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The nlB.jority agreement with respec t to the classii'ication 

of loans is that the three columna in the examination report 

now known as slow, doubtful, and l oss will be continued. 

Their present form, and t hat of the instructions to examiners 

as to t he t ype of loan to be included in each of the three 

col uuns , will remain the same as at present . It is proposed 

to l abel thes e three columns by the roman numerals I, II and 

III . At the top of each page upon which this tabulation 

occurs , there will appear t he roman numera l I and following 

it a definiti on of the type of loan which is included 1n the 

colur.m; t here will also appear roman numeral II followed by 

t he s i ngle word "doubtful" ; and there will also appear the 

r oman numeral I I I followed by t he single word "loss" . 

l'lhere t here is a recapitulation of the columns now known 

as elow, doubt f ul and loss, the same devi ce will be used, i . e ., 

the use of the three roman numerals as symbols with the accom­

panying explanati on of what is included under that . As now , 

on the recapitulation page only the t otals in columns II and 

III will be included in figuring the net sound capital of 

banks . 

(It should be noted that this agreement would 
result in the complete elimination of the 
word •slow" from los.n clas sifications . ) 

May 2, 19:58 

.. 
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The minority position with respect to the classi­

fication of loans in the examination report is that 
' 

t he column now known as "slow" should be eliminated 

from the pages upon vhich it now appears and that pro­

vision be mads elsewhere in the report , under a 

heading "Loans Listed for Intorcat1on or Comment• , or 

other suitable heading, for listing, with appropriate 

comment , not totaled and not included in any recapitu­

lation, such loans as the examiner feels should be set 

out for the information of the direct ors and proper 

officers of the bank, with the clear understanding that 

such loans are not being classified as doubtful or loss 

and are not necessari l y to be regarded as criticised 

assets . 

L:ay 2, 1938 
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April 28, 111$8 

In 1954 with t otal loana in 6, 276 national bazlka ot • 

$7 • 7fo0, 696, 000, national baZlk ex•m<nera olaaoif'ied 27 per 

cent in the elow ool'IIIZI• 

In the l a et halt ot 1937 with total loan. in 5, 267 

national baDka ot $8, 933, 2l6, fo00, national baDit e..U.era 

olaaaif'ied only 9. 81 per cent in the alow column. 

Year S101r Doubtful Lose 

19a4 2~ 4' ' ,. 2.9% 
1935 16% 2" .~ 

Fi rat halt of 1937 lo. sCY, 1 . 14." .efi% 

laat b&lt or 1937 9 . 81,: l . oe:'( . 49 
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The majority agreement with respect to the appraisal 

of bonds 1s 

1 . That depreciation in stock and def'aulted 
bonds be classified as loss and that 
securities 1c these groups (III and IV) 
be listed a nd priced 1n. t he report of 
examination. (The minority does not 
disagree on this point . ) 

2 . That deoreciation on securities in 
group II and 1n the .fourth grade of 
general market obligati ons in group 
I be deducted in the report in com­
puting the net sound capital of' the 
bank, and t hat securities in these 
classifications bo listed and priced 
in the report of examination. 

3 . That depreciation 1n all group I 
securities except the fourth grade 
of' general market obligations bo 
disregarded and that these securities 
not be priced in t he report of' exam­
ination . 

0 

4 . That unrealized appreciation be not 
allowed. 

5 . That a premium on bonds purchased a t 
a premium be amortized, 

• • 
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Tho minority position with respect to the appraisal 

of bonds is 

1 . That onl y depreciation in stocks and 
defaulted bonds be class ified as es­
timated loss, and that securities in 
these groups be listed and priced in 
the report of examination . (This 1s 
in accordance with the views of the 
majority. ) 

2 . That securities in groups I and II be 
not priced, and preferably be not 
listed, in the report of examination. 
A complete list of all securities , 
however, should be attached to the 
report of examination sent to the 
Supervisory authorities . 

3. That depreciation, other than in stocks 
and dafaulted bonds, should not be taken 
into consideration in computing •net 
sound capital." On the other hand, it 
can not be affirmatively stated that 
depreciation in any securities constitutes 
sound capital. Therefore" the minority 
.feels that the schedule snowing a compu­
tation of net s ound capital be eliminated 
.from the reports of examination. 

4 . That unrealized appreciation be not 
al lowed. 

5 . That a premium on bonds purchased at 
a premium be amortized. 

lo!ay 2 ' 1938 

5 
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Tho majority agreement with respect to tho 

treatment o£ net pro£i ts from tho sale of securi­

tiee is that until adequate reserves against the 

"' securities account have been built uv, all such 

profits should be impounded and be unavailable 

£or any purpose other than to take care of losses 

resulting £rom the saLe o£ securit1eo . 

ray 2 , 1938 
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The minority positi on with respect to the treatment 

of profits from the sale of securities 1s that 

1 . Estimated losses should be charged 
off . 

2 . Banks should be required to estab­
lish and mai ntain adequate reserves , 
including reserves against the 
securities account . 

3 . Banks shou1d not be required to 
earmar k individual items of profit , 
regardless of source. 

4. Speculation should be severely 
criticised and penalized. 

r:ay 2 , 1938 

~-

1 
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JOlt J.IDIIDUD RJT.IlSJ, 
llooda1. llaT 2, 1938, 

Pre oo Ser-ri ee 
llo. 1~ 19 

•• 

The Seeret&r7 of the Treaeurr toda;r announced the final oubaeription 

and allotment figure a with reapoot to tho eurront offer inc of 3/4 poreent no t oo 

Sorioa 0 ot the Oommodit7 Credit Corporation. 

lubaeriptiona and allotmonte woro 41 rlded amonc tho ooTeral Jodoral 

lteoor..a diatrieta and tho Tro~.ur,r aa follows: 

Total kchange Totnl 

8 

Totnl Cnah 
Subscriptions 
Roeohod 

Total Caah 
Subaeriptiona 
Allottod 

SUbocriptiona SUbacripticn a 
Recohod Allottod 

(Allotted in full) -----

• 135,10?,000 $ 10, 856,000 • 2 ,655 ,000 • 13, 611 ,000 
1,006,266,000 80,584,000 1?,??0,000 98,354,000 

78,7?0,000 6 , 327,000 ?0 ,000 6 , 397,000 
ClOY0111114 98,5?7,000 7,943,000 1,730,000 9,673,000 
R1chiiOD4 61, 069,000 4 ,919,000 1,145,000 6,064,000 
.t.tlMta 47,355,000 3 ,916,000 1,100,000 5,&16 ,000 
OhieQIO 136,750,000 11,141,000 15,915,000 27,056,000 
St. LoUie 49, 262,000 4,046,000 6,930,000 10,976,000 
llinnoopolio 19,426,000 1 ,631,000 1,010,000 2,641,000 
Xanana Oit7 28,541,000 ,2,325 ,000 2 ,455 ,000 4 , 780,000 
Dnllna 28,009,000 2 ,360,000 4,225,000 6,585,000 
Snn lreneiaco 140,641 ,000 10,994,000 3,425,000 14,419,000 
Tron1Ur7 8, 750,000 700 , 000 700,000 

TOTAL $1,839,386,000 $14?,742.000 $58,430,000 $ro6,1 ?2,000 

- - oOo-
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TREASURY DEPARTMENT 

tNTER OPl"''CC COMMUN.tc.AT10M 

DAft) llq 2, 1938 

,..., .. II, J., Barril 

A thor\ ren!! or tbt V. s. Go•trMta t 

aecuri tr urket cblrly the patt wMk 

wae4 the "P"fl'd aoyaent, cloa1Q& at nn hiP. tor the 7ear on Sa\urda.J, 

Dw'ln,; 1101\ of the w!!lt the urket wee rather quiet, wl th intereat 

centered in the lOQ& uturitiee, bllt on Saturde,y the aarket wu qui t e 

active. lleporte indicate that a ler&e part of the etreqth on Saturdl;r 

••• due to an article appeari~~& on Dow-Jonee ticker. Tbie article brlefl7 

stated tbat the 'rre&8Ul'J bad reda..,e4 3 elll1on epeclal DOD-!Iarket not!l 

for the Poe tal San~~&• S;ret .. to eupplJ the SJ•t• wl th cub rather thaD 

bJ eelliQC open aarket le.u.ea of aonl'llaell\ uC\lrltlu. !ha.t tha 

Treuur;r, b7 thlt acUon, wu retn1o1Q& t rca ch!ckiQ& the bood •rket, 

J. dallar article appeared on Do.-J oau toda.J (llon41J) when It ..,, 

learned tbat the fr!&aur, bad rede,.!d 10 a1111on of theee notee for the 
I 

J'ederel DepoeH lDI'IU'aDCe Corporation. 

llet pine b;r 1Dtermedlate and loJl& IIIIU!I r&Q&e4 frca 6/32r>4t to 

ll/321ldo while the thrM ehort eot loiiUeo were ,.all fractlont lower. 

J.ccordl nc to the a•enae price of the 11 leoueo not 4:ue or callable 

wlth1o 8 7earo, !Te&aur;r boodo are aore thaD 2 polato abo•• the April 1 

low, and the hiP,!It oillce llarda, 191'1, 

• 
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... • 
!be fl'eUUJ'7 aow arut •• •U7 tal•• aad llltCleote4, Qlao\oo • 

aq oao 4q 414 oot ftr"J onr 1 or 2/aa.u .... tor tho -k ao a *ole, 

are udlaap4 \o 3/3Wo 1-r w1 tb U.. ozoepU• of \lie 1 3/ 4te ... 

:oe-bor, 1M2 'tdlich aro 1/'&W lalper. 

Qorpon\e "• Mark!' 

Bllh cra4o 1orue coaUDilM 1D fair 4-'- altbo'acl> 'I'Ol- ot tva.­

o•or realao4 llp\, .1. further laoroaeo ot a'oov.\ 1/4 polat occorro4 la 

lloo4J '• ccab1Do4 jJ.J. bca4 prlco •••race, pl oolDC tlt.o a'l'oroce about 1 B/8 

pola\o a'bon \lie rocat l ow, 'bllt 2 3/4 polah 'bolCI'I' \be .J_.,-, ltH 

tlt.o r oll croop whore a oet ot tho 11lll11C • •• coatore4. Lon .. 1a tho 

1DIIu.e\r1oll ADd utili t1o1 wore coat1Dod to eaall t racUoao 'llhih \lt.o 

101111 'b)' ralll rODCH to •••oral pol11h. lloo4J' 1 cca'blao4 B.l1 •••race 
docroaeo4 o'oov.t 1/2 polo\, 

p..loro' Po[ttollo 

total holdlJIC ot direct ,..,..._., OOC'IU'ltho aad cuoraateod ioruo 

'b)' doaloro docllaod .11,400,000 4Dr1D1 \be poat nolt. Cbaapo 1a tho 

11141Yld.ual croupo, •• llhowa 'bolow, nro -tl. 

( 1D allllou or dollaro) 

Boldiap Boldiap 
Mr. iR pr. 10 !'?r''D 

troaauJ7 bca4a .v.a 61.6 + 2.3 

• aot•• (1 ,...., aa.a 13.? - 2.6 

I I (1..0 JMI'I) 60,8 64.1 + a.a 

• 'blUe a.e 0.1 - 3.8 

!, 0. L. c. 'boado 14.6 • •• -'·' 
'· ..... c • .... 1.1 311 -!a' 
' 1?0.1 111.6 -u.• 

10 
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fE!IDJ'Z Moo!pte 

!hera "ra DO aalaa aab b. tha In York aarlal\ tor iD .. aa'-•' 

acco=to 4ur1ac \he paa\ waalt. Bownar , \ba tolloriac pv.rohaaaa war. 

udal 

$ 188, 000 2 7/rJf, !rna, 'boada of 1955/80 a/c Dh\ric \ of Co1-b1a • 
Taachara llaUr••at J'uad 

1,000,000 2 7/rJf, 'l'r.aa. boac!.• of 1955/6/J a/c Go .. arJDaat L1fa IaiiUJ'Uca 
JUDd 

11 

'l'ha oal7 traDaact1oD 1D tbe carat ~ the radaral Baaal"'a s,., .. 
dlll'1~ \be paat calaadar .... 11: wao the raplac•aat of $39,656,000 '1'raa1U17 

billa aaturtac laa t 'fadaaadaJ ~ pu·cbaae of a a1a1lar total -.at of 

13 other lamaa of billa, 
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TREASURY DEPARTMENT 

IPrfTP O P'I'ICI CONMUNICATtON 

0 4 ft !lay 2' 1938 

TO Beoretar~org'enthau 

Kr.Ha~ 
The Bueiness Situation Sub ject : 

Oonclueions / " 

While t he current trend of business activity~ shown by 
published indexes continues to decline, various basic trends 
whi ch give advance 1nd1oat~et a turn in the business situa­
tion show definite improveme!I: (1) new orders have increased 
substanti ally during llaroh and April; (2) the production in 
certain consumers' goode industries has turned upward ; (3) a 
general rise in bond prices initiated by reoent monetary moves 
has brought greater confi dence to Lhe security markets, and 
paved the way tor an increased volume of new capital f lotations. 

The time which will elapse before these trends, if contin­
ued, will bring an upturn in t he published business indexes 
will depend upon certain i nfluences Which are tending to retard 
recovery: (1) the continued liquidation of i nventories is 
tending t o prevent an i mmediate translation of new orders into 
production ; (2) the memory of recent losses from anticipatory 
buying is making businessmen unusually cautious in thei r cur­
rent buyi ng policies; (3) an increased threat of labor 
d1 ! fioultiss , uncertainty over commodity price trends, and the 
prospect of reduced agricultural incomes later in the year, 
tend t o cloud the business picture and bold back business 
initiative. ' 

The conflicting trends between general busi ness indexes 
like t hat published by the New York Times, and indications of 
underlying business movements such as our recently-constructed 
new orders i ndex, arise largely from the tact that the general 
index refleote business which originated perhaps a month or 
more pr eviously. At the top of a busine ss cycle, unfilled 
orders may keep activity at a high level tor several months 
after actual busi nees has t urned downward. Bimllarly, at the 
bot t om of a cycle the continued l i quidation of inventories 
may keep i ndustrial activity depr essed tor 11011e t111e af ter the 
actual turn in the underlying t rend, the tillS depending some­
what upon public sentiment. regarding price trends. 
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Secretary Korgenthau - 2 

The general outlook 

An upturn in business actiYity next tall is widely ex­
pected, based on the belief that Government spending will at 
that time be getting under way, that the change to new modele 
in the automobile industry will be followed by a revived new• 
oar demand, that inventories will haYs been reduced to normal' 
or below normal, leading to a stepping up ot industrial pro­
duction, and that the cumulative etteots ot recent 110netary 
moves will have strengthened commodity and security prices. 
Such an upturn would not be likely to occur suddenly, however, 
but preli minary evidence ot a reversal of trend should be 
apparent several months in advance. Following the initiation 
ot the Ooverllllent ' s recovery program, one should be able to 
determine from sub-surface indications whether the program is 
taking hold, regardless or the immediate trend in general busl­
nese indexes. 

Is business making such a. turn? Evidence has appeared 
in at least three important directions indicating an under­
lying improvement, which should later be reflected in the 
published indexes ot business activity. 

(1) Probably the most fundamental indication or actual 
business is that provided by new industrial orders. These 
illlproYed sharply during March, and have shown a further iaprove­
ment in April , after announcement or the recovery program. We 
have constructed a composite monthly index or new orders trom 
data received from companies reporting confidentially to the 
Treasury and from various published data, weighted by t he 
relatin importance ot each industry. Thts index, which is 
the only co~site index ot new orders available, is presented 
in Chart 1, in comparison with the r . R. B. adjueted index of 
industrial production. It will be noted that the trend of new 
orders which turned downward last spring, initiating the tall 
business deolinei stopped its decline in January and February 
and t urned sharp y upward during Karch. 

The unadjusted J'.R. B. index of aanutaoturee, which ex­
cludes mining, proYides a someWhat better measure or the actual 
trend or business activity, since seasonal adJustments fre­
quently obscure underlying tendencies. In Chart 2 we mow thil 
index in comparison with our index ot new orders. It will be 
seen that the peak in the unadJusted index ot aanutacturee was 
reached in April, 1937, shortly after the peak in new orders, 
and that an upward movement accompanying the increase in orders 
has alreadY begun. 
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Seoretar;r Korgenthau - 3 

In Chart 3 we show a breakdown of the new orders index as 
between different industries, arranged to indicate the relatiTe 
contribution of eaoh industry to the total. At the top or the 
chart a comparison ie made between the trend of new orders and 
the New York fimes adJusted index. rhe tendency of the latter 
index to be misleading at a time when buaineaa ia reTeraing ita 
direction is clearly indicated b;r ite making a new high la.at 
August , when the basic trend of bue1neee ae shown both by our 
new orders index and by the F.R.B. index of manufactures had 
several months preTioualy turned downward. 

(2) Consumers' goods indust ries are recognized as normally 
being first to revive after a business recession. Certain in­
dustries in t he consumers' goods group have already started a 
recovery, after reaching the1r lowe several months ago. In the 
following table we show recent index figures for these indue­
trias, seasonally adJusted, together with the low point and 
date: 

Low ilontb ot February hroh low 

Wool goods 51 November 61 5~ 

Boots and shoes g~ November 116 120 

Tobacco products 155 November 157 160 

Silk goods 69 December gg 100 

Cotton goods 82 January 85 89 

Rubber tires 56 February 56 61 

(3) An upturn in bond prices has begun, following the 
increase in excess bank reserves by recent monetary moves . 
Commenting on t he initial rise in Government bonds, the Wall 
Street Journal stated that the real problem at that time wae 
•to i mproTe materiall;r the more speculative bonds and stocks, 
to induoe a better market for ' venture' money. fh1s money 
will build the houses and industrial olanta that will relieTe 
the Government of the neceesit;r for defioit financing.• rhe 
r1ee has since soread to municipal and corporate bonds and to 
the speculative issues. It is thus tending to restore confi­
dence in the security marketP, and to pave the way ror

4
an in­

creased volume of new capital flotations. (See Chart ). 

I 
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The fact that industrial production has for sooe time been 
running at a lower level t han a~parent consumption suggests 
that inventories are being st eadily reduced, and that eventually 
an u~turn i n ~reduction will be r equired to satisfy even pr esent 
re(!u1recents. 

The steel situation 

An illustration of the current low level of oroduction in 
relation to act~al orders is seen in a cocoarison of steel 
orders with steel production. lint orders received b;y the 
~ . S. Steel Corporation have increased for three successive 
weel~s , the latest figure repre senting an order volume eauivalent 
to about 45 percent of capacity, The o~erating rate during 
k>ril has remained practically unchange:l. c.round 32.5 percent, 
£ug£esting either that shipments are oeing m&de f1•om l il\·entories 
or that unfilled orders are accumulating. 

During the past three weeks the orders received by the 
• • S. Steel Corporation have been about 4o percent in excess of 
~reduction . Since it anpears entirely unlikely that the 
Cornorat i on is shipping ~ ~crcont more than its production , 
the exceos orders must represent some accu:nulation of unfilled 
orders that may later be reflected i n i ncreased activity. Dw·­

ing the current week , although op~rations decreased in certain 
s~eel districts, the i~ortant Chicago district showed a gain 
of 4 uolnts to ;4 percent or capacity, largely bece.use of in­
creased railroad and automobile demand, and operations in the 
·:iaeeling region were up 11 points to 6S percent of oaryaci ty. 

AlthoU6h sooe i mprovement in steel de:nand froo the a~to­
~o~ile industry is reported recently, this 1nd~stry cont inues 
to operate l argely on inventories bui lt up a year ago. It 
a])peru.•s that the inventories accumulated last summer we1•e large 
cnouth to carry the oo~anies through practically an entire 
sen eon with scarcely any add! t tonal buying. A general shutdom 
by t he aut ooobile co~an1es for extensive model changes, ex­
pected to begin about July 1 , should have no unfavorable effect 
on steel activity, since they have been buying practically no 
steel. On the contrary, it is believed in the steel industr y 
t h&t the auto~obile compani es will begin stocking steel products 
for their new models around that time. 

Ti me of unturn not definite 

While an uoturn in busi ness has usually followed rather 
nromotly after a marked unturn in new orders , cer tain influ­
ences at present are tending to postpone the beginning of 
recovery. Of major i moortance is an a?parent tendency to 
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continue the liquidation of inventories, and to continue a hand­
to-mouth buying policy, on the fear of still lower prices. One 
may well question whether business is not making the same mis­
take in following a policy of extreme liquidation as it made 
last year in following a policy of inventory accumulation on 
the belief in infl at i on. Nevertheless, so long as this con­
tinues it will prevent new buying from being reflected i mmedi­
ately in increased industrial production, 

Businessmen are doubtless unusually cautious in their 
present buying policies because many were severely 1 burnt1 

last year in buying too much, and are taking care not to re­
peat the experience. Furthermore , they are letting inventories 
run down because small inTentories seem no~ at the present 
low level of eales, and seem 1 good business• when prices are 
declining. 

The clouding of the business outlook by the recent out­
break of labor troubl es , by uncertainty over the outlook tor 
agricultural buying i n view ot declines in agricultural prices, 
and by general uncertainty oTer the price outlook, are further 
factors tending to keep the underlying i mprovement from being 
i mmediately r e f lected in increased business activity, 

The orice si t uation 

The failure or co!!IJllodity prices to show more impronment 
after announcement ot the recovery program, and their declining 
tend3ncy during the past week, appear to indicate t hat the 
inflationary aspects of the program have for the time being 
been oTerehadowed by other influences, Appr ehension over the 
ultimate effect o t the spending program in raieing taxes appears 
in particular to have had some dampening ertect on public 
sentiment, Judging from the stress placed on this sect ion of 
the progr am in editorial comment and financial reviews, 

The attitude or buyers now appears to be that or awaiting 
definite eTidence or price and business improvement before 
revising their present cautious buying policies. Tbe New York Cot­
ton Exchange Service expresses the general reel ing in saying that 
1 while sentiment in the cotton trade has improved as a result 
of the recovery program, neither the fear or inflation nor the 
confi dence or business 1n pr ofit poeGibilities is sufficiently 
widespread to start heaTY anticipatory buying.• 

The current reaction or the public to the r ecoTer y program, 
however, has no necessary relationship to their later reaction. 
While the prospect ot further deficit spending may untaTorably 
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a ffect sentiment temporarily, before the spending baa bad 
time to affect industrial demand, 1ts eventual effect should 
undoubtedly be to increase prices. In the meantime, the 
two monetary measures will continue to work mechanically 
toward this end, despite the raot that their immediate psy­
chologioal effect has been relatively small. 

In the stock market, the drying up or activity on the 
decline this week provides some encouragement to those who 
believe that the more important trend at the moment is up­
ward. Surprisingly good earnings statements of the two lead­
i ng st eel companies , indicating that their •break-even• point 
i n t he first quarter was around 36 per cent or capacity, 
tended to improve sentiment. Gener al upturns in the stock 
market are often anticipated by individual groupe which turn 
up agai nst the general trend. The aircraft group recently 
bas shown independent strength because or i t a current high 
rate or operations and the possibility or an increased ex­
port business, and stocks in this group are now selli .ng at 
close to their highs for the year. 

The longer term trend 

Although the evidence cited appears to indicate a turn 
i n the underlying business trend, and provides the basis tor 
our optimism over the business outlook, it does not suggest 
ho1v extens ive the upturn may be whsn it occurs. If new fac­
t or s should arise to prevent private enterprise from taking 
over t he rains after an initial period or Government pump 
primi ng, it is possible that a short recovery may be fol­
lowed by a further r ecession. To Clake sure that no failure 
occur s in the critical ~er1od or transition from Government 
spending to private spending, such as occu.rred 1n 1937, all 
possible avenues tor private spending should be opened as 
r apidly as possible. The transition may then be made grad­
ually, under a careru.lly planned program, while business is 
in a strong forward movement. 

17 
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I'OLUlll SO, No. 18 MAY 2, 1988 EsTABUSIIJID 1909 

- Stock Review- and Outlook 
Lad< of tangible evidence of bUJinesa Improvement 

a oucttsslon of unstimulating eam lnra reports 
disaoa.raged sentiment and depress«~ prltee m08t of 

Althoqll the markets may vucillate indec:iaively 
further period and at times ah.ow Jrt&ter weak­
the Important Investment eotullderation Ia that 

II maldnJ a slow tllrn foe the better, aa a 
which the nut lonrer trod In the markets 

be upward. 

• • • • 
St<><lt Marbt Pooitioo 

Although the month of April enjoyed a rebound 
the peuimiatic market which was seen at the 

of March, stock prices have continued to move 
The price level seems to be alfected 

by hopeful, now by fearful sentiment. 
There are possibilities that before any really 

trend reta under way, the market will 
influenced by the leas cheerful side of 

At least no one should bo surprised if a 
oael:ion.ary tendency should prevail for an inter­

period as it did last week. 

• • • • 
Thm are two distinct schools of thourht within 

financial community which seem to be bold­
debate on the ;>resent altuation. The 

optimistic contends that present earninp do 
all iuatify the present price level of atocks. 

the labor and political situations torether pro-
no inspiration for an early revival in bualness 

and that, basically, the deflation In prices 
which we have already had Ia fnsuftl­

a solid or healthy baae from which 
. could proceed. Therefore, so this point 

\1ew holds. atocka must decline ao aa to become 
In line with the present rate of eamfnp. 

The other aide of the argument fa that while 
earnings are low in relation to prices In many in­
di..ulllal ca~ such a condition fa Inevitable at 

-.Jepreuion bottom•; 'tl!lrt we have bad sufficient • .:> 
deflation to pemut a recovery·alowly to ret under 
way, wherefore the stock price level will come to 
be justified In no ~P"Ut le:~gtb of time, alnce stock 
prices must reflect the future as well aa the pres­
ent; that aome basically good thinp are happen­
Ing from a political standpoint, auch as the tax 
revi.sion which fa being undertaken, the Increasing 
trend in CongTeas to act In such a way aa to en­
courare business, and the breaking up of the solid 
New Deal front; that, in the meantime, the lonrer 
ranre tear of lntlatfon (whether juatlfted or not) 
tends to prevent liquidation of stocks and that an­
other factor tendin&' to support the stock price 
level ia the extraordinarily low level of money 
rates, which makes for so little Incentive for in­
vestora to switeb Into fixed-income securities. 

• • • • 
As long as recovery does not make Ita appear­

ance-aa lonr , that fa, as the indexes of Industrial 
activity abow no rain- the more peSiimlstlc view 
may, at any point, tend to have the better of the 
argument In the market itself. That fa why re­
actionary trends of Intermediate duration should 
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received l4 pr terlcK and t.hlalndox of pu~ 
powtr of f~rmdolrom 98 In the f\nL qt,~arte.r of 1• 
power decline -o Thl.l dec1ineoll

1 to 'i8 i.o the f\rtt qu•rt.er of 1 \NOo t b th 
of cou.ne. bt ofhet. to aome txttn Y e 
volurM of market.lnp. 

1 Farm 1nc:omt abo•• a MM0Dt1 neTMK 
)lareb to Oc\Obe.r m t.ht aut a:lx 
brllll tboot liOC:M tmpf9VtrMDI. ln ~~.QtSia 
the fanMr •peda)lr wtl.h JtMr& 

rcmmeot.' bGt \hal ~ farm lecome for m :rm M below Wl of lta'7 ap,_,.. nuo;oablJ• 

............... ==- .......... ~-._._. ........ ~ 

UodB the ~~ew AAA tl:lt tcOPt of Govtramtnl 
.. ,.,.w .apport to a.rritultv.rt b tDOrmoualr in­

ahoold ltad to IC&bllfq total farm in· 
a eombhaatJoa of an ut.n!mel1 plmd­
and a poor lnduttrlal altuation could 

)'tar't fann rectlpt.t below the ftJUret 
abo ... 

The fa.rm implement loduttr;v hu thuJ tar telt. 
etrec.tt of rooeulon to A fa r teu extent than 
m06t lndutbie.. An Index of faet.ory employ­
in •arl~Jtural tmpltmtnt. taetorlet, for ln­

dedlatd from October, 1037 to Febru&rf, 
oo11 26 hadtx polntl u comp.ued wttb 

&om. NI)Ytmbu, ttu, to Oe:tober, IIS7 of 
il:lda point., ud a riM from Slpttmber, lt$4. 
Oetobu, 1887, of 1!0 lDdu: polata. At. a Ume 

mQT llldu.ttritt .,.. Nd t.o ttl6 ud ..,.. 
'-lo. mala....._ of ociM,.. .- 18M 
eoaatituta ntc~a:tm o1 un..W IWIItaDce 
fQt"CM of depl'llldoD. n. NUOII6 an that 

it napl .. tbt beetftta of tbt l&l"'t 
Uacome of lul ,..,. ud tUt f&rmen have 
tocoarapd bt a fnorablt pJudq lifaiOD 

aauruce o1 Ubtral CoYmlmut aiel 

A.cOm,.. 1a u.. WI....,...,. 11e .-.-w, - u 
•ahrtain.ed fgr ...,. t\&n.IMr pwtod. Mt ,... d• 
eliDe fD ~ it lad.k:aLed for taw Ia \1M ,_,._ 
It Ia - ... ._ U..t u..r. will ..... , drude 
dedi.Dt ia the pc&rc:b.ue of mach1Dtf'7, "' it. Ia 
probable that t.bt coa.ja:Dd.loa of ra .. rable fa.ctora 
that lft.ulted ba the la.rrt •o1umt ud IOOd MrD· 
inp in 1837 may Dot be rtPtal*i for lOOM yean. 

