important 
influence in that direction. 
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The current trend . 

The t~ew Yor k Ti mes adJusted index or business activtty 
~ecl1ned to 77. 1 during the week ending April 16, as compared 
rith 7S.2 tor the previous week. Lower adJusted figures tor 
steel production, eleotrio power production, lucber production , 
t.nd cotton mill act! vi ty were largely resnon81ble tor the drop 
of 1.1 point s l n the combined index. · 

While the index tor the current week (ending Apri l 23) 
will be unfavorably affected by a greater than seasonal decline 
in automobile producti on, recently i ncreased orders tor steel 
and t extiles suggest the possibility or an i mprovement ln t hose 
industr i es i n the near future . 

The steel situation 

297 

£vidence or i mproved busines s sentiment appears in an in­
crease i n steel orders, as reported by the U. s. St eel 
Cor~oration , during t he week ending April 1~. (See Chart 2) . 
~his rai ses t hem again to the equivalent of about ~ ner cent 
of capacity, as compared with a decli ne in orders to 35 per cent 
two weeks ago. The industry this week is operating at 32 . ~ per 
cent of capacity, practically unchanged from the previous two 
weeY.s . This rate, however, is lower than the equivalent rates 
or shl~ments and new orders, indicating t hat orders continue t o 
~e filled in part from accumulated stock s . 

The week has been feat ured by an increase in railroad buy­
tn_, or1noipally tor s t eel rails, alt hough i nqui r i e s have come 
tn !or bi de on f reight oars. This apparently r eflects s~e 
109rovement in the outlook t or r ailroad ear ni ngs . In thi s 
res~ect t he r ecent i ncrease in freight rates bas not been the 
only !actor. A contra-season~ up turn in carloadings this week , 
~rlnctpally in miscellaneous fre i ght, following a greater than 
seasonal rise in mi scellaneous loadings l as t week, provides 
some ovidenoe that the low point of railroad earnings has been 
tmased, and that a base may have been established !or a general 
1~rovement in earni ngs . The normally heavy summer and fall 
freieht movement will be reinforced by the marketing of this 
year • s huge wheat crop . 

DemMd tor st eel from t h e construction industry, although 
far below last year, is greater than the demand fro~ either t he 
aut?mobi le industry or t he railroads . An analysis indicates 
thnt in recent weeks about SO per cent ot t he construction steel 
has been for Federal, State, and municipal projects, about 13 
ne1• cent tor r etail s tores, office bu1ld1nga and apartment 
houses , and only 7 per cent for i ndustri al expansion. 
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The automobile situation 

Automobi le out put thie week declined to 60,563 unite troa 
62,021 units in the preYious week , largely becauee of labor 
troubles . A temporary oloeing ot t he Pl~outh and Buick fac­

tories by strikes and other d1tti oulties resulted 1n declines 
in the t otal output ot General Motors and Chrysler, •h1le the 
Ford output remained unchanged.. Normally the seasonal. Deak 1e 
reached at thie time. · 

The recurrence ot labor troubles at the begi nning of a 
busi ness upturn hae r eacted unfavorably on business sentiaent 
in industrial sections , leading to t.he tear that l ast year ' s 
experience may be repeated •hen a bu~iness recovery gets under 
way. At t he end of t he week 1~ ~actories ln t he Detroit aanu­
racturi ng area remained closed, most of them because or unau­
thori~ed strikes. 

New orders improved 

The general improvement in sentiment brought about by re­
cent Administr at i on action has resulted 1n an increase to a new 
high tor the year in new orders of 8 important companies, tor 
which we tabulate weekly reports. (See Chart 2.) The combined 
total tor the t hird week cf April amounted to $10 , 630, 000, as 
compared with $9,070, 000 f or the previ ous week, when orders had 
fallen ott sharply following t he stock market deol1ne. These 
are cocpanies whose orders ~e but l ittle affected by the Easter 
trade. 

Department store sales improved markedly during Easter week , 
though t he reported total of $3g, 351,000 was less than the 
$39, 329, 000 1n sales tor Easter week last year. Sales by the 
F. w. Woolworth Company, however, showed a substantial gai n over 
lest year's East er sales, probably reflecti ng in part a d1~er­
aion or consumer purchases to lower priced merchandise . 

Improved sentiment in EurOPe 
favorable t o business 

The German invasion ot Austria last month eet in motion a 
train of developments di s tinctly weakening to our own economy, 
which depressed prices in commodi ty and security markets both 
here and abroad. Recently this influence has been cou.nter­
acted, at least i n part, by an accord between England and Italy 
which goes tar toward reducing the unsettled war psychology 
which had t ended to depress British industry. 

The improvement in sentiment abroad following these devel­
opments bas been reflected 1n aarked upturns i n security prices 

··"-' 
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on the London and Paria exchanges. (See Chart 1) . · '1'he obange 
ot government in France wae an important additional factor in 
the French markete. The reoovery measures taken by the Admin­
i stration in th1e oount~ doubtlees exerted eome favorable 
inf luence on toreign eeourit7 aarkete. The marked improvement 
1n sentiment abroad tende to strengthen the back-ground tor 
business improvement in th1e count~, 

Capital markets stimulated 
by monetary moves 

299 

Evidence that the strength in bond prioee created by the 
recent increase in exceee bank reserves is being effective in re­
o~ening the capital markets is seen in the strong demand for the 
$60,000,000 consolidated Edison issue put out this week, and in 
talk of possible revival or long-delayed etook and bond issues. 

The strength in the bond market , which started in Govern-
aent iseuee , baa enended th1e week to med1wa an'd lower grade bonde, 
with the Dow-Jones index of second grade rails on Frida7 record-
i ng a gain or 2.15 pointe. 

The encouragement to industrial expansion and euend1ng 
which a strong capital market will provide represents one of the 
major benefits that may be expected from the recovery program. 
In the capital market Government issues now occupy a more im­
portant place than ever before. In order not to upset the devel­
oping market for new corporate 1aeues, it is especially important 
that sharp reactions 1n Government bond prices be avoided. A 
gradual rising t rend for Governments would in the long run be 
most favorable for re-building the market tor new capital issues. 

Opinions vary on effect of recovery nrogram 

While bue1nass analysis are in general agreement that the 
increase 1n excess reserves wUl tend to reverse the detl.ationary 
tendency in commodity prioes and will therefore have a beneficial 
etfeot on bueineas sentiment, doubt 1s expressed that the spending 
program will have a major influence on business. It 1e bel ieved 
by soce that any d1reot influence ot the spending progr&lll will 
not be telt before the last quarter of the rear, largel7 be-
cause of delay 1n gett1.ng urojects under way. The Annal1et, 
however, refers to the definite upturn 1n recovery and relief 
expenditures in Karch, and expresses an opinion that the date 
ot a business upturn resulting from this, if it • takes• at all, 
•oudl be Kay or June. 
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Aa·we v1ew the a1t~ation, bue1nees analysts have been 
i nclined to place too muoh etreaa on the possible etteot ot 
actual expenditures by the Government, and too little on the 
1mnortant influence or the program in 1te entirety on ~ublic 
psychology and buying pol1ciea. -

300 

Regraded Uclassified



Chart 1 • 301 

I f J ? - · 
aiCURITY PII Oia l lf U.I •• PIA .. OI A"D U.a. 

UD POUIU UUIU I M UUIOAM aTOCI• 

- - I I J I - ..... 
• II at 2S I • " • •t•• • •u •• " • • .. lJ • 

, .. ,. T I I .~ l 
I oo •• - t JI':'Po!'•-

... 
"' v 1\... 

I I I 
/ - u.~. ltl c:.-o 

Ill-Co f • - If-- ru..:_ 
~ ~· ~ 114- " ' ....... "'' 

... 

W' -.... 
' -- .r. i\t 

,..... 
• ...... h 

f.....CC. • IIIPtTII 
1('1 

I 

"' 

" 
" 

"" ~.J1!W N ~ .. '!'oM: .JO 1-...nue. SNICU 

~· lA.. 

'" 

"L Vi rs c 1- tJ 1\ Ia 
... 

.. 
' v ~ \: f-.-~ \\ :\'J If"" II'-" [1 r\ ...__ 

'--- y. 17'" \,. { II\ ~ .... .. '*'-' \ V' 

u.... l6 ,.....,.,M. srocd ' ' 
., 

1\ V"-" 

I\, 

.. 

• 
.. • 

• 
-~~~~ ~ MC-U - ·-

o • • lll• o U, L .~. :... I 
.. .. 

1..,_ ... 

T 
I [ ~ 

'-: !f'v I 
I 

J 

\ 

I 

r-v II'; ~~~ 
1/ ~ 

1'-
lAJ 

\ 

,, • 
o.o I 

~ •• 
I 0 II II III 1.1 .. 1 

0 

I IIIII 111111' 1'1 q 111 .. 
•• 
••• 
••• 
'·• 

I"" .:.. .. 

it --· I I J 7 

J II' 

... ... -- I I J I 

... -... 

.. 
.. 

.. 

... 

.. 
• 
.. 
• 
.. 
• 
.. 

1......-. . .. . .. 
.. 
• .. 

... 
• •• . .. 
•· .. 

Regraded Uclassified



DC)LI, •• U S 
MIU.ICNIIS 

I~ 

12 

I I I I I I 

WBBIILT ORDBR8 OP 8 R B P ORTI NO COMPANJ B8 • 

A ND O P T H B U . 8. 8TBB L CORPORATI ON 

I I I I I I I I I I 

I 9 3 8 
.IU\.Y 

I I I I I I I 

Sti'TC.Mitt 

I I I I I' I I I I I I I I I I 

10 

• : -" .. c-..... ) 
l_ 

a 

6 

~ Vi "IV . /;\ ,I . 
V!\ • ' ! 

,,A. • 
! I 

• • . ' \ . ..: 
! l I . 

• 
I \... 

"' U. $. Sna. C0Rfi01Ut.T ION 
• v 

4 

2 

0 -I Ll _1_~1 I I I I I I I I l 1 _1__1_1__1 _Ll t I I I I l 1 I I I I · I I I I I~ --· 1938 

• oec.as, SALU oa P~II'IICifTS _ .... _, .... ,_, 
.... 4 ....... ..... 

I ' I I I 

14 

12 

10 

• 

6 

4 

2 

_l_j___l_ _l_ 0 

I - 44 

' 

0 

i 
'1 .. 
N 

w 
0 
1\J 

Regraded Uclassified



70lt amt151, IIOBIIII10 NDSPAPIIIS, 
lloM!l• .&pril ~. 1938. 