F&rmtn .toclced up beaftlt on maehiDerr Jn 
recent aood-i.Dcome 1t&rt. ud a1thouP the new 
tmt.U trac:tor drnloped tn reaent. )'tars may con. 
tlnue to uperleoce a aood dema.nd tor a conalde~ 
able further period. the lnduatrt will not ha\'1 tor 
the Dext lt'ltJ'al yeara at Jeut t.ht be:l'lel'l t ot tht 
hup; replacement demaod •hl<h td1ted MY'tral 
.Yf:&.r'l a.ao. 

Prol'lt m&raint in the lndu.tb'Y art nol rndlly 
&a«rt&Jubk, but doubtl• tb ... ha\'t been na,.. 
rowed b7 birher c.&l Ia thJa ladutry u elMwheft. 
It It lDtt~ to obit"' \he lmpalnMftt of ft:a&A-. 
dal CODc:litioc u~ b7 UM lftdfar eompa. 
uiea iD lSKn. Ja t.bt au.ebed table of "'Compuathrt 
Stat::i:atia"' it _,- be ... that Mdrl of tM f'l""• 
P&lliea nporttd lowv radol of cu,_t ...c. t.o 
CfUftOt liabiUtSet a.t tbt ad of 1817 .. compued 
with 1JIS6 ud .a nported u Inc....,. te lal"U· 
toriet Ia UIS'l. All but 001 of tllt: t10mpa.akle re­
ported u iDc:reue iD f't!Cielvab.f-. Til-. treod. are 
the natv&l "'ftectioa of • period of aeth'tiNtJ..., 

liT ........ .. o.vn. 

l - "'' t-1- I .. 
~ « 

~ ' ' )!r IIU U$lt IHCOI[ 

i 
........ 

_I _l ...... _. ...... 
'"'r '" ""''' • 

~ ' v ~ t/ F 
l\ 1\1/ l" I ~ ----- ' 

._.._.,.. __ . .,. 

• . 
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·- uatrY in 19$8 mA1 bt rtUOD&biJ ._.. 
lAP of the bad: Th atoeb at recent priett .,. II 
matntalutd. t b"P ud do not tmbod7 mort. 
~n.aldtrtd uuduJyu: ritk but the atrooa aua. 
tban-avtrare n_-ar . p.~aaed a cyclical ~It 
tJon that tbt mdu.a:trYI • • liD be approa.ehtd tor, tm W'hkh may no - t 
_ .. ..c~ of yun. iDdicatea that lhartl,_~ 

1 .,... , t dust:riea. wbleh abo• prom- o 
~ n the futllrt, otrtr mon lattl"ttltiq 
1"'11'0,. 0\'U ~ .. 10M at the pt8Cnt thn.. 
~top....,.. .. -

IIU1"• ptoduct.a wh.b btU.tnM:Dt ta lt'fiUll bu,aJ. 
ana cocdiUou. 

The ~mpan.y waa b; atroo• ftnandal circum­
atance. at Lhe end of lut year. Cu.l'l'Ot &Meta we.-. 
$14.7 million•, c:urrtnt UablUUea $:2.7 m11Uont and 
... orth2r eapltal ttl miHiooa. There are outttand­
Lnr 709,177 tharet of common a·t.ock and 32.7'78 
Wrta of 6~ per otnL preferred atoek. 

The c:ompaa.p it Ia a t'" of but.iDe.. t.ba.t It 
p:peeted to allow uotUtnt powt.h O\'fr a puiocl of 
,.ean. aM for pur'J)OMt of capital appf-=iatloo dur­

a perW of eyc.Ual k.aUrtea hapi'OWiftftt the 
llo'd.a couWtr-a.blt iatertlt aad attneUon. 

Pod* R.Uroatl COiflfiJOICI 

PAGI 4.16 

Untd II Prokbly DOt rtnerallr o:'*tfd at UU. 
tlmt ... tna.7 be pthcrM by the r"'laU¥tl1 low 
Prfctt p"vaiiJnr for the .toe.k llauera. However. 
u Indicated below by t.be com~rl10n1 of 01>tratln1 
rovtnuu and net ope:ratlftf Income for tbt Ant 
qu.aner of 1938 wftb prevlo~aa corretPOndJnr Pt-rl· 
odt, thert la noth.llll" in eaminp f'tPGNd 10 far 
thla year to ind.k.te Lhat. AU.fa.ctory ,...uha will 
aot be obtaiotd b7 Urtfoa PadAe durlq- the wr.. 
Nnl J't&r, 

Ill! ..... 
=::;... 

P~ Cat. f'IM.Cwrt11lolJD. Prtltrn ... --. •-.: 

n. tt«..r ..,..,. .,~ ., •~c t.w:t. 
/«- ~-t"'""' ,..,.,.., • .,.,.. ~ .. 

... , 
m I e~:::::: • · 

TM....compuya tiu..Ddal poeiUon If unqvt~t&oa. 
.W, lli'OD.f, At the ead of Februa17 lut. c:urrtnt 
a.uett were $4.6,292.000 f~;~c:ludJnr t$.091.000 C&tll, 
oompared with current UabiJititt of $18,600,000, In 
addition, thcro wu an iuveatment of tl68,781.000 
ln ttotka and bondt of oon-affliJated compuftt, tn· 
c:ludlnr c.l01t to uo.ooo.ooo in Unlt«< St.attt Co\·· 
erament bondL All of thue a.mouuta an hlfhly 
a:ubltantJaJ iD ret.t.ioo t4 annual ftxed c11.a.rre1 
amounUnr to $1~ aod uou.al prtf~ 
diYidtod requfrtmtata of SUSC.OOO. 

.. ,.,. ... __...,_ 
_..,.....,._ 

- a.rn••t:; '73/ 1.uot ~·t 
ratite R.R. Co.1 IM 111 ~ lot 

4" x~ Pf~t.. tn.u uua a.uo "'$2.40 a .,.,... _______ ,.,. 
Juat how Qu.lcldy fuwat.ment Hntim~t can 

ia wtJI llluttrat.ed b1 Ualoa Pad.6c R.afl. 
Co1z"'""' f Ptr Ce.DL Won-Ou:mulath-e Pt.., 

A uu .. Oftr • 7Ul' a.ao thia '-o• 
•...., kfl'b r"fC''rd prite trw all dme; 

it told aa low .. fO..-Ute lowest Inti ,.. 
lt.U ud a price bt~w whieh t.M •toek 

oe oor., a few occ:u:lons tlae. it wa.e iaautod 
J't&n •ro. 

l.Q eamfnp •tandPOlnt Lhe prefened atock 
lbe Un~o PacU\c Ra.llro&d Company b aituated 
•·ell u. It not ILronttr than, m01t ra.i.lroad 

of rood Quality. Thla 11. perh«pa. beat In~ 
th1 fact Lhat Axed e.ha.rau and pro­

rtQulrtmtntt were earned about 
on tbe ave,..,. Jn t.bc M\-m reart 1931-

I.'I:Ylllllfl:\':1!:1\': 
._ .... Lnl..Ul ... UI ....... 

&.he cunut low lt1'tl of boahaaa aM the 
~tro.d .......ra,. that are bela,. rtporttd, 
• bOt m.adl quettSon but Utat Ullion Pac:i.ftc: 

J'e&r tf.m fbtld charCN ud prtftn"ed 
"''uJ~~"""'to and PGrlllblJ' u much u 14 

. on tbt cornmoD atock. the dl'ffclend nte 
liu betn In elfect 1lnce 1832. Tbat ruultt for 

turr'ti:lt Yut will bt M u.Uataetory u Jutt out-

Tbe dJYidmd 011 tiaioo PadAc Rail,.... Coanpu, 
4 P.,. C.oL N....c.matotko l'>tf ........ SIOdt 1o 
couldtrM wtll prot«t.ed aud b'bl7 t.o bt PAW to 
b&d ,....,. aa WtiJ U ,ood. At W. tbnt, U..t " at 
Prfctl £n the IO't. attracti.-e temHA'f'NtmtDl Ya.hlt 
la olftred and pu.rc.haa fa recocnmuded. 

"­

#:•"'1'*11 O/ tilt - ....... O:PJI'Hf' M Itt f11 1 It'll# 
........ ,., ........., n4- ...Ji.U,I ..... ..... u. 
...,_, • ., • ~ o/ •-...J ..,._ ,_,,..._ 
_...,, A" ~,_ /...,. eM --... •t ... .. ..... ,_..,"~ 

1111 1.:. 

""'" ........... '-: 0..... •...••••. &UJ S.Ut IUt .... " .,.,. , ... 
r ............ •-• c..: 
c.-. . . . .. . . .. ""' &AI .... •• 

,,_ t ......_. ...... : ........ ,.,_ ...... • """' L 

l'tr11 Nadoltal Storn. !11~ .. for tht tltcal rur 
tndt<'f March. 18S80 will probably report the tlhll· 
Nt e&rnJnf,l for many yeara. The trend of e.amtn11 
by quartera for tht ARt nine montha o.f tht com· 
.P&ny'a ft~oeal ,...,. la Mown on Lht followtn1 pa.p, 
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R eview of P reviow Reeommcn~tions 

"'"w.a-,..... c:.,.n.-o--r., ., .... ~ ,., 
"'k':i: .. llla4 ~ ,...r\ftl ""' '-"'- ., 
-- r. U. 11M W. _. tl •• .,..a &t\cr .......... ......., ,.,......._ .. • ... .tIT .w "" - ......... ""'...,...... ............. ,.. ............................ ., ........ . _ ... _____ ...... ., __ 
~ .. _..._...,_., ... ,.. ...... 

.._.,_-._.,......., .~-..o •u ,.,~ 

.. ..... ..,ca"' ,.,, .. If I""' .... fa u. 

.._...,..filM?:. UdiW...,.. x..- a1 ,_. 

...... ..... .. .....,.. ........ llllloN 011 .,__. 
W ll .... lliU ..... tn x.rdll1. lQ1', 
"" fleci: VM twl ~ tft til. kn'IJ Ot 
~ tl. 1 .. (Nt 4it). A ftiMIM plio. 'WN 4814, 

c.u.t .._. ,_. Stroiet c...., M C::..•a.ll" ,. ..................... "..,....,. 
~tiU.e.o.l. ... ,.... ...... o..p.n, 

Mrtw. ...... o. ................. ~ 
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2J 
Extract t r am the Preaident•a U.aaage to Consreoa on Uaroh 10, 1933, 

exrroaal.ng h1o thanko tor 1 ta action on t he Bo.nldng legiola tion. 

•ro T ll!l S!nl.uE lo!ID JllUS& OF REH\BSEN'l'A'riVES t 

"The llation ia deeply gntitied. by the i lll:lltdiate reoponao given yeaterday by 

Congreu to tho neoeaeity for d.ro.atio a ction to restore and. improve our banking 

ays,tem. A like neoeaaity exiata with reapeot to the finances of the CloTornm.ant 

itself which roquirea equally courageous, frc.nk and prompt action. 

"For three long yaaro tho Fed.ero.l Govermoent has boon on the road toward 

bankruptcy. 

"For tho fisco.l year 1931 the deficit wu $462 , 000, 000. 

"For tho fiscal year 1932 i t wao $2, 472, 000, 000. 

"For tho fiscal year 1933 it Will p JOObo.bly exceed $1, 200,000,000. 

"For the fi seal yeo.r 1934 , bMed on the appropriation bills paoaod. by tho 

lo.st Congreu and tho eatinulted revenues , tho defici t will probably exceed 

$1 ,000,000 ,000 unloao bcodiate action ia taken. 

"Thua we shall have piled up o.n e.ociiii!Ule.t ed deficit of $5, 000, 000, 000. 

"'fith the utmost eoriouaneaa I point out to the Congress the profound effect 

of this fo.ot upon ou r national economy. It baa contributed to the rooont oollapoo 

of our banl<inc structure. It has accentuated tho atepoation of the eoonaal.c life 

of our people . It hu ad.dod to tho ranks of tho uneoployed. Our govoTnl:lellt ' s 

house 18 not in order and for~ roaaona no effective action has boon taken to 

restore 1 t to order . 

"Upon the unimpaired. credit of the United States Governoent root the aafoty 

or dopooi to , the security of insurance policies, the aeti vi ty of induatrial enter­

prises , tho value or our a gricultural p roduot a and the availability of eoployzoent . 

The credit of tho United. States Govel'l'IIDDnt definitely affoota those turdamental 

huaan value a. It, therofore , boooz:lea our firat eonoern to make ae oure the founda-

tion. National recovery dopenda upon it. 

• zoo o ften in recent history liberal government• have boon wrecked on the 

rocks of loooo tiocal policy. We Dalot avoid. thia danger. 

"It 1e t oo late for a loiauroly appr oach to t bio problem. We li!Uit not -it to 

act oovaral aonthe hence . Tho emergency ia &ooontuated by tho neoeaaity of ""'"tins 

great refundinG opor&tiona thia ap~. 

"'fo nLiat move with & direct &nd. resolute purpose now. The .,.bora or the 

Congress and I are p lod.&od to i~~~Cedi&te o oon<DI\Y• • _ . -.-

• 
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Extract t r ca tM l!adio .Lddreoo of Pr.oicletrt lloooewlt, 

broadcast frca tbo Wh1 te Houoe, 'lhuroc!AO¥ .....,ni.JI&, April U, 1938, 

" ••••• I can hear your unapoken wonder u to where - are headed 

in this troub led ,oorld. I can not expect all of tbt people to underotancl 

all of the people 1 e problemll but it 1o 1QY job to try to uncloratand thoae 

problelu. 

"I al,...ye try to re-ber that reconoilin& ditferenoea can not aatiaty 

ewryone cocpletely. Becauae I do not expeot too much, I ua not die­

appointed. But I know that I 11111st ""ver give up -- that I muat never let 

the g reater interest of all tho people down, merely because that mteht be 

tor the moment the eaaieat personal way out, 

"I believe we have boon right in tbt oouroo we have oborted. to abe.ndon 

our purpose of build in& a greater, a 110re otable and a more toleratrt .&..rica, 

would be to mise the tide ond p erhaps to aha tbt port. I propoae to aail 

ahead, I fool aure that your hopea and your help are with-· For to 

roach a port , we muot aail -- aail, not tie at anohor , aail, not dritt.• 

- - oOo-
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JR 

SECrEtary Of StatE, 

Washington . 

RUSH, 

362 , May 2 , 4 p. m. 

GRAY 

London 

DatEd May 2 1 1938 

REc 1d 11 :15 a . m. 

FOR TREASURY FRml BOTTEii':IORTH. 

ThE London pr ess has playEd down thE financial 

aspEcts of thE Anglo- FrEnch discus:Jl.ons , HowEvEr, thE 

first paragraph of an arttclE by thE Paris corrEspondent 

of thE SUNDAY TII' ES mny bE of interest i n connEction 

with my 356, April 29, 9 p. m. : 

"Monsieur DaladiEr and Monsi~ BonnEt havE comE 

back grEatly plEasEd with their London visit, At least 

in a general way it not on EvEry single poi nt . Monsi~ 

BonnEt was a littlE disappointEd that f i nancial quEstions 

such as thE futurE of thE franc and t ht Triparti tE 

AgrEEmEnt should not havE bEEn discussed and that his 

pEt proposal concerning Anglo-French purchases of 

foodstuffs and raw ma t Erials on Danube -- a developmEnt 

·--

of a Strcsa plan or 1932 for a Danubian Economic fEdEration 

should not havE bern discuss Ed. mort conclusi vEly" , 

Inc1dtntally 
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- 2- #362 , May 2 , 4 p. m., from London. 

Incidentally an offici al in a position to know tElls 

mE that it was through a Cabinet indiscretion on thE 
IL~~ I 

part of Bonnet that the pr ess learned of t he Anglo- French F'~ 

"purchases nf -.rma:ntnt and raw materials with a certain 

amount of pooling of f i nanci al resources (TIMES April 29) " 

·- and that the arrangements thus far agrEEd to art not 

nearly so far reaching as Friday morning ' s press reports 

would indicate . 

KENNEDY 

KLP :CSB 
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JR 

Secretary or State, 

j63, ~y 2 , 6 p . m. 

CIRAY 

London 

Dattd May 2, 1938 

Rto 1d 12:50 p .m. 

! o·: ~::J\.)lmi FROM BUTTERWORTH. 

Forti3n cxchnngc and gold market ntrE vi rtually 

1nc.ct1 vc, cu:-.i t11l(5 the 1oouonot tomorrcm or the French 

dcorcco . 

KENNEDY 

DDL' :CSB 

.. 

• 27 
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REB 

SEcrEtary or State, 

Washington. 

ROSH 

683, May 2, 5 p. m. 

GRAY & SPECIAL GRAY 

Par18 

DatEd May 2, 1938 

REc'd 3:35 p . m. 

STRICTLY CONFIDENTIAL FOR THE SECRETARY OF THE 

TREASURY FROt4 COCHRAN .• 

MinistEr of' ?in&ncE h!Erchandcau sEnt word f'or 

mE to comE to his of'f'icE this aftErnoon at 4 o'clock. 

Upon my arrival hE rEad to mE a mEssage whi ch hE wishEd 

conmunicatEd to SEcrEtary KorgEnthau at oncE . RuEff , 

w~o nas also prEsEnt, took thE mEssagE in FrEnch and I 

took it down in English. RuEff and I thEn comparEd our 

copyina ond agrEEd on thE following translation. 

"ThE FrEnch GovErnmEnt is obligEd to inform anEw 

the OovcrnmEnt of' thE UnitEd States of' AmErica that thE 

EXpEnsiVE Ef'f'ort madE by thE stabilization f'und, 

particularly during thE rEcEnt pEriod , can not longEr 

bE maintainEd. ThE FrEnch GovErnmEnt is thErEforE 

obligEd 

29 

Regraded Uclassified



REB 

2- #683 , From Paris, May 2, 5p. m. 

obliged, despite tht ract that it has decidEd to impost 

from this WEEk a ntw and important tax Effort on thE 

country, to choosE betWEEn ExchangE control or thE 

retreat of its currency. ThE rate at which th£ Prcnch 

Government has decidEd to stop is around 175 francs 

for ont pound , with the will to lower progressivEly 

this r i gurc in correlation with the economic improvemEnt 

which it expects from its decrtts . 

( El'D SECTION· ONE) 

WILSQN 

CSB 

30 
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Cc.blo f683 , Pc:is, dated llay 2 , 1938: see. 2, line 2 : "1 5 ,'YY.l ,O'Y.l tb<Nld 

be lE ,<m,OOO ,I'JOO tranet• 

•...ru.a. 1AM1'1aAM or -101 ne, , .. 5 ......... 10. • 
el- 1, 11 .. ~- PUi .. 3i 

"e h.... .... . ...... ul --· , ...... fll'lt ef 

l&lt JlllJ ..._ • ._,. ltMa tau•"' "J 11,000,000 h&ael Ull& 

,._, tau•r u ae .-.. U1 •t.U te ..,_. t.te ... nae, 

11J aU peaetne .... ..- nat t.t r-ial nt.U •••••• 

to \Ilia wt .. 'ritllta tu tnatq at......., u...._. It 

oop11 ta..aten tllat ta tllaN eoa41U•• ne ... ._. •t.• 

u 11 e~u.- to dMtde _.. w111 .,eu te ''- O..er•tat 

ot \be llalt• natea ot •••lla •• MthelJ 1a eeateNt.tr 

• 1\111 \M p1'0Yh1MI of tile Trtpal'Ute ._..-tat.• 
Tile llial.at• of ,...._.e teU • ta.t lie wollld applr ... 

tete llnt~~C ne ...... ,. et •~•tur .... , e atllaa to ~e 

•"-•• 1tat•eat •• •• •• U h p0111~1e for bia to let 

111 Ita... I ••• llal'o!IIM- wlaea tile rata WOilld M • .., .. 

to lfl .._. M rapU .. ''-"'"'' , ... , wW lie cae et 

ew•al 1\lpl ftleb &H te M \ &ltM te•ft'W llallltueo.&elJ' 

wttll tile pltltli.Mtl.ea et eenaia o .... laWI. I • •• 

ue 1111111'- waet~a• tM , .. , ef tile atleMl c&et•H 

lMa we11U M _.. U.... .... n.w. Ill a...- wa1 \Mt 

u "' .. , _., •ut~~• ,11., Wft14 ~e •-nw., t ile ., 

•"-• Ia .., etr ......... ea, 111 iaail._., l.t h aet 

pllal~l• ....... -.e .. " ... ',. ... nte .............. 

·~l•telr ..... ..., • 1n t.t .... • lfl \e tile ...-.. 

D D 111 ..... 1. 

wn... 
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REB 

Secretary of StatE , 

Washington. 

685 , May 2, 6 p . m, 

FROM COCHRAN . 

GRAY 

Paris 

Dated May 2, 19~ 

Rcc 1d 3:25 p . m. 

PRris EXChsngc market has brEn quiet all day 

~ ., 
32 

with thE f ranc bet wEEn 1•32 and 163, without any appearancE 

or intervention by the Frtnch control. Forward francs 

against stErling have improvEd from 5 to 4~ for thrEE 

months and from 3 to 2 . 40 for one month. Entire tendency 

is to await govErnmental decrEES which wErt drawn up 

by Ca~inet this morning, arc being studiEd now by 

Co~11 of MinistErs and wil l be promulcatcd in the 

Journal Official bEginning tomorrow, ThErE is gossip 

on thE merkct that thE new nl\tionlll defense loan will 

be a 5~ issue at 97 . 

WILSON 

CSB 
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RE: FRENCH MONETARY SITUATION Kay 2, 1938. 
5: 00 P. !1. 

Present: Ur . Taylor 
Kr . White 
Kr. Lochhead 
!.lrs . Klotz 

B.U.Jr: For the record , I call ed Ambassador Kennedy 
this morning and asked him if he knew r:hat had 
gone on between the French and the English when 
the French visited - made their visit last week. 
He said he had absolutely no information other 
than what Butterworth had sent me, and he said, 
"I go over all of Butterworth's cables with him 
very careful,ly, n He said, "I am lunching r;it h 
the Prime !linis ter Tuesday, and is there anything 
you 1d like me t o find out?" I said, "Yes , I 
don 1 t want to be used as a cat •s paw by the 
British in their relations with the French, and 
I v1nnt to be very careful in what I do with 
regard t o the Tripartite Agreement, and I wish 
you 'd try and find out from Mr . Chamberlain jus t 
what his attitude is •11 Ambassador Kennedy said 
that he would do that and would immediately 
telephone me after his lunch, 

Around noon Kr . Cochran, at Paris , call ed me and 
tol me he was sending me t he information in 
Cable No. 683. I told him th~t I couldn' t give 
them a couple hours' answer; t hat this was too 
important, and I said, "Furthermore, they are not 
asking my advice - they are simply telling me what 
they are going to do . 11 Cochran then said- he 
said, "At no time have I pressed the French 
Treasury as hard as I have during the past ten 
days for information." I said , "That i s quite 
right, and never have I pushed you as hard to 
get the information, " and Cochran said, "I was 
unable to get anyt!Ung." 

Now, on the eve of their taking steps in regard 
to their currency, they ask that I , within a 
couple hours , give them an answer . I said to 
Cochran, •Furthermore, until we see what their 
decrees ar e , we can' t make up our mind what we 
are going to do. 11 

That ' s that. Now I had Vlhite 1s memorandum which I 
read very carefully. Give him (Hiclanan) that 
(W!Ute •s memorandum) to put in as a part of the 
record • 

•• . •• Memorandum follows .. ..••. 
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TREASURY DEPARTMENT 

INTDI OPPIC& COMMUNICAnoN 

..... April 30, 19~ 

~ Secretary Mor gen t hau 

'""" Mr. White 

Mr. Lochhead hae not seen this hurried memorandum but 
he her. rd the conclusions and sai d he agreed •i th them in the . 
:naln, e specially as they p re merely 11 baels for furthe r cUs­
cueei on here. 

With mor• t1me we could have shortened or.d pol ished the 
~e~orandum but there 1s a summary statement appended should 
you be disinol 1ned to r ead t he several peges. 

• 
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.. . . 

conclusion 

1. Further depreoi ation or the franc is not justified. 

2. Further substantial depreciat i on o! the franc entllila 
serious danger& to France and t o i nternnti onal currency 
stability. 

3· Further substant i al f ranc depreciation would sr ea tly 
weaken the effect iveness and future usefulnesc or t he Tri­
partite Accord if France is per1dtted t o ren.a in as a "Club" 
:nember. 

~ . Imposition or exchange control over non-commercial 
transactions (for the purpose cf (a) preventing the franc 
fro~ falling to much lower levels, \b) safeguard present 
gold holdings, (c) a voiding addi tional trade berriers) is, 
l n our opi nion, the best of bad choices no~ confronting the 
French GoVf.rnment. 

~ecom.11ende.t ion 

l. '.~e r ecomme nd for your consideration a n answer to 
t:.o British Treasury which woul d t ndicc te, i n such !ll8.nner 
t~ · t the toro portions or the answer cannot re separated, thPt 

(a) Continued s~bstantial depreciation of the franc 
would const itute ln our opinion a viola t i on of the 
Trip:•rt1te ACcord. 

(b) We would not regar d the imposition of exchange 
control over non-commercial transactions as a violR­
tion or the Tripartite Accord. 

2. We recommend further t hat, if feasible, France be 
no t ified of our position, and th~ t the posslb111ty b e con­
sidered or oaking our posi t i on public. 

35 
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TO 

TREASURY DEPARTMENT 

INnlt Ol'rl.:. c:QMMIINICATIOH 

secretary ~orgenthau 

~r. White 

Subjec t : Whr t ahould our aner er be t o the British Treasurr 
a s t o our att1 tude t oward ftu-ther depreciati on of 
t he frano? 

The f r anc exchange hs s f allen 30 percent since last 
April (from ~.~96 to 3.0g7) ret her economic problems re­
main t<t l~nst as acut e t his Spring a s t hey were last Spring. 

I t i s true tlv t he r interna tional competitive position 
!u.s i n.proved during t he past rear but this improvement he e 
'J~an c ompletely outweie;hed by other developments, which 
opera te to maintnin her unfavorable balance or trade a t a 
dengerouelr high level. Her unfavor able bal a nce is running 
about the same this ronr ae it wa s l a st yeer, end l a et year 
she had an unf~vorable palance of l S bill ion !renee, as com­
ptred v.1 th 10 billion in 1936, 5 billion in 1935 and 193~ . 

2. Neither t he domest i c nor t he int ernati onal underlrin 
on n ranee u s es a ur 
e. 

There 1s no price detln tion i n Fr ance, T.hich in itsPlf 
ml £ht just i f y r ecort t o further depreciation as e meEns or 
revPrsing t he price trend. Pr ices have re~ined stable in 
Fr enoe d~rlng t he pe at six months despite declining ~orld 
prices. 

Per intern~ ticnel competit ive position, al l pertinent 
aspects consid ered, hea eubstan tiallr i mproved s ince Last 
ye~r. The f act t h& t her unfe vorable belance of trade con­
ttnue~ a t a danger ous l evel has been due no t to an untavor-
6ble exchange or pri ce positi on, but r t ther t o ot her factors 
connected ~ith inLe r national domesti c and political s ituation. 

Pr epEred r.ith the aid or Yr . Glasser. 
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secretary Uorgenthau - 2 

It the tranc keeps falling sharply not only will her 
present d1ft1culties continue but new and serious dangers 
will be introduced into the s1tuat1on. 

(a) Intermittent and pr olonged depr eci ation ot the 
currency sooner or later reaches a point at which the 
rate ot tall becomes increasingly r apid and may even 
~ beyond t he control ot tbe Government. In our opinion 

ranee I s ~apldly eppr oeoblng the rate and conditione 

37 

ot decline whloh make thle danger real and :tear. Thill 
danger is particularly acute becaus e ot t he disturb~--- _ 
international situation and because t he French Governmen~ 
w111 a ttempt to conserve 1ts gol d resources as a war 
cheot. 

(b) The franc rate i s rapidly approaching a level whi ch 
may be regarded by other countries exposed to French 
competition as involving an at tempt to secure an unwar­
ranted lnt er:le tional competitive advantage. Sooner or 
later it may initiate another r ound of oompetitive de­
preciation and extended use of mul tiple currencies which 
wo~ld wipe out many ot the advantages arising out ot the 
existence or the Tripart ite undertaking. 

in the near 

!lot t o dr op F::-ance trom t he 1 club1 with t he trano dropping 
t o ~uch lower levels would be to greatl y Jeop~ rdi~e the tu t ure 
usefu l ness ot t he Accord. I t ware better unde::- those c1r~m­
stanoes both for France and ourselves to drop Fr ance from • he 
"club" and l ater readmi t her when ahe gives satisfactory evi­
dence tha t t he t r anc wlll be stabilized at levels satisfactory 
a t tlla t time. 

solve the acute eta e of her resent 
ree ways open o er: 

{a) Floating a loan on t he 5r1tiah market. 

n 1is is a posEibi lity, but such a loan ~o ~ranee 
could be euccesstu1ly tlo~ted only with t he active pro­
motion end encouragement ot the Br1tiah Government. 
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Secretary Uorgenthau - ) 

This encoura&ement will be forthcoming only at a poli­
tJ.ce.l pr1oe -- a price which w111 probably greatly 1n­
ot•ease France ' e poll t leal dependence upon England both 
with r espect to her internal as well as external affairs. 

How successful such a loan would be ln relieving 
!i'rance ' e 1mmed1s.te problem would depend upon the size 
~nd terms of the loan. On the basis of past experience 
1t is safe t o say t~t only n very l erge and long term 
loan will do the tr1ok. 

It 1s quite clear t !ll'. t she .. 111 not ptrml t hereelf 
t o lose muca more gold a t this tlme, end her ablllty to 
hold t te franc at present l r vels without losing much 
fO ld h8s bpen su~stantielly reduced by the amount or 
talk going on of letting the f ranc fell to a level much 
lov•pr t hen the present one . 

This hns been the method which France has been using 
to hol~ t he franc. The decline i n the past month indi­
cates the hopeles~nees of sole rtl1ance on t~is method. 

France ha s been raislnt; i-n.'ort d•1ti~ ll on i t ems not 
l n·,olved in t r ade c._r coments, and lf sh e means to con­
tinue to a ttempt t o hold the franc r.ithout aid of ex­
cl~nge control the may r t aort t o an extension of import 
restrictions by either or both h1Qtcr tariff and smaller 
i m ort quotas . 

(c) The 1mpoa1t1on of exohanse controls. 

If 7rance 1s t o impose exchange controls over non­
commercial transactions it YIOuld probably be wiser tor 
~er t o dP so at something a little lower than the present 
rat es ; or, wlw.t rr.o,y be even mor11 desirable from h~r point 
of viow, to permi t the franc t o drop to possibly 170 or 
175 (to the pound) and then push it back to a hi gher 
f1 Bure -- say 165 to 160 -- holding 1t there with the r.id 
of effective exchange controls. In the maneuvering down 
to low lovels and then up e"ein, the French Stabllt~ation 
Fund cpn ~e e handsome profit if operpted properly and 
car. , moreover, adminieter eom~ severe losses t o speculators 
in the franc. P.owever, the present French ~vernment 1s 
either opposed ;o adopti on of exchcnge controls, or ia of 
the opinion t hat 1t would violate t!'le Tripartite Accord. 
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secre t ary Morgentheu - ~ 

Conclusi on 

1. o r t he t hree ways open to France t o attempt to sol ve 
h• r ccu: e exehn~ge eituat i on, t~e impoai t i on or exchange 
~ontrols over non-co~~rc1al t ransec t ion& ( t or the purpose 
,. ~ (a) preYent ing rurti:le r substantial decline s i n t he r r ano, 
lb) saf egua rding he r preeent sold holdings, and (c) avoi ding 
•uJ1ti on<-l barri ers t o trade) seems t o us now, es it ~s in 
the pa s t , to be th~ beet or t he bad cho1cro confront i ng hrr. 
!lo t·~ l ths tanding tl .o admini strpt i ve difficulti e s such a pro­
cedur e involves i t it i a t o be successf ul , we ~el1eve i t 1s 
~oselble t or t he Fr ench Government t o develop exchange con­
t r ol s w1 t hi n a reasonabl e time suffi ciently e f fective t o 
t.o l d the f ranc at somewhere nee r pr eeent l evels. 

The posi t i on, i t seems t o us, tht>t we can logi ca l ly take 
now i s tb~ t r.e would regard anything more than a very moder a t e 
"-r op l n t he French franc w!th1n t he nca r r uture s a a vi ola tion 
or t,. e Tr lpc.rti t e Accord (we have in mind a point somewhere 
be t ween 165 to t he pound - - or J cents , to 170 to the pound -
or 2 . 9~ cent s) . 

I f France knows t his ahead of time she will make every 
eff ort t o keep t he tranc from fal l i ng below thet l evel beosuoe, 
fo r Fra~ce t o be r ead out of t he Triporti t e Accord at this 
Ju~c ture would incr e· se t he pr essure aga i ns t t he franc and make 
it even core difficul t t han eve r f or he r t o borrow abr oad or 
stabil i ze he r currency. I n addition tear or l n!lati on a t home, 
rnd do~estlc di stur bances wi l l become much i ntensified wi th 
t!.<> r i se 1n domc~ tic prtoes f ollowing further shs.rp deprecia­
t i on of the f ranc . 

2. Unfor t una tely t he pr e sent French Ccblnet (as well ae pre­
vl~u s ones) seem t o be defini tely opposed t o a dopting exohD nge 
oontrole on non-oom1erclal t r ans<otlons . We do not know l'lhe t he r 
the continued weakne ss or t he f ranc h~e altered t helr attitude 
on th le ~tter . I n any csee if we are t o t ake t l::e poe1 t1 on t lu> t 
further subs t an t ial decline s 1n the t'rsnc will rul e them out or 
th~ "club• we mus t provi de them with an al t er na tive course of 
notion . V.e have no I ntention of Invest i ng large sums I n rr~ncs. 
f r nee c&r. not f loat lar ge loans here. The only al ter na t ive 
'e can ot t er t o France i s t he p r ivilege or edopt! ng exchange 
c~ntrols over non-oo~~rcinl t ranaeotions . I ndi cetl ne to 
:ranee t ha t she oan adC>p t such cont rols without he1ng dropped 
't·om the •club" would be cons1st1mt with our earlier poei tlon. 
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seoret~ry Uorgenthau - 5 

It t herefore appears wise th' t should we state our posi­
t i on aga in it should be phrased in a manner which will leave 
no room tor either doubt or equivocation. You might even 
consider the pros and cone ot making such a state~nt public. 
You re~ember you thought or thst possib i l ity in a previoua 
~renoh crisis. Certain objections which eXisted t hen would 
teem to h&ve dlsappee red in the light o! developments. 

) . It is barely poPoible all t he importan t cabinet m~mbere 
or t~e French GOvernment may not cleerly under stand that ehe 
nan impose exchange controls against non-commercial transao­
tionP without viol~t ing the Tripartite Accord either in spirit 
o~ ln letter. It i e even pos sible t hat England in a ttempting 
to pursue certa in political ends may somehow or other have 
studi ously given he r t he i mpression that adoption or exchrnge 
controls at this juncture ~ould be regarded as a vi ol etion 
or ~r.e spirit or t h e Triparti te Accord. 

( I t ls s lgnlrican t t o remember th~ t Bonnet ' e posit i on bas 
been against exchan&e controls on the grounds that lt would 
vi olote t he Tripartite Accord. You will remeuber t he position 
he took when he w~s Finance Minister and th e way in which he 

d t o inveigle you to m£ke a sta tement t o thBt effect.) 
-~li.. 

preeent 

(a) Removing an i mportant prop now sustaining France 
i n her role as a firs t-rate power and ae a democracy? 

(b) He lping Frnnce to di sintegra te economic6~ly? 

(c) Drtving France t o grea ter dependence on Ch~~erla1nl 

To drop France from "cl uo• memb~ rship would un!ortunr tely 
h~>ve effects in the ~bove directions. Bu t t he very knowledge 
tt~ t t~ose mp~ be t~A ocnsequences will i mpose gr ea t pre ssure 
upon France to prevent the franc re te tro •n dropping to levele 
•', loh r;ould ru l e hPr out or t he 0 cl ub1 • It France could do 
eo only by securing aid from Gree t Britain, Frfnoe would doubt­
less b~ ~!lling t o pay a very l ar ge poli tical price. 

But 
trols. 
t l on or 

France ha& t he al terns tive or adopting exchans e con­
I! France i s made clearly t o understand t~a t the adop­
exchange controls i e not in our opinion a vio1R t1on 
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secr etary Kor genthau - 6 

of the Tr i partite Acoord, we may accomplish two purpose• 
by taking the position tha t she will be dropped from t h e 
.;roup if the franc drops more t han very moderate amounts 
f rom pre sent levels. 

( ~ ) We will keep France in the "cl ub" and thereby 
nvoi d the dangers l i sted cbove. 

(b) We will be helping France t o adopt wha t appears 
t o be the only mea sure that has a r easonable chenoa 
of checking further and dangerous declines of t he franc 
~nd ot safeguarding her gold holdings, and of reducing 
her reliance upon trade r Pstriotions. 

7enta t i ve Recommendation 

·7e su~gest f o r :~our conBidera tion t he feasibil1 ty or 
se~i !n~ t o England an answer t o her i nquiry which would state 
'ur positi on as bei ng somewhat ae f ollows : 

( 1) We ·vould regard anything beyond a very moderate 
r educ tion in t he franc from pr e sent l enls 1n the ne t~ r 
f uture a s constit uting a violation of the Tripart ite 
Accor d. 

(2) Tha t we f eel if France fi nds i t necessary t o adopt 
effec tive exchange r e strictions &bainst non-comnwrcial 
transactions a s a necessary instrum~nt to prevent t-~r 
exch&n~ from fal ling we would no t r egard such action 
as :: v1ol c.t1on of t'le Tr ipartite Accord e i the r in spir! t 
o r i n le t ter. 

I t i s essential t ha t both Koi nt a be made to~ther. There 
i e ~~e ~ Qsnger that 8hou1 we l nd i cete t o · glPnd onl y 
~hat our poe1t i on i s t hkt we would regard a r eduction in t he 
f ranc re te below a very modera te amount ee a viola tion of t he 
!'r pr rtite Accord without repeAting our b. tt1tude on the IDE'. t t er 
ot exohnnce controls tha t EnglAnd may be t empted t o use th~t 
lntor~, t i on t o force France t o accept England ' s we;{ out , wh1oh 
:nay no t be wholly 1n acoor d with our obJectives. 

It would be preferable if we coul d l e t t he French know 
our etti t ude on both points directl y eo t h8 t t here could be 
no poaai bi l ity of mi sunder standing. If, however, you find 
l t i nadvisabl e t o let the French know directly, I think it 
1o "oe.tr i mpor tan t t he t ~~e 1:l!orm .. tion a 1•ten t o th~ 3r1 t1ah 
thQuld 'be couched in such terms a s t o make it l~ossible for 
t hem to eeper &te our att itude on 'bo t h ~attere, or to in any 
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7.ay enabl e them t o use one porti on of t~e information for their 
own purposes. 

(There i s t rre possibi l ity t ha t by Tuesday the French will 
have appr oached us direct l y in which case we will be eble t o 
l Pt the French know directly a a well aa the Br1 tiah.) 
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Taylor: 

H. IK .Jr: 

Taylor: 

Lochhead: 

Taylor: 

H.M.Jr : 

Lochhead: 

- 2 -

I - the thing that bothers me is this: I don ' t 
know whether the French can pull themselves out of 
this situation or not. But I bate to be party to 
giving them a death blow, especially where, tor 
years, we have nursed them al.ong . 

42• 

Kennedy also told me that Halifax, the Foreign 
Minister of England, had told h1lll that the Germans 
had, in their own minds, Just wiped the French 
out as a country of any importance, and from now 
on they are just not even going to think about the 
French. They don't even think they are worth 
while to bother VIi th. 

Furthermore, I don' t think - that if VIe should 
decide to say that through this action on the part 
of t he French, that out of the Tripartite - that 
we could take such a step without consulting the 
President, and furthermore, I don't see "ey \7e 
can' t wait a couple of days. Vie have nothing to 
lose. 

Another thing Cochran told me - he is cabling me 
an analysis of a statement by Professor Rist, in 
which Rist has made a very careful analysis of 
what he thinks the franc should be. As I 
re.member, Professor Rist said "Around a lnmdred 
sixty-two francs to the pound.• 

All right, Wayne Chatfield Taylor. 

Present . We've got - you mean, in view of t hese 
other things that have happened, these drafts 
probably you don' t need. 

Have you agreed on one? 

I don't think so. 

We agreed on one for discuss ion on the basis ot 
Butterworth's cable, but of course this other cable 
throws it out. 

It's 190 to 200, but this stuff supercedes it. 

(Over telephone. ) Secretary of State Hull, please. 

I don ' t think we can agree to allow an action of 
this kind to be forced on the Tripartite members. 
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R.~ .Jr: What do you mean by that? 

Lochhead: For them t o say "We are depreciating . " 

R.!.!. Jr: (Holds s i de conversation with Mrs . Klot z . ) 

Lochhead : 

R.M.Jr: 

Lochhead: 

H.!!.Jr : 

Lochhead: 

!J. t.t .Jr: 

Lochhead: 

R. LI.Jr: 

(Over t elephone . ) Tell Mr . Upham if he doesn ' t 
know who 1 s coming in tomorrow he can come in and 
talk with !.Irs , Klotz if he wants to check. Please . 
Well, see if Mr. Sumner Welles is there. 

The Secretary of State left. 

(To Mr. Lochhead., :: . .llt were you going to 

In other words , even 1f the facts or conditions 
might make us lean toward going along with the 
French to a hun:ired seventy-five, we couldn' t set 
a precedent to allow them to do their business in 
that way without giving us a chance to express a n 
opinion on it . Then, 1f they leave i t down to 
a hundred s eventy-five the one point t hat comes 
up tomor row is that - afternoon time - they may 
give us an order to sell francs in this market on 
the basis of one seventy-five, and we hand them 
gold -----

Do what? 

Give the:n gold . 

Give them gold? 

Yes. 

Vlell , we could do something like this: l':e could 
say , "Yes, we •:h do this, but this doesn ' t collllllit 
us to any future action. 

And secondly, we would have a chance t o consult 
with the Briti sh before we did i t , because they 
would have to make a decision before t hey ' d do 
it. 

(Over tel ephone: ) Hello . He ' s in or out? Who 
says t hat ? Well, he left word with his secretary -
any time - you get his secretary and tell her I 
want to talk to him, and see if she gi ves you the 
same answer . 
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T:~ylor : 

'l • ..t .Jr : 

Taylor : 

H.M. Jr: 

Taylor : 

H.L!. Jr : 

Lochhead : 

R. r:. .rr: 

Lochhead : 

- 4 -

Well, t hat point can b e covered by saying -
by saying, "Well, now, we 1r e going to do t his 
today; what we're going to do tomorrow we 
don't know." See? 

(Over telephone:) Hello. It •s all right . Let 
it go . 
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I don 1 t think one or two days makes any differ ence . 

I don' t either. 

I t hink r.e •ve got t o feel our way along ftere , be­
cause it 1 s going to be a damned serious thing if 
lie decide t o drop t heJ£ out, and having nursed 
t hem as long as we have , l lhy, certainly, I don • t 
think we ought to take the initiative in kicking 
then out, but we will probably find t hat the British 
will or will not lulve decided what t hey want to do. 

Viho is Chief of the European Section? 

Moffat - Pierrepont Moffat. 

Al l these people •••••• . (Over telephone:) 
Cancel my call for !.lr . Welles and see if Mr . 
Pierrepont Uoffa t is in, will you please? Pierre­
pont Uoffat, in the St ate DepRrtment . 

\Tha t I don' t like about it is their actions -
saying t hey have to do it , and they are going to 
do it tomorrow, for this reason; for today the 
franc was not under any particula r pressure. 
l":e ' ve not had any ,.,.ord whether the gol d lost 
for them this morning. However, in this market, 
t he franc tightened up a little bit and we sold 
a few francs this afternoon. It indi cates that 
there is nothing pressing . 

The two t hings bothering me - the first pl ace, of 
Dulli tt walki ng in here nnd trying to sell me the 
idea of letting t he French seek their own l evel -
I was amazed . Number two - that t he Fr ench bankers 
rove been banking on t his thing, and the thing 
happens . 

I mean, in other words , rijlht now • • · • • 
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Taylor : 

Lochhead : 

H. JJ .Jr : 

Taylor: 

H. ll . Jr: 

Klotz: 

B. H.Jr : 

- 5 -

They pi cked one seventy-five, too. 

••• • right now, 1r.Lth the frank the way it is, if 
they can continue to hold the franc a t one sixty­
two for several days - because these boys are so 
short •that you can tell it was Dreyfuss that 
bought a small amount of francs , so you can tell 
how hard pressed they are. 

(Telephone:) I s there anybody in the office of 
the Secret ary of State. See if there ' s anybody 
in the office of the Secretary . I don' t care if 
it's the charwoman - I'll talk to her. If there 's 
anybody in the office of the Secretary of State . 
Please. 

Going to be working late. 

(Laughing) I'm kind of hollow, bilt I'll get 
warmed up, after coming do1m from eight thousand 
feet . • ••• shame I ' m back nov. in Washington. 
Joe Kennedy says , "How is it over there in the 
United States?" I said, "Up on the far m it ' s 
beautiful. " He says, "Any change from just t he 
way it was?" I said, "No, Joe, just t he way it 
was when you left. He said, "I ' ve got the best 
job in the world . " 

He thinks so. 

(Telephone . ) Hello. All right . Hello. Who is 
this , pl ease? All right. Now look - I tried to 
get Mr . Hull , without success; I tried to get 
14r . Sumner Welles - he's too busy to talk to me; 
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I tried to get Pierrepont Uoffat - he ' s not avail­
able . No1v, at eight-thirty tonight, at my house, 
I 'm having a discussion in regard to the Tripartite 
Treaty, in lieu of cable number 683, which jus t 
came in. Yr . Feis can come at nine o'clock. I 
think it ' s important enough that ur. Pierrepont 
Uoffat is there to give me the political background. 
Well , I think it's important enough, because quite 
frankly, if you will look at 683 - I mean, they 've 
put the gun right to our head and I've got to 
make up my mind tonight and tomorrow. Pardon me. 
Well , it' s - it' s not necessary; either he will or 
won' t come. It ' s 2211 Thirtieth - off Massachusetts 
Avenue, so he doesn't go to Georgetown. It ' s 
2211 Thirtieth, off Massachusetts . Herbert Feis 
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said he could get there at 
this is terribly serious -
evening, and I want help." 

Was that the charwoman? 

nine . I said , "No, 
I ' m giving up my 
Yeah. Right. 

Rentschler - he seemed to know nhat it was all 
about . 

This is a t ough nut to crack, gentlemen; this 
isn1t an easy one, and believe me, I ' m goi ng to 
play my cards awfully carefully, and if I can' t 
I ' m going to make the British talk first , and I 
don't see why we can•t. 

4S 

~~t I would think about, is this - the possibility -
between now and eight thirty - of drafting some 
kirxl of an ansr.er , which would let them know we 
are displeased . 1'/ould we put them on a twenty-
four hour basis? l'le •ll sort of serve notice on 
them - see? Simpl y say, "Now, this comes as a 
great surprise - we have been aski ng for ten 
days; you don ' t give us a chance to consult." 
Doesn't the thing say •consult"? This is not 
consultation; t ilis is telling us . "In view of 
t hat fact Yle f eel that we ought to i nforo you 
t ha t from now on that the Tripartite is on a 
twenty-four hour basis until we can evaluate 
this thing ." See? No:t, even still - I could 
even still get Cochran and tell h1o to tell those 
boys that. See? 

I thinlt the second i s better. 

l'ihat? 

I thin'< the second i s better - to tell Cochran. 

I don • t like this, in view of this . I ..ant them 
to know we consider we are on a twenty- four hour 
basis until I cAn make up f1111 mind . A.nd then I 1d 
like to ask Cochran - "Does Marchandeau know of 
the things that I told Blllll?" 

(Nods "Yes . •) It ' s the way. 

V/hat indic:~tions do they give that they can support 
it at that level? There is absolutely none there. 
we find ourselves in t he position of being let down 
into places we don' t want to go. }lot even the 
slightest suggestion here of what they are going to do . 
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(Telephone:) Put in a call for Cochran, please . 
Utmost secr ecy . Is the french phone open - if 
the Prench phone is open, all right. If not, it 
doesn ' t matter. Will you stand by till I go, 
please. Yes . Oh. Oh, well, it isn' t necessary 
to have Kr . Pierrepont Koffat l Let me - oh -
oh, well t hen, tell them all right - ?le won't need 
Ur. Moffat, then, o: K. 

Mr. Feis has prepared himself; he ' s had a discus­
sion with Hull, Ylelles, and lioffat, so be ' s pre­
pared. 

Then, there is an amazing • ••• • 
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"The French Government is therefore obliged, despite 
t he fact that it has decided to impose from this 
week a new and important tax effort on the country, 
to choose between exchange control or the retreat 
of its currency." 

It is an amazing decision, because 1t we have a 
choice ••.•. 

Their choice. 

Well, but they don ' t say what kind of exchange 
control. 

They are choosing between t he two . 

They are choosing between the two and they've 
chosen this . 

The asamiption is they can hold it at that and drop 
the exchange control at one sixty, or something 
like that. 

All the fi~ure of one seventy-five means - it1 s 
nothing magic - its immediate effect - let the 
boys ·cover in their position and take another 
look at that position. 

Vlell, lookl What harm can there be to serving 
notice on them? That we are on a twenty- four 
hour basis on this thing untU I get a chance? 

No ha.-m at all. 
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lofr . 
I know - if he goes in to see/Uarchandeau -
"The Secretary of the Treasury, quite frankly, 
is shocked at this message; he hasn't had a 
chance to evaluate it; he won' t make acy changes 
before Tuesday, but he wants to inform you that 
any action that he takes Tuesday does not mean 
that he is approving the step that you are taking. " 
That 1 s O. K. 

Did you v:ont to make any effort to let the British 
know of that decision before the market opens . 

Oh yes, l'le '11 do it the same way, 

(Telephone:) Find out where Bewley is and tell 
him, 1f he 1 s anywhere around, I want to talk to 
him, please . Have you put in the call for Cochran? 

It seems to me t~t after all, it's like a contract 
sales agency - the fellow suddenly changes his 
commission from ten per cent to fifteen per cent. 
Well , he serves notice - "After tomorrow I am 
going to charge you fifteen per cent commission. " 
Well, then I do business - well his business is 
acceptable, but if I serve notice I ' ll do business 
for Tuesday but I don ' t know what I'll do Wednesday, 
t hat protects me - it•s the same thing. If you ' re 
a representative for a house and you•re selling 
on a commission a nd you were doing it at ten per 
cent and suddenly say, "No, it ' s going to be fifteen 
per cent"--! don't know but what it•s a point of 
common law, if you do business then, that it 
extends a contract for a year, and you accepted, 
but if I say, "I'll do business one day on that 
basis , but I don ' t know whether I will do business 
on Wednesday." 

It seems to me you're in position that you can ' t 
do anything but that, because if you were to do 
anyth1nc else you areoonfronted with one or two 
alternatives. 

(Telephone, ) 
Vlhat? Re was 
All right. 

Tell Oliphant to come in please. 
here all day wasn't he? 0. K. 

He ' s as bad as the men in the State Department. 
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(OVer White House telephone:) Hello. Jus t a 
moment. Kr . Welles . 

Hello. Hello Sumner . Uh-huh. All right, Sumner , 
anyt hing you say goes with me . Sumner, I ' m terribly 
upset over t his French situation, and I don' t know 
whether you saw t he last cable that came in. Well , 
it's the one where they served notice on us that 
they are going to go to a hundred seventy-five 
francs - this Marchandeau . Well, you want to 
read it and then call me back - because I - I am 
thinking of taking - doing something now. I'll 
wait until you ' ve read it . 

Incidentally, the for mer President of United States 
Steel • .•• (inaudible - t alking to l.!rs . Klotz •• •. ) 
foreign office in Berlin, and got black marks and 
everything el se . I mean, he knows the business . 

Who? 

The for mer head of United States Steel. 

Uyron Tayl or. Oh yes. 

He ' s marvelous - wonderful . I mean, they can ' t 
laugh that fellow orr . 

Oh no. 

So far a s taking - 30me of those business fellows 
get into public service . 

I - I - the more I think of it, - I mean, I a.11rays 
put these t hings down in a pr actical application. 

(Telephone .) Hello. Thank you. Hello Sucner . 
Sumner, this is what I am thinking of doing, via 
Cochran. We want to take several days to think 
this over and also, naturally, talk wit h t he 
British. I t alked to Kennedy today; he knew nothing; 
he said he was having lunch tomorrow with 
Chamberlain. What they are doing, they are changing 
t he rules . What I was thinking of doing - I've 
got a call in for Cochran - is to say this : "Please 
call up Ur . !.!arc bandeau nnd say I was-very much 
surprised that he notified me and didn't consult 
With me. I'll carry out t he agreeoent on Tuesday, 
but I am making no promises what I'll do on Wednes­
day or the-day after.• In other words , it' s like 
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I tol d the peopl e here - you have an agent sell­
i ng at ten per cent commission. ~ell, he serves 
not ice on you he ' s going to charge f i rteen. You 
go ahead and do business, and you more or less 
accept the contr act. I f I siBply serve notice on 
Ur . Uarchandeau I will do business With him for 
one day, but I want several days to think this 
over, does that make horse sense to you? Yes . 
That's right. That ' s right. I spoke to Cochran 
today and Cochran said thAt at no time since he ' s 
represented the Treasux•y has he pressed so hard 
for informa tion and received none, durine the l ast 
t en days , except denials . He said, "I never 
pushed them so hard to ge t information and lrith­
out success . n Under the Tripart ite t~ey are 
supposed to consult with me111bers , but - no chance 
to consult - they tell us whet they are going to 
do and, Mturally, when it cooes to say - if we 
should decide to say , "You•re out of the Tripar­
tite" - but I wouldn't r:ant to do acything like 
that without first talltine with you and Mr. Hull 
and getting the President ' s consent . It doesn ' t 
mean that we acquiesce . Well , no, and they have 
nothing. No, because Kennedy said that he aoes 
over Butterwort h' s cables very, very car efully 
and he has nothillj; . They ltnow nothinz, and don ' t 
even knoYI Wh3.t v;as agreed to when the French 
went over last week. They knew absolutel y nothing. 

The 11ay I look a t it, r;ha t 1\lr .:n can come to the 
United States Government by just putt ing these 
peopl e on notice? No. And on the other hand, if 
v:e do business w1 th them for tomorr ow and execute 
their orders, then it l ooks as though they could 
very well say, "You did business ; ,;hat right 
have you to break it?" end the people in my shop 
here agree with me. All right. Vlell , I ' ll t;o .. ..... 
6h, I can' t - well, the thing I don ' t know - the 
thing that we don ' t like here is t hat the Fr ench 
bankers have known this was co!!Ung; they !mew 
the rabes and they have unquestionably speculated 
on it a t exactly the rates that have happened . 
That doesn ' t smell very good. See , they have made 
money out of this thing consistentl y . NoTI there 
is a way out; ther e ' s a way out to say that the 
Tripartite, to save the trade treaty, and that is 
they could put i t on t he movement or capi tal and 
not on goods . We ree1 ver y strongly t hat they would 
get somewhere on that basis, but why they don ' t 
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do it just doesn't make sense to us, see? Right. 
Now Feis is coming tonight, and I understand he's 
talked with Mr . Bull and you. Well then, he's 
talked to Ur. Hull. But I thought I ' d shoot on 
this. And then Yte ' ll see tomorrow what happens, 
but after all, I can•t undertake a thing like 
this lightl y . 

Incidentally, I am simply delighted at the appoint­
ment of !.(yron Taylor. I thought the t was a wonder­
rul selection. Yes. Yeah. Yeah. Well , he 
felt he couldn' t do it physically, but he's just -
he made up his own mind - I mean, I didn' t have a 
thing left out of it, but he felt he couldn' t do 
it physically. I agree w1 th you. Thank you. 
(Bangs up telephone.) 

{To !.Irs . Klotz:) What was that call (during above 
conversation)? 

Bewley' s out playing tennis . 

I'm warming up . 

Mr . Secretary, do you think there's any chance of 
a misunderstanding of this cable? I read it over 
again. There is this possible interpretation 
which would change t he situation. It says, "The 
French Governaent is therefore obliged, despite 
the fact that it has decided to impose from this 
week a ner. and important tax effort on the country, 
to choose between exchange control or the retreat 
of i ts currency . " It doesn' t say it' s going to 
retreat from it8 currency. It may be - this is 
a possibility - that this one seventy-five is 
not what they regard as a retreat but what they 
regard in connection with exchange contr ol. 

He had a big fight with them over t he word•retreat. • 
He said the word ' retreat ' - the French wor d 
•retreat • in EnglisH does not mean retreat . He 
expl ained that - Cochran said a true translation 
would have been "devaluation. " 

(Telephone.) Hello. Bewley, will you be available 
through the Ellbassy? Can I call you? Well , it 
will be after eight-thirty . Pa.rdon - I can't bear 
you. Well, do you have people on duty at the 
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Embassy at n1ghtf I mean, if I call and leave 
a message? Well , i t would be after eight-thirty, 
and if I did *ant you it would be really illlportant . 
See? So, if you would, please . Thank you. 

He 1s dining out at Herzog•s . I don ' t know - all 
·of this thing - I mean, here what we are talking 
about is the balance of power of Europe, and 
everybody' s so busy •••• Oh gollyl I ' ll never 
learn. 

(Over telephone.) Well, what about - you haven't, 
huh? Six. 

Lochhead: • ••• past twelve- daylight saving over there ­
six hour difference . 