Preas Senico 
llo. 1~7 
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'the Secret1U7 of tbe Treasury; on behalf ot tho Collll:lodi t;v Cred1 t Cof1>0r ... 

tion, Ia today offering f~r aubecription, through tho Yoderal Reserve banke , 

$000 ,000 ,000 , or thereabout. , ot notoa ot the Commodit;v Credit Corporation, 

designated 3/4 percent notes ot Series C. Serio• B Collateral Trust llotea ot 

the Coaodity Credit Corporation, maturing lla;v a, 19;18, will be accepted at par 

In pa)'nent tor ozcy" notes subscribed tor and allotted. 

Tho notes will be dated. l!a;v 2, 1938, and will benr interest rro .. that date 

at the r ate of 3/4 percent per annum. The;v will mature on Uovotlber a, 193~, and 

will not be aubJoct to call for redemption prior t o maturity. 

!l'ho notoa will bo fully end unconditioMlly g\llll'antood both aa to intorut 

ond pr incipal by tho United St~tos. They will be exoJ:lPt both as to principal and 

Interest from all r edoral , State, municipnl, and local taxation (except surtaxoe, 

estat e, lnhorltanco, and gift taxeo), 

Tho notoa wi ll be 1aaued only in bearor to"" with coupons a ttached, 1n 

denollllnotions of $1,000 , $5,000 , $10,000 and $100,000. 

Subscription• will be received at tho J ode ral Reserve b~o and brGDches, 

and at tho Treasury Department , 11a&h1ngt on. Subacriptiona !!!l !!!!! be receiTod 

nt the Reeonatruction l lnnnco Corporation or at tho Co~~d1t7 Credit Corporation. 

Banking Institutions generally oay submit eubacriptiona for aecOUDt of eustomere , 

but only tho l'edernl Reserve banks and the TroMur:Y l)opartmont are aut hori•ed to 

act aa official o«Onc1es . Cash subscrlptiona f rom bnnka and trust companiea 

for their own account will be received without deposit but will be roetrlcted 

in each c:>se tc on IIDount not exceeding ono-hnlf of the cooblnod cap! tal end .ur­

plus of the euhecribing bOA!< or truat coapeny. C!llh aubseriptiona troa all 

others must be accoapanied b;v p8J108nt of 10 percent of tha aaount of oota• III'Plitd 

for. SUbsoript.iona in pa;vment of which ller1n ll Coll&.terel 'l'ruat llotn ot tbe 
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eo-di ty Ore;U t Corporation are tonderad ahould bo accompanied by tba maturioc 

r.o tee. 

Tho right ie reaorvod to c l ose tho books ~• to any or all eubecriptione 

or clAaaee of aubecriptiona at BnT tioo without notice. SubJoct to tho reearv&­

tlooa oat forth in the official circulor. oll caah eubacriptione will be recei•od 

aubject to ollot::.ent rJid aubscriptiona In p&y~:~ent of which Sorios B Collateral 

trust l!otoo of tbo CoODOdity Credit Corporation aro ton de red will bo allotted in 

tull. 

P83t10nt for any notes allotted ~n caeh oubacrlp~iona !ll\lst be cado or eoe>­

pletcd on or before lley 2. 1938 . or on later allotment. 

The text of tho official circular follows: 
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3/4 PDOJ:!IT NO'l'ES or smm:s o . DDE lilOVJIIBER 2, 1939 

Dated and bearing int erest froc Mar 2, 1938 

JULLT A!ID UNOOHDITIO!ULLT OU.&lU.!ft'E3D BOTH AS TO I!frEII!ST AID PRIIICIP.AL Br 'l'JIB 
1111ITllll ST.Al'!:S, 'IBIOB GUA!WITY IS i:XPIIESS!D Oil TB! PAOli OF :UCB 110'1!1 

J.xocpt both no to prlncipnl Gnd inter eat troll nll l'oderal, Stnte, =ioipnl, and 

local taxation (except aurtaxea, estate, i nheritance, ned lift taxoa), 

1938 
Dcpartcont Circular No . 583 

Public Dobt Service 

TREASURY DIPJJ!'l'I!EN1', 
Office of the Secrotorr. 

loahington, April 25, 1938. 

I . OJT.mUNO OF liOT.OS 

1, Tho Socretorr of tho Troaaur~, on bohnlf ~f tho Co01l04itr Credit Cor-

poratlon, invito a au'bacriptiono, at par and accrued intoreot, (roo tho people 

ot tho United States for notoa of the Oo:llloditr Cr edit Corporation , doeignnted 

3/4 per cent notes of Sariee o. Tho aoount of the offering is $200,000,000 , 

or t horenbouto. 

II. m:SCRIJ>riOII OF 1!0'1'35 

1. 'l'ho no toe will be dnt od Mar 2, 1938, and will benr intereet troll that 

dnte nt tho rate of 3/4 per oont por e.nnuc , pareblo sOilionnunllr on llovocbor 2, 

1938, =d on liar 2 and llove::;bor 2, 1939, 'l'hor will caturo lloveabor 2, 1939, and 

will not bo eubJect to enll tor rede::.:ption prior to naturitr. 

2. Thoee no tee nro ieeuod undor tho nuthorl ty of tho act "'proved March 8, 

1938, (Public llo , 443-75th Concroea) which provldoe t~t theao not oa ehnll be 

tullr end uneondi tionallr cuarantood both u to lntoreat and prlncip& 'br the 

United Stntoa: thnt thor ahell bo doeced and bold to be ine truaentalit1ea of the 

Oo••=nt of tM United &to. teo , e.nd a a euch they one! the 1 neoco derived therefrom 
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aMJ.l be oxotJpt froo J'eder~, State , cunlcipal, end loc~l tBrAtion (oxcopt •~ 

tax••• eatRte , inhe ritance, ond gift taxQa): end that t he notoa shall bo l~ful 

ln•oatnenh end oe;y bo accepted aa security for all fiduciary, truat and public 

fllr.da t he inveatoent or deposit of which ahall bo under . tho authority o r control 

or t'bo United Statea en any offi eer or officer a tberoof. 

3. Tho authorizing aot further providea that in tho event the Coucodi ty 

Credit Corpor ation ehall bo unablo t o pay upon del:lMd, whon due, t he prl ncipal 

of, or interest on , eueh obligations, tho Secretary of tho Treasury shall pay t o 

tho holder the tu:~ount thereof which is herob;v authorized to be approprintod , 

out of &1l7 noney in tho Trenw.r:v not o t herwiae appropr iated , and thereupon to 

tho extent of tho lli!ount ao paid the Socretnzy of . the Trenaur;v al:ell euccoed to 

all thq righte of the holdora of euch obligations. 

4. The no t es will be accoptablo tQ secure deposita of public oonoya , but 

will nqt beo.r the circulation p rivilege . 

II. lleo.ror notea with intcroat coupons attached will be issued 1n danotdnao­

Uona of $1,000 , $5 ,000 , $10 ,000 and $100,000. fho notes will not be iaauod in 

rtChtorod fOrtlo 

III . SllllSCRIPTION .AND ALLO'l'la:lll' 

1. Subscr iptions wll.l be r eceived at t ho !'odoral Reaorve bP.nks £11\d bronchea 

and at the Trea sury Dep~~rtoent , 'faebington. llnnldng inatl tutions generally OOf 

ouboi t eubocriptiona for account of cuetoner o, but only the Fedora! Reaerve bcnka 

Olld the 'l'r oaaur;v DGpftrtnent are 11111thorized to ect aa official agencioa. Othera 

thm banlc1ng inatitu tiona wUl no t be per:>ithd to enter eubacr1pt1ona except 

for their own account . Caah eubocripticns fron banko Nld trust col:!p8niea for 

their own account will bo r oceivod w1 thout d epoait but will be restricted i n 

each caae to an aocunt not exceeding on~rhe.lt of the coobined capital ond eurpluo 
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of tho aubaeribing bMk or trust coCiptlny. Oaah eubscripticna froo ''ll others 

cust be acoocpaniod by po,ycent of 10 pereont of the anount of tDtee appl1e4 tar, 

The Seerotlll')' of tho Treol\lry r oaor-voa the risht to cloao tho bcoka u t9 arrr or 

all subaeripti~ns or cloaees of aubecriptiona nt ony tir4 without notice. 

2. The Socrotnry of the Troosur,r rooorvea tho r!cht to r eJect any suh­

acr !ptlona, in whole or in pert, to nllot lou than tho ll.:lO\Ult of notoo eppliod 

tor, to nokc allotoonta in full upon appl!cnt !ons for ar.ollor ocounta nnd 1>9 

nake reduced allotconh upon, or to r eJect, MJ)licotiona tor l.Ar;;er o.ocunta, or 

to adept arrr or all of anid cethoda or such othor ::othcda of allotoent n~d 

class!f!cotion of ollotoonts as shell be deot~ed by hiD to bo in the public inter­

ut: and hi a action in tillY or all et t hese roopocts shall bo final. SUbJect to 

these r oacrvaticns, aubeeript iona in pe.,oo"t of which Serioe B Collateral. Trust 

!lotos of tbo Corporation nr<> t ondorod will bo a llotted in full • . Allot:ocnt 

not!eoa \'fi ll bo sent out pro"JltlY upon al.lotccnt, and tllo "cnais of tho 1\llotcont 

will bo publicly nnnouneod. 

IV. PAYMENT 

1. Pnyoont at par a m occruod interoat, it &rrr• for notos allotted on cash 

aubscriptione cuat be oode or cocplotod on or before lln;v 2 , 1938, or on lator 

allot:Jent. In every coae t~hero pt~YDent is not eo conplctod, tho poyocnt w1 th 

opplieation up to 10 porcont of t he nr.ount of notes applied for ahall , upon 

'oclarnt1on cado by t he Socretnry et t ho Troaaury in hio diceretion, be forfeited 

to tho Un1 tod States. Sarioe B Collaterr.l Truat No tee ot tho Ccocod! t;v Ored1 t 

Corporation, oaturi~ 11a;v 2 , 1938, will be accoptod e t par in payoent for tJD7 

notes suboeribed tor nnd allotted eAd should aceo~ t ho oubscr1ption. 

V. G:!:N:£iUL P.i!OVISIOllS 

1. .b fiscal acenta of t ho United Statoa , Foderal :iloa~rve botll<o are 

nutbcrised Gnd requeoted to rocet~ oubseriptiono, to onko allotconto on the baota 

and up to the tll:lounto indicated by the Soerotl\l';v ot tho Treasury to tho federal 
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JIDoorve bankl ot tbe reepectin d1atr1cte, to hwo allot'*'t mUcee, to reoetn 

peyaent tor notoa 1\llotted, t o t:IOiie delhor:r ot no\oa on tull.-pa1d eubaoripilou• 

allot~od, e.nd tho:r uey 11.,. inhrio r oce1ph pondinc deliver:r ot tbe det1Dit1n 

notes • . 