H. II. Jr: (Telephone . ) Oh, are they trying his home; have 
you got his number? 

Klotz: Don't realize he may be asleep. 

Taylor: I don•t know - the Rue - is that a good pl ace? 

Lochhead: After all these calls I think you•re l earning -
I mean, they are not going to let them force you, 
in one hour. I think you shouldn' t be required 
to answer 1n a couple hours. 

H.:J.Jr: I do feel - I do feel that I want to serve notice 
on those people. You (Lochhead) raised the point. 

"All right. We 1ll do business with you on Tuesday; 
I don't like it; I don' t know what I'm going to 
do, but the fact that we do business doesn' t 
c01111111.t us to aeything." 

Taylor: That is - I think that is Just right. 

H.IJ, Jr: O. K. 

Taylor: And that gives you two days, three days, or a week 
to look it over. 

H.U.Jr: Sure . 

Whi te: I am still troubled about this interpretation. 
You will have a chance to check up, won't you? 
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Cochran said that •retreat• is not a true trans­
lation; that •devaluation• would be more nearly 
correct. 
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This other part here helps answer that, Harry, 
where it follows: "The rate at which the French 
Government bas decided to stop is around 175 francs 
for one pound , with the will to rower progressively 
this figure i n correlation with the economic 
improvement which it expects from its decrees.• 

I mean, it's what they were talking about in some 
of their earlier cables - shrink down a long way 
and tight back. This 1s exactly what he ' s talk­
ing about. He went into that in some detail. 

I 1d love to be an operator, working on this over 
in France - get your position - you cover up at 
175 tomorro1't ani let it go back again, and sell 
out again if it goes back to 170 or 165 . 

(Holds side conversation with Mrs. Klotz. ) 

Well , what I think I ' ll do is -I think I'll go 
home and then - go home and tell them, 1f I can 
get Cochran at six - I can handl e this Just as 
well from my house, except that I can' t make a 
record, but that ' s all right - I'll make Cochran 
make a record, and I'll tell them - (Over 
telephone:) Release Mr. Upham and tell him to 
pick me up at home tomorrow morning at eight­
thirty. Doesn't Cochran' s phone answer - is that 
the trouble? Oh well, I ' m going to go - well , I'll 
let you knor. when I go. 

I think that's the thing, and if we can1 t get him 
on the phone, we can write a cable along these 
lines . 

(To Hickman:) And incidentally, Naster is coming 
to the house tonight, seei and vdll you arrange for 
somebody - that they shou d send a type~Titer -
so that he can have a typewriter, paper ani carbon 
a t the house. You know bow to do that? 

Yes sir. 

That • s a.ll. An7body think of anything else? I 
think that's all. 
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BW'r: Bello. 

Operator: I have 1tr. B-ley. 

llondq 
-.y 2, 19.)8 
Sr22 P·•· 

• 

' 

HMJ'r : Oh. Thank you. 

0 : 

HIUr: 
T.K. 
BB1fley: 

BlUr: 

B: 

BlUr : 

B: 

H!IJr: 

B: 

BlUr: 

B: 

BIIJr: 

B: 

Go ahead. 

Bello. 

Hello. 

Bello, B-ley. 

Yes. 

This 1s Henry llorgenthau. 

Yes . 

I may need you tonight. 

All right. 

Where •ill you be - available - through the 
Embassy c an I call you? 

Ah - what tille will you be l ikely to cal.l ••• ? 

Well to b e - after eight- t h irty. 

After eight-thirty. Ah - • ell, I -s going to 
dine out at the restaur14J1t tonight • •• 

BlUr : Pardon me - I didn' t hear you.J 

B: 

HIUr : 

8 : 

llliJr: 

Well , I • as going to dine out at ~OJ(' ' s 
Restaurant, but I think you'd better cWt6h me 
at the Shoreha• - I 1ll be b ack there by eight­
t hirty. 

Well, do you have people on duty at the Embasey 
at night? 

Ah - the .. ssenger will be here . 

I mean 1t I call and l eave a .essage - ? 
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B: r ••, rou could leaYa a ••••c• at the Bllbaasy . 
I'll rmg thea up met t1Dd out. 

fUIJ'r: Wall, it .wl.d ·be attar eight-thirty md 1t I 
d:ld want rou it would be raall)' J.p(lrtant. 

B: 

BlUrt 

B: 

HMJ'r: 

B: 

BlUr: 

B: 

BJIJr: 

B: 

Yee . All r 1ght. 

Sea? 

Yee. 

So •• • 

All right , 1 111 keep 1n t ouch with hia. 

It you • ould , please. 

Yes. 

Thank you. 

All right . 

ss 
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UMJra Bello. 

.,nda;r 
- 2, 1938 
5&42 p.s. 

Operators I have the overseas operator. 

!iiiJr: Who? 

Operator: Go ahead . 

HIIJr : Bello. 
Over seas 
Oper ator: Yes, sir. 

Rli.Jr :- Thia is llr. llorgenthau • 
• 

0. 0 .: Yes, a ir. 

!IIIJr: Baven1t you got aey circuit to Paris? 

0 . 0 .: Yes, •e have a c ircuU to Paris, Mr. llorganthau, 
but you .ant the 11111Xillu11 privacy and ae have to 
line the circuit up with it. 

HIIJr: I'll take ~ circuit you've got. 

0 . 0 .: Well, the circuit is no. lined up •ith the IIIIIXiaul 
privacy and the call •ill be coming through 1n 
a bout three minutes. 

BIIJr: I'll aka you a bet that it doesn•t. 

0 . 0 .: You .want to bet • i t doesn't? 

HIIJr: Yes. 

o.o. : 

BIIJ'r 1 

o.o. : 

HIIJr: 

o.o. s 

BMJr : 

Oh, (laughs) you k:na. it •ill :U I say it will. 

Well. All right. 
(Laughs) 

I went you to win though, 

(Laughs) What will you 
mch are you betting? 

send me - I aaen, he. 

(Laughs) 

(Laughs) I' a taking you up on it. 
\ 

All richt. U it co•• through 1n three 8Jnut .. 
you get a box ot c~. 

ss 
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o.o.: Oood. All rt«ht. 

Bli.Jr: Well, • hat - -it a a:lnute -

o.o.: 
IIJIJr : 

o.o. : 

Hli.Jr : 

o.o.: 
B.MJr: 

o.o. : 
Hli.Jr : 

(Laughs) 

What's )'our name, so I know llho to send it to? 

I 1 11 see what I can do end then if' 
the call goes through, •ell -

You tell lliss Spangl er c o is 111r operator. 

(Laughs) 

All r!«bt. 

O. K. 

Thank you . 

(Short pause) 

Hli.Jr: Hello. 

Operator: It looks like you loose. 

Hli.Jr: Bello. 

Operator: Here he is . 

HliJ r : Thanlc TOU, 

Operator: Go ahead, 

Hli.Jr; Bello. 

H. llerle 
Cochran: Hello. 

Hli.Jr: Bel lo, Cochran. 

C: Yes, Mr. Secret&rT. 

Hli.Jr : I'a at the Treasury. 

C: Yes. 

Hli.Jr: And I ha'fe )'our cable noe'1 )'OU see, and bef'or e 
telling )'OU what I ban :In a:lnd • e wauted to aak 
TOU partleularl)' about that word •retreat• -
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• ••• to cbooae bat•een exchance control or the 
retreat ot ita cu.rren07 ••• • - You told • 
that that ._. D21 a correct translation troa the 
French. 

c: Well, I •an •hen he said that, Chancellor 
he said the mUitary ettecta - I lll8an "en I 
questioned the word -

I!I&J'r: Yea. 

C: And I said •depreciation• and he nid, .. o, 
dr.-back.• 

BJ.IJr : •Or-back?" 

C: Yes. 

BIIJr: Well ••• 

C: In another place ~here I used, • setback• ••• 

BIIJr: Yea. 

C: 

HJ.IJr: 

C: 

I!I&J'r : 

C: 

HIIJr: 

C: 

HIIJr: 

C: 

BJ.IJr: 

C: 

Hli.Tr: 

• • • thef used the •ord •repri eve• 

Yea. JJell., - ah - thta isn't - •e've onzy had 
a prel1a1nary talk, but - have you got a pencil? 

Yes, Sir. 

Well, this 111 the thought 
ah - that you should let 
to110rr01W 110rning the very 

Yes. 

that I had 1n mind: -
Mr. lla.rchandeau me. 
ttrst thing • • • • 

• • • that I am shocked at hla message. 

I ' m shocked. 

Uh huh. 

Surprlaed. 

Yea. 

I aa shocked. .Ah - that under the Tri-partite 
Treat)' we are supposed t o consult ••• 
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I ea. 

I don't con.Sder thia oonsultati.on. 

Ub bub, 

That ' s nu~er t.o . Ah- n~er three, I have not 
got time to decide what tbe United states Treasur.r 
will or •111 not do. Hello. 

Yea, I'• here. 

Therefore 1t they give ua orders toaorro- to bU)' 
or sell f rancs tor their account ••• 

Yea. 

• • ,we • 111 execute those orders on Tuesday. But 
by doing ao we don't want them to think that •e are 
acquiescing ... 

Yea . 

... in their plans , 

Yea . 

That it will take ua a nulli>er or days to decide 
just what •e are going to do. 

Yes. 

We wish to naturally consult - underline consult -
with tbe British, 

Yea . 

But, pending that consultation we will carr.r on 
tb.e orders tor Tuesday . 

Yea. 

But • hat we will do after that we don 't know but 
••ill let you !ala. 1n plenty or tiM. 

I see. 

Ia., would you aind repeat 1ng that please, as you 
understand it? 

59. 

Regraded Uclassified



C: 

H!IJ'r: 

C: 

H!IJ'r: 

C: 

!III.Jr : 

C: 

HII.Jr : 

C: 

I!YJr: 

C: 

I!J4Jr : 
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I'm to let llarchandeau lm~ 1n the .,rning as 
soon as I can see him that you were shocked -
that you .were surprisedat this message. 

Yes . 

Tha t under the Tripartite that the people involved 
are supposed to consult. 

Yes. 

You do not consider this a consultation. 

Yes . 

Tha t you have not til&e - this Country is not 
giving tillle to decide what the Treasury DepartiiM!llt 
•111 do . 

Yes . 

And to say that •111 execute any orders that may 
be given to buy or sell on Tuesday but this does 

· n6t mean that you acqu iesce . You wlll consult 
with the British on Tuesday. 

Yes. 

Underscore consult. 

Yes. 
me 

And then you will let them know through /in due tille. 

That's - you got i t a hundred percent right . 
How, - ah - in order to save me time and expense •• 

Yes. 

I•i .sh you would call Butter-orth. 

Yes . 

And give him this message, that I have given you; 
and tell him to get it to the Brit ish Tl"easury 
the very first thing, see? 

The message that •• • ? 

That I have just given you. 

so 
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C: Yea. Yea. Let bta &he that to the Britiab 
TreUIU7• 

HIIJr: Yes. But I want 70u to cet bta 1tlll toni&bt. 

C: Yes. All ri&bt. 

HIIJr: Na., turther.,re, I a• send inc tor llr. B- lq. 

C: Yea . 

HliJr: The British Financial Attache and telling hilll 
just .nat I'• telling 70u. 

C: Yes. 

II.II.Jr: You see? 

C: Yes. 

II.II.Jr: But I'd like :rou please to call Butte~Worth 
stlll tonight and ·tell hilll what I've told :rou. 

C: All right. 

II.II.Jr: Now, Just a minute - see 1t I ' ve overlooked 
anything. 

C: Did :you want - to get the French tonight . 
I can st lll get Rueff but I doubt 1t I can get 
Marchandeau. 

II.II.Jr : Yes, I would -.ke a distinct effort to get Rueff 
tonight. 

C: All right. 

HliJr: Now, Just a moaent please. 

C: All right. 

(Short pause) 

HIIJr 1 Bello . 

Bello. 

Ia. one other question, which has nothing to do 
with this .. ssa,e. 

Yea. 
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aiiJr: 

c: 
l!IIJr: 

C: 

HIIJr: 

C: 
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Ran you aQJ' ..,. of llno-iD( that the Jnto1'8atioD 
.-hen I put up that question •• • • 

Yes. 

••• to Mr. Blua ••• 

Yes. 

••• Jn regard to exchange control, did he ever 
give that information to anybody else? - I 
111ean did he pass that to the rest ot the cabinet? 

••• about that. 

HIIJr: -~- Bel.¥":" 

C: sent a telegraa a day or two after I called 
up,_you .llnOJr, that the Governor of the Bank had 
called me up ••• 

HM.Tr: Yes. 

C: And he asked ae a certain question. 

HIIJr : Yes. 

C: And I •ouldn ' t reveal the nature ••• 

HIIJr: Yes. 

C: ••• ot If' talk with the head man. 

BIIJr: Yes . 

C: lfo- .rhether he ever told hill 8Jl7 more or not, I 
don' t llno-. 

HIIJr : Oh huh. 

C: But i t 's never co- to - troa any source ••• 
BliJr: Yea. 

C: • • • that this aan had revealed it. 
BIIJr.: 

C: 
Yes. Well •• 

That's the onl;f tiM - .tim he -• there at the bank. 
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BII.Tr: 

C: 

81/.Jr: 

C: 

J!IIJr: 

C: 

H»Jr: 

C: 

l!IIJr: 

C: 

HllJr : 

C: 

HI/.Jr: 

C: 

HIJJr: 

C: 

HII.Tr: 

C: 

Hlo\Jr: 

C: 

HIIJr: 

C: 

- 8 -

Yes •. Well, 11m not - this 1s simply ror 
you to use in case they say anything. 

Yes, 

rr we had had tiM t o consult, see? 

Yes . 

I might have been able to make a constructive 
suggestion. 

Yes . 

But t hey hllven' t g iven me that opportunity . 

No . 

You see? 

Yes. 

Now, let me ask your advice , 
what I am t elling you in the 
that' s - it ' s all r 1ght? 

Do you think that 
message, do you think 

Yes. I mean we shouldn 't just t ake this without 
letting them know that we're a little unhappy 
about i t . Now that ' s the question. 

Well, I ' m more than a little unhappy . 

Well, I'll put it, "more than a l i ttle." 

No - I a m shocked. 

Yes. 

And we jus t simply - 1! I carry out their o rders 
t omorrow without saying anything they might perfectly 
well :eel t hat I am acquiescing. 

Yes. Well, I think we should not l et them feel that, 

Well. All right. Well . ... 

I t t s a grand 1d ea to get 1n touch with one or both 
or t hem yet tonight. 

Yes, Well, you think this makes sense, don ' t you? 

I what? 
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sii.Tr: You lill:e thu -••ace? 

c: Yea, 1 t~:lnll: 1t1a all r:t.cht. 

BII.Tr: All r:l.&ht. Well, then - Eke an effort to get 
either to Marchandeeu or Rueff and then get 
Butterworth on the telephone at hie ho ... 

C: Yes. I'll call the French first . 

liMJr : Oh, yes. 

C: Yes. 

IUIJr : And 1t you want to cell M beck - l'a hoae tonight. 

C: You're home there? 

BIIJr: Yes . 

C: All right. I'll see - 1t they have any message to 
get right beck wny 1111 call you. 

HMJ'r: Yes . But you've got it •••• 

C: I won ' t call you. 

BliJr: And b efore calling you I diecussed this in detail 
with Sumer Welles, and he ' s in hearty appr oval 
ot the action I am taking. 

C: You 1ve been in touch with hbl? 

IUIJr : Yes . And be heartU7 approves of whet I'• doing. 

C: Yes . Yes. 

IUIJr: Sumer Welles. 

C: Yes. Fine. 

HIIJr: Yes. He heartily approves. 

C: Yes. 

l!JUr: O. K. 

C: Sure]J' . 

IUIJr: All right. 

C: Jo, the only point I aade thiJI afternoon - or that 
I t ried to Ell:e - na that their action here 

64 

Regraded Uclassified



HIIJr: 

C: 

l!W"r : 

C: 

BIIJr: 

C: 

RMJr: 

C: 

HMJr : 

C: 

HIIJr : 

C: 

HIIJr: 

C: 

ln!Jr: 

C: 

HliJr: 

C; 

HIIJr: 

C: 

• 
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through that little plf.T which they made 
preparatory to going over to London 

Yes. 

• • • has made this franc almost psychol ogically 
inevitable, I mean, this rate. 

Yeah. 

Even though it may not economically at present. 
But I say all of that difference in them is 
from a better approach to us on thi s. 

Yes . Well , the thing that SllBier Welles said, 
every time you ' ve a sked them about this they ' ve 
denied it . 

Yes. 

And for ten days they ' ve been denying it. 

And he not only denied it to me but when Wilson 
saw him he got the same story. 

That ' s right. 

I ~~ean he was thrown in contact with him. 

That's right. 

At the same time we knew all the time - I knew 
it through the banker .••• 

Yes . 

• • • that ' s the littl e fellow you know • •• 

Yes. 

Ah - was betting on this . 

Sure . 

And also that the man who is interested i n s Uver 
you know - Patenotre. 

Oh, Indo Chine? 

didn't understand that it was going to come 
to this. 

6$ 
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IDIJ'r: 

C: 

BIIJr: 

C: 

BIIJr: 

C: 

llii.Jr: 

C: 

llii.Jr: 

C: 

BIIJr: 

C: 

HIIJr: 

C: 

IUI.Jr : 

C: 

BIIJr: 

C: 

BIIJr: 

C: 

BliJr: 

C: 

Wr: 
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Be understood what? 

That there was coing to b e a one hundred and 
seventy-fi ve f r anc . 

Ah - ~hat ' s the Indo Chine? 

No, Patenotre. 

Oh yes . Oh yes . 011 yea. 

You remember that aessace? 

Oil yes, very clea.rly . 

Yes . 

Well, as Archie Lochhead and I said, we wish we 
were in business on the other aide of the water. 

I certainly agree. 

I t must be lots of tun and very profitable. 

Yes . P'or some people here certainly made a clean­
up, I can tell you that . 

Yeah. Well, I don ' t want to be party to it. 

Well, I assure you I 1 a not a party to it . 

What? 

I say I'• - I can assure you that I ' • not in • •• 

011 , no, no, no, no, Cochran, don ' t even say that 
Joking. Because I wasn't even by inference sug­
gesting ~ such thing . 

That ' s all right . 

No, no, no, no, no - not even by inference. 

No - please. 

lfo . All r ight. 

P'ine . Wel.l, I'll get in touch with - with thea 
yet tonigllt. 

lo; I waa talking about the covernaent. 

ss 
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c: Surely. 

IIJIJr: All r i&ht. 

C: 

HIIJr: 

C: 

Fine. All ri&ht. Well, I'll get buq on Butterworth 
and Ruerr both. 

o. K. 

Ooodni&ht . 

S7 
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CONFIDENTIAl 
FROII: PRESI DENT U. S. 

TO : SECRETARY IF TREASURY 

~~~3 AS FAR AS I CAN MAKE tUT THE ACTION PRtPISED BY FRANCE 

IS WEAK AND QETS Nt WHERE IN THE LINti RUN. I A8REE WITH YtUI 

LINE OF THOUGHT. OFFMANII IT SEDIS Tt ME lHAT SUPERYISitN IF 

CAPITAL WIVEMENTS ANO 6tLD CtNTRtL SIMI LAR Tt fURS WtULI 

OFFER A aiJcH' iablfl PERMANENT StLUTI IN. AND IF THAT FA ILS THEN 

A IIORE DRAST IC FIRM IF EXCHANGE CONTRtL. ( I HOPE SIM/tN AND 

YOU WILL HAVE A PLEASANT TELEPHtNE CtNVERSATION 2125\ 

DISTRI !UTI ON : 

SECRETARY OF TREASURY 

Tl ME IF RECEIPT CtDE ROtM 21 ~ 
2 MAY 

PARAPHRASE 

• 63 
.• 

Regraded Uclassified



CONFIDENTIAL 

,... • I I •••• 

lOa I M'UII fW fMAIUIIr 

-~ M rM M I CAll UD Oft ta MriOI ·-

• .. 

II P1WIC& U UA& AD l&ft 110 t ' S U tD .,_. ... 

1 ll • WitB rooa ua 01 tiiiOat. afPIIAD n -
to Kl HA7 SIJPUniiJOI or CArnAL IDf'WIIIS ~ 

GOLD OOIIftl)l, axm.Aft !0 OCJBS IOOLD \MID 4 - -

Pl'l!!f*IDf IOW'riOI, AIID U 'f1IA'1' r~ ftlll 4-

DIWI,.IO to• or aCJH•'CK OOnJI)J.. I IDh Ulllll AD 

JI)U t iLL HAft 4 PIK•a611t fa.uti)D OOIYUaloftOII 1111 

na or MCGP! oo• R)()M 11._ 
• 114% 

69 

Regraded Uclassified



co F IDENTIAL 

,... IS I I .... 

-~All FAA All I CWI IIAU 0~ TKI AO!IOI PIIIUIOID 

a:r PJWIOC U IdA& AID Clfta m TIJIEft& IM !U LO• ... 

I A.Gita lflt'R IOUI\ LlU or !R:)OOII'r. Ofr1IAIID I! -· 

10 Ill Ttli.T 3UPCM'IIl101 or CAIIT AL IDfti&U'fa .U. 

QOI.I) OON1'JI>l. pat AR !'0 OUR:l IOU!» oPPIUl A IIHIIII)U 

PER!Wla! IIOWTIOI, AQ U !81.7 FAIJ.a TID A II)JIE 

DBA5TIC IOIW or aGIWIOI: OOftli)Lo I liOn ai- AID 

IOU Wl.U.. HAn: A PI It~ fKLI.PII)IIK oo•YOaJ.ftON 1121 

70 

n a or RECSIPf OOilC R)OM ~ 
IIIAI 

lll STIUBUTIONa 

ascM'l'ARI or tRE4111ft! 

Regraded Uclassified



• 

~0 'FIDENTIAL 

-~ It& FAA AS l CAl IIAU 00'1' '1'111 AO!JOII l'AOI08D 

81 P!WCCJ: I.S I'CAl AIID GaS 11:1 miiCR£ IN 'l'HE LOIG lOL 

I AO~ nm :roua I...IK ~ 'fi«)UOI'ft'. ~ rr MZM 

fO 1!!: tiL\1' 3UPSRnS101 or OAPl'l'AL lllYE:&DrS All» 

GOLD <Xm !R>l. ~tm.~ '1'0 OOR3 IOUt.D Ulf£A A IIJCil II)RE 

PCP.:.WII:JI'l' OOun'lOR , A.'ID U' 'rKA7 PAUa '1'HD A II)JIS 

DAA$'riC roru OF EXCJIAOO& OOif'lR)l.o I OOPS BIJal Alii) 

IOU liiU. RAVE ll. PL&ASAitT 1'SLEPII)D GOimtnBA!JDJI 8138 

71 

'll118 01 P£CE1P'l' OODC klOM 11. 
a IIAX 

DlS'l'l'II!lJ'l'I Oih 

aECR...~A.>u OF Tr~ 

Regraded Uclassified



72 

FROli PRESIDENT U. S. 

TO: SECRETARY OF TREASURY 

(/9fl3 AS FAR AS I CAN !.lAKE OUT THE ACTION PROPOSED BY FRANCE 

IS WEAK AND GETS NO WHERE IN THE LONG RUN . I AGREE WITH YOUR 

Lim: OF THOUGHT. OFFHA."'D IT SEEI:S TO HE THAT SUPERVISIOII OF 

CAPITAL I.OV£t!ENTS AND GOLD CONTROL SU!ILAR TO OURS 110ULD 
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;\L F.lc..:Ctl ..101/ET.I.RY SITU.I.TION lley 2, 1938 . 
o:Jv p . m. 

. rcJ~nt : 

h . • Jr : 

.. • • .Jr : 

J.lr . Taylor 
:J r . Lochhead 
:& r . Vlhi t e 
Mr . ~·eis 
:.lr . Bewley 

.. m t.; ver the time ls now, d : JJ , Cochr an telephoned me 
from Par is; ne had been in t o see Rueff and delivered 
-~ L1essuge to Rueff . Rueff took it i n to :!ar chandeau, 
1110 evidently "es in bed. .l.fter a conference, Rueff 
ctot: out and said he was disturbed tha t I felt U;Jset; 
tnot <l iS !llessege to me was one of princi;>le, no 
in~tructions have been lssuea , e nd t hat he very much 
"' nted .ne to conside r thu t his mess&ge •f s one of 
consult~tion . Toen, us I rem~mber it, Cocnra n 
r e"1inaed Rueff tna t r epea t edly they ha d informed him 
tnut tney were not golnc to 175 francs to the pound 
:.nu ne had passea tnis i nf or ma t i on a long to me . 

Rueff tnen .•tent ba ck and hao anothe r consulta tion v. ith 
HcrcnanJeau and c llme out 1< nJ mt~de tni ~ pr oviso : t ha t 
uo ins tructions would be issued unless some unforeseen 
pres sure ruaae action imp~.~ra tive before they could get 
a reply f r om me, but in any event tney would communico te 
l'irs t Ni tn Cocnre n; but tno t l!orcnPndeau urged me ver y 
· trongly to t r y to ge t my {.Oswer to nim ES c,uickly a s 
,.>~ssible . 

I .. on ' t t hink tha t aoes a n,y ha rm at I' ll . 

I thin:< the first t lu t you zt ve t.'l em tonight ·•·as still 
t:te bes t one . 

:la .. le t ' s jus t sec, I' ve got t o s end this to the 
r'res l dent . :/ant a piece of pa per to g ive to Ur . 
Be11ley when he comes . You f e llo;:s h.:lp me . 

Tnc Coll odng i s t ne mcssuge tlla t I g»ve to Cochran, 
~s best I can r emember i t : 

"1 . Please inform :.tr. Ma rc<tBndecu thr t I w&s ve ry 
!OUCh 11 

•lt" : "Snoc~ea" N& S the wor d you used . 

" ··· sn~c~ed ~no s urprised .... " 
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~aylor : 

a.M.Jr: 

H. 'J. Jr: 

'l.'hite : 

!! . 'J.Jr: 

>oili te : 

d . 'J. J r: 

d. 'I. Jr: 

"111 te: 

!! . l .Jr: 

Lochhead : 

R. '4.Jr: 

Taylor: 

-2-

" and surprised," meaning t ha t •• • 

"·· · shocked and surprised a t the message which 
Uarchandeau sent me. 

"2. That I did not consider t hat under the tri­
partite agreement tha t we had been consulted, 
but tha t be had simply informed us. 

•J . That we would execute any orders on Tuesday 
t .h£. t we received from the French to buy or sell 
francs f or their ~ccount, but that in doing so we 
in no~way acquiesced i n the new French proposal, 
and, whi~e I agreed to ~~his Tuesday, tha t we 
were not commit ted bey on([ ~esday . 

"4· That before we committed ourselves in any way 
I wished to consult with the British. " 

* * * * * 
That 's the whole story, and if we had spent one IYbole 
day Ne might change five words . 

I did spend a few hours . 

l•hot? 

I did spend a few hours. 

Isn• t that .... 

1es, that's el~ right. 

Inc1dental~y, di d McReynolds ever get out your order? 

Yes, the order creating the two different divisions. 

Yes . 

I got a 
office. 
it. 

photosta tic copy . Copy came a round to my 
Don' t know how much publicity was given to 

I kind of like this, Wayne. Huh? Think I 1 11 go back 
to the farm tomorrow and get ano ther one. 

.Vell, I tell you, we are now in process of consulting 
• 
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.lhi te : 

Tuylor : 

ti . I . Jr : 

Lochhead : 

R. '!. Jr: 

lUte : 

" · . J r : 

.• ntte : 

H • . . Jr : 

·•ni te: 

Lochhead: 

tohi te: 

il . :.l . Jr : 

75 
-)-

wi t h the Briti sh, see? This is good, I t hink, only 
until 'Re heve had a chence t o do so . 

I t ' s good for a couple of days • 

It is unt il we have had a chance to do what we say . 
"Before we commit ourselves in any way, I wish to 
consult with the British. " Well , this is the start 
of doing tha t . 

I CLlled up tae lohlte House about cables and taey said 
tne later I send t hem dOifll t onight the better; sai d 
after ten o ' clock nobody s ent any cables from the 
President, so t hey could r eceive t nem and get them orr . 
So •ha t I t hought we ' d do - that afterwards we ' d fix 
up c message, no t necessarily of advice, but - you 
see, I sent t hat one - you (Lochhead) sent tha t one 
on Sa turday, didn't you? 

Yes . 

Wel l then, we ' d send this next one, the one t hBt came 
in from J.larchandeau and my 1\ns•,yer, ~>.nd then the one 
the British, you see. And then I could say to the 
President and mysel f , "I'm now going to wait to see 
wna t nappens ." 

Going t o send their ansner t o thet? 

No, I ' m going to get all off tonight whet happened as 
or tonight. 

Yes, their answer to thot , which includes Cochran's 
reply to tha t . 

1ha t •s right. And then s ay t o the President, "Any 
sugges tions you have I ' ll be glad to recei ve . " Wha t? 

I ' d like to call your attention to two par agraphs 
here on puge f our . Poge f our . 

Of the British. 

Yes, of the British. 

Yes . 
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nhlte : 

tb:. lor : 

H. , . Jr: 

ulli t e : 

H. l . Jr : 

uhite : 

1! • . Jr : 

"hite : 

~J!!hhet o. : 

;;hi t~: : 

l.oc i1heea : 

ll . ' . Jr : 

-4-

Une par agraph beginning with: "Never theless, this 
would constitute the first occas i on when a tripartite 
country had deliberately depreciated its currency as 
an instrument of policy and ther e was no blinding 
the f act tha t it directly contrl vened the provisions 
of the tripartite agr eement.• 

I .voul d question tha t very definitely - t hat it 
contr&venes the provisions . It depends on why they 
depreciated tneir currency , because they depr eci ated 
tneir currency directly a s a matter of policy one of 
toe earlier tillles . \'•ha t .. ould constitute a viol a tion 
o\Oulu be &.ny a t tempt to depreciate t heir currency in 
or aer to get a competitive adventage . 

:I ell, I tnink tha t ' s just words, Barry. 

barry, if t hey believe this, .•. 

Th;m why are they saying what they ar e? 

If troey believe this, then why do they say 

tha t it ' s all r i ght with them? 

.. ny do they say •.. 

t ney ' r e not going to t~tke exception, which is 
e,tuiv!.lent - a little differ ent way of saying , •It ' s 
a ll right." 

!nen enother t hing •••• 

~xcuse ~e, Harry. Tnis par~tgraph on page four wa s just 
a conversationbl pErbgr~ph, i t N8 S not a par agraph t hr t 
t hey gave to the French. This is no t a part or their . 
r eply to the French. 

I s ay if t hey believe that ••.•• 

l•fter all, this is the message . The other is Just some 
s i de co!lllllent. 

But Harry is right in po i nting it out . 
they think, on page f our; and tnen the 
Frencn doesn' t check. 

This is what 
message to t he 
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oohite: 

rl . 'J.Jr : 

uhite : 

ii . :l.Jr: 

... rylor: 

11 1.1ite : 

H. J. Jr: 

,.nlte : 

ti , . Jr : 

H . .. !. Jr: 

,\'hite: 
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And t he paragraph b elow that - s econd one below. 
"However, he said he thought exchange control wa s 
the greater evil but he did not conceal that he 
had no grea t confidence in t his being the final 
depreciation. " That is, he r ecognizes •••• 

i',h1ch is all the more reason to stall. 

Yes, I think so. I think thare are t~o things 
involved that r et;uire careful thought . 

77 

I tnink wha t the British are doing is this: taking e 
leaf out of my book, hoping to Heavens that we ' ll kick 
the French out and save t hem the trouble . Bub? 

i1ell, I think tha t there may be something in that, but 
tnen • - I wonder 11he ther we would do i t. Thet .is ••• 

\/ell , there must be some limit to this thing. 

r.tust be wha t? 

Some limit t o t his thing. 11 ••• exchange control 
IYils tne greater evil but he did not conceal tha t he 'X._ 
ned no g r eat confidence 1n this bei ng t he fim:l 
depreciation." 175 is not the final deprecia tion-
1~5 , 20J - and ye t it ' s better t hen e xchange control . 
1 don't understand tha t at all . 

!fell, I think what you 1 ve got to understand 1s thet 
it is terrifically import&nt to the Briti sh to have 
oilitcry coopera ti:m just no .. with the Fr ench, : nd 
Lt the same time the Frencn come to t oese boys and 
say, •o. K. , you ~t us to keep the franc at 160; well, 
lend us some money .• 

"~ey it on the line." Sur e . 

Sure . 

'.'/ell , t hat • s why I don ' t understand why they don ' t come 
beck t.nd say, "Why 1 you cnn keep it at 160 by imposing 
exchange control." 

i!ell, I think you' ll fi nd , Harry, tha t IVhen you ge t 
the political backgr ound and so on, which i s Blso 
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Lochl.€cd : 
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brought out in some of the other - in the earlier 
ctJbles, t htl t this cro1vd tha t ' s in has Just as strong 
a commitment against exchange control as the previous 
government did . 

They 're opposed to it • 

Yes . ~herefore, it' s tied up with the existence of 
tnis goverlUlent. 

r woula say one of your iroportant paragr aphs is the 
first par~gra~h on p~ge f our - "tha t it contained 
severe t ariff and •r ead Justments ' waich 1n some 
r espects .\ere as, if not .aor e, serious to Gr eat 
Britain t ll6n t he pr opos eo.~ currency action. n NoR, 
the t 1 s \Vhere you're liKely t o tulve some trouble . 

~~n ' t violate the tripar tite merely because t ney do 
tha t . 

The stat ement of the tripartite was t hat you would 
no t t ake acti on that woul d harm trade . 

E>ut ~hey hoped 1t woul d have t ht• t effect - the spirit -
but you' d have a hard time in demonstrating the letter 
of it. 

:'/hen you have Dr. Feis over tonight, t ha t ' s probably 
the p~ragraph that ne ' s going t o .••• 

I think tll6 t ' s the par asr eph .ve ought to be dt:Clll well 
intErested in . 

1"/nr. t' s t tu. t? 

Fir st par agr aph on top of page f our - much more than 
the r es t of t hem . 

lie naven ' t s een tneir decree .vhich includes that . 

uha t page is this? 

Page f our of the British cPble . 

British Tre~ sury says they btlven' t been told either . 
"He said that the French had not r evealed to the 
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British Treasury the whole of their d ecree program 
but that it cont<J ined sever e t e riff and • r eadjus tments . ' " 

lhey have tha t informa tion, which we didn't have • 

I ' m a little bit surprised thl. t t he British ciUile over 
~s fast as they did . 

I'm not . 

You mea n on account of ~heir oth~r consider ation, the 
;oli ticsl considerEt!on. 

bet your life . 

nnci the f ac t tn::. t tn&y .. on t L :nmt EXChange control 
~er. ns t ney ' d ha ve t o put U? some money , ~nd t ney 're X 
aoaging out . /I 

Thb t 1 s rignt . And if )' OU go bock to Bonnet 1 s - wha t ·'ti h11. ve, the inf ormt tion thL t Bonnet ga ve to Sir 
J onn a nd so on ubout the t ltt rnative s , see - u nd 
rt>member , he was dawn smt rt ln slzying th~e t . 

lieU , appar ently, the oppos i tion of the French gr oup 
to excnange c ontr ol i s not whe t ha s ca used Phillips j 
to op;~ose 1 t , becE.use he :wys he thinks 1 t is a 1\ 
gr ee t e r evil; so he wouldn't reco~~end it in llny 
case. 

hll right , 6a rry, but wha t you h &ve i s your choice of 
t hree things wn!ch are put up t o the Briti sha 1 . To 
nola i t "t 160, tnd so on . ·~:e • v e got to have help . 
1"111 you give us a credi t?• You see? "Will you t cke 
frcncs?" All tnose thi~ s thEt Bonnet put up. 

Then Bonnet says , 11VIell , of course, there a r e t wo 
schools of t nought ·in tl1is c~sbinet , a nd one of them 
believes in letting her go to 190 to 200 ." He sey s, 
" I believe t he other one , b u t in or der t o do thu t I ' ve 
got to have something ll.!d on the line . " 

And in adaition t o thu t you have a ll these military 
t hings . hnd you ha ve the f~ct thut this government 
is committed aga ins t excbbnge control . iherefore, 
tney feel t aey ca n work with thi s governoent better 
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than they could work w1 th some or the ones that t hey 
had before . So they ' ll t ake anything t hat this crowd 
tells them, except putting up some money . 

Mr . Bewley . 

He ' s not coming in . I ' m going to see him a couple 
minutes . I •ll explain to him we ' re not quite ready . 

(H .M.Jr . goes out) 

I don ' t t hink they ' ve got Eny choice . 

Who? 

Sayine yes on this. 

baying yes on this British c able? 

The British haven' t got any choice . 

1. still tnink 1f 'Ire had a chance to t alk to them .tl.rst, 
before Ne g&ve the answer, h'e would have done the 
SLme thing we did, stall them a day . 

They ' ve s talled . 

Oh well, they - it ' s one of tnese things -they may 
have s t alled them, but they've done it in such l~nguage 
tha t the French would wiggle out of it . I think they 
hove hard work convincing nn outsider beceuse they 
uiun' t stall tnem in tne statement; t ney 1 ve s t alled them 
in supplementary • ••• 

I•m t alking about What they have done already . They 
huven ' t given tnis aqswer to them . Read the first 
puge . 

(H.U .Jr . returns) 

llh11 t 1. thought we could do - we could do t his thing 
in a way - i n t wo bites . I think we could show Bewley -
let him r ead in here Cochran' s cable which come i n, then 
my answer , then Cochran ' s telephone message to me, vnd 
then the message I got from his (Bewley) government, 
which came in as f ar as we ' re concerned, last . 
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Yes, it did. 

Lust . Then I ' d make my little speech to him that I ' ve 
got to have t ime to think this thing over • . 
'iou see, here ' s one- the first page- they've done 
exactly the sa me thing that you have, see? . 

'ies . Well - and my suggestion tq the British is that 
they do the s ame as .<e do until we can think this 
thing over; do it on a d&y-to-d&y basis and keep the 
French on the hot spot until we get a chance to see 
the decree . 

Say we 're consulting . 

Ontil we see the decree. See? 

No N, in talJ>ing we 've got to Keep in mind the salient 
points so we can send Butter worth f cable tonight , 
" Ochrl!n r cable, ond the Pr esident . We 've t;ot to do 
it £11 tonight , r egar dless of cl ifference in time . 

I don ' t see why we should ;~oi t f ot· Feis . Cot so damn 
m~ny cables to get off . 'iou knoN Feis , he ' s never on 
time . 

I thin.< ~oe can certainly 

It t £kes him time to r eiC! tnis thing . 

Cot henley here, neven't 1 ou~ I think you can certainly 
Lell him \'thl':t you're doing eno the t you suggest that, 
incsmuch as '''e ' re not reo<.iy, why, maybe they C~<n -.v~> it s 
little bit . 

Get him in here , will you (Lochhead)? 

(Lochhead goes out for Bewley) 

>le ' 11 let him sit here . 

He could not give him a ~efinite answer until after he 
had consulted Washington, you see? So tha t gives you 
c chance to both st&ll . 

(LocbheEd r eturns with Ber.ley) 

• 
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Let me tell you- I ' ll try to do this thing now i n 
the order 1n which it happened, as ne~ r as I can {Jlt 
it . \'/ell now, this came in first . You can read t hat 
if you want to; make some notes , it's all right . 

Novz , that came in and then as a r esult of tha t message 
~ phoned Cochran end I typed that out f or you - I told 
him t o communicate that t o Uar chandeau . 

Yes . 

And then as a r esult of t ha t Cochran went in a bout 
one o 1 cl ock t his morning and saw Rueff, and Rueff 
s~id t hat Uarchsndeau hnd gone t o bed but he ' d go in 
and see oim, •:hich he d i d . And I .n •ote t his down 
ov~r the phone. And Msr cbandeau s ai d , oh, this 
message to me, which I guess you ' d call an side 
memoire, because you ' ll see that you people got the 
same t hing in a minute - t his message was just one 
of principle and no ins tructions bad been issued 
una they v ery much wa nted i t to be consider ed a 
mott.o~r of consultation. l'hen Rueff came out and 
gave t hat message to Cochran . Then Cochran r eminded 
him how f or t he last t en days 11e have been asking them 
vrha t thE:y were going to do and every time we a sked 
&bout t ui s 175 fr~ncs whi ch hove been r umored and t he 
Fr ench s peculator s E<r e, pl&ying, they ku;d &lways flatly 
denied it . Well, ther e was s ome a r gument about t ha t . 

So Rueff went back again and saw ~archandesu, t hen 
CLme back with this; wh~ t he htd se i d the firs t time 
w~s all r i ght, but i f any unfor eseen pressure ~ade 
action i mper 6tive before my r eply cooes, they would 
fi r s t co~~unicate with Cochr an if t hey had t o do 
somet ning . In other NOr ds , t hey wer e hedging , you see . 
The fir s t t ime they s aid, now, this was simply a matter 
of principle , no instructions had been issued, they 
wanted us very much to consider this a matter of -
t ha t t hey were consul ti'ng. Then he goes back and has 
another talk. Then he comes out and says, "But if 
something unforeseen happens, we ' ll go ahead, but 
we ' ll tell you first." Then, after this, 
Do you want to write it down? 

No, it 's all right . I con remember this. Jus t make 
a no t e of it . 
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that thing I gave you was the only - and 
incidentally, I did that from memory, j~st _my own 
memor1 on the telephone. 

Then in comes this, which was delivered to me a t 
8 : )0 . 

You (Lochhead) haven't got the one that came in on 
Saturday there, nave you? 

The one from Paris? 

llo, tne one from London. 

The one from London on Sa turday • 

This will supersede that . 

Oh y es . 

•his is to give him the background. 

llell , he may have it. 

(Lochhead hands re~uested cable to H . ~ . Jr) 

~o ell noN, this - I don ' t know whether they - bow 
mucn they Keep you i nformed, but here ' s one .. ... 

83 

They told me £bout Bonnet ' s interview, but that's all 
I have . 

The f o1r propositions that Bonnet put up •••• 

Three, weren't there? 

No, f our. I t ake it t his supersedes that. Right? 

I would assume so . 

In cabling you m.ight soy that I cons.ider that what 
is happen.ing t on.ight supersedes that. 

les. May I just see that to see th£t the two are 
exactly the same . 
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Please. 

Oh yes , this is the same one exactly, Well, the 
end of it- the end of it I haven't got, but the 
rest of it .• •.•• 

It ' s all in there; but take a look a t it. 

I r emember Number r our IYC s the only thing t he t 
bothered us. 

Oh-huh. 

I wasn' t given t he figure of 190 to 200 . 

Huh? 

I wasn't given the figure of 190 to 200 here . 

Well, now you •ve got the whole thing. 

Yes . 

Now, if you don't mind my saying, I think the verbal 
part, the conversation between Sir Frederick Phillips 
and Butter iYorth is a little bit different then wha t 
he sent the French. I mean because in this t hing he 
says here - he says here - he says here on 4: "Never­
theless, this would constitute t ne first occasion when 
& triparti~e cquntry had deliber a tely depr eci ated its 
currency &s an instrument of policy, and there was no 
blinaing •he f ac t tha t it directly contravened the 
~rovisions of the t r ipar tite agr eement ." You see? 
Jow • • •• 

Yes . 

Now, that ' s what he ' s telling me, but he doesn't tell 
that to the French. 

(Feis comes in) 

Sorry I' m Just so l a t e. I r eally couldn't help it. 

llerry 1 tVl'e Herber t Fe is and Just br ing him up to date, 
so I don t have t o do it twice. Do you mind? Would . 
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you just take - would you oind going with him a 
minute? 

(Yihite and Feis l eave) 

85 

If he didn' t tell the French the s ame - but in the 
telegr Lm to me I certainly got the i mpressi on be had 
told the French that. Tlll•t wa s t he tel egram - i f I 
ht.d it with me - but it cert&inly was in the telegram 
tn~t ne baa sent thvt to the French • 

. .'ell, you r ec.d tlere ..... 

Ttlis nc.sn ' t been s ent t o the French yet . 

This new one, no, but I mean i n his conver sation. 

'l'his is e draft of an ~> ide memoire to the French. 

Oh, 1 see, wh~ t he ' s going to send . 

'l'his is the proposal . But in his conversation with 
Phill i ps t hey say t hat they think this i s contrary -
I mevn on pe.ge f our Wl s where I w11s reading - second 
jlt rtgr &pb . 

Yes , it doesn' t altogether ·~e jesty ' s Government 
r r e pr epcred in the ci rcumst ances not to take 
exce~tion to ~hs t i s jlroposed &s being inconsi stent 
•itn the tripar t i te ~greement." You feel t ha t we 
ought to t ake exception? 

No, no, I•..; just .... 

Oh, ther e is a contr aaicti on, I ag r ee . 

r s i m!>lY s ay, in this cable - in this proposal of 1~ha t 
he seys t o the French and t hen what he says on page 
f our- tha t there is •••• 

I agree they aren' t the same . 

No . 

;lel l , I suppose tu~y may huve felt tht t i t wes con­
t r adictory, but tha t if i t w's going to be done in 
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a ny ca se, there wa s no point i n saying so . I don 't 
know . 

Well, tha t is, of course, wha t your ' government and 
ours e re consulting about now. 

ihu t 1 s right. \',ell , t his , after a ll, hasn't gone. 

tlo , no . I 1 m goill8 to wait ~ minute until Herbert comes 
in . 

I love the French say ill8 , "~iell , we h~ven•t got our 
instructi ons yet.• , ..., 

. 
{?ih1te a nd Feis return) 

llhu t•s tn.is? I h .. ven• t seen this one? 

Oh yes , b ut I t hought it .vus £musing in view of the 
bedsi d e convers~tion , you s ee . 

Oh . Yes . 

>~ell , this - we ' ll c onsider you part of the f amily, 
end Her bert Feis has got the r ight t o make f a ces at 
me , s ee? So you' ve got this oess age now which I ' ve 
sent to Merchandeeu t nd h.is tnswer. 

Yes. 

'!'hu t ne 1 s going to -.a it . lly t e lling b.im • l s o tb£ t 
1e 1 r e going t o consult with the Bri t i sh . Uy t lso 
telling ~nem tb~t we will act t or t hem tomorrow, 
but wh&t ae ·Rill d o af t er Tuesday we don ' t nlool' , 

~es . 

Jo'r unkly , I don ' t see ho1v ei t her the Briti sh Gove rnment 
or · our government can sot intelligently on this until 
.ve hLve :l cha nce to see t he decr ees , see? 

Ed•ley : .a.es . 

u .• Jr : J.na I •d like to wllit. I don ' t see wbr. t we•ve go t to 
lose by it. I think we ' ve got everything to gain. 
Now, t hli t • s t he wey I reel. 
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Of course, I suppose the French may want to issue the 
deol'ee simultaneously with our •••• 

Tho decrees are out . 
I • I 1 

The decrees are out, are they? 

Cochran told me they were out one o ' clock this morning. 

But nothing about the franc? 

//el l, I can only repeat . 
cable there - on the b~ ck 
say is wnat he said, thct 
issued. 

I see. Kbout the franc . 

Excuse me, have 
- may I s ee it? 
no instructions 

you got a 
All. I can 

had been 

:ies . That's Uarchandeau at one o ' clock this morning. 

:iou think that when the decree is out it will be 
ee sier to decide? 

Well, you notice that- now, for instance, he says •••• 

On t op of page four . 

olell, I' c put it this way . The French - waa t they 
pr opose to do wi t h the franc 1s only a part of & 
wnole pl an, and after . e haa ve seen the decrees and 
ht-ve i:lad & chance to s t udy them, we' d have so:ne chance 
t o ma:te our best guess E S to wi:lethel' they can hold the 
fl'hnC to 175 . 

:ies . 

Whether they ' re not going t o let it go to 200 . So 
lf, fol' instance, a ftel' studying it we say, "Well , 
this is only just a shol't r esting place, and she 1 s 
going to go to 200, and •• 11 - well, let's just say 
tha t Ne know we won ' t stand fol' 200; •:te might Just us 
well say no a t 175 1f we feel she 1 s going to go t o 200 
anyway. 

Ee1. ley: :i es , 

H.l! .Jr: I mean her e's a whole program. It's like the President 
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s ends a message to Congress, wnich he did two and a 
half or three weeks ago , end he ba s a whole progra m. 
One pa rt of it - "Wha t do you tnink of this?• I 
mean until you s ee the whoto program how can you 
e va lua te it? ThBt• s the way I reel. 

And we f eel he r e tbu t ne hove ever y t hing to gain by 
s t nlling f or a dey o r t wo , and we d on ' t see wba t '"e ' ve 
got t o lose . 

~es . 

nnd I d on ' t .mow- of course, t hi s part be r e - if you 
N~<nt t o !!lake a couple not es - t his part here - tnis 
c~me in today ~ t - i t l eft Paris &t J : J5 , a rrived here 
~ t five . "The Mi nister of Finnnce tol d me tha t he 
would a;>prec i a t e heving the r eac t ion of Secretary 
'Jor centhliU to t he above s t a t ement "s soon a s it i s 
poss i bl e f or him t o l e t us know. I a sked IAe rchendeau 
''hen the r a t e would be tnoved t o 175 a nd he replied 
' tomorrow ' . " 