2. Tbe Scorot o.r:r ot tho Treneur:r w.:r a t 1117 tlco, or t roo U oa to tiDe , 

preser1bo auppleoental or a!:endator:r ruloa and rogul.at1on1 gO'fon)ing tho otferinco 

wbieb rill 'bo col:ltl\ID1eat od procptq to tho 7edeml lloaorwe benl<a. 

II<:IIBr lllROi!I'1'1W1, Jll,, 
Sccr otar:r ot tbe Tro&IUJ'7• 

-ooo-

• 

• 
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R1 FRENCH ~ONETARY SITUATION April :25, 1938 . 

lO :JO a . m. 
? resent: 

H. J. Jr: 

[.~chhead : 

H. 4.Jr: 

[.ochhead : 

~noke : 

H • .J .Jr: 

.<noke : 

ll. '£ . Jr: 

White: 

i! . i .Jr: 

llr. Taylor 
Mr. Lochhead 
llr. \'/hi te 
llr. Feis 
Mr . Harrison 
Yr. Knoke 

Well, I had this conver sa tion with Cochran and 
Butterworth, a s a r esult of the fac t tha t Sir 
Frederick Phillips had asked Butterworth to find 
out just ~nat we kneN. And tha t they knew nothing 
and, as near &S I can make out, t hat llarchandeau 
hes r efused to see anybody Friday and Sa turday; 
nobody could get t o him, incluuing the Bank of 
France. You (Lochhead) check me on t his . 

Yes, we check on that . 

I mean I don't know where I g et this , but is that 
right? 

Checked in t wo ways, both by Cochran and secondly 
Carigeul ' s cal ls t o the Federal Reserve that day, 
which we couldn 1 t unders tand - t wo or three calls 
in succession. 

Then, talking t o Butterworth, he sai d t he people 
in London had t he same experience, couldn' t r each 
anybody. bnd as a matter of f~ct, for both Friday 
and Sa turday I gather tney were under wr aps . Is 
t aa t about right? 

That ' s right. 

So the English said tha t - thpY mentioned the man ' s 
name - made a co,nput a tion • 

Uawtrey. 

Who? 

llaHtrey . 

Yade a computa tion, end it should be 155. And that 
letting t his t hing go the way it was , I ga thered they 
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:.ochhoud : 

H • • I. Jr : 

t.ochheed : 

H •• l . Jr : 
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felt they were not livi~ up to the spirit or 
the tripartite, and that they were letting this 
thing go and they weren ' t giving. it the support 
which it should receive. 

313 

'Nell , the r eason for my asking you gentlemen to come 
in was that I wanted to t alk this over end get your 
advice, see what you thought. loly mind is entirely 
open. I got a call in 4uarter of 11 for Cochran and 
at 11 o ' clock for Butte.:-worth t o bring ourselves 
up to date. 

But I see according to this morning 's papers - what 
I would gatoer wos thbt tne French were st~lling until 
toey went over to London . I mean that ' s rRwt· it looks 
like . ~nd - did you (Feis) know anything on this? 

Stalling in reln tion to wht~t, ~lr . ~ecretary? 

On the announcement - whatever financial decrees 
t ney •re going to make . 

No, there ' s been nothing on that , except what ' s in 
toe Cochr an cables . Thet •s nbsolutely all we ' ve got. 

Cochr an · cable s ays t hey ' r e going to have an announceme 
today . 

Did make a certa in gener~l announcement . 

Well, you showed me that, ..-h!ch is !:leeningless . 

We have nothing else . 

nhich is ceaningless . . 

Generalities . 

What? 

Gener alities . 

I mean it ' s Just meaningless . And ther e 'Ne are . 
Of course I Just reel this way - I t old Cochran to 
go in and'tell Uarcnandeau t hat I di dn't l i ke this 
and t hat I felt that it was up t o them to say 
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something; tou t they Just couldn ' t ac t like this, 
a nd to be ve r y forceful . And Marcrumde~u s~ow him 
~ t once; ca me out o f Cabinet Dnd t a lked to him. 

Then my t a lk t o ~utterworth - " No , we don ' t know 
a nything . Tell l:iir FredericO( Phillips we d~n • t 
.<now & thing . " 

Of course, the .ay I f et:l up t o no11 - the Fr ench 
letti ng t heir frc nc go - I c~n • t see t h&t it ' s 
•lW't us any . 

314 

I can' t see toot it ' s hurt us t.ny . hnd s ince J t.l•.uier 
is in they ' ve g~ined , t hey s ay , s bout 6J mi llion 
uolla rs . :..h;. t .a. s t n rough 'lhursa~y . Tna t cnl.' ck? 

','/ell , I ";o .. lon ' t sur t ilb t . 

'• ~>v b1lli:m f r &. nc.J . Tnen t.hli' l os t . Yes , t ht t v11s 
rieht . J<b out t .\o b1!1Lm fn,ncs t <ley gai ned up t o 
• hursciay, tnen l os t a bout ru. l f of it . 

• i . .. Jr: Hbl.f of it? 

.. J~<Uicuu : The l11s t tning we nuve - ref .: r~nce in her.: - t hat 
t ney probi'bly lost .1·lf of it in Fri<i.,y 1 s r nu 
S&tura"l's pr otection. 

1! • •• Jr : I ;;t.tacr<!<i t ney J1dn 1 t ;>rot.I.!C t it . 

L->CII:Iet.d : ou; tney •ve ,Jr o t ec t eJ it. 

r. .... Jr : You thin.< tney l os t JJ oil lion uollars Friu~:y nnd 
<>a turday? 

woclmeud : Th~ot•s one o f the r e f e r e nces . One item ther~ of 
30J, JOu pounds on SHt ut·day, but then on the clny 
be fore t ha t 1 t w~s 1 t let~s t v million pounds . 
deroe.J~ber , t hr. t . .c.s definite . 

:\noJte : They lost l> bout nt,lf of it . 

Locnhead : Half mry be a little large . 

:>noke: u f t!leir gain in the las t t en d ays , last e ight days • 

. ( 
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Well, as I say, this is i mportant , and I thought 
each fellow - we put wha t we've got on the table. 

Hawtrey's calculations , I think, are fairly 
reasonllble from the point of view of the mechanistic 
one. That is, he con arrive a t that figure and be 
fairly reasonable as t o what t he movements of prices 
and the movements of exchange r utes over the past 
have been. I think we might come out a little bit 
higher, something of tha t sort, but it is approximately 
right. 

But I think that it a void3 a very significant 
pr oblem •hich confronts the French, and from our 
point of view, a t any r a te, which I take it is 
definitely t oward permitting France to get out of 
her present situa tion as best she can •• •• • 

Well, our r ecord has been tha t no1v for f our years. 

Yes , I assume it' s continued . 

'! he French ar e. confronted wi th the - not a fra nc 
r a te that · would reflect the underlying economic 
conditions, because her more immediate a nd more 
acute problem is to protect her gol d reserves . 
And tied up with that is the ques tion a s to how 
long will pressure against the franc continue. And 
if there has been, as there defini tely has been, 
bot h rumors and expectation t hat the franc r a te is 
liable t o go to 1751 then unless France does something 
r a ther s pectacular or effective in eliminating the 
basis of tha t rumor - I mean in getting the opinion 
abroad that they are not going t o go to that, then 
t he fundamental e conomi c f ac t ors have no bearing, it' s 
going to go t o t hat r a t e , and any attempt on their 
part to stop it will take place only through the 
impotiition of exchange controls, which he's a voided, 
or through the loss of gold, which he cannot 
experience . So it seems to me that the problem ~ 
not one of wha t franc r ate i s the most economic in 
the long run, but it's the other problem . 

••ell, I don ' t want to a ttempt to - I wouldn't at tempt 
to tell them what t heir r a t e should be, but a t least 
as long a s they ' r e in t he tripartite I want to know 

• 
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l"lhat they 're thinking of doing . 

That ' s different. 

By the way, Mr. Feis, 

316 

And after they ' ve t old us - I mean if they ' re Just 
going to let this thing melt and not put on any 
r egulat ions and not, try t o do anything - I mean I 
can 't - there may come a time when i t doesn ' t serve 
a very useful purpose t o have them as a partner . 

I think you 've been very liber al in your inter pret a­
tion of the ~ualifications of membership 1n tne c 
so f a r as tne Frencn are concerned . I think you'v "eu_ ..._._ 
been right in being liberal, in giving tnem every 
br eak . But if, f or instance, you have a new govern­
ment come in, as you now have , and there ar e rumors 
and speculations as t o what they ' r e going to do, end 
t he period of those r umors continues mo t·e or l ess 
indefinit ely without their telling you wha t their 
plan is, then I think that you have a right to t ake 
a very firm position with them. 

In other ;vor ds , if their progr am is to defend t neir 
gold r eserve rather tnan t o defend the franc as a 
policy, then I thinK you have a right to know, because 
the spirit of the triparti t e agreement .ves to defend 
t he cur rency r a ther t han t o def end the gold r eserve . 
Ho.1, if tney • ve chnnged from t be left foot t o the 
right foot, or vice ver sa, I thi~ that t he least 
t ney can do as e member of t he club i s to ac4uaint 
you wi th it, and tnen you to ae t er mine if you still 
want tnem as partners . 

I mean wnen it gets so tha t nll ither the British nor 
t he United St a t es Go vernment can ta lk to anybody for 
two days in the Fr ench Treasury, it i sn' t very good, 
i s it? Huh? 

No, I agree. But I think the fundame ntal s a r e as 
White has outlined them, so that • • • 

'//ell , I'm very calm, as I say . Aft e r having been 
through this about f our times a year, you get so t hct 
you don ' t get very excited cbout i t. But But terNorth 
was pushing a little bit hard and he of course was 
being pushed herd, and I think it ' s up t o us now to 
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have a policy here and then to acquaint our repre­
sentatives, wherever they are. 

The F'rench have to achieve some measure of redistri­
bution of their productive activi ty if they ' re going 
to carry on their arms effort . They can try that 
through a system of exchange control and controlled 
economy, or they can try it t hr ough a process of 
gradual and r ather continuous inflation, of which I 
doubt that 175 will be the bottom myself . And no 
allegiance to our tripartite mone tary agreement is 
going to make it possible to avoid one or the other 
thing . Of course, they ' ve made up their mind that 
they 're not going to seriously further reduce their 
gold reserves, and, While we naven1 t been formally 
tola that, every Prime "inister since the fellow 
before Blum bas mo r e or less indicated that was a 
fixed policy of the French Government. 

And then, I get - as for the British, I get the idea 
tha t they are probably feeling once again a little 
bit confident and want to make the French feel their 
dependence upon them in almost any direction that 
they can bring that feeling home . 