Uh-huh. But then, subse•.uen t ly they ha ve withdrawn 
thet , as I under stand it. 

On a ccount of t he me ssage t ha t I s ent . 

Yes , yes . ~ell , are you pr oposing t o telegr aph back 
to Butte r North or •••• 

•<ell , nba t I' m going to do is t his • 

• . . or shel l I telegr aph t he Tr easury, or s hall we do 
botb? 

I' d l i ke you t o , und t hen I ' m going to tell - I'm 
going to send Butte rwor t h a sUJnrnary of where the 
t h ing s t a nds . 

Ye s . 

As of t onigh t. 

Yes . 

You s ee ? 
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Yes . 

But r don't t hink it would do any ha rm if you ' d send 
u cable and we 'd send one t o Butter·North a s well. 

Oh yes , I' ll s enil k cable, certainly . 

Because it's an adva ntage for me to have you here Just 
as it is to nave Butter~orth there . I ' d send ~ coble . 

Now, toe other thing which I thought I ' d like to feel 
my o~ay on is this . I frankly think tha t, from the 
French ~tandpoint, leaving any other count ry out of 
the picture , t his is ~ stupid mo ve . I t i sn ' t going to 
oe any good . They have never us~<ed our advice . And 
t nis theory which has been reported to us again and 
~gain , th~ t if you l bt the franc seek its own level -
<.rul t nis is the theory - let ' s say 2JO, that when it 
r eecnes that the French investor wi ll think, "Well, 
t nis fr&nc is so cheap, " tha t they 'll send back their 
money . Well , to use t he vernacular , I think thvt• s 
Just the bunk . 

tlow, the amazing t hing t o me i s that the Fr ench haven't 
pUt in what I called - like to call a modifi ed exchange 
cont rol , whicn is a supervision over the Qovement of 
capit~l, but not exchange control a ffecting trade . 
In oth"'r .7or ds , if a man wants to s end some - .Yhatever 
you want to cell it, bad money or fri ghtened money, out , 
~urely to move hi s capi t al out, why , they don ' t super ­
vise it . You people hove a met hod of supervising it • 
. ve ha ve a method of super visi ng it here, and we do it . 
'ie have, a s you t<now, a volunteer repor ting • 

And I'm sure if we suddenly saw a lot of money moving 
out we ' d seriously consiaer stopping it, and I ' m sure 
you would also . 

Yes . ·ae have no method of doing it u t present . I 
mean VIe have control of forei gn loans but we have no 
control of sending money abr oad to buy stocks . 

But you have of f oreign loans . 

on yes . 
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I mean we a ccept volunteer reporti ng; that's all we have. 

I tnink ve have a lways r a ther a rgued aga inst that with 
tne Fr ench, on t he g r ound t na t once t hey begin they l\ 
won ' t s t o p . I mea n once th~ begin • ••• 

.'/ell, tha t ' s wha t .1. wa nt to - tha t' s ;vhat .i. want -
I ' m sending out a s s feeler . 

Yes . 

I personally feel tb<.t as r lternr tive s - a s be t ·tecn 
l e tting tne fra nc drop to the invisible, which i s 
Hidentl y ..O a t they have in mind, and then our 
h~ving - ~ne t wo g ove rn:Den ts • naving to s<>y t o tnose 
;>eople , n;•:e ' r e te rribly sorry, but this is coape t1 t1 ve 
aepr eciL tion and " e ' 11 hnve t o a'sk you to s t ep out 
until you ge t your house in ora er" - I mean that ' s the 
:·:ay .Lt •s going , a nd ver y r upidly, in thf t directi on -
I meu n it ' s just e.s cle~or - or thEi possi hl.li ty of 
our s t ;ing , 11Well, look her e , old man, why don ' t you 
think of putting in some kind of contr ol on the move­
ment of capit&l?~ :low, the questi on i s, IYhich will 
put t ne French on t neir f ee t ? l frankly don ' t t hi nk 
t na t this way tha t tb~ ~ore s uggesting v;Ul, &nd I 
tnlnk tnt t in the not t oo di s t f nt f uture 'lfe •·111 !Ulve 
t o LSk t nea to step out, 'hl ch I would do ~th t he 
ute~ost r egret - I me<on •e hiJ vc seen them through one 
tr~uble c fter a nother, and it i s t errif i cally i mportant 
to <teep them t:oing, a nd c ertuinl y .• e a on 1 t 11ant to add 
a nytning to t heir troubles . J.nd the other r:~;y 1s thut 
t hey ha ve - .ve have no assura nces , but the other way 
is t ht t if th~ did put i n who t I c ull modifi ed control 
of tue t r mo ve.nent of c a pital , I feel , a nd the people i n 
t oe Treusw·y f eel, tht•t the chances o f success in 
trying tru t a r e better t lkn • hu t tlley are t ll lking 
E.bout . 

Ye s . I tnl~ we ha ve a l~nys - in f act, I know de 
h~c v<= fo r t he l &s t yea r ra ther t cl<en the opposite 
view, bec ause there a r e t;vo arguments a ga inst i t. 
1ne is t hu t once you begin controlling movement of 
capital , the cha nces of capitul t ha t ha s Blre~dy g one '\. 
~broad r eturning br e r a t her small, because t hey ' d feel 
it w&s under control and t hey would not be abl~ t o use 
1t f r eely a gllin; the o the r being thL t once )' OU begin 
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to contr ol, li.ke in Germany, you ge t more and more 
completely limiting control. 

All true. But we 1 re f aced w1 th the r ee l f acts now, 
und we 've got the t wo tnings. Here we see the fra nc 
going down and aoNn, &nd the chances are t wo out of 
three that it will go to 175 to 20~ . Incidentally, 
tne part that I don ' t like about 1t i s that there is 
o group of French b&nkers tba t ha ve been saying it's 
going to 175, and 175 ha s been Lh~ figure for two 
•. eeks, a nd t hey 've been gambling on that . 

Yos . 

91 

I don ' t like t h&t . ·,·:e don ' t do business tha t way here, 
&nd you people don 't ao business tbn t way. But they 
p!cke~ t3e number and that ' s the nuober, end, by gol ly, 
tru•t ' s wnere she ' s going . llo.~, if she goes to 175, tne 
cnances a re she ' ll go to 20J, t nd then there isn 't much 
left, I think, for both of us to do except to ask them 
to step out. tlow, s eeing that , do we want to consider 
the possibilities of suggesting the othe r a lterna tive, 
u lthough it isn' t s ome thine - I meu n r.e have gone so 
fttr IIIith the Sccndinnvi~:n countries - I meE.n ct diffe r­
ent times they have t alxed to us , but ~e • ve been so 
h1t:h-m1nde<i obout exchrcnge control. Because Denmark 
has exchange control - "Tiby, we • r e very sorry, we ccn't 
tal:t to you.• That ' s how hlgh-ainded we •ve been about 
1 t , see? 

Ye~ . 

I mean they ' ve been - you knoll , t~lked d ifferEnt 
times . But *e f ind ourselves doine ~ lot of t hings 
todtt; th&t we ·Kot.ldn 1 t even have done a yeE.r 1-go, and 
herb 1 s the sitU&tion. tr~ ~here ~&s ~ reoerk nhich 
I don ' t ~vw- I think - I •a not sure; I don ' t want to 
be held to this - but I nad the !~pression that somebody 
in the British Tr eE>sury dropped IJ remark to Butter.,orth -
as I say, I haven' t checked my c~bles - that this thing 
thnt I•m t al king Lbout ~ould not be too r epulsive to 
t hem . No.1 , I hc ven ' t r ead my crtles , but I jus \ h&d a n 
impress i on. 

l. nybody check ae on thbt? ,;'ell, I go t that impress i on 
f r o:n some place . 1/oiY, I don't "no• l'lher e . I don ' t know 
.nere I got it from . But don't count on t hat, becfuse, 
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~s I say, I naven' t r~ad my cables back. 

::ell , ·•hen I left l:.nglLnd - .vell, t ha t• s six 7,•eeks 
now - the attitude certa inly was thb t we wer e afr~id 1 
th&i exchange contr ol was pretty likely, but we ~< 
r eg r etted - .ve 1d nther see them fight without it. 
Things have gone further since then, Lnd tne a ttitude 
m~y have cnanged . 

Lo you g e, t wna t ' s going t hrough my mind? 

Oh Yt:S , I do . 

:td l , t tll;t I!d like you ......Z 1!! not goine t o att empt 
t.o ;>ut th~t in e c Eblt: to llutt~:rworth, beceuse we ' d 
t~.: up ner e &11 ni ght arguing £bout wor ds . And 
t herefore I •m going t o l e t you ( Bewley) hLve a 
slee;>l ess rJght . I mean •••. 

Oh y es , I ' ll give them that . 

I OtCI' n if you could - I mean •' ve 

Oh >es, tna t 1 s t,uite c lec. r . 

You get l:be. t . .\na I think, s~y , pend ing th .. t thought , 
.e•o be more the n willing . . • Then Enother t hing 
i s , I c :>uldn 1 t give~ fint l tns .. er " nyway until I've 
he1· r u from the Pr esident. I can give s final •ns~er, 
"Yes , this is r-11 right, '" but if, f or lnst«nce, .. e 
<f~nteo to t ake ,>ositive 6Ct1on t nd sEy , "!lo, .:e 1 re · 
V<ry sorr•·, g o;n t lemen, this is not :vithln t he t ripH­
tite,• I 'd ha ve to - I mea n I ' d ha ve to communica te 
hith the President, end tha t might t£ke I don ' t ~ow 
hor; long to get e n a nswer . 

Yes . Yes . In the meantime , you would - your suggestion 
really is t hllt we shouldn ' t send any ans wer. 

Yes, tnat •s my -yes . 

Or i f the J:.ng lish send ~n ~nswer , i t should only be 8 
j) r ovision~l answer, bect~use they ha ven ' t had &n 
opportunity of getting your final view. You probably 
pr~fer t hat we should send no onswer & t all. 

.Vell, .. ba t I had hoped we could do wnen «e do send a.n 
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£nswer - I hoped we could senu the SBI!le answer. 
I di d send this one b efore I hea r d from you people, 
but certai nly .•• • 

Oh well, af ter a ll, thut ' s 

I mean when you r ead tha t - through your ca ble, I ' d 
s~y your people would sign t hn t one . 

On, certa inly • 

~n , c e rtainly . CertainlY, yes . 

Thbt1 s just .1oat the f irs t p«ge of the cable f r om 
Butter11or tb - t~t ' s extoctly .1ha t d i d happen, which 
.res , "The Chancellor of the Exche.,uer h~d remi nded 
the French Amb~ss~dor t htt the tripbr tite ~greement 
•·f· S tt tril<ngula r ma tter tnd thL t he c ould not gi ve 
Him r. definite ans1·:er until ~fter he had consul ted v:r. shington . It 

Ttl€, t 1 s the same . 

Tha t' s exactly Nha t we stid . 

I ' d like to stop rnd tosk Herbe rt Feis whether he 
th!n.ts I ' m going t oo f a.s t, or does he ha ve a ny 
sugg~stions? He h&sn ' t bad f chtonce to t alk. 

I'm not sure t ha t 1 yet •.•••. Can I s sk one 
"uestion fir st? Is tha t message in thLt cable from 
Butterworth - htos it been delivered ec t ULlly to t he 
Fr ench? 

Oh no , t ha t 1 s t he point thnt I was making . Sir J ohn 
Si mon simply t old whoever it is he 1 s t a lki ng t o, the 
rrench Ambass~dor - di d a t i t tle gr umbl ing and said 
th;. t he IlLs t o consult v. 1th us befor e he gives a n 
uns .. er . Tha t' s on the first pCige . The " uoted part 
is a suggest ed answer. Now, ove r on page five .. •. 

.'/ell , I understana thot . Well then, I mus t cooress, 
He m•y , I t hi !L< - I don ' t sec a nything to be t: ained by 
not going at once ond pro~ptly as f ar b S that message 
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goes . You' ve got in the Dnladier government the 
first promising government you ' ve had in France 
for a long time. I th ink probably it s t ands more 
chance of ma king headway in g ett1ng tha t thing in -
Fr ench affairs in stub1e order t han any government 
they have had . I don't think they ' r e seeking 
deliber ate advantage in compet1 ti ve depr eci ation. 
These fellows face I! terrific load in exoenditure on 
competitive a rmament, snd they ' ve spent all t hey had 
in their fund over the l ast t hi r ty days 1n trying t o 
keep the franc a round 160 . They haven ' t done it. I 
don ' t think there is the sli ghtest chance that t hey · 
can do it, ~ by opposing the move t o 175 whe t I 
think you 're doing is giving them a choi ce bet ween 
losing & l ot more gold, wnich I think ·"Ould be unwise·, 
or imt~~edi!ltely going into exchenge control - modified 
excnange control . I don ' t t hink I'd force them into 
that a t once . 

I 1 d let them go down, ond i f the British can t ake it -
end they Pus t hbve gulped when tha t message was 
drafted - I think I ' d t ake lt . And then I ' d continue 
righ t Ni th the idee tha t you have expressed and 
outlined t o J.lr. Be •• ley, Nlth Wllich I wholly ag r ee -
tat t tney saould i ntroduce a mod i fied system of control . 
r believe they ' ll neeJ both . I ' d give them every t hing 
I coula give them . 

lieU, t he only place Ke differ is, do rou t hiDA .e 
ought t o take the 175? 

ilight n:m, just the wuy t he Br1 t i sb •1ould t&ke 1t -
End the tone. 

lhis is so f es t - I Know BeNley so . ell I don ' t mind 
d iscussing these things in front of hi m. I couldn ' t 
c;e t anybody .vhen t nis all - but I could ge t Sumner 
.. elles, end I told him about this message . And befor e 
I sent to i s message t o Uarchondeeu, I read it, talk&d 
it over - and Sumner Welles heartily approved it. 

Well , luckily - and this ls r uthe r cross-wise - before 
you telephoned it I bad di scussed i t with Ur. Bull a t 
~uite some l ength, thinking t~t lt was important to 
~iscuss with Ur. Bull. 
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'·'ell, I couldn' t get Ur . Bull. 

'.'ielles doesn't kno,v the background of this stuff, 
and .. . w , .,. 

¥· I 
\','ell , I don ' t knoli thut it ' s my business, f but I'd 
r&ther like to buck up ~hat Herbert says! 

1
It seems~ 

to -e - but I'm no t - it ' s your position, not mine . 

It' s all right . I've asked f or it end, &s I say, 
.-.e 1 r e being - sort of u f amily affair here. But 
I ' m sorry, I donrt agree in the sense of a s of 
t onight . All I ' m s aying i s , a s of t on.ight I want 
time . I :mnt timP to see t h .. se decr ees , I want time 
to s tud,y these decr ees . I don ' t •:ant to tell the 
Fr ench I hant to go t o 175 francs . I ' m in disagreement 
•,1th r;ha t Herber t Ft. i s Sd.Y S t aer e . l'le 've gone along 
1ncn by inch . Th.; r e ' s such E thing es me.king the 
t r1~crtite agr eement jus t a l aughing s t ock in the 
sense it becomes useless . llo one h&s been more 
.Jtttient .1i ta the French than I lu vc . I usually ta ke 
tnt; c ttltude th~ t you gentlemen or e h king tonight, and 
you puopl e in hngl t nd h> ve been usually a little bit 
stiffer t u!Jl I ha ve , t> nd t hi s i s the firs t time tha t 
our r ol es hre r eversed - f or tht. f irs t tice . 

The t• s r ight . 

Tha t • s right . 

But this time my Tr easury people and myself ar e all 
in Egr ee:nent on th i s , beccuse ·;e nt d a chance 1n t he 
Treas~ry t o t&lk this t nins over . But it ' s c l wtys 
been the other way &r ouno . 

llo .. , bll I' m s&~ing tonight i s t his , t ht t if you ' ll 
t ell Si r J ohn Si mon t ha t as f ar b s I ' m concerned I 
nM nt mo r e time , m~ybe my message to Uarchandeau will 
nave the effect th&t he will not put it in and maybe 
ne won't have to put it in. We didn ' t heve any indi­
cations t oday tha t they had any trouble holdi ng the 
franc . 

No, it was a very sm~ ll m rket. Didn 't seem to have 
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r.ny d iffi culty on t he oth..r s i de . ::e didn 1 t get 
uny fina l f igures . But i n our m. rke t a t the close 
th., franc was strong, v nd we htd to sell francs t o 
.ceep t t1em from go i ng up this oft er noon . 

1h~r~ Nas no indi cation ... And rs I s ay- ell I'm 
say ing - nnd this gives me 1 chance to t a l k it over 
itn J r . Hull end to t hink . Thi s is t er r i f ica lly 

Ln.•or tunt, ~ntl I •m Just not going to c omoit myself . 
r;o,.. , I ' a: .lUling to co rlon,; for t omorrow, end we ' 11 
see 14m. t h:.pp~ns , r na to;:~or ro:: mor ning ' s paper s her e 
.ill nr.ve t ile dec r ees 1 nd .. e c~on r eE.d t hem and study 
theo . 

:.:es . 

/nu if t ne franc cont~nues t t the r ate i t is •nd -
I r.eto n me.ybe they ' ll feel 1.0ifferentl.1 tomorrow. 

Of cour se, ther e is this one thing about 1 t , t hc. t -
su1>pose- let ' s say t ht t t hC:f ht1Ve:, r ate t omorr011 
of , suy, 163 or 165, or wh~tovt: r it m6 y b e , end t he n 
for some reason t h i ngs don ' t act v er y right tnd :~ou 
nt v~ · sli de; why , then y ou ' re in t. • ice a s bbd shape 
LS if - t nd t hen you decide thr t th6 t 1 s a ll rl~;ht . 

. ell - yes . 

'ioC~ • re just in tdc<: rs bt u se.t;.e , or t hEy ' r e in jus t 
• bt.- snr.pe, LS il tne) 60 t o the botto::: o!' .;h6t 

ther ' re t1.L!:ir~ about no.T - t nJ s tt rtin;; o..:t r.ith 
t .. l:; "hurr~h," •i Lo tne ne • uocrees , tne n~.: rt t e • nd 
SO ~n , io~y ~igh• be tble to g~t it U9 e little bit 
f r om there . But if by stLlling tround for & couple 
u&:;s tney don' t get the full erfect of i t , why, 
Cn:-is t :mo1;s .vat. t wil l ht.ppen ; thj:n yo \A J o go down 
ur. t ne other s i de • 

.. ell now, I ' m jus t - I ' m not going t o budge t onight . 
I e~e£ n I ' m Jus t no t .;oi l'l8 to budge . 

>~ell , I w<.sn ' t sugges t ing t htl t you should , but I think 
you oubht to h~ve th&t very much i n your mind . I f you 
Just fuss &round her e 1 nd e ver yt hing i s n ' t right d th 
the:n .•.• 

Ther e i s n ' t any - a s f e r as L mett~r of hsndlir~ t heir 
money, they ' re no t hAnd l ing it &nr better t han ~ nybody 
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in tile Fr.wch Gov~rn.nent h~ 3 ho nd 1ed 1 t in the 
h .st three yec rs . I L<£L n t.1(.y 1 r .. no t h6n<H l nr it 
on~ bit butter tod;;)· th~<n t.Jey . (.rt. E oonth o,go, 
· yHr t:o , o•· t , o yef.rs •t:o . I ·e~n .. tloe ver- the 
insl(.t rinc ere still in contr~l- I ~e< n : s frr ts 
... ~ r nces l re concerned. ··nt. t? 

. Jt·: .. ;._ yne , .. . .. . 
, .. . 

•' . 
. J• . 

You sty til<; b1 M<;rs alreody kne the fie ure of 175 . 

Oh, t.nt.rt. 1 s O'l qucst~ Jrt o~ 
1t.l'~-{ t l t: r Jr t. <lc..y 0 !" so . 
:Let. ;,- u to"" et tn~ t cablt 

it . Ana ~ 1 m ~ust goinc to 
hfo' I "A·oul.i very l'jUCh 

off . 
, : uh ;,·._· , I .111. 

. Jr : You o<no .. oJAI c tly :10 I Ictl. I' :n ~orry t h>t I d1Jn1t 
nt vt • cn1 nc~ to t >. l " t~ ilt !'b~rt F, i s bcfor~ , but 
L<.,,s • .:· b l < s n· ve t:cpt comlne i n ; nd 1<e nc ci to k eep 
sno:> tine . I didn 't ne ve- ' cnt nee to ta lk it over 
tn.t , fr t:h<lJ , ! ' vo; :£de up ~ ••tn., >110 I t hink .. I'Ut 
I' ~ ll~t tu uo - .. ., snoul d ..Jo i s to contlnue to consult 
th.1Uri;r unt.il t:; cLn see ~ 11tt.o. \. ot ;:light. Bt..c£ use 
.. e v..._t.!:» <nos, .. o:- ~tut 1.:; 1 "., t .. o ye-t.rs, t~tr ee ~et.rs 
.~:. , t; l \ ( U.Jne tnt:: &loy :c:Jut ut$ec.;. .itn tn€ French 
~n tt•€1r fr1 nc , 'r. .. t.t~y ;u_ t .. on ' t c..o tho; cour r .;eous 
t• ·'- !1.. tn<.J:el vo; s , th' t • s <11. 

:·o , v. oulu you like to . sit ~e 1 nythlnr ~lse? 

., , : r;., , I tntnk it ' s e ll pr·~tty cloa . 

. Jr : u~J J .;JU ,.cn t. to .. .. 

C, : oi1L t 1 S tne Dl'tlr;;-! mven 1 t fOt tne EX~Ct hiStOry 
of .hr t t.tto Fr€nch S< id 'bout lt . 7hey o:-i_iru lly 
tol<. you t'ley werG going to dro p it to 175 to:norro .. . 

. Jr : ;: th.)u;;ht I .; · vc you th~ t . I th ugilt I sno .. eo.. it .. .. 

. . It 1.11s th't wnicl! , ou s a id this •• s tne tns .. er to . Yes • 

. Jr: This .i.~ t ht1 - the history i s this . This c omen in, 1 nd 
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we have what your government undoubtedly has, in 
which they soy the •French Government is obli ged 
to inform anew the Government of the United Sta tes 
of America• so f or th a nd so on. It• s tha t message . 
"The r a t e at which the French Governoent has decided 
to s t op is a round 175 francs for one pound, with 
the will to lower progressively this figure in 
correbtion •:ith t he economic improvement which 
it expects from its decr ees .• 

B• •ley : Yes . 

h. :.. . Jr: 

lieoley : 

:1:' . Jr : 

B~ ,.ley : 

II ." ' . Jr : 

il . • Jr : 

5t ,l€~l : 

R •• Jr: 

B:csed O[l tht. t ,-I phoned this message b£ck, &nd then 
got th~l~ reply .. . . -

. -· 
1 think 1 got t ha t . 

••• ~nnouncing , well , they hEdn 1 t done anything ~bout 
it c.nd they .;ouldn' t - th1 t they dJ.d want to consult. 

Yes, yes . I think I've got thot . 

And then, after I've done this 1•11 with the French, 
in comes ~< message from your people . And 11011 wh& t 
I 1m s~ying i s , I'd like t o have c couple days to 
t hink this over . 

"nd I cun •t tell what wi ll happen . Nobody cnn tell. 
t.nd we• ve begged them to t ell us no.1 for two weeks . 
For two weeks we •ve begged them . And ther e w~s thut 
one time when I sent for you Nhcn nobody could see 
~archondeau . Remember? 

Yes, I remember . 

bnd from tho t time on Ne Just begged t hem to tell us , 
&nd we •ve gotten constant r umors tney wer e going to do 
175 francs, and they ' ve constantly said they won ' t. 
i.nd now in the ~c- fternoon tney suddenly say, •v:e 1 re 
going to do it tomorrow morning.• Now, I just don't 
like it . Now, that may be tho sign of c very strong 
government, but I beg to differ wt tb my friend ond 
adviser Ur . Herber t Feis . I love to be on t he 
opposit~ side; for three years I 1 ve been on his s i de , 
I•ve t oken the s i de he bas . 
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~y hunch i s they're going to do it a nyhow. 

I agree wi th you. 

Yes. 

I agree ·uith you. I agr ee 1'11 th you. 

Yes , I ••ould th1nk so . 

nnd tney 1 re also &o1ng to do 1 t tomorrow anyhow. 

!!E.ybe . 

9! 

In other •.tor ds , the fra nc aay go to 175 tomorrow a.nd 
t:l£) won 't put up a ny oppos1 t 1on to 1t. On the other 
h~nd , it ~ay not go down . They ' ll not just not ify 
the ma r ket tha t it ' s going to b e 175, but t hey won't 
put up uzy r es1s t ance 11' 1t does s tc.rt to go t o.var ds 
175 . 

Well , noweve r it gets the r e . But they'll s t a rt that 
off with this program, so t he t t hey ' ve go t a place 
tha t they c a n jump from r a ther than e place t ha t they 
h&ve to d eterior e t e to . 

rlo t tomorrow - I d on't think . 

• iell , Enyway, tnis 1s the bes t I c&n give you. 

That 's all quite clear. 

I have the r esponsibility in the a bsence of the 
Pr esident of t he United States . I 've got to t ake 
r esponsib111 ty. I can't consul t him . And tbis 1s 
the bes t t hat I can do . Just pr ay for the b es t . 

''•oulei it be possi ble r or me to borrow e couple or 
those (ca bles)? 

Would you mind 

r could easily r eturn t hem. 

t hat ' s entirely up to Peis . Pais, you' l l have to 
pass on t hat. It ' s the pr operty or the Stete Depart­
ment. I can ' t tell you. 
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.'I ell, I r ead them, but • • . I would be very gl£d to 
r eturn t hem t o you. 

I c un ' t - I•m not bCquuinted enough 

\lell, I d on • t very much mi nd . 

.ell, it ' s their property, end t ney 1 r e ve r-y strict 
• bout it • 

. :o, s i r , I c an ;.an; t.e &11 ritht. I Jus t ...-~nted e 
little ... 

•her~ is one - on t.he lest ,•age, t her e is one poi n t 
a~re . Tnis is , uot ing Phillips . "Be ho~ed t ha t 
S!con :ould no t be c sited & •.ucs tion in the Bouse of 
Co.~wJons t omorro•v, th<• t no \JOUbt he NOulu te on 
.. ~oneso"y hila t h&t if it .>LS ~sr-"e• ble he .1ould 
r~ply &loll6 the lines indict•ted in the text quoted 
obove ." In other •or \Js 1 >ou • r~ - I don ' t know how 
l:mc you cLn st~ll o ff ov~r ther e on e.ns7ler1ng 
a Parliement~ ry question . 

Jus t depends on who RSl<s it . If it ' s e Conservo tive, 
y ~u ct n <Sk him no t to ~sk tne ,uestion. If it ' s e 
:ne::tb~r of the Op,osition, rou ct n ' t very well- more 
o r l ess go t to cns~er it . Cot t o a ns e r it tht best 
~ ou c&n . 

I :u'!.o:; ;h£. t I' d tsllS-Ner . 

SL , "The matter l s under consi dcrLtion. • 

h ,: You c<.n Ll,.,ays find : n uns:t r • 

. Jr : I ' d sa) , "I' m conf~rrins . " 

11 /.ell , uoes tn• t me~n th:. t yo u 1re thinkin( of bre" king 
Lue tript rti t e?" 

1' /,ell , I •m Ju; t conferring." 

Yes . 

I oon • t .alo'li' whet the fnsw~r .<ould bE, ;mich I don ' t­
l c eLn if • e ' r e ~sked . 
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If the s tory spreads that the tripa rti t e agr eement 
is going to break, they won• t be Lble to hold the franc et 175 . 

:iell, I don 1 t h~ve to see the pr ess until Thursday • 
I won • t .see them until Thursday . 

That ' s wh6t has me disturbed . 

·:.en , I won 1 t see them until Thursday, and there will 
be no leeks from the Treasury, 6nd if they BSk us 
11e can truthfully say th&t the tripartite is still in 
force , wnich i s the thing t ha t I a nswer about once 
av.,r, t.o weeks .uen the ruoor co.lles up . l.bou t eve ry 
t.o wee.ts . •v:eu, 1 t i s still in force ;,s of today• -
;mic h will be true . It comes up r egulLrly once or tnice ~ month. 

:O:ieht I r e11d ttlose t "0 t eleer hms tnrough once fgn in? 

(t 'eis h~nds Bewley ct blcs) 

This is the pt rt I ' m r~ising my hf na &b ut . "Phillips 
.. ent on to ,uote !Jonick to t t1e effect t hEt tne french 
m tlont l incom€ .vt.s no.v not .nor e tncn 220 .:lillie rds 
• hile s tLte end m~icip£ 1 re~ulrements ~ere 115 
~1111:- r~s , n 

Herbert, thL t 1 s your government . Thut•s your present Fr ench Government . 

It is my pr es ent French Government . It is al so 
uy f~ vorite lecture ove r the pbs t tnree yea rs a bout 
Fr cnce, Mexico, a nd the United Sta tes - tha t I 1 ve 
del iver ed periodically for three yea r s past . • s uch 
& conditi~n could not go on indefinitely hnd unless 
rectifi ed woul d continuE! to r e,,uire the remedy of 
J epr ecia tion. Phillips pointed out ths t o~ course 
tne figure 22v eillie rds d id not depend solely on t he 
or1ce levt! l but on t he s t a te of business Ectivity 
o>Ultiolied by the ;>rice level." ,.ru;j tm t leads 
dir ect ly into tne conclusion t hr t you suggest . 

•lha t? 

Tha t dur ing an 1nt~r1m period c t least, whi l e they 're 
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getting their affairs in or der, the r e ought to 
be some control over capital movement s . I mean 
it l eads right into that conclusi on . 
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Well , ff the British would say to us , •or the two 
alternatives, we prefer a limited •.• •- l et's use "supervision over capital movements ." 

That ' s better . 

See, g e t awcy from the exchange control. If they'd 
come bac& and say, "All r ight, of t he t wo al t ernati ves 
~e ' ll tLke supervis i on of capital movements , " and we 
could get tha t to the French and get t hn t tot hem in 
the next 2.4 , 36 hours , I t hink tha t Noul d be a step i n t he r ight direction. 

I don ' t think ther e is much argument about that . But 
these f ellows ~ve a co02itment against it . That ' s one of the t hings . 

Well , it ' s Jus t too bad thut the L 1 Indo Chine crowd should lose a l ittle money . 

I nope his message t o the Chancellor of the Exchequer 
will drs " a r eply Khethor the F'l'ench have any co=it­ments to t he Bri t i sh about any supervision . 

~ommitment? Not at ell . They 've advised - I mevn each 
successive Minister of Finance hes a lways said - includi 
the oresent goverment - they 're not going to ins titute exchange control. I mean nothing more than that. I 
thin.< I can t ell you definitely - nothing mor e t han that. 

Fei s is a auspicious cuss . 

I t hink you 've a lways asked them. Always sa i d the 
same thing . They can ' t be •• • 

~hey • ve said it t o their own people . That's how they got in. 

But that's the dif fe r ence . Have they also given it in 
the f orm of a pledge· t o t he British Treasury? 
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.VIw t the British should have done - I mean this 
f acetiously now- is, eay, "All right, we're willing 
t o have a Frenchman commend the two armi es, provided 
you nave an Englishman command the two treasuries," 

~n excellent idea . 

.lhe t? 

Excellent idea . 

I thi~ you people overlooked something . 

" ell, I think Bonnet almost suggested t hat, but he 
had a price t hft be put on it, you see . 

The rest of tha t first c r. ble from Paris is wha t 
you 1 ~e looking for , a r en ' t you? 

No, the res t of t he English message, jus t to see 
I don't overlook anythi ng. 

(Secr etLry goes out) 

Cochr an d elivered t ha t message , a s I under s t and it, 
nnd have ~e got a r eport of tha t conversation? 

Yes . 

In c able o r over t he telephone? 

Over the telephone . 

And the substance was t nat Marcbendeau said he would 
not put the franc a t 175. 

Had given no instructions, and that she wouldn ' t until 
e s i tua tion deve!oped which was unforeseen . 

He first put up tha t he wanted us to understand this 
message about 175 as merely a question of consultation 
r n ther t hen a s ~ statemen t tha t they had already given 
instructions on. 

11'111 you be telegraphing also t o Butterworth t onight 
or sending any r eply to Butterworth t onight? 
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Probably give him a summary. 

Yes . 

But no - no instructions other than •• • • 

104 

I mean the British Treasury will be making his life 
miserable by bringing up certain things tomorrow 
morning . 

\'/ell, we'll send him something tonight. 

Yes. Well, I'~~t~r go ott and begin dropping my 

s tuff, I think.__ ·--. ~ 
(Secretary r eturns) 

You all right? 

Yes, sir . I' ll go ott . 

All right, and we 'll get our cables ott . 

You got a car? 

Yes, I've got a car . 

I can get you one . 

No, I•ve got a car . 

(Bewley leaves) 

Now we •11 get this star ted and then we can do a 11 t tle 
arguing afterwards. 

This is for the President of the United States . This 
ha s to go tonight . 

(Dictates attached cable to President) 
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YOR !88 PRESIDEIT OF TBB UIIT~ STATES 

STRICT~Y COXYIDKitiAL 

.. 

:.!ay ' ;:: , 1938 . 
' 11 : 30 · ·"'· 

0 ,. • 

'· •. 

.. 

10.5 

RLC£IV~D >H& •oLLOWIIO ~SSAGt ~#Y ~ , 5 ~ .~ . FROY COCHRAI, 

PIJIISI 

•STRICTt/t CONI'IDUITIAL FOR TU4 SECR:.TARY OF TilE 
TREASURY ~ROU COCHHAI. 

"rliliiSTI:R OP' l'Il!AICE lURCHA!IOlAU S!C;Il'I' i:'ORD FOR 
l i TO CO~~ TO ni S OFFICE TBI~ AYT~RKOOI AT 4 0 ' CLOC, , 
U?VK !IY AnJliVJU. iil !lj,_AO TO :tL A ll SSAG£ l!H!Cil ll.[ 

~ISH£D COUUOXICATF~ TO SECRi TARY WORGKnTaAO AT ONCE. 
RUU'F , oillv MAS .l.i.SO Pi'!ESFJIT, 'l'OO!C 'I BE. lfi.SSAGE IN 
FR:O:IlCH AND ! TOOl( IT Will IIi ENGLISH. R:JEH' J.l!D I 
'IBLM COW~AR~D OUR COPYI50 hND AGREGO ON ~HI FOLLO~ING 
TRJ.liSLATi v lh 

"'Tlili FIII:.NCJl GO VI!.RiloiLIIT IS OBLIOJ:.D !0 INFORil 
.uu, .7 THL GOVLRIIJO:.NT OF Till!. UNITED STJ.'i'ES OF 
~ li.LRICJ< THAT THt. UPOISIVl ll'FORT IIADE BY 
Til£ STADILI ZA'l'I OX FUir , ~Ah!ICUL~!lLY LURI NG 
THE iU:.CENT i'ElUOD, CAN NOT LOIICU\ BE liHtl iAIIIEO, 
TilL f'n£:1CII GOVfiillUJIT I !; nii:.RU'0!\1: OBLICFD, 
DI>SPI'rE TH., l'AC'I ":BAT IT HI S :>F.CI DJ:;D TO rlPOS! 
r ROll ~liS 1/EU A !lt:W J.NIJ I IIPOiiTANT TH r FFORT 
0 11 'l1!E COUIITR:t , TO CiiOOSf Bl:"'II.t:Etl D.Cflto!:CE 
COifTROL O,i Till:. RETR!S.A'I OF I TS CURIIENCY. THE 
ltJ>Tl:. n'I tiHICII THE FREli CH GOVERiiii!'NT H~S UECI D!!ll 
T') STO,> IS ~ROUND 175 FR.II!CS r'O!\ llliE POUIID, 
\H TH Til l: WILL '1'0 LO'f.!:.R P!lOORESSI VELY THI S 
~ IOURE I ll COHRhLATIOI HITH THE l COIIOMl C 
lWPROVEHRiiT o\aiCB 17 LXPeCTS FRO¥ I TS DECRLES. 

"' l uL PREIICH GOVL.~~YT RECALLS THioT P'ROll THE 
FI RCT Of LAST JULY T.I.>.ES :!AVJ! B::t:ll IIICRLAS!D 
BY lo, J.>O, JJJ FIUI:CS J.til) THt<'I tlllREBY IT IUS 
EUO;IH ITS IfiLL lO DEFEKL ITS CURRENCY BY ALL 
POSSI BLE ~tA ilS J.RD TR#T I 'l Rt~AINS STI LL 
AtTJ.Cli.Ml TO THIS YI EW UTHIIC THE l"R!JIIIIO OF 
liOII~TARY LI BERTY , I T HOPES TIIER!:.fORl': THA T II 
TK~f. CONUITIONS TR£ SETBAC' WHICK IT I S OliLIOED 
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TO DJICIDI UPOI WILL APPEAR TO Till! 
OOVEIIDUT OF Tll.E UWITI!Jl STA'l'FS OF 
Al!:lll~ AS i.l'fiR!LY IJ C<>li'ORMITY lfiTH 
TilE PaOYl8IOI6 OF THE TRIPAHTI TB 
AORUliUt.• 

~ l OS 

•!Hl ~IIISTER 01 1IIANCE TOLU ME TH~t HE WOULD 
APPRlCIAT£ ~VIIO TH£ REACTIOI OF SECRF.TARY 
XOaGEI TUAU TO Tft! ABOVR STAT~T AS 8001 ~6 

IT 18 POSSIBLE POR 8111 TO LE7 US 0011. I 

rsn.D .IIAKCHAfhlUO YiUf:JI Tlil!. !UTE V:OOL.D BE 

~OVlD TO 175 ~Mu 8£ REPLIED ' TOUORRO'Ir 'J TBIS 
'nLL llE Ol E OP SU HV.L ST.EPS MiliCH ARe TO BE 
Ti.X.r.l TOliiO!UIOW SIMULTAH£00SLY 'RI'l1l THE PUBLICATIO!f 

OF CERTAIN DFCREE LAWS. I ~EIED THE ~IIISTER 
~HETHER TilE Tl RMS OF THE MATIOifAL DEFENSE LOAM 
~OULD BE WADE KJOWI TO~ORROW . Ill S AISWtR WAS 

T!UT !I.E 'lriiS fiOT GtJ!U> #f!IETIU.R TH~ 'liOULD BE 

TOiiORUOll' OR T HE DAY ,U'TER. I I ANY CI RCOXSTA!fCf.S, 
Bl I ISISTCD, IT I S NOT POSSI BLE TO UOLD TBE 

PRESEliT FHJ.NC !UTE AID 'IBAT IT I S ABSO LUTELY 
UECESSARY TO LET IT liiOVS tO 175 TO Tah POOID.• 

OJ RLC£IPT Of tHAT TELEGRAM I TELEPHONP~ THE FOLLOWIIG 

llEBSAOb TO COCBRAI, RHICB ar DELIVF~"'fll 1 I . ll . lUX 3 

TO IURC!I.AirDUU1 

• PIJ::ASB Ill'O!Ul !.1. XARCIIAIIDUU TR/.TI 

• 1 . I i!S VEal XOCll SBOClED A!fD SURP~ISED AT 

TilE liUiSAGE lffi!CB ICARCHJ.l'IDEAO SEJlT lll!;. 

112 . I DI D NOT CONSIDER THAT OND&"' THE 

TRI?ARTIT~ !GREEK&!! r.E HAD BREK COr.SULT~, 

BUT TH~T UE HAD 8I¥PLY ! l'lfORK!D US. 

'Ill:. m L:. !Xl:CU'!"F, s.lft ORDI:RB Oil TUESDAY TllA T 

WE Rl>CEIVE YROit TBE FRENCH TO BUY OR S~LL 

FRANCS FOR THEIR J.CCOOJT, BUT II DOIIO SO 
: a I I UO t Af AC~UILSCE II 7HE RBW FREDCB 

PROPOSAL, .ID, WHILE 1 AOciEED TO 00 THI S 

tUSSDAI , tfb ARI NOT COIOIITTED BKYOID 
TIJl;.SDAX. 

• 4. BEYORE 1TE COIOIIt OURSELVES I. AllY WAY, I 
WISH TO COJSOLT WITH THE BRITISB.• 

r 
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01 RECEIPT OJ TIU T US SAO!!:. IIARCiiA!ii>EAO 8Ell'f 'A'ORD 
TO ~E TRAT NO IIBTROCTI OI S HAD YET BEEI I SSUED II 
REOAJ\D TO !.EniiO rB£ J RA IC 00 'lO l7S 'lO THE POUID 
! ND THAT ~ WI SHED THAT I IOOLD CONOID~ THAT HE 
lAS COI SULTIIO M£ OJD~ TH£ TRIPARTITE AO~J 
~ORLVER , THAT IF ONFORESbtl PRESSURE SHOULD DEVELOP 
ON TUESDAY AOAIIST TU£ FRANC THIS liGHT ~ IT 
l~PlRATIV~ POR THE FRENCH TO TAKE ACTION, 

LATLR I I TH~ EVhXII O 1 RECEI VED TB~ fOLLOWIIG CABLE 
FaO~ &UTTERWORTH: 

"STRICTLY COiflD!JTIAL fOR TBC SECRETARY OF TR& 
1KEASURY FROI BUTTER~ORTB , 

• Sin ~'Rhl>Eii!Cl PHILLii'S Gl!:IIT FOR ME 'ro liiOHT TO 
S.l.ll TR~T ;BOir. SI!.VJ:.I 0 ' CL0Cl THE Fll l:JICI:! 
AlWASSJ.Wlt lli..D SOUGHT AI lii:H.RVI £'11' •il'f8 TB.& 
Cd/SChl.LOR OF THE fXCiit;.UER TO PRESLNT THE 
fRENCH #IDE ~E»OIR~ . 
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" AT Tii;:. llAiih HliE. lAOIIICl, FREJICH FINANCIAt. ATTACHE, 
HAV CALL£~ UPOU Iilii . 

•PHILLIPS SJ.ID TIUT HE UIWiiliS'IOOD A COPY OF THE 
FRSliCH H Df ll!.IIIO l RE IOAS LlltE"KI SE BEI!IO ?rtESElfT£D 
AT "iASlliiiOTOW. 

" 'IHl> CHANCELLOR 01' Tllll b.XCHEi.cUER IIJ\0 RElliNDED 'IRE 
r'R:£NCII J.!LBASSJ•DOR TIJ.AT TI:IE TRIPMlTITJ.{ AOREEl.IEIIT 
'NAS A TRIAiiOUL/ R !U1'TER AliD TllA'! liE COULD NOT 
OIYI. !il lf A !J£1"llil'H. AIIS'IfER UI\TlL AFTER HE. IJJ.D 

CONSULT6D KASHI HOT,J. 

•PHILLIPS BANP!D liE Til~ POLLOWII O DOCUKEX'I WHI CH 
Ill'. SAID ll.t.O B££11 APP!IOVED BY SllfOI ! !I SUBSTAIIC! 
BEFORE I T WAS ACTUALLY DRA}~ED BOT OF COURSE NOT 
I ll PliRASEOLOO! 1 

• t fUS JAJKSTY t S GOVERJIKI.NT 11./. VE STUDIED TBI; 
H DE :l.EJIOI RE LEFT BY THE FREICB AWASSADOR 
l-'ITII Tll f. CiiAIICEI.LOR OF taE !XC!I£1.0!.'! OJ 1"RE 
2ND II.AY .liliD REGRET TO :.EARl THAT 0£8PI 'l'I: !liE 
ADDITIONAL T J.JUTI OJ THEY llAVl' DECI DED TO 
IllPOSE THE J REI CH OOVLRIK£11T llA VE REACB!.D THE 
CONCLOSIOI THAT IT I S BOT POSSI BLL TO DEfEID 
T1i£ CGRk!.NT RATE Ol' THE FRAUC BY Til£ USE OF 
THL E~UALIZATIOI JOJ D, 
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•JAT THE SAl E TI~~ TdE fRENCd OOVLR~ERT HAV! 

UO DOUBT ¥kTURELX CONSI OEH ED J.LL POSSIBILITI ES 
J.IID liA VE 'liU. RESPONSI BILITlC l' OR !U1ACHIIO A 
DRCISIOJ, 

• 'HIS lUJES'llC 1 S OOVERiloiDIT NOTE THAT I T I S 
TH h I ITENTIOI OF THL FRbNCH OOVr RJM£NT TO 
ACHIEVl<: AS THE EVEIITUJ. L RESULT Of THEI R 
POLIClC A RA TE CORRHSPJNDINO TO THL ECONOMI C 
POSITION OF FRA!lC£ WH I CH Ifi LL OIV£ TO FRANC! 
110 :OllJ>l:.TITIVE TRADE IDVANTAOE, 

• ' I T I S i'O!I TilE 1 REKCII OOV!:JIHIIEIIT i'O DETEIUIIIIE 
A1iloT I S til!. Bl:.ST PROClllURI-. FOR I CIII~VIIO 
STABILil~ J.l SUCH A R~TE, AND HI S KJ JESTY 'S 
OOV:t.lllilfliT AR£. P!U.PARl:J) [ N THI:. CI RCUVS'UIICES 
NOl TO TI.KL UCEPTION T"O i1Ul!T I S PRuPOS.I:.D 
AS BEING INCu NSI SlfNT HI TH TH~ TRI PtRTI TE 
AGRI:.El.ln;T TB:JUOH Td l:.lC FEI-.L I T RIGHT TO IIUK 
I T CLEAR 'THAT Ti!U 00 !lOT Rt' OARP P!IES£l!T 
J.:COiiOJ.tiC CIRCUIIST~NCJ:.S AS JUSTIHIIIO A RITE 
IIOHl'.: H.VORt.ll[.f. '£0 '!HI: F'RANC 'H!./lN ABOUT lbO, ' 

" PHIL~lPS POINT~U OUT THAT PARAGRAPH THREE ABOVE 
DI D IIIJ7 /.iUSE J UT OJ-' T!U fllJ.'llCH ~~0~ :IE'.IOI Rt BOT 
OU~ OF BOHIL'l' ' S 6TAl'I:Jo:tiT RbPOP.TLIJ I N Pt.ltl•GllAPI! 
~L~BiRLD FOUh Oi ~~ J56, APkiL 29, 9 ? .~ . 

" i'HILJI?S i>LSO SliiD 1'HAT liOTi: SHOULD BL. TU Ell OP 
Tdl:. FJ.Ct ti!J.l' 1Hf. RLPLY 011> 501 C:JN'I'H N All 
UN[,UIVOC~L YlS 1~ !Ri ,ULS1I ON I N TBl LJCT PAftACRAPli 
o;· ~Iii: AI DE UUIOi rU; , 'i'IL.T l'dc. 6HJ>S ' fl;HP.ELY 
CJNi'ORI.I£.0 '10 1dl: THdiS OF 1HS 'iii i Pt RTI Th J.CCO'l01 • 

PHILLI PS ~lNT ON TO ,uoTE WJ NI Cl TO TH£ EFFECT THAT 
THl: FRJ:,NCH liP'l'IOJ>,.L l li:::Ol.ii-. 'I!Afo liO?I NO:O: llOR£ THAll 
~;.o li1 LLIA RIJS 1/lliL~. 51'/.'i'l· t.IIO !.IUJII CI PA[. Re-.UIRfJIEli'IS 
;,J:llf 115 lHL~I .. AlJS; tiiAT SUCH ;. COJ.I lJITI ON COULD ;lOT 
00 ON INDEFINITELY AND UNLI:.SS Rf.CTIFIBD WOC[.n 
:::OllTIJim . TO RP.\,UI R!' Till' ALliW Y OF LlBi'RECIA 'I'IOtl. 

• PHIL:.I PS P01N'Il..D OUT THAT OF COURSE TI:IE l"IOURE 
22J lliLLURJJS Dill hOT D};PJo;ND SOL~LY ON l HE PRICE 
[.LVfL BUT OB THL ST~Tt Ot BUSINESS ACTIVITY 
VULTI PLihD BY TH~ ?RI CE [.~VbL, 
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• B! SAID TIU't Til PREICB IUD NOT RBV!.AL!ll tO !Ill 
BRITISH TREASURY tHE WBOLZ OF TH~IR D~CRBE PROGRAM 
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BOT TW.'t It COIT.UISD S~VF.RE TA RIPF Aim ' READJUS'i11EJTS ' 
W£1ICU Ill SOU RESPECTS WERE .IS, IF ROT lfORa, SERI 008 
TO GREAT BR17AII 'lfi/,JI 'l'l!~ PROPOSED CURRENCY ACTIOI . 

•N~V£RT~k&SS , TDIS WOULD CO N5TITUTE THE PIRS't 
OCCASI J N WH~I A TRIPARTITE CO UITRY HAD D&LIBER~TELI 
D!l'Rl.CIA 'i'ED I ';S CURRBJ;CY J.S All U STRIDIEft OP POLICY 
/. NO :HER£ ~fts 110 .9LIIfCUG lBZ PACT TW.T IT DI RECTLY 
CON1:RJ. Vl.Jru) 'l'Ht: PROVISI ONS OF THZ TRIPARTI TE 
J.ORI:!Uill'll' . 

• J.8 IIIDIC.t.'!ED Ill PARJ.G.!UPB Oil!:': OF III JJ5, APRIL 
22, 8 P. W., PHILLI PS HOLDS THAT TU~ SUI TABLE RATE 
I S !lOT l75 BuT BETn:Elf 155 Al'ID 160 TO fliE POUJI), 

•m.fk.VER, H~ S.UD BE THOUGHT EXCYA!IGE COIITROL ns 
'!!It ORUTER EVIL Btrr HE DI D r.OT CONCEAL THAT IU 
!:!AD llil OREJT CONf'I D!SiCE II THIS BEING TilE PINAL 
DLPRECU TI O!I . 

• I A Sl ED \'IHJ.'.TII.b'.R Ilf HIS OPIIHON I GOOD P.I<CE COULD 
BE PUT UPOI Till; l'!U.NCH ACTI 011 OR \'IUE.TBE.'l THE 
T!UPAitTITE ACCORD WOULD Ill l' P'Fl:.CT DI SAPPUR I NTO 
A TISSUE OF f iCTIOIIS, 

•UK SAID, EP!A[IMO PLRSO~ALLY , I T S&EXED ~ LA ROE 
OlllJEtl J.T TilE liOll l:~T TO RE.;o;RI TJ: TU:: DECLA!UTIOIIS AllD 
TliiiT HL 8£Ll !i.VEC TUJ,T TllE FflllllC II'OULD GRA COALLX 
140\'lo, .0 Til lS IJIOI C.I.TED LLVEL, Til~: LH .ItS FROW 
GOVk.RillDiTAL !lOURCES u; PAR I S BEiliG ' Ht.T THEY WJ:.RE. 

• lil.. !:lOPED TIIAT SIIIOI 'JIOOLL NOT BE JSQD ;. :;OES'fi OI 
• I I THE BOOSE Of COKXO~S TJVORRO~, TRAT NO DOUBT HE 
~OULD BE 05 ~EOI&S~AY AIIL TH~T IF IT ~AS J.ORE!ABLB 
u~ ~OULD RlPLX ALOIO ttih LINts IIDICATED IN TH! 
t EXT I,:UOT£0 ABOVE. 

0 PUILLIPS SAID THAT HE DI D HOPE THA T IT ll!OH't BE 
POSSIBLE FOR WASHINOTOll TO RKACU A J.:.ECI SI OB 
TOIIOIIT BUT 11' NOT Tilt CllliNCELLOR v;oo::.D YERY ¥UC8 
J.PPnECIA£B I T If' R~PLX COULL BE HAD SARLX 10110RROW. 

" AI fDDW REASON YOll 1.1 !lOI'EJliATi. R£PLY LI ES I I TBB 
FACT THJ.T TW. AJ.fBASSAtiOR IUo AN J.PPOtll'l"IIE:IT TO SI!B 
SIR JOIIJ SillOI AT WOOl TOIORROW.• 
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OJ THI:. RI!CI':II"r OP THIS CABLE ~} COlfl'f !lRfD J.'f MY BOUSE 
\UTK !IR. BKWLIX, BRITI88 FINIIJC{;l f•L AT'l'AC!li$, 1 SE!ft 
WORD TO ~IR J OHN BIMOif VI~ " R· BEWLEY THAT THE UII TED 
STATES TRUSURl \fiSHED TO DELAY AlfSI'I! lll!IO THE P'REifCR 
UHl'lL ;,J:. tiAO I!EEII A FUl..L COPY OP' Till:. P£CHEf.S ifi:II Cil 
liil>Y ARL 6UPi'OSW TO l llSUII OJ 'JAY J AND TI!J.!' FURTllERiiORE 
I \'.JUt.D lli:.EP TIVE TO GET Tllt. Bk11hl>' l T OF J.DVICE FROV TilE 
P!IESI DKNT OF THB O~ITED 8TA7!:.8 . 

I •·.;rt'Ith.rli!Olll:. r biU'.U 'ell!:. BRl'USll o\l!J:1'll.b.R Till:.X i"'ULD lOT 
RII'IdUI SUo 1'df. PYX't;:a ?ut Ill A SXSlEJl OF SUP!liVI SI OI OVER 
o;APinl. !otOVI!IIi:.lttS , RA'Ii.: '"Rli~'"- Sl!b Tlll FRAJIC CO!ITIIWE 
'IO tALL. 1 i.SII'.W Bll'liLE:t SlY TO 0!:.1 J.ll AlfS';i"I!R lOR If! 
01 li!! S <,UW'l.' IOJi PROllPTLl. 

U 'l'Hl' 'l!IE/.SUR:t .,.t_ Ec.!U OU&LX ,liRST! Ol'l tlfr ;nsDOlf OP' 
CI>IITII!liirlG tO 00 .~ LOIIO YTil'R Tlll! P'RI!NCH Ill '!UEI R l'HOPOBI-:0 
l'OLICX Ol- PlilMITTINO THE l'RAII\.: TO A~.E:.< I 'iB Of(N L~.VBL. 

I1' liOUt.D 81:: liOST til:.LPFUL IF 'tOO '•lOUt.!J t:;ARI:: TO .EXPRESS 
lOUR o...-N OPI NION IN RI:.Ol.RU TO 'l'HI I! ""TTER. 

BhNRX !IORGEIIT!UU J R. 
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TELEGRAl.! SENT 

May 2 , _1938 

12 p. m. 
• 

At:E~:!3ASSY 

PARIS ( !''RANCE ) 

::u ~l! 

247 

ii'OR COCHRAN FROM Tl!E SECRETARY OF Tl!E• TREASURY. 

'tnvc fully i nformed Bewley this cvcni !"g of coursE 

of inttr?hungcs today between myself and French 

treasury, Have suggested to British that we take no 

action until opport unity affor ded for fUr ther 

consultation and examination of text of French decree , 

I al so asked Bewl ey inf ormally to ascertain 

whether the Briti sh Treasury did not think that 

i ntroduction by the French GovernmEnt of modified 

supervision of capital movement m1ght not be preferablE 

alternative policy for the French Government to pursue 

r a ther than prospective continued decline of f r anc . 

I withheld direct co:mncnt upon S1~on 1 s message as 

conveyed in Butterworth 1 s 364 of 11ay 2 , 

EA :HP :EDA 

HULL 

(HF ) 

SA!: E TO : Arltmbassy, London, England as Department ' s 

llo. 108, l!ay 2 , midni ght . 

111 
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EDA 

Stcrttary of Stat £ 

Waa)U.ngton 

RUSH 

364, l~ay 2 , 11 p. m. 

PLAIN 

LONDON 

DatEd May 2 1 1938 

REcEivEd 6 :10 p. m. 

STRICTLY CONFIDENTIAL FOR TRE SECRETARY OF THE 

TREASURY FROM BUTTER~ORTH. 

Sir FrEdEr ick Phillips stnt for mt tonight to say 

that about SEVEn o ' clock thE Frtnch Ambassador had 

sought an int ErviEW with tht Chancell or of thE ExchEquEr 

t o prtsmt t hE Frtnch aidE mtmoir£. 

At thE samE timE Moni ck, Frmch ~inancial AttachE 

had oallEd upon h1mo 

Phillips said that ht undErstood a copy of t hE 

Fr Ench aid£ memoir£ was l i kcwist b ting prEsEntEd at 

Washinston. 

ThE Chanc Ellor of thE ExchEqUEr had rcnindtd thE 

Frtnch Ambassador tha t t h E tripartitE agrEEmEnt was a 

triangular mattEr and that h£ could not givE him a 

dEfinitE answtr until a.fttr bE had consultEd Washington . 

Phillips handEd mE t hE following docummt which 

ht said had bEEn approvEd by Simon in substancE bEforE 

it 

\ 

) 
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EDA - 2 - #364, May 2 , 11 p. m. from London 

it was actually draftEd but of couraE not i n phraatologya 

"His Majtsty1 a GovErnmEnt havt atud1td thE aid£ 

mtmoi rE lEft by tht Frtnch Ambassador with tht Chan­

cEllor of tht ExchtquEr on thE 2nd May and rtgrtt to 

ltarn that dEspitE thE additi onal taxation thEy havt 

dtcidtd to impost tht FrEnch Govtrnmtnt havE r EachEd 

thE conclusion that i t is not possiblE to dtftnd thE 

currEnt r att of thE franc by thE ust of thE Equaliza­

tion fund. 

At thE sam£ timE thE FrEnch OovtrnmEnt havE no () 

doubt maturEly considErEd all possibiliti Es and havt tht 

rEsponsibility for rtachi .ng a dEcision. 

His MajEsty ' s GovernmEnt notE that it is thE 

intrntion of tht FrEnch GovernmEnt to achiEVE as thE 

EVEntual rtsult of thEir policy a ratE corrEsponding to 

thE tconomic position of FrancE which will givE to FrancE 

no compEtitivE tradE advantagE. 

It is f or thE Frrnch GovErnmtnt to dEtErminE what 

is tht bEst procEdurE for achitvi ng stability at such 

a ratE, and His MajEsty' s Govtr~~rnt art prEparEd in 

thE circumstancEs not to takE EXCEption to what is 

propos Ed as bting inconsistEnt with thE t ripartitE 

agrEonrnt though thEy fEEl it right to makE it clEar (~ 

that 
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EDA - 3 - #364, May 2 , ll p. m. from London 

thet t h Ey do not rtgnrd prEsEnt tconomic circumstances 

as justifying a ratE ~or E favorablE to tbe franc tbat 

about 160° • 

Phillips pointed out that paragraph thrEE abovE 

did not arise out of thE FrEnch aid£ memoir£ but out 

of BonnEt ' s statemEnt rEportEd in paragraph numbtrtd 
four of my 356, April 29, 9 p . m. 

Phillips also said t hat not£ should b E takrn of 

thE fact thnt the rEply did not contain an unEquivocal 

yEs to thE quEstion in the last paragraph of thE aid£ 

rnonoirt, thnt thE stEps " mtirEly conformEd to thE 

trrms of thE tripartitE accord" • Phillips wmt on to 

quotE ~lonick to t hE EffEct that thE Frrnch national 

incomE was now not morE thon 220 milliards whilE 

statE nnd municipal rtquironrnta wert 115 milliards : 

that such a condition could not go on indEfinitEly 

and unlEss rEctifiEd would continuE to rEquirE thE 

rtmEdy of dtprtci ation. 

Phillips pointed out t hat of coursa: thE figur a: 

220 !lllliarda did not dtpmd solEly on thE pri c E lEVEl 

but on tht sta t£ of businEss activity multipl iEd by th£ 

pricE l EVEl• 

HE ) 
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Pa«e 4, Une 3: Insert worA 
C.,blt f364, LOndon, :iateA I.I&Y 2 , 1\'39: 

1'1111 then r-.4 • quota reed.juetment .. • 
"quota• before "rel'djuat,.mto•. 

I:.DA - 4 - 6364, Mav 2 , 11 p. m. from London . 

HE said that thE Prtnch had not revEalEd to th£ 

Briti sh TrEas\~Y thE wholt of thtir dEcrEE program but 

thnt it containEd SEVErt tariff and "rtndjustmtnts"which 

in somt rtsptcts wtrt as , if not mort , strious to GrEat 

~ritnin than thE proposEd currEncy action. 

NEvtrthEltss, this would constitutE tht first 

occasion tlhtn a tripo.rtitE country had dElibEratEly 

dEprtcinttd its currEncy ns an instrumEnt of policy 

and thErE was no blinding thE fact that it dirEctly 

contravEnEd thE provisions of thE tripartit E agrEEmtnto 

As indicatEd in paragraph onE of my 335, April 22, 

8 p. n . Phillips hol ds t hat tht sui tablE ratE is not 175 

but bttwttn 155 and 160 to tht pound. 

!fowEVtr , ht said hE thought EXChangE control was 

'"" thE grtattr EVil but ht did not concEal that hE 1lad no 

grtat conf1dtnct in this bting tht final dEprEc1nt1on. 

I askEd whEthEr in his opinion a good facE could 

bE put upon tht Frtnch action or whtthEr thE tripar­

titE accord would in Efftct disapptar into a tissuE 

of fictions . 

n E said, sptaking pErsonally, it stontd a larg£ 

ordtr at thE momtnt to r£WritE thE dtclarations and that 

hE bEliEVEd that thE franc would gradually movE to thE 

indicated ltvEl, thE lEaks from govtrnmtntal sourcES 

in 

0 

(_j 
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EDA - 5 - #364, lclo. y 2 , . 11 P•J!I• from London 

in Pnris bEing what th~:y wErEo 

HE hoptd tho.t Stmon would not bE askEd a quEstion 

in thE Roust of Commons tomorrow, that no doubt hE would 

bt on ·WEdntsdo.y and that if i t wo.e o.grEto.bl t ht would 

rtpl y o.l ong thE linEs indicatEd in tht tExt quotEd o.bovt . 

Pnl:!s ~~ said tho.t ht did hopt that it might bE 

possiblE for Wo.shi~liNg~tMs~to rtnch a dEcis i on toni ght 
~-. 

but if not tht Chanctllor would vEry much apprtciatt 

it if rtply could bt had Early tomorrow. 

An addEd rEa son for an immtdio.tt rEply liEs i n thE 

0 

feet that thE Ambassador has nn appointment to SEE Si r ~ 

John Si~on o.t noon tomorrow. 

KENNEDY 

NPL 

<) 
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Rh FRENCH MONETARY SITUAT~ON llay 3, 1938. 
9:30 a . m. 

Present: 

H. :I . Jr: 

H11 rrlson: 

H . ~' . Jr: 

Harrison: 

H. . Jr: 

inol<e : 

tl .• Jr : 

Hr.r rl son: 

li. ·1 . Jr : 

JLr. Taylor 
llr. Oliphant 
Wrs Klotz 
llr. Gaston 
Mr. Harrison 
Mr . Knoke 
Mr. Lochhead 
Llr. White 

(On phone) Put in a call t or Cochran over the 
French phone - utmost s ecr ecy, wha t ever they call 
it, please. 

This is the story, briefly , of what ' s happened -
r bther r apid thing. I mean soaetimes we ask 
you (Harrison) down end nothing happens; sometimes 
,,e a sK you do1m and by the time you get down lots 
ha ppens, see? But 1 111 try to give it to you 
chronologically. 

Yes , sir. 

I don ' t know whether you ' ve had a chance to see 
the cables. 

No, 1 haven't. 

!lave you (Knoke)? ' 

Yes, I saw them. 

Yes t er day afternoon 

( Wh.i te comes in) 

Re l lo , Harry, sit down • 

•••• Marchandeau s ends for Cochran end tells him 
t hat "Tuesday morning we ' re going t o put t he frtnc 
to 175." 

That ' s t oday • 

That ' s today . And I get this thing and I 'm upset, 
and I call up Cochran and say, •In the first place, 
I •m very much upse t over this message and I don't 
feel that this comes under the spirit of the 
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trl~artite , b ecause t ney ht ven ' t consulted, they ' r e 
t elling us; a nd further mor e , I c an no t g ive t hem a n 
nnswer , which they have a sked f or by t omor row 
,, 1 ~rning , be c uuse I have t o cons ul t with the Bri t i sh. 11 

L:ochr an gets tha t message t o /.la rcha ndea u a t one 
o ' clock i n t h e morning , Nhen h e ' s l n b ed, and via 
R.2e f'f he t e l ls Cochra n tha t "Well , we hcven 't g iven 
tny o r Jer s ; t ha t ' s jus t • n expr ession of policy . 
On, we wr.nt to consult v.:ry MUch . iio or aer s have 
JOne o ut . " •. nd t nen Cocnr• n a rgues wt t h t he:n r.nd 
tllls them, "No:., we ' ve been LSkin.:; you tn1s for t "o 
leo .ts · nd you c onst:.ntly sai d ;,rou •re not go i ng t o e o 
to 17 5 , 11 a nd get s i nto l-0 e rgument ,,1 th Rueff 1 un<1 
.~u.-ff goes b;~ ck to r e f r tsh his c1emory .r1 t h ::ar cnbndeLu , 
c n.l :.:a r chande a u says , n,:etl, t .. ll Cochnn t m.t .. e wi ll 
:1ot .;o to 175 unl e s s t n" pr essure gets s o grea t t hu t 
·e h:; ve t o go, but t nen if we do ht ve t o go .1e ' 11 cal l 

up '-ochr a n e no t ell you .;e ' re goine to do it . But 
;;>lease · sk r.l r . Mo r gentha u to hurry . " 

·ell. tnen , wh e n I eat bt<Ck ht ro I r in:i ~> message frolll 
"'ir J oh!l Simon, tti ttl 1 J rt.f t - t hey ha ve also gotten 
t hls '"esscge - ;.. nu 111 t h a dr t f t or t nei r communi<; ue 
>Jr h i de :nemoir e , itha t e vur you c all i t , t o t he Fr ench, 
mi.:h s ays t o t he French c. vt ry w~y poss i b le, n.:e 
.am ' t li!!e this , but "e' ll t;o t long ;,nd hola our 
nose . n -"nd t nen i n t he lotte•· pa r t of 1: ne c eble 
11.: 60.as on t o t ell us tlu t ne considers that by uoing 
tats thine tne French ha ve bro.ten the tr i!K' rti te 
q;ree;nent . 

1ncn I senu for Be :<ley e nd t.ell him tlwt I cnn ' t give 
->lr Joan Simon an a ns 1er by noon on 'luesday End t ha t 
I•v~ got t o nave t ime t o think t his t ning over ; t ha t 
I Lgreed vitn t h e Lnglis h the r e ' s no t cono;ni c r ecson 
fo t· tne Fre nch t o go t o 17 5; t hbt 1f t ney go t o 175 
l t 11on' t be l ong b.,fore t hey co to 2JO , ~nd th> t tnis 
lsn ' t goi ng t o a ns11er ony J>Urpose ; onu t o1n t I t hi nk 
.. e •ve got e ve ry t l1i ng t o gui n by s t olltng . I don ' t see 
a nyt n i ng t o ga i n by giving t neru a yes or no . 

He sEys, n',/el l , uo you lfan t me to s ey t o Simon th&t 
you don ' t want n i m to s e nd tha t message?" 

I s~i J " No I 'm no t saying t hc t . But I ' d l i ke to ha ve 
time t~ thi~ t hi s over . And further more , I can ' t say 
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t o the French, 1You1re out of t he tripartite' 
without consulting the President, and tha t may 
toke a couple days to get an answer.• 

119 

"But while we ' re t alking," I said, "I want to make 
the suggestion to you people • • •. • -how did I put 
this? I said this - I asked Bewley i nformally to 
ascert ain whether the Briti sh Treasury did not think 
the 1ntr ouucti on by the French Government - we got a 
new one here - of modified supervision of capital 
movements - which I think i s a • honey• - mi ght be 
prefer able - I mean the Ray of describing exchange 
control - whether modified supervision of capital 
oovement s might not be preferable to the ~lternative 
policy, r a tber tba.n the prospect! ve continued 
decline of the franc. See? 

In other words, I 1m saying t o the British, "Before 
we agree to this, what would you think of suggesting 
to the French that they put in some kind of supervision 
over movement of capital , because we think that if 
they did that they ' d get control of their situation, 
if they did it properly, whereas this other thing is 
Just going t o l et t he th1na go do1m snd down." 

I didn' t use this example there, but I used i t with 
Feis and the others . I said t~t when Italy went 
into Ethiopia &nd bombed civilian populations, they 
shocKed the world and it was e nev kind of warfare, 
but nobooy s ai d ~nyth1Q£ . Then t ney ' ve done it in 
~pain, they 've done it in China , end now i f somebody 
suddenly says, •Oh IllY, isn't it t errible, this 
bombing !" - •way, what ' s terrible? That ' s modern 
warfare .• I s ai d, • If we simply let tne French go 
do1vn and a r op t his franc I don't Know where, t hen t ne 
J apanese start t o do it, you wouldn't say that it - why 
ge t excited about us doing it?" I mean you establish 
ti cust om . And I said , "The only thing t hat the tri­
partite ha s done is to stop compet itive devaluetion 
in the wor l d ." And we did. We stopo)ed it, di dn ' t we? 

tlow, Bewley let us lolo.v that the British didn't like 
tnat thought. But he passed it a l ong . I mean he ' s 
a good r eporter. 

Up to this have I missed anything? 

(Nods no) 
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NoN this is t he part you don • t know. At five 
o ' clock this morning Ambassador Kennedy called 
me . He was very much excited a nd thought tha t I 
was making a terrific mis t ak e by 11 uvocati ng 
exchange control for France , a nd tha t we are 
simply urg ing France to f ollow in the foo tsteps 
of Germany . 

~o I said, "\.ell, I 1m very sorr y , I don ' t a gr ee 
..tth you. " 

>Hiu he said, "Viell , I 1!!1 going over to see Sir 
Jonn Simon in a 11 ttle o;;nile , t nei I went to know 
>hl t t he arguments 6re. n So I gave thea~ to him, 
s tressing tile f ac t the t there comes a time ~>hen t he 
~eople of the United Sta tes very nell may ask the 
,uestion, nr::ell, how long i s :.!org c..nth•u going to tie 

U i) •• ith b country .,.-hich i s permitting its currency 
to co ntinue t o aepr &ciate? He continues to be a 
jl1rtner 1.ith" co\lr\try for three yet. rs; he ' s been 
.? I'f ct1c1ng loose fisc ~:. l policy . 11 AnJ I s a i d , "The 
t L•ne will c ome Nhen they can• L httlp bu t criticize 
us fo r cont inuing to be c. partner." 

So I tolu t(ennedy - I sAio , ,. After all , this t hing 
~~~ .J!le ns four times & year, ~ nd every t i me u;> to now 
! 've h~j t o take the position, ' Le t 1 s go along ~ri th 
tne Frencn and str etcn this thing,' 'nd the English 
n:ve ~lnays w£nted to breok off," a nd I s~id t his 
wr.s the first tia~e the roles •lt< r e revE-r sed . 