And you don't .vant to be used us a cat •s-paw. 

No, sir, I don ' t believe so . 

•lhat? 

I don't believe so . All or which 
a ffect the thing which you said . 
t heir purposes you ought t o have . 

does not a t all 
Some sketch of 

This story, tha t you may or may not want to comment 
on which Pearson and J,llen run today as a fact -
th~t the British asked us to get out a note in 
suppor t • .• 

~sked us to do what? 

Pearson and Allen run as a f octual thi.ng this morning 
thet the British Government esked us to get out a 
statement complimenting on that British- Italian 
treaty. 

I .. . 
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You can' t corJilllent? 

No, I don't know. As fa r as I know, no, but I might 
very well just not know . 

I said you might not want to tell me, bect~use af t e r 
a ll we asked t hem to do tha t wnen we came out on 
our price sta tement; you r emember tney came through 
be<Jutifully . 

Fd:; : J.y guess ifould be, .1 i th :.lmost complete certainty, no. 
I ~ean the British Government and the British 
n!llb&ssador Rould say t o t hemselves, "If •7e .1ar e to 
~elK into tne Stat e Dep11. r tment 81th sone such re~uest 
tiS tn-.t , it is tne very - tne very ;.c t of sugcestion 
on our ?&rt, is calculatea to do sooething e l se . " So 
my guess i s t hat tner e i s not one ch&nce in t wenty 
t hr.t H is so . 

t! . 'J . Jr : Pure me. t ter of curiosity . 

~tis : I ' ll find out , b~t I don ' t be1ieve .it i s possibly so . 

:o~1ite : On econolllic gr ounds 11. pr e tty eood case could be made 
for Fr ance to go t o 175 , i n vi ew of her particular 
s i tu.:n i on, from ner o.m inter ests . n pr etty go'>u 
ccse coulu be cHde . And another good case could be 
m~de that her going t o 175 is not very seriously 
~ffecting t ne British si tut tion either . So I think 
t nat ~11 comes in substantiat i on of wh&t Herbert 
says, toct the irritation - tht t the ~nnoy-.nce , •nich 
i s justifiable from tnc point of vie~ of not ~noNing 
;hht tney are intending, beco~es sometning differ ent 
because of tbe lurg~r pol1t1cul issues involved . 

no rrison : , Dr . ·•bite, waat is t11~ cross nte of the fr~nc a t 
175 • 

. :.tite : I haven' t 

:<noke : $ . 1.1:085 . 

rib rrison : hnd a t 155? 

.{noke : 15 into 45 - about ~ . vJJ.:l , sornet ning of t OE t kind . 

lurrlson: I shouldn' t think you ' d much wor ry what 1t is, &s f a r 
e s we 're concerned . 
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As far as we ' re concerned the effect is very little. 
We do a very good busines~ with the French. 

I should think you would worry if they won' t gh'e you 
a cy indication which way it 1 a going or where they want 
it to go. 

I think tbose are two separate problems indicated, 
very clearly. 

Marcbandeau saw Cochran within 45 minutes from the 
time he asked to see him. So it ' s just a question -
I asked Bewley -Bewley hasn't asked to see us in 
two weeks, ~as he? 

Yes. 

What does that mean - •yes•? He bas? 

Tuylor: Yes . 

a . :4. Jr: 

Taylor : 

H • .I.Jr: 

Lochhead: 

Nbite: 

Lochhead: 

White: 

He has asked. Since Saturday? 

Not since Saturday . 

No. 

Of course, the other interesting thing today is that 
they spoke about the franc going down to 175 this 
morning and this morning the franc is up; tney 1ve 
supported it rather vigorously, and the franc has 
gone up to 160 .75; that ' s a $. 0310 rate here . 

But, Ar chie, as indicated .•.•. 
. 

One of t "ne t"umors was that tney started off this 
morning with the French coming in very vigorouslY to 
support the franc, and then it went up of its own 
accord after that . 

And didn't Mat"chandeau state in the cable very 
definitely that they have evel"y intention of 
supporting the position- I mean so fat" as the 
statement is concel"ned, which apparently is 
responsible for Monday ' s action, which indicate~ 
that they're going to temporar ily at least not give 
the impression that the franc is going down to 175. 
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'Nell, lilY feeling about it is this, t hat under t he 
terms of the tripartite arrangement, as I r emember 
them, any one of the participants in the a rrangement 
has the right , for purely domestic reasons, to l e t 
their currency go if they want to; but I should think 
it would be implicit in the agreement that if they ' re 
going to do t ha t for domestic r easons and reasons 
wholly satisfactory to t hem, they would acquaint the 
other members of the arrangement. 

Well, it's a little bit different than that, Geor ge. 
That isn't- I woula say t hat th~t wouldn' t quite 
describe the spirit. 

You would not? 

No, I would say they could not l et the thing go purely 
for domestic r easons, because the question is - as I 
r emember, they can not let their currency go , 
deprecia te their curr ency for competitive r ea sons, 
but i t doesn't say anything about domestic. 

It does say that they take i nto consideration t he 
domestic f ac t ors. l'hey all insisted on that . 

But, after a l l , 1f tne franc goes to, say, 175 cross 
r ate, i~ a ~uestion, when does domesticity start and 
world competition end, or vice versa, you know. 

Yes , I agree . ~nd t hat ' s where! think they ' r e fa i l ing, 
t hey 're not letting .... I saould t hink this par agr aph 
- if t hey don't go any further than this par agr aph in 

cable 644
1 

you would no t be content or sa tisfied . 
"The Minister refused to mention any specif i c l evel 
at Nhich he desired the franc. He, the Minister, 
insisted that ~onday • s statements should drive back 
the r ate." That ' s t he ones t ha t presumably are in 
t his ticker announcement . "I asked whether 1?5 or 
any other limit had been in mind a s the pr oper extent 
f or t he franc to sink . The Minister r esponded 
emphatically that t here was no ba sis whatever tor 
speculation on the 175 l evel, and t hat there was 
most definitely no intention on this government ' s 
part to manipula t e a deli berate depr eciation of t he 
franc or to accept a franc pushed down to th.e present 
l evel without counter-attack." 
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Now, in en eer l ier part of the cable he did say 
tha t t hey were not goi ng t o use their gold r eserve 

"as extr avagantly as in the pastil- I think was the 
phra se. It's all very vague, r a t her i ndicates to 
me, no t t hll t they're being unfrank wi t h us, but 
r ather t hey don't know themselves what they 're 
going t o do . 

Tnat1 s right . 

Oh, I don't think they know . 

(On phone) What &bout Cochran? 

Tney 've been f a ced Rith this series of rumors which 
a r e - you notice that ?art about t he four banks who 
passed wor d ar ound all ov<.r the place; wny, pr obably, 
t ha t nus caused t hem mor e trouble ths n anything, 
because those banks ar e supposed t o be pr etty friendly . 

Friends to whom? l'o Reynaud and Patenotre . But that's 
t he dif ficulty in the whole set-up . 

And you've got our friend Bonnet , who pl ays with 
Lazard pretty har d . I don ' t know who does t he business 
f or the others , but it 1 s ••.•• 

Toe .:hol e set- up invites t hese r WDors . You h11 ve a 
Cabinet in which t here a re two for mer !Jinis ters of 
Finance, end yet neither of t hem bas been offered or 
accept ed the portfolio of Finance :.!inistry. No>~ , why? 
Pr obably because Reynaud t hought t ha t the Cabine t wes 
not w1llin& to go - conceivably Reynaud thougnt the 
Cabinet was not quite wil l ing t o go quite as f ar os 
he, Reynaud, has pr eeched f or six year s now. ?low, 
that lends itself beautiful~y to these r umors . 

I hadn ' t read the last par agr aph of t his cable . "In 
our conversation the Minister r eferred to an interview 
of Dal edier appearing in t his evening ' s pr ess, wherein 
the Prime Minister seid, 1The Government is unanimous 
in i t s monetary policy , unanimous in affirming i ts 
fidelity to t he tripartite agreement .•• The end of 
the message . 

Yes, I saw tha t . 
like a signature. 
say •unquote . n 

It's got to be kind of a formula, 
They always use that, then they 
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I don't see wbat would be accoapli shed by f iring 
them f rom t he tripartite agreement - I mean even 
i t t hey can't formulate their own plans with 
def1n1 teness . 

J~st p~t great er press~e on the franc. 

322 

P~t greater press~e on the franc, and 1f the level 
ot franc is of concern to ~s, it would only accent~te 
i t 1 I think. · 

Ther e is also this: from their position, new governments 
coming 1n and out, •••• 

(On phone) Hello . 
~ochran follows:) 

Thank yo~ . (Conversati on with 

Regraded Uclassified



• 

Ope t•&tor : Go ahead . 

~ . ~ . Jr : Hello . 

H. :J.,rle 
C~chran: Hello , Ur . Secretary . 

H .~ . Jr: Good morning. 

C: How are you, sir? 

H. :.t . Jr: J..h -

April 251 1938. 
10:54 a .m. 

~ : I •ve had a rather inter esting day here . 

H. J .Jr: Well , let ' s have it. 

C: This morning the franc opened at 165 . 

H . ~! .Jr: :ies . 

C: Then went to 166 9/16 . 

H. 'II . Jr: Yes . 

323 

C: Then it moved back a little bit . I was at the Bank 
at 11 : 30 this morning. 

C: 

H • .! . Jr: 

1: : 

You were where? 

At the Bank . of France . 

Yes . 

At 11: )0 this morning . And by that hour t hey had 
given 100, 000 pounds . They had brought the r ate'down 
to 165i · 

H. ll. Jr: 165. 

C: 

tl . iJ . Jr: 

C: 

And i. Yes . 

Yes . 
And then at one o ' clock Daladier, the Prime ~nister, 
gave out a stat ement foll ,wing the Cabinet meeting , 
which was a f a irlY good !l·;atement . It does not give 
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many det ai ls . I t just gives the general line . 
But the plan envisages a free defense of the franc 
and stay i ng 'Hithin the tripartite agr eement, increasing 
product ion, adjustment of labor, and so on and so on. 

Uh-huh 

And about that time the Control went int o the 
business very seriously of pushing down the franc. 

Uh-huh . 

t.nd they got it dom to 160i. 

Yes. 

And pushing it down from 164 7/8 to 16Ji took about 
an hour . 

I see . 

And then to get 1t from 16J~ to 160f only required 
half an hour . So it went down very quickly . And I 
talked to my friend ot 4:Ju. 

Yes . 

And at 4: JO he said 
that they had knocked it down without much cost, and 
that a fter 4:JJ there w~s beginning to be something 
aifferent, and that t hey were going to try to gE:t our 
friends to hold it at thht r a te. 

I see . 

Nell now, our figures are that - something like this: 
as of Thursday night - during the pr evious ~Veek or ten 
days they had accumulated about 60 million dollars . 
Hello? 

Yes, somewner e between 50 and 60, cer t ainly. 

Ah - have you any indication where they would stand 
tonight? 

No, because that ' s what I was talking to him - he 
couldn' t ge t me the figures , although he gave me 
his 11 o ' clock figure . Be hasn' t finished that yet . 
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Well , we don't know what t hey spent Friday and 
Saturday. 

I•ve g iven you Saturday' s . Friday they spent 
nothing . 

Friday nothing and - Ar chie ' s s!tting here - we 
nave Saturday' s . 

Tnursuay, JOO million .••• 

Yes • 

••. francs . Thursday . •. 

I see . 
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... I mean Friday nothing, Saturday I gave you the 
amount up unti l Just before l unch . 

Yes • 

So there ' s no use going over tha t . 

Now, you haven ' t seen Marchandeau. 

Beg pardon? 

You have no t s een ~archandeau . 

I saw him that night, Saturday night. 

Yes, but I mean today . 

No, but the Ambassador sa~ next to him at a press 
l uncheon today . 

Yes . 

And be said in a t elegr am at three o ' clock today that 
Marchandeau repeated almost verbatim the stat ements 
which he had made t o me . 

Oh-huh. 
That t her e was no difference of opinion within the 
Cabinet, that he i ntended t o hol d the franc , end so on. 
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But the story now is thht they're not going to give 
out any of the important decrees until after Uay -
atfhtetr ah meeting of the Council after May 1; that is, 
, I! t e:,: 'll be published in the J ournal Official of 
.Jay 3. See? 

H . .f.Jr: Yes . 

C: 

il . !.Jr: 

C: 

C: 

;, . .. . Jr: 

ii • ..<.Jr: 

. . 
u . 

a . :.:.Jr: 

C: 

I!. :L . Jr: 

C: 

ii . ;.I .Jr: 

Now, -.vhat I would like you to do is this . 

Yes, sir . 

I'd like you to ask again t o see Uarcnandeau. 

Yes . 

J.od say that you're doing so at my r equest. 

Yes . 

nnd that I would like to lmow what nis objectives a re 
in r egar d t o the franc. I mean where is he going to 
try to hold it? 

Well, I 
and •.• 

I asked him that the other day, you see, 

I Know, I know, Cochran, but since then they've hed 
tnis meeting, I'd like t o ask .•. You got nothing; 
he didn't tell you. I mean ~t least I wasn't satisfied 
anyway. 

No, but he's got busy today and he ' s forced it back • 
Th11t in itself is a statement alone . 

All right . 'llell, i s that his policy or is that only 
for today? 

I see . 

I mean maybe that ' s the way he feels today ; how is 
he going to feel a week from today? I mean wha t are 
their ob j ectives? That's what I 1d like to know. 

The impression that Wilson and I both get about • • • • 

t1hat? 
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•• wnat Llarchandeau sai d - Wilson called me ten 
minutes ago t o tell me about nis t alk . 

Yes . 

327 

~lso showed me his t elegram. Be said that he tried 
t o pull Uar cnandeau out as I had the otner day to get 
a definite statement and he sai d he could not. And he 
said he was convi nced t ha t they are not dead sure 11hat 
their plans will be. 

>'I ell, I 1m going t o ask you to please s ee h1m again. 

Surely . 1/hatever you s ay . 

J.nd - I mean I don't lay g reat stress on i t t oday, 
but I would definitely like you to see him tomouow. 

All r ight . 

I mean it isn' t tha t much of an emer gency tha t you hove 
to see him t oday , but I ' d definltely like you to see him 
t omorro1v. 

I' m - because whatever announcements t hey 're going t o 
make, they would have t ime to make together a fter this 
Council of Ministers is over . 

Yes . 

They 're sitting now . They asse~bled a t t nr ee o ' clock 
t o go over the plans d i scussed this mor ning a t the 
smaller Cabinet ~eeting . 

Yes . 

~o we may have some announcements t onight or in the 
morning t hat I c ould ask him about too . 

'II ell, I ' d wait until tomorrow, but t hen I' d see him -
I mean, as I say • • . • 

I ' ll see him t omorrow wi thout fall t hen. 

Now Just walt a minute, please . Herbert Feis is her e . 
Just a moment. 

( .. ause) 
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In seeing nim - I mea n I' m not - all I '"ant is 
i nfor mation. 

l:iurely. 

That ' s a ll. 

328 

Xes . Have you s een the t e legr am I sent this morning 
yet? 

Tbe las t one I ' ve s een i s 644 · 

llo , I sent a 645 t his morning . 

No . 

About 12: 3J . 

No . 

In which I t old ab out whll t t he Control was doing this 
morning. 

No. 

All I want is to see hil:l a nd ge t from hiD, i f we ccn , 
whb t his objec tives a re. 

Xes . 

And unae r t he tripartite ag r eement I 1 m entitled to know 
tha t infor ma tion . 

Xes . 

If he knows it himself . 

Xes . 

See? 

Surely . 

!low, are you keeping Butterworth informed? 
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I sent him that long wire .the other night . I 
haven ' t sent him anything since then. 

I see . You sent him §44. 

Right , I sent n.im that. Received 1t by cable . 

Uh-huh. All right. 

And may I t ell you one 

Go ahead . 

Hello? 

329 

In this morning ' s «ire I told you most conrident iolly 
that t hese t~o gentl emen who • er e &oing rrom here 
across the ChEnnel on NednesdLy Ere going t o try to 
get & loan tnere . 

Oh, I see. 

And the thing is in my mind that they ' re wa i ting ro r 
plans her e •.• 

Yes • 

• • . unt!l they see what they CllD get over there. 

I see . 

The bead m~<n ' s ativisers don't Mtnt him t o do this . 

I see . 

He• s pr etty much set on it. 

Did you put that in your cable? 
• 

Yes . Yes , I put it in t he cable . It ' s number 6~5 , 
sent o t 12 noon today . 

r:eu, s end a copy of that t o But terworth, 11'111 you? 

I'd better repea t it by wire then. 

You can mail it t o him nnd he ' ll get it in the 
morning, won't he? 

Yes, I - I think r . can- stilll get .tbis eventnt& mail . 
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What? 

I think I can still get this evening • s mail. 

See if you can. If not, repeat it by wire . 

All right, sir . 

But I want - I want to work very closely , so that 
we~now. 

Surely. 

And wha t - anything else? 

330 

No . That ' s nb~ut e verything . Tbe general market 
her e is better, of course, with this strengt hening 
in the fr11nc . 

Uh- huh. 

are up. 

Good . 

There i s t a lk on t he m~rket of a British l oan. The 
tning t hey had in mind is something like tnat - they 
put up rem~ber? 

I -I don 't get thet. 

( 'l;ords no t unders t andable) 

I •m s orry , I don ' t hear you . 

That is , t o buy franc s and then l oan t hem back, you 
see, without buying gold. But I've explBined it in 
the cablegram which you 111 get. 

All right. 

Fine . 

Now Jus t a moment. 

But my - my belief i s tha t they're delaying anything 
else until they see what the result will be over there . 
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hll right, just a moment. 

(Aside: Wayne, £nYt h1ng? Anybody? 
Oh, I don 't think - I ' d r~ther put that in a 
cable . ) 

All right, Cochran, then you make the effort t o !lle 
him tomorrow . 

I 1 ll see him tomorrow some time. 

Tnank you. 

There 's just one thine, that~ mErket contact t alked 
with London just bef or e I tal~ed with you. 

Yes . 

~aid toey •re pretty nervous over there on this Czech 
situation this afternoon. 

I see . 

It's r eported tha t some of the German troops are 
mobilized on the Czech border now. 

I see . 

Thh t ' s ell I kno•:; . 

1.11 r lght. 

Fine . Well toen, I 1 11 - I 1 11 send you a a:essage. 
a fter I •ve t alkea dith him tomorrow. 

If you please . 

Good- bye . 

Good- bye . 
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What he said wa s that these two f ellows who are 
going over - he always talks in great mystery· 
nobody 'Hould know who wa s listening in who th~ two 
men were that would be there on the first to see 
•across the channel" - ar e trying to get a loan 
But that's in the 645 cable . But nobody can dr~am 
what I'm saying. Instead of saying "the Bri tish" 
Cochran always s ays • our friends across the 
channel" - code word. 

Cod_e wor d . 

If you (Feis) get something from Wilson on this, 
I suppose ••.. 

I suspect their coming over to England is one reason 
why Phillips would like justi fica tion for being 
annoyed ht the ir pr ocedure . 

I think t hey want t o try to •... . 

Wha t? 

I think - I don't say th&t t hey ' ve go t the direct 
i mpulse to, but i t doesn't displease them to reel in 
the posit ion 

To be nurt. 

Hurt or 
favor." 
against 

critical, or injured . nv;e •re conferring a 
It :nekes it mor e e Lsy to defend themselves 

any French r equests for political cooperc tion. 

I've got a ca~l in for Butterworth. 

The ailit ary people of the t wo countries are 
(word not understandable) together all t he time now. 

llho did he say was nervous about the Czechs? 

English. 

Vlho was massing troops? 

Ger mans. 

Haven't been over t he political cables for today. 
Just got in. So I don't &now whether we 've got anything 
for th~s. If there ' s anything special over there, I'll 
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let you know . 

I would say since Friday and Saturday this thing ' s 
improved, because it ' s improved - what•s the 
cross rate - cr opped from 165 to 160, r oughly? 

Tha t ' s roughly, r l &ht. 

~o t hey di d step in . ~eybe QY cal ling up Saturd&y 
end being ~uite firm may have had a little something 
to ao Nith it . 

I should think 1 t did . 

.l.lthougn thGt would be tneir t echnic,ue - very 
defini tely trying to repr oduce a previous r ate 
before lett ing it go, trying to bold it. I don't 
think this is t he point they 're golng to do it. 
But this is the procedure . 

I would say of their procedure tha t they have sold 
rnore pounds and dollars at cheap franc r a t es which 
they some time hope to r ebuy at dear franc rE. tes 
than a t any time i n the world' s history . It is 
perf ectly incompetent financial management that goes 
on - administration both on t he budgetary end and 
every other end . 

But • • •• 

Every four or five days it ' s the same business of 
fumbling ar ound incoherently . 

Uon't forget t hat tne tripartite agr eement made it 
easi er for t he French to do this . The tripartite 
agreement h&s cost the French 25 mil oi on ounces in 
gold and enabled many of the speculators to get out 
of Fr ance . 

Why? Why do you say the tripartite agreement did 
that? What do you nnticipcte would hsve happened 
had t here been none? "uch more of a smash in t he 
f<ranc? 

Don't misunderstand me, I 1m heartily in f avor of the 
tripartite agreement. 
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I 1m trying to find out whet you mean. 

Nevertheless, I em simply wondering why the French are 
still ardently in f avor of sticking to it . 

Influence of conventional monetary standards . 

They likewise - not only political - plays a very 
important r ole - but they likewise feel that the 
adherence to that gives them substantial financial 
strength to the extent tha t it doesn ' t greatly 
increase the pressure of the franc, for the very 
reason that you yourself give, that if tney didn't 
belong to the tripartite whnt would =.ave happened 
would be one of two or both things: namely, the franc· 
would nave depreciated much more r apidly and - or they 
would have imposed excnange control much more quickly. 
But whether they were convinced by the existence of the 
tripartite that they couldn't impose exchange control -
whether that played a role is, of course, a mute 
~uestion. But to that extent it has been responsible 
for a grea t loss of gold, that's true. 

Well, that ' s a difficult tiling to s ay, whether it's 
been responsible for gree ter or smEller loss; but the 
fact is they've lost 25 percent of their holdings in a 
year and a half. 

Half of which, at least, they didn't need to lose . 

Bub? 

Half of whicn they could have avoided . 

Well, you mean through different techni«Ue. 

Yes. I mean t hrough exchange control, more r apid 
depreciation. 

It would be very interesting to compare the discussions 
at each one of these periodic crises . Find they run 
very much the same way. 

Compare what? 

Compare the periodic crises - the discussions here. 
Find they run much in the same terms. 
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Knoke, as a matter of operation isn't there some 
advantage from the point of vie~ of the French in 
having some varia tion in their method of treatment 
of the aay-to-day oper a tions in the franc? I don•t 
mean by tha t that t hey ought t o stay out entirely 
on a Friday and t hen come in with all four feet on 
Monday necessarily; but unless they have some var i a­
tions they do open themselves to pretty definite 
attack by the speculator , who will know just exactly 
what their position always is. 

Particularly i n view of their closeness . 

Of course, it's been felt sometimes that the speculators 
had jus t as much kno.lledge of the variati ons a s t hey 
did of the straight pr ogr am; that's the only trouble. 

Probably there is no t echni~ue tha t you can't i mprove 
upon, but I think generally speaking they have done 
r ather \\ell, and a t times t hey have been up agli inst 
impossible odds . Now, it has been a knovm f s.c t for a 
long while tha t the French wer e hesi t ant about losing 
too much gold, particularly when t he situation in 
.e.urope became much more dangerous for them. Yl ith 
Daladier in charge of the defense - I think Datadier 
has been known to be an ardent supporter of a 
minimU!II wc.r chest of - ,.,hatever it i s , 50 billion 
francs, and with that in mind they have nad to husband 
t heir r esources and possibly support t he currency less 
t han t hey would have with a full chest. 

'1/ell, of course, the French, wnile they have lost hOw 
many billions of dollars in gold in the last three 
o r four . ... 

Well they•ve lost 25 mi l lion ounces in gold since 
t he tripartite agreement, which is 25 percent of their 
then holdings, which were roughly a hundred million 
ounces. 

It may be rather noble or them, but they certainly 
added to our difficulties, because we got pr actically 
all or it. 

I nk it Was lulrder on them to lose 1t than 
Well, but th.i 
on us to get it . 

Regraded Uclassified



,.bite: 

H.M .Jr: 

~noKe : 

11 . ~.Jr: 

Knoke : 

H • ..!.Jr : 

Knoke : 

H. l!.Jr: 

::hi te: 

d. Joi .Jr: 

Harrison: 

H. !.t . Jr : 

Hurr i son: 

a.u.Jr: 

- 16-

Because they won ' t get back the same thing. 

True, but it's like - if t hey hadn't done that 
if we hadn't done it, we wouldn ' t have had 8 ' 
sterilization fund, and all the rest or it. 

~ut tom~- I Just'can•t understand why those 
fellows naven't put on some kind or modified 
control on expor t. 

On what? 

On export of money. 

Well , they can't, under the tripartite agreeaent, 
can they? 

33S 

Yes, t hey can. ~y God, we even sent t hem 11 copy of 
our rules and regul11ti ons that you police for us . 
Can't do any more t han that. 

out, Mr . Secretar yL thut would have been of no help 
in a country like r·rance or in bny European country 
where you have the •••• 

We hinted - well , we didn't hint, we told them. 

You think Jolarcbandeau knows , Mr . Secretary? 

'lie certainly s aw Blum. I don• t know how they work 
i n the Cabinet, and I don't know whethEr t hey told 
Rueff or not; there is no record Nhether t hey told • 
... nd certainly the English have dr opped hints here 
that t hey wouldn't object •• • • 

••• t o some controls . 

Yes. I mean we did all we could to let them know, 
a s long a s it di dn't interfere with anything that 
bad to do with the trade treaty ••• . 

Mr. Secretary, 1 don • t knOIY whether it 1 s a proper 
question or not, but did you get any reactions 
from either the British or the French about our 
desterilization? 
The onlY thing - I got nothing from the French - I 
thought the British were a little bit childish about 
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it. They said they had seen this and that and the 
other paper , didn't understand it. In the first 
place, they 've got an Embassy with forty or fifty 
people in it; 1f they can't read our newspapers and 
send the cables over , I don' t know • • •.. 

And that ' s one of the things of those three gentlemen 
(Lochhead, Taylor, and White) - to service Cochran 
a nd butterworth wi th information. For instance, 
t onight when we close that Coamodity Credit thing , 
I'd get off a cable to the two boys and say, •we 
sold 200 million, 18 months, three ~uarters , 20 
times oversubscribed." Let them have it. But it ' s 
up to you th.ree fellows to service them. Show it to 
me; if I don' t t hink it' s worth while, all right . 
But it really ought to kind of originate with White 
and flow up through - to see tha t these fellows get 
informati on . Butterworth seemed to - but th11 t was 
all - he kind of hinted &round that he said - and 
that ' s another thingl that when we did the 300 million 
dollars we let them know in advance, and we didn ' t this 
time . Well, I sent them a cable we didn ' t let George 
Harrison know either . 

I can testify t o tha t . 

Don't be funny . J.nd it was just one of these times th" 
we ••••• 

//ell, isn' t it true that the British in the p~> st, in 
the handling of toeir f und , ha ve desterilized gold 
by selling it to the Ba nk and ~,. etting pound credit? 

Yes, 11i thout telling us . ~uite. Time li nd again. 

Not 8 NOrd. 

:;0 that - of course, the only difference is tnat t here 
they be ve done it as a to at ~er of routine end it doesn ' t 
come out in the newspapers, and we do it with a greet 
f anfare of publicity. Seems like a lot more than 
they a id. 

You're perfectly right. 

I think they unquestionably have done it. But I 
venture to predict that when next week ' s "Economi s t" 
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comes to us , there will be a very excel l ent 
analysis of vthat dester1lization meant and 
a ccomplishes, IYhlch was pr obably written 24 or 
48 hours after t he e vent . No difficulty in 
under s t anding it . 

333 

I don 't think the British Tret sury ~d any ree l reason -
we just couldn' t l e t them know in advance because we 
didn ' t have time to let enybo~ know in advance . J.s o 
mat t er of fact, if you get rieht down to it o11r own 
State Department • • • • ' 

Only two hours . 

I didn't call up Herbert Feis and tell nim. I mean 
1f anybody is going to 'ce t burt , Herbert Fe is Nould 
nave the best right. But we didn't let - ~e did n ' t 
do Ill\}' thing 

Glad 1 1 m in such good c ompany , doc tor . 

But I think the thing you saia makes the main point : 
tnat it is r eally e typt ol' tecnnlcul banking action 
t~t is almos t best trehted ~s r outine . 

'.'/ell, I think it •ould have been except for the w.Jvunt . 
I think the amount is probably wha t made them think 1t 
was not r outine . 

That ' s right. hs you StY , they do it «eek b) ;vee:C 
ov er ther~; . We letc ve 1 t ~lone for nine .non ths 6nd 
toen ... 

It ' s in the way we hhnule it, too , Kitll ~uite a lot 
of publicity . 

(a. M. Jr r eceives cha rts t na ticker 
clip1)illgS from /Irs . Betts) 

(On phone) eolonel :Aclntyre, ple~se . 

"Roosevel t to see S. L. C. ~hairman Vougla s at l~nch 
with Sec . L!or g ." ;.,oes tht• t lllean thn t I eat ana 
IJouglas aoesn•t? He sees Dougl as and e~ ts with me? 
Funny wording . ).lay be Ne 1 r e na ving lunch toge the r . 
Ob ~ God, iJoutl~s and I ea t Nitb the President . 
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Do they give the menu? 

No . 

They only had enough for two. Have to make it go 
ar ound for three now. 

I wonder what ' s the significance of that? Huh? 

333 

I h~pe it's some modi fication of the S. E. C. rules . 

'that would be ••• 

(On phone) Hello . 'Nell , .teep after hlm anyway . 
Please . ..ill you? How about London? Any chance? 

Well, tell t hem I'm not too fussy on the 
secrecy; I'll t ake Eny old line . But I'm in a hurry, 
tell her, I 1m not too fus sy. 

Vlell , a t least thls kind of clears the atmosphere -
I mean we get it off . And it's pretty important; 
we haven ' t had a meet\ng like this in a long time. 

If the men don ' t mind waiting until we hear from 
Butterworth .•... 
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Butterworth. 

Hello . 

Oo ahend . 

April 25, 1938 
11 :24 a .m. 
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Butterworth: Hello . 
• 

a . l .Jr: 

B: 

li · ·•· Jr : 

B: 

d . .. ~ . Jr : 

B: 

li . ;l. Jr : 

B: 

H.:.: . Jr: 

B: 

H. J . Jr : 

8 : 

a . ;4. Jr : 

U: 

H. I.I ,Jr: 

Hello, Butterworth . 

Yes, Ur. Sec&·c ~~~y . 

Bo« a re you? 

Very ~ell , t nank you. nnd you, sir? 

I •m all r ight . 

Now, I just got tnrough t alking to Cochran . 

:tes, sir. 

And he 1s senaing you L copy of & .cable he ' s sending 
me today . 

Xes . 

Llid you get his 644? 

I di d indeed, sir. 

!low, he gave 
t hey got tile 
ar ound l6J . 

us e. review of what heppened todarl and 
franc down from about 165 to rougn!y 

I 
Yes, sir . 

And so evidently they ' r e making an effort. 

Yes, they are . 
Now, whu t t hey did t oday - I - i t ' s come out on the 
ticker. I t isn' t very clear, but it seems to boil 
itself down t ha t they 1 r e sort ot withholding an 
a nnouncement until these t wo Fr ench gentl emen come 
over to England . 
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Oh-huh. 

That ' s what it looks like. 

Uh-huh. 

• 

Now, in that cable 645 Cocnran gives us some of the 
obJectives of the French gentlemen and what thev 
hope to do, you see? ' 

I see. 

hnd I•ve asked Cochran to go in and see Uarchandeeu 
again end ask him wha t a re nis obJectives in Egard 
to the French franc. 

Yes. 

That I don' t feel that he has yet informed us. 

Yes . 

Now, tha t is the whole picture . 

Hight, sir. 

~nd whet I'm telling you - I have no obJections that 
you should pass that along . 

Indeed I will, sir. 

No>t, if they beve anything over taere that t hey lcnow 
as to the objectives of t he French in regard t o the 
franc - if the British Treasury knows anything, 1 1d 
like t og et it. 

Right. I certainly will . Well , I had a word with 
then• this morning and they said tha t they bad no 
specific information at all; that,Lenorcy, tbe 
Assistant French Financial Attache, bad come to 
see them here and that he bed said that - he had 
volunteered that the French Government of course 
could not at this time hold the franc at any 
particular figure, such as 155 or 160 . 

Yes . 
But the British said to t hem that they completely 

341 
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unders t ood that; tha t - tha t they never thought they 
were going t o do so. 

Yes . 

Bowever, t hat it was quite n different thing if they 
bad a French Cabine t Uinister who was bruiting about 
stories which were t aken up by the market • ••• 

Yes . 

• • • and led t o a r apid and unnatural depr eciation. 

Yes . 

hnd I gather the convers&tion was left at that. 

Well, you s ee, heretofore tney •ve t o ld us wnat -
between what limits taey were going t o try to hola 
it. 

Yes . 

And when they have told us, they 've a l ways made the 
effort. 

Yes. 
nell, up t o noN they haven't given us those l imits. 

Yes . 
So we don ' t know. And what I ' m esking for i s , I'd 
liKe to koow. I'm entitled t o know. 

VI ell, taey feel tne sa1:1e way here . They said they 
thought the t all t hey could do a t the moment 1•as to 
wai t in view of this forthcoming visit. 

Yes . Well , I ' m giving you t his .••• 

Because the once Finance Yinis t er is coming over here. 

Yes . I'm giving you this because the scene of ac tion 
is going to be transf erred to London within a couple or 
day s . 
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Yes, sir . 

And t hen let ' s see wha t you - what luck you have . 

All right, s ir . 

No1v, is there anyt hing - any gossip, anything you 
can pass along? 

No - ah - tile market a t the moment s t ill believes 
tha t t here i s a divergency of view in t he Cabinet. 

In the French Cabinet . 

Yet t he ticker r eports that • . •• 

Yes. 

•• • tha t al l has been settled at this Council of 
!Jinister s . 

Yes . 

But whether or not that i s correct I don ' t know . 

Uh- nuh . 
Nat urally tne f &ct tnat Ocladier and Bonnet are coming 
over here has increbS&d the discuss i on in the City 
about t ne question of a French loan. 

Oh-buh. 
But t he feeling her e is t na t it would be very difficult 
t o make it upon t erms ;vhich • ould be satisfac t ory to the 
market . 

Uh-huh • 

.l.nd there ' s not much enthusiesm for 1 t. 

I see . 
Now, Jus t a minute, I'll ask Berbert Feis if he bas 
anyt hing . Be has not. 

J ust a moment . 
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Right . 

(Pause) 

( J,side : No . No . ) 

Hello . Hello? 

Yes , sir . 

No , if we get anything we ' ll l et you know. 

Yes , sir . 

344 

And - but up to now, all we know is after they ' ve 
t aken the hour- to-hour ac t ion - t hat's all we know. 

Yes, sir . 

li ay I - may I send a message to aerbert, sir? 

Yes . 

na1 t a minute, you can do it di rect. 

Herbert? 

Hello, Walton. 

Hello, Herbert. 

How ere th1ngs over there? 

ell right . Herbert . 

Yes . 
watson just telephoned me . 

Yes . 
And asked me to come t o dlne with tlllll t onight . 

Yes . 
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To t a lk ove r his f orthco;ning t rip t o t he Sth tes . 
He pla ns t o sail tomorrow. 

Yes . 

345 

i..nd I g " tht:r tni s is 
wha t the re~son is . 
off . 

unexpec t ed . l.nd I don 1 t kno¥t 
But I jus t thought I' d tip you 

rir: ve you c ~<bled the Department a bout it? 

>l'hiJ t? 

nre you c~bl~ng tne ~e~& rtment ·bout it? 

He just telephone ... ~e :bout n· lf Ln nou:- <>go . 

J..ll r ii;ht . 

tio I tnought I 1 1.1 wd t unt ll t alnect ld t h nlm t onight 
a :td f1 nd OUt wh[ t 1 S IVilV t , 

t,x treraely interesting, :lul t on . 

All right . I - I jus t tnought I 1 d pass tha t on t o you. 

'- hE.JlA you . 

ola:;l t on, a re you nullll i ng tin? 

Yes . 

• ie l re get ting you off o:. cable tttis a fternoon . 

.. ell, I just sent you ~ disp~otch ,r;hich - the final 
par &graph of 1 t <~as writ ten b;, the AmbassE.d or. 

•·ri t t. en a lspat ch? llritten? 

Tha t he kno>~S ~bout pools t nu none of t hem cHn wor k , 
unless they h a ve the credit o f " ma jor country behind 

them . 

Uh- huh. Did you suy L :1r1t ten d ispatch? 

Yes, a written dispatch 1)0 •••• 
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All right, if you find anything i n the cable instruc­
tions that doesn't fit in with the analysis in your 
dispatch, why, you follow your own Judgment, huh? 

Well , there ' s not an analysi s . The - when this 
dispatch was shown t o the Ambassador he said he'd 
like t o go on recoru as saying that he didn' t believe 
these pools were workable . 

I see. 

Thank you, Walton. Give my love t o Virginia . 

Uine t o Ruth. 

kight. 

Good-bye • 

. lait a minute, I' ll find out .. -the Secretary 
says he ' s through unless you have something more. 

No, I ha~en • t. 

Good-bye, Walton. 

Good- bye . 
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April 25, 1938. 
11:44 a .m. 

34? 

H ,'~ . Jr : Hello . 

Oper~ tor : Mr . FranKlin. 

H. : . Jr: Hello. 

0 ;era t or:- Go ahead . 

H. :J. Jr : Hello . 

P. A. S . 
FranKlin: Hello . 

r : 

F: 

F: 

n. :.I.Jr: 

f : 

F: 

F: 

H.M.Jr: 

Yes . 

Henry :.lorgenth&u, Jr . 

Oh, Henry Morgenthau, Jz;. 

Yes , sir . 

All right . 

Secretary of tne Treasury . ~r . FruOKlin, I'm c~ing 
up on a matter which I would like to have your 
cooperation, but it's purely u volunteer Qatter. 
hod if you don ' t feel li~e giving it, I will not 
have any ha rd feelings . 

night. 

And i t also is not direct l y under you, but I ~lt I ' d 
r a ther appr oach you than possibly someone else in 
your organization. 

Yes . 
On Friday the ?anama Pacific Railway - Steamship Company 
t he Panama Pacific Steamship Com~&ny 

Yes . 
• • . sold i n five minutes $11,JOO, OOJ of Uni t ed St a t es 
Government bonds . 
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Panama St eamsb1p Company . 

Yes. And it was such an unusual t ransaction and 
i t was handled in such an unusual way t hat I was 
curious t o know what the story was back of i t . 
~btl we can' t find that t he Panama Pacific Steamship 
~ompany owned $11, 000, 000 worth of Governments . 

Oh. Wbat did they do? 

What they did was - they asked the Government bond 
dealers to give them bids on $11, 000, 000 worth of 
GoverDQents; gave t hem five minutes, and then - they 
said, "You've got Just five minutes to give us a 
bid on $11, 000, 000 worth of Governments . • And then 
they sold them. Well , it so happened that Friday 
was about the only day in about a year th&t the 
market could have absorbed $11, 000,000 worth of 
Governments 

Yes . 

. • • in f1 ve minutes. And as I 1 ve said jokingly ~round 
the office, we haven ' t had any t hing like that happen 
since the Russians sold a million pounds of sterling 
in thirty seconds. 

Yes . 
I oean - and it was an unusual i"ansac t ion and handled 
in such an unusu&l way, plus the fact t hE t we can't find 
tlult the Pan&lll& Pacific Steamsb1p Company o;med any 
Governments to such an extent. 

Panama Pacific Steamship Company. 

Yes . 

\lh,y , they don' t own them. 

Pardon me? 

They don' t own them. 

No, we can't find that t hey own them . So, as I ssy, 
I 'm a sking this purelY on a basis of whether you 'd 
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care to find out, volunt eer it; if you f eel that the 
request is not a reasonable one, why, f orget it. 

I ' ll see if I can find out about it. 

rr you can, I would appreci~te it . 

I ' ll telephone you. 

Yes, sir . Thank you v.ery much. 

Panaoa Pacific Steamship Company . 

Panama Pacific Steamship Company, on Friday . 

On Friday went into the m~ket f or 11 mil l i on. 

Yes . Sol d . 

Sold l l million . 

Yes . 

My goodness, t hat •s as t onishing . 

And - and gave the mPrket jus t five minutes t o t ake 
t helll . 

Gave the ~arket only five minutes to t ake them. 

Yes . 

All right. ~ell , I'll look into it and let you ~now. 

And - t han!< you. 

Let you .mow if I c~>n find out anything about it. 

All r ight. Thank you very much . 

r•ve got to go out t o luncheon now. 

Oh, this i sn't a mat ter of minutes . I mean either 
t oday or tomorrow. But - but I ' d appr eciate it. 

All right, thank you. 

Good-bye. 
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Hello . 

l&r . Fra.nklin. 

Hello . 

Go llhead. 

Hello . 

Hello . 

Uor genthau speaking . 

Apr il 25, 19)8. 
2: 59 p.m. 

Good . This is Vr. Frenklln. 

Yes . 

~h - there ar e - I ' m very s orry t o say I haven't been 
able t o find out s thing about t hst for you. 

I see . 
Now, if you find out anything about i t, I' d be very 
much indebted t o you if you ' d l e t me know. 

Well 

I wish you ' d try . 

\'lell - ah - •lie can. 
tnink 1ve can - but -
a nd all that. 

I mean we can get - a t least I 
we can fino out about the deiivery 

I wish we had eleven thousand- eleven mi llions of the 
bonds . 
Yes . Well , you can't find out anything about it? 

t:an't f i nd out a t hing about it. r •m v ery sorry. 

Well .. . 
And t here ' s no company by tha t name. Now, please 
let me hear from you attar you' ve investiga ted a 
11 t tle furtber . 
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I 111 do that . 

I ' d like t o know what was behind it. 

I would too. 

There ' s some thing behind 1t. 

I see . 

351 

I don 't know ~hat i t i s, L don ' t AOOW whether somebody ' s 
trying to make some !~pression upon somebody or not. 

un-nuh. 
Or if they ' re tryine t o do s o=ethlng a gains t us - I 
don ' t ,mow . 

I see . 

But I ' d appreci~te it i f you' d let me know. 

I ' l l certai nly .do t hat , Ur . Franklin. 

I•m v ery much obliged t o you. 

We •l l - we ' l l - we •ll do the best we can to run it down. 

How's everyt a1ng do~~ toere now? 

Oh, I'J say a l ittle ~uieter . 

Well, things are awtui l y quiet with us . 

I see . 
:le•re waiting tor s decision trom the Shlppine Bo,ard 
which we haven't had . 

Fine . v:ell, you won 't likely .mow 1t, but t he Treasury 
1s one of your best customers . 

I• hat ? 
We •re one of your best customers . 

Well, r • m very much obliged to you. 
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That gold and sil ver we put on your boats . 

Splendid . I s ay it' s Just sa ved our lives . 

And we must pay you a tidy sum e very year . 

Yes indeed , and it' s been a very gr eat blessing t o us . 

Well, some good out or i b anyway . 

Much obliged to you. 

J.ll r ight, Mr . Fra ndin . 

I hope you ' ll let us r eciprocate . -· 
~ell , I ' m just - just on the t axpayers ' payroll, that ' s 
all . 

All r ight . Thank you. Very much obl iged to you. 

Al l r ight, good- bye . 
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Hello . 

Yes , ~r . Secrtit~ry. 

:lr. l>imon. 

Yes • 

April 25 , 19)8 . 
J :l) p.m. 

35:? 

The President of the United StRt es is very much 
disturbed because he hears tha t the Rhinebeck Post 
Office - they're no t going to use old stone wall, 
tha t they ' re planning t o open up some stone ~unrries . 

And his instructions ere tha t they should use old 
stone Nell . 

lYell, Jr . Secretar), here ' s wh~: t the s! tuation is . 
~·;e sent St anley Brown up ther e t.nd he found ttu. t we 
could get ~u!te a little stone fro~ the old building, 
t hat .... 

Well, listen, you bet Ler write me a memo on it . And 
the President wants old stone wall . 

Yes . I see uow the tntng came ~bout . l.!r . Shipley, 
who i s the .owner of the pl~ce , sai d thFt he ' d r ather 
not use the ol d French wall off of his place, but 
there ~re plenty of more old s t one •alls all over 
Dut chess ~ounty . 

'1/ell, a re you going t o use old stone walls? 

Sure· we ore . 

Well , f or God ' s sake do, please . 

Yes, we certainly are. 

hnd no nco¥ stone . 

!lo . 

Well, the country i s s&ved . O. K. 

All right. 
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Apr il 25,· 19.38 • 
.3: .30 p.m. 

~hairman Vouglas is at a meeting at the ·Capitol. 
She thought if it ' s urgent she can ask him to call 
you, and he'll be back a t hi s office at 5:.30 or 6 . 

Uh-huh. Ask him if he NOuld cell me - ah - t oni ght 
a t my house - if he could call me about 7:15 . 

7:15 . 

At my house . 

'•ll right . 

J.nd if you c ould get - a good way to do wou.ld - if 
you could fino out where he ' d be at - well, maybe -
a sk bim· to call me . 

All right . 

V/111 you please? 

All right . 

And then - ah - ah - I ' ll let you know . Do that 
a nyway . Ask him to call me a t 7:15 . 

All right. 
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Opern tor . 

April 25, 19J8. 
4:2.3 p .m. 

Commi ssi oner Ba nes, of the S.h.C . 

Right . 

( !'t.USo!) 

Hello . 

~ommissioner Hanes . 

riello . 

Hello, ~r . Secret~ry . 

~an you ne~r ae?, 

Yes , sir . 

~>re you ~lone? 

Yes , sir . 

Good . ~r . Hanes . 

Yes, sir . 

Go ~neao . 

: ~s ct lunch ~ito the Preslaen~ t oaay . 

1es, sir . 

355 

Ana I Lskeo nim wne ther I coulo t~lk t o you about 
coming ove r t o the 'Ireusury t•S Assistbnt Secretary , 
a nd he said I could . Ana he suid .1. s hould tolo< t o 
Douglas . Well, I've been trying t o get bold of 
Dougl11s rond I can' t ge t nim until t oni ght . But 

He • s - ne • s gone t o II elf York, Ur . Secrets ry . 

Has ne? 
You - you - y ou 've ~nockeJ me so flat on my back siae 
tha t I ha ven ' t got .r.oythii'IG t o say . 

'//ell , I 118 nted t o ha ve you th ink about it a nd I 
wondered whether you ' d car e to pick me up a t the 
nouso tomorrow morning and walk down with me . 
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I 1 d like to very much, sir. If 
you'll give me - if you' ll give 

Address. 

. 356 

you ' ll give me - i f 
me the .•. • 

d~.i~~dress ~here I c an pick you up, I'll certainly 

2211 )Oth Street . 

22 -

11 

- 11 

)Oth. 

)Oth Street. 

Now, that' s just off Mass6chusetts Avenue . 

Yes, sir. 

I don• t ltno.v whether you know where Senator Tydlngs 
lives . 

I do not, no, sir, but I can find t his all right. 
2211 -that's - I come down !.lnssacb~;setts Avenue in 
the corning a ny•aY. 

Well , it's - it's- we're Just opposite Bouse ' s 
house. 

Yes . 

You r.now, Ambassador House. 

Oh yes . Yes . 

And the r eason I'm describing it- lot of people go 
over into Georgeto•~, and we don't live over there . 

I see . It' s - it's turn left; 1f I'm coming fr om 
Massachusetts Avenue toward my office, I' d turn left 
on )Oth Street . 

On 3Jtb. 
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Yes , sir. I ' ll pick you up. hnd what time shall 1 
pick y ou up there? 

About 8 : )0 . 

8 : )0? 

Yes . 

1 1 11 be the re, sir, &t a : )O . 

You think this over, because I 've been thinking it 
a nd I talAed t o tbe Pr esident Frid~y a nd a sked him 
t hink it over . 

Yes , s~r . 

ove r 
to 

hnd vie - 11e could use you o ver here , and I t hink cr.n 
msko it inter esting . 

Well , tha t • s awfully kind of you, and ve ry - it ' s ve ry -
I don ' t know, I thi nk you probably e re mi s t aken in the 
i ndividual. 

No • 

.but I'm not going to argue wi tb you a bout thEt. 

!lo , 1 • m not . I've t cken l ots of trouble to f ind out, 
end I KnOW I' m not mist~&en . 

Well , you're terribly kind . And I' ll pick you up there 
tomorrow morning at - at 8 : )0 . 

All right • . 
I do thank you, sir . 

Good-bye . 

Good-bye . 
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Randolph . 

Yes. 

i.pril 25, 19)8 . 
4 : 39 p . m. 

I t elked t o P . h , ~ . Franklin and .•• 

Yes . 

•.• Governor Harrison was here when I d i d . 

Yes . 

358 

nnd Fra nklin called llle "5'a~k ~:na §dO~ ~a1l completely 
mystified . Be said be wished to Heavens t ha t they 
nad $ll,JJJ, vJJ worth o f Governments . And ~e sai d , 
"lion' wr. Worgentnau, you (tSKed me to do you L f l vor; 
I ' m going to ask yo u to do one. n 

Yes . 

lie ssid, "Please r un thn t story do1·m. 11 He suys, 
"I' m ~erribly worried nbout it. " 

On-bub. 

ile soys, • tte have- no r ecord, " ana be says, • .. e just 
don ' t under stand it,• and he s~ys , •You•ve got us 
worried no.v . n 

hell , ! 1 11 b e damned . 

lind be sai d two o r three t imes, "Now, will you pleuse 
pr omi se me t o run tibbt s t or y down." He sHys, "Fra nkly , 
you've go t us worried ." 

Yes . 

So I pr omised n1m that I woula . 

Yes . 

Now, will you - will you d o your best? 

I will, y es . 

He said two or three times , •llo•t , you will promise me 
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to run that story down, won•t you?• 
Yes. 

He says, •r .. •- he says, "I 
completely mystified . • " - he says_, ""I!~ re 

Well, t hey didn't sell 8!\Ythill!: ot all , they didn't 
have anything t o sell? 

They sllid t hey don't know, they haven't got it. He 
said- "Gosh," he said, •we wish we did . • 

.Vcll, I 1 11 be aamned. 

Yep. So I - I think you better C£11 those people 
in &no have ~ little heart-to-heart t alk with them. 
Yes. 

What? 

Yeh . Well , I'll see ~~ha t I can do, Henry . 

Yes, because it ' s - i t certninly i s worth running down. 

Yes . There may be - aay have some lad in their offices 
oper.ating as a stooge f or somebody else . 

Yep . 

Yes. 

I got my ottn suspicions, but I - I'm not going to say. 

Yes. Uh-huh. Uh-huh. 

So will you run it do~'ll? 

I • 11 do my best, Henry . 

Right. 

See wha t I c&n get. 

Thank.you. 

• 
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Lolldon, J.pr1l 25 , 1938. 

Dear Henry: 

I understand that while Blum was Prime Minist er, 

we told him that, it he considered it desireble to insti­

tute a r orm ot limited exchange control in France , we 

would not object to it and would help to persuade the 

British that it did not break the Tripartite Agreement. 

This interests me tor two rea~ons: tirst, because I em 

sure t hat no limited exchange control system can stay 

limited and still be a control system, end secondly, 

because in making such a suggestion to Blum we were 

certa inlY coming pre tty close to playiug dirty bal l 

against the British . I grant you the Brit ish are usually 

able to prot ect themaelYes , but it we play that kind or 

ga111e we will get it played on us as well. 

Do write me whose idea tbia was and who harbors 

suoh simple taith in limited controls when all or the 

The Honorable 

Henry Morgenthau, Jr. , 

Secretary or the Treasury, 

Washington, D. C. 
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oountr1.. 1n Europe that ben begun th1a 'ftT ban 

always ended by putting on all the oontrole they oould 

think of. 

Youra a1noerely, 

~ 
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