ri e sLid, • well, tnat• s ::. good J)Oint . • 

":io .e •ve thougnt this thing ovo~ r vtry carefully, tnd 
11e feel tba t if the Frt.nch .;ould do t his , this off ers 
u solution, while permitting tnem to let the franc 
s ee it its O\'ffi level .. e think offer s no solution. ~nd 
~e • ve tuought this thing ove r very carefull y ~nd t his 
is ·:1hot we 'd like to offer . 11 

11 :I ell, t ho t • s going to udd t o the troubles over here ·" 

I sdd "1 can't nelp it . .ve •re not adding ; the 
t roubl~s · are ther e . But tne time ~s come f or us 
t ~ think of t he United States and the moral - the 
~orale of our own fine ncia l structure. I meen es 
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long - I mean there comes n time, in my opinion, 
Hhere if we c ontinue to be a weak p&rtner - o partner 
Hith o v e r y weak country thu t ' s followed ve ry loose, 
bad fiscal policy, sooner or l a t er we get painted with 
the same brush." 

Thu t ' s what I think . Now God kno~ts nobody wants less 
thr•n I to shove Fr~.<nce ov~r the precipice . But I 
thirut there does coUle a time .Jhen "e 1 ve got to tnink 
of ourselves . 

So Kennedy said ne 1d go over 6nd ts soon ~ she saw 
t.1el .1e ' d call me back . But a fter a ll, they'll get 
the !!lessage straight . I 1m sure Kennedy will deliver 
it . Fur t!le!'llor e , ~ve it to Bo..dey , and Be.vley 
• ..tll g 1 ve it just &s : goY<' 1 t to him . But the 
~f~r tunate tni~ i s tnat before Bewley left Bewley 
no·u tht. sane i ciea t h&. Kennedy bad , in this wcy : 
.,e .tley lib S unde r tne impression th~ t it was much 
better to let the frr.nc go, jus t let it go . I don ' t 
kno;. .vhethe r the t o s the S t c te Department 1 s philosophy 
or no t . 

(On phone) Hello . 
~ochran follows : ) 

Fine . (Conversation wi th 
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lay 3, 19.38 
9141 a.m. 

SIIJr: · .B.ello. 

Operat or: Ill' • Cochran. 

SIIJr: All right. 

o: Go ahead. 

aliJr: Bello. 

a. llerle 
Cochran I Bello. 

R11J r: Good 110rn 1ng • 

C: Bow are you, Ill'. Secretary? 

HIIJr: Oh, wondertul? .B.ow are you? 

C: Oh, a little' bit groggy this a.f t ernoon. 

BIIJr: Well, - what ' s happened? 

C: I just phoned to the 
getting back 

- t he secret ary i s ..... 
BliJr: Wai t a minute. 'libo did you see? 

C: I say, I was at the Bank of France this noon. 

HIIJr: Yes. 

C: Have you received rq cablegram on that? 

HIIJr: Listen, old lii&Il, I - I - 1n t he f irst place 
there's six hours d ifference and then you ' ve got 
t o add about s 1x hours IKlre lllld by that tillle I 
get your cable. 

C: I see. 

BIIJr: Yeah. 

C: When I was out there at twelve o ' clock ••• 

HIIJr : Yeah. 

122 
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c: •.• they had 7ielded fitty-four thousand pounds. 

!IIIJr: Well that .... 

C: And the rate had gone from one 
one half when the b anks opened 
from there to one s ixty-five • 

sixty-three and 
- it had gone 

. . 
I!IIJr: Yeah . 

c: And while I was there London telephoned • • • 

I!IIJr: Yes. 

c: .. . and sai d that there was a pr etty fa ir demand 
t here for ste.rling agains t francs •• • 

BIIJr: Now just hold the wire a minute - just wait a 
minute . 

C: All right . 

(Short pause) 

BliJr: Ri ght . Thank you. (Secy speaking t o someone in 
his office.) 

BIIJr: Bello . We closed the window. 

C: Yes . 

HI.IJr : Now, as I understand i t up until noon they lost 
fifty thousand pounds . 

C: Yes . 

HI.IJr: Well, that 1 s not much. 

C: No. And t hey inst ructed London to spend one 
hundred thousand pounds t o hold i t a r ound one 
s ixty-five. 

HY.Jr: Uh huh. 

C: The order was g iven while I was there. 

BliJr: y es. 

C: I was talking to our triend who 
wi th London when the GoTernor 
and gave the instruction. 

was on t he phone 
basel! came 1n 

123 
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C: 

aliJr: 

C: 

BJL,Tr: 

C: 

- 3 -

I aee. 

And the rate now 1s one sixty-four seYen eicht 
to one sixty-five. 

Well, that ' s - that ' s • •• • 

They've held it there steadily and .,q •rll:et 
friend w. · the Guaranty said that there 1s not 
well, they ' re do:lng quite a bit but nothing too 
big. 

Oh huh. 

I mean a fair a.aunt. But they are holding it 
there where they stopped i t t his noon. 

124 

BliJr: 

C: 

Well, that doesn't s eem very expensiYe, does it? 

Well, I haven ' t any figures s ince I was there, but 
ot course 

HIIJr: 

C: 

HIIJr: 

C: 

l!IIJr: 

C: 

Well, weren't they pleased? 

Well, the Governor was v ery anxi ous to know what 
your answer was going to b e . 

Oh huh. 

See they told him about t his last n ight . 

Well now, :you got 11#f cable • idn ' t :you? 

Yes, yes. I baNe that. 

l!IIJr: And did you talk to Butterworth t hi.s a:>rn:lng? 

C: Ah - I phoned him an~ he also bad your cable. 

IIIIJr: But d i d you give him those • •• • 

C: I gave him the whole information. 

BIIJr: You gave him all the :Information? 

C: Al.l the :lnfor•tion of our two conversations. 

BIIJr: Yeah. 

C: Then I s ent you a cable concerning the conversations 

of l a st nicht• 
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HIIJr: 

c: 
aliJr: 

C: 

RIIJ'r: 

c: 
RIIJr : 

C: 

HIIJ'r: 

C: 

l!ll.l'r: 

C: 

HliJr: 

C: 

RIIJr: 

C: 

HIIJr: 
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Well. I guess after 70u talked to Butterworth 
Jtr. Kennedy cal.led me up. 

Yes . 

Very 11110h excited ••• 

Yes. 

•• • because be didn ' t like ~ suggestion - to 
the Brit ish. 

Ah-

I mean the one in ~ cable two forty-seven. 

Yes . Yes . 

See? 

Yes. 

12S 

But I asked him please t o let i t go as I instructed . 

Uh huh. 

See? 

Yes . 

I mean a lot of people have got thi s r ather old 
f ashi oned concepti on or exchange control, I mean 
old in the sense that - lllll7be s ix months old. 

I d on' t hear that. 

Well , I say some people don ' t qui te understand 
Jus t what exchange control may or may not be. 

I see. 

But I am going to s it tight now until I bear rroll! 
the British. 

You 've had no reply from them yet? 

Well I couldn't - I .ost l :lk:ely won' t get arq 
until about six or eight o ' clock tonlgbt at the 
earllest. 
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I see. 

You see, U London sends 118 a cable at eleven 
o ' clock their ti..e the earliest I can get it 
is eight o ' clock Washington time. 

Yes . 
And that ' s what happened yesterday . 

Yes. 

So I doubt U I'll get an;ything trom them tonight. 

I see . The Treasury here has not called me at all. 

I!1I.T r : \\' e 11 • • • 

C: I've had no word trom them today and I got this 
latest rate Just while we ' ve been talking you see. 

Hl!Jr: Well, I'll call you again this afternoon, oh -
let ' s see - ah - is eight-thirty a good time tor 
you? 

C: 

BIIJr: 

C: 

It's a good time, yes. I 1m home then. 

Well I'll ca.11 you after eight o'clock 
time is in Paris now, tour? 

Ten minutes to tour, yes. 

what 

H!IJ'r: Well, we have - there ' s siX hours difference now 
you see. 

C: Six hours , yes, with daylight saving • • • • 

HIIJr : Well, I'll call you atter eight o'clock and you'll 
be at. home. 

All right . I ' 11 be there. 

Yes . All right, Cochran. That 1 s all. 

Good. Goodbye. 

Goodbye. 
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.7ell, tha t br ings us up to date . Now, what do you 
think? 

Well, I - realizing what the sub j ect of this meeting 
probably would be, I 1 ve been thinking i t over a lot 
on the way down . I bad a short t al k with Knoke 
yesterday afternoon. And my general impression, I 
t hink, is slightly different from yours . 

O.K. 

"nd I kno1r you wouldn ' t want me to be anything but 
perfect ly frank . 

J us t a minute . .- --
(On phone) Hello . - Put him on. - O.K. 

Kennedy ' s calling now. See, he ' s had lunch with 
Chamberlain. 

Oh, I see . 

~hamberlaln, not Sir John . 

nell , be was t o call on Sir John a nd have lunch with 
" hamber lain. 

I tnink the e xchange r a te i s not an object in itself . 
It i s a reflection of internal conditions in one 
country as r elated t o conaitions in other countries • 
.l.nd toe trouble Hitn the frenc, a s I see it, is not 
t ha t it is too hibh or t ha t it i s too lor. , and not 
r eally tha t t ney haven't had exchange controls, but 
r a t her t ha t they have not done a Job a t home 
economically . 

Complete agreement . There 1 s no argument . 

And that wha t they ought to be doing is t o clean 
house , because the thr ee-cent franc is too low, I 
think i f they ' ve got a sound economy, and it ' s too 
high ir t hey aon•t ao sometnint at home . And nobody ' s 
smart enough now to s ay wbere it ought to go in 
either one of thos e events . 

'l'heref ore, I should lil<e to think toat you might 
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perhups t ake t he position ths t you will fire tohem 
from the tripartite if' t hey don' t clean house a t 
home ; ~ nd by tha t 1 me a n t ~xes und increused pr o­
ducti on a nd all the tnings thut t hey need t o do to 
r·c pt. i r thei r economy . And I 11~ s just wondering -
I ' ru ~ 11 ttle f earful whet her your ca ble ro i ght not be 
construed a s s cur e i n itself, wher eas you don ' t 
met n tha t; the cure is tn1s i nterna l problem th£ t 
t.tey 1 ve got . i;ow, it may be thut some sort of 
:no ... ified supervisi on of COj) i t !Jl movements i s e 
corolla ry t o or supple:llent to these other things; 
but I tnink t he .n& in ob Jec tive should be their 
c~ur·~eous utte~pt t o do somethine •lth their own 
econo.Jy ..o.omestic&lly, r;n lch I tninie they iu: ven 1 t 
.tone . 

. Jr : '!'here ' s no .:is~greeoent b"t .. ~;en us . But l'"u ' vo:; go t 
t.le - y~u g t::t , c:~ Ole t out ,, o r yesteruc. :~ , tnt; ";"":&y 

1 _L , t.nu tohey .. ent t d E:flnih r ns .• ..,r - ~~".':il l yo u 
v;) ' 1 )0.,? 11 •'lhere i~ t ntt \!)tw uni .ue , the ,n rt t hr t 
ht.; - ttl" Fr encn communh,ue . I d on ' t v.&nt t o tr.r t o 
.•trt,Jilr~se it . "VIill you go ~ long -l'ith us? ·:;o •ll 
h t tu.; thing go ." J<nJ I ' ve .;otto su)' , " I .unt t o 
~t · ll ," " I ' ll .;o • long ," o r 11 ! won' t . " I lu i tnree 

.. ' .)ll : 

.t rrt son: 

· tttrn· tl.v!:s . t;:>,. , undo: r tnos u ... 

.... ~t ~~r . 

t.tre .. , s ee? 
re~u the co-,1unl• ue ·· l oud . I only h1..d 

. n:: I CllO!>C t tlu ' ;,n~ , 111 oiEnt to stt 11." 

.. elL, I t:J.in.:C tm t ' s .. uile tll right. a nd I thin.'< 
if t ne;,"rt sm&rt t nty • ll ~bll wttil a :· ter this 
~o .• e nl!etin& i .; ov;; r lll,)' •V Y, b ect usto if tnero: i s 
oin& "" c e any d isi ntegn t i ->n ln t ne Fr.,nch 

)osi ti:>n ,>rio r t o t ht settlement of .m~.tev£r t ncse 
t& l~s 1..r e t bout in RoJ~ , tn~y • r ~ go tne t o expose 
tn~.Jselves t o t he - to v e ry s trollj; t. tt~ck , wOr!. lly 
r ny1.~y , from botn tne l t ull: ns r..nd t he Ge r roE.ns . 

<~hich country? 

'the French . 1 think thL t if - for instence , s uppos ing 
you lind t he Brit!sn d eci de t o f i r e t hem from the t r i ­
'{ rtite t oday . I tniTht tht t wo~ld be the .orst possible 
>osttion pol! ti.:ally th· t the Fr tmch coul d be ,>ut ln 

vis-< -vi~ Gerue ny o nd
1 

I tuly , esp"cially ::ith ,t his 
~eetin& going on . ..nd tner"!'9n I t niM ';u :oe to 
c.:>u~end t o the::l in st.<ggcstlng t l\i t t ney s t~ll . 1 
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think they ought to stall, e specially if the 
Glternfi tive means they ' re going to be fir ed from 
~he tripartite . That ought not to happen from 
tnetr standpoint .:. I shouldn' t t hink they; d want 
it to happen until after t his Rome meeti ng is 

... over . I think you're quite right in stalling • 

xs I interpr et your cable, though, I think it implies -
r t lea s t I thought it i mpl i ed - that you' d be willing 
to eo al ong provided they put on & limited supervis i on 
;>f c<.pitti movecent - "&nd I don ' t :mow tru;t I' d go 
l bng even if you did tha t . n 

1hbt 1 s something different. 

tlo .~ , nave you(Lochheod) cot it? 

lio you ;ant the cubl e - tn" first one that •.. . 

The one Cochr an sent me yes t er<lcy a fternoon . 

The one ~ochran sent us ye3teru~y a fter noon . 

Jus t the French mess~ge . 

"The Fr ench Govc<:noent is obligto to :nror m ane.1 the 
Govcr~~ent of tne United Stttes of hrnerica that the 
~ xp~nsive effort made bJ the s t <bili ze tion fund , 
,>- rti.:u.lt rly during tnc r ecent ptirioo, can no longer 
be ~~intcined . The French Govern~tnt is tnerefor e 
;>~ l tged , aespite th~ fact th t it bLs decided to 
1 -:~, •o :>e f r om t ills Nee<! l- ne ,.. boa i mportbnt t f'x effort 
on t he country, t o choose betNeen e1-clu.nge control 
or the retrea t or its currency . Th~ r a t e a t wnich 
t ;le French Government hns decided to s top is <r ound 
175 fi"uncs for one pounJ , 1vitn the 1.ill t o l ower 
pro6r essi vely·this figur e in coi"relation wi th the 
economi c i mprovement wnlch 1t <'Xpects from its 
utcrees . 

"The French Government r ecalls th&. t from the first 
of l rs t July t axes ha ve been increased by 16 
million" - there ' s u ~uestion mark on tha t, wha t 
t nut figure should be - "16 ~illion fi"a ncs, a~ 
tha t therefore it has shown its dll to defeno its 
currency by a ll possible means, t nd that it remeins 
s till ettached to this view within the frtmiog of 
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monetLry l i berty . It hopes tnerefore thct in 
these condi tions the setb~ck which it is obliged 
t o decide upon will appear to the Government of 
the United Sta tes of America a s entirely in 
conformity td t h t he provisi o ns of the tripar t ite 
t.ll reement ." 

-. ht• t 1s tne end of the mess&ge . Then Cochr&n goes 
on to St :. , "The Uinlst~r of Finunce t old me tha t 
lit oulc ti;Jpr eci< te nr.vtne t he r euctlon of Eecrc t c ry 
~orb'ntht u to the ~bovc stttement a s soon a s it is 
.>Ossi b l e f o r hi·o t o ht us itnow . I •sl(ed !.!erch&nde f u 

hLD t ne r :: t e would be -1ovcu t.o 175, t nd be replie d 
1 to.J.lrrow 1• i bis .. i ll be on" of sever~> l steps "hich 
1 r" t.o be t bkEn t ocorro-. s l .a\:.1 t 1.neously .;i th the 
,>ubl ic<- t i on o f c e rt• in d e.: r t.e l t .1s . 

"1 r s .<cJ the !Jinist ... r ,;t,cth t r t nc t t.. rms of the 
"l Uor.<.l Defense l ot:n ,.ould be ~tde :mov:n tomorr ow. 
Ill s 1 nswt. r w::.s th~o. t ht ..r s not s ure ~~nether t h ey 
.voulcl bo tomorro~ o r t he d&y ~ ftcr . In the c ircum-
Gil nces , he ins i sted , i t .!.~ not possibl& to hold the 
pl' C:..;en t fr<~nc r 1. t e , 'nJ tho t it i s 'bsolutely n ecess1 ry 
•• l"t i t mov e- t o 17 5 t o the pound . " 

€U, I ,10n 1 t .<no .. >'~ntthL r th~t 1 s ty,>ic f l l y French 
~ ty,>ic•lly G~r~tn , Ln·t ~c~Slf€ • 

.. n, t I' '-' _.,ttlng tt is, "..,on' t a-.v" t i ..Je - l € t 
€ bto f r< !lA ; "t t:1~o s ~ .. e t L.c I uon ' t .. ~nt t o be 

-Ll.:.>w-t tous - t o ;~hllos.l_ ui. 1- about t l:e int ern&l 
~ 1 tw Lion in Fr 1.nce . I .. t:l n ,; (. ' r .. f<.ced - t.lc) put -
for t .. o wet: ots ne l ve bl.bt.ta tr.ci ioplor t:d then. t o t ... l l 
-s .nt t t ney ' r e going t o do , lOd e very t i oe ego 
tu..t· e - Cochr&n says, • ;. t. no tiwe h11 ve I put so much 
)rt:ssure o n them" ·- b t no tim~ h· s he put so much 
pr essure on the Fre nch , s eco , · nd '8Very time he co es 
tttey s t• Y " \'le don 1 t know, b ut Ne 1 ssur"' ~·ou we ' re 
aot goine t o let 1 t go to 175 ." And then t l~ey give 
ml t wo hours ' notice t o do t h i s . 

J:o·ll , I s b/ , having no choi ce t nd no t being ;.b l e to 
r ... n the Frencn politictl t lr i ne , and not .. ~r.ting to 
run i t, no t beinf' , IJl c t o run it - I h~ve t he c hoice, 
· s I s £y, to , ns•er the t mesSb(C by s cyi!ll, "I ' Ill 

sorry, you're out, " or no.K., ~t ' ll ( O ~lon£ ~ith 
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you, n or •I .vant to s tall. f.na , 
,·ou considered a n alttrn~ tive?" 
huve . See what I mean? 

in stalling, nave 
!lo11 , t hr. t' s .whe t we 

But, Mr . Sec r e t ar y , i s tht. t r eully a n alterna tive? 
I s n ' t it r eally jus t exactly the same thing e s 
~xch~ ngt. control ? I don ' t c1•r e wb:.t you call it -
mouified supervis i on over c up i t el movements, or .••• 

Ju~t lS e n alternttive . 

LY.chenc;c control over non-coc:mt.rcifl trr.nsactions . 

'iho; <•l t~Jrn:. ti ve is to go £ L:mr •• 1 t b t his group in 
tht French C&b:inet .. no WI. nt t.b£ French i'rt.nc t o 
1:.11, thtY tnin&, to L lev~l so l or. tnt.t it will 
1 ttr~ct the Frt.ncbmer. b .. cr.us~ it is cheap and they ' ll 
bq;in t:> bey tna s11e 1ll .;o br.c>< up at:r.in . No"' , th&t ' s 
t.tls one school of tho lljlnt, s ee? And ttu;t ' s the scl1ool 
o f though t 17tlicb - I gr1 v~:ly quos tion whether the 
Unl t~a St r.t es Government wunts to go a l ong with them. 

xa .. , the other t.l t c rn. tive is, if t ncy f eel t hey ' v e 
t-Ot to do s ometning, th<. sugce9tion which I made -
u;, th<.y :1ant to put on 1 mocl1f1ed exchangE control? 
.;.~ e? 

.. 1 to & vie;/ t o ,{ee;>inl! tile fn nc 

On, I' w not goine to mention thl t . 

I nLS just .ondering ~ntt your .••• 

On , I t.gree with yo u . 

nS long ~ S thtre iS so:ne in<.liC~ ti.:>n, 300" ;;ssurunce 
, c h~ve tht.t steps ~re beina tuken thut c . peEr to us 
to hrv~ some r e&sonbble opportunity for prbventing 
th~ fr~nc from s lio i ng indefinit~ly ••.. hnd it 
is t·ll ver·y well to wish f or fundament~! economi c 
chLnges ; .ve ~uite ag r ee with you. Dut i n t he fir st 
,>llce, you ' r e not going t o g~;;t them just this way • . 
'rhcy •v e hua tht. t fight for t.t leLst. tnree :re11r!l . 'nd 
ln tn" second oltce, 's , ou suggest, ev<ln if they 
t tter•pte .. to rao ><e those cn&ngos , one of the 
;>relic ina ry r e..,uisites tog ive t ht.c & bre~ t ning 
spell ~1ght be to nold the fr<nc stbble by use of 
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And I t hink th<: t E s b c>tween the French s1tur. t i on 
o n e xchunge control and the Gl!rmrn s itu<..t i on on 
exchange control, the c ompar i son is wholly out of 
or de t•. 'Ih e i nc en t.i v e to g ~ t t:upi tal out of Germany, 
lnt r LL sons f or which exchsnee control 11er e imposed , 
.:.:r c ent irely diffe rent tnun in the French si tuoti on, 
·nd tnc ~ssumption thtt Frtnce i s eoing the way o f 
Q• r:~t.r.y cerely b ee~ use s he i m;>oscs exchEnge control, 
- thin.t , is little snort of non~tns~ . It ci isregor Js 
.;t-1; iuls nappened in oth er countries, it d i sregt>r ds 
t.tl! d ifference betneen the French st tw; tion and 
G~r.;~Lr~· , it <ii s r eghr ..:s the p~rticulrr situati on 

.~ch Frtr.ce is in, rnu furthtrm~re it disr~gards 
tu~ i<ina of exch~>nge c ontrol .. nich the Secreta ry 
ll' >.: sugges t ed they !)Ut on . 

~~ thu t I , th~ugh I t h ink you ' r e 1,ui t e right in 
z~ ying thf t. t hey mus t corrt'ct t hei r fundamental 
situ~ tion befor e t ney c~n hope to maint«in indef­
initely the s t ability of the frt nc - I t hink all 

L ctn ask or expect i s sorno kind of r ea sonabl e 
Lssur::.nce £S aga in;; t tht ul term t1ve course of 
lt tting 1t slip t o & ,>o i n t · t .;hicb it will be 
~he~p ; bec&use, e ven though it i s cneap at 2JJ, 
it is not < S cneap •t L)j '~ 1t i s ~ t J)O, 6nd 
it. .. 111 be s till chec.p<.r l t 4)0 . If uzy ::&-; , 
tart ' s the -:ot.y Cer..11.ny .. cnt . If the ,;ssu:Jption 
i s th< t :. ~urrency re• ches 6 point • t .> nich it is 
cnct.p 'Nirlle you're ro t corr~:cting the .mderlying 
fo~ces &nd ~nile you ' re permi tting s pecul£t1ng 
~ovtments in exchange - wny, t he r£: is no bottom. 

~>o 1 t seems to oe t hut those or us who a re ~;sking 
thj, t ,,e get some essurance tht. t t hey '.1111 do some­
t.lline tha t we can e xpect tney IIi ll do , no t tha t v.e 
hope t ltey wil l do , a r e wout ing t hem no t to go the 
wuy of Germany . 

(On phone) Bello . (Convt;rs& tion with Ke~edy 
follo·.1s: ) 
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1!111r: Hello. 

Operator: Ambassador ltennedy. 

1!111r: Bello . 
Joe 
~ennedy: Hello, Henry. 

Bli.Tr: How are you? 

K: Row do you feel n ow? 

ru .. day 
llq ) , 1938 
9:58 • ••• 

llliJr: Fine. I love to have you call 11e 1n the aiddle 
of the night. ,__ 

K: It anybody did that to me I wouldn ' t 
even speak to thea. 

BliJr: Ah - (Laughs) you'd do more •••• 

-
K: That ' s a hell of a trick, I know, and 

I don't do it as a rule . I thought I'd better have 
a word with you before I went over and saw him and 
I ' m glad I did. 

BIIJr: 

K: 

BIIJr: 

!( : 

HMJr: 

K: 

BIIJr: 

K: 

Yeah. 

I saw him at twelve o ' cl ock •• • 

Yes. 

And then atter I - well, I stayed with him untll 
one o ' clock and then I went over and saw the 
Prime Minister. 

Yes 

Now, first of all, let me - let me tell you exactly 
what their plan is - they're just as sore, at 
least they sa::~ t hey are, that this thing is going on, 
as you are. 

Yeah. 

They do not believe 1n exchange control because 
they belieYe that that is only the b eginning of 
the end; that - that France won't stq around 
and see it we do baYe exchange contr ol b ecause, 

-
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he says, these fellows are - will start public 
shopping and doing everything else and they ' ll 
1.nmled1ately go to a hundred and seventy-five 
and you'll get the disadvantages of exchange 
control. 

-
134 

HIIJr : Yes. 

K: 

I!MJr: 

! : 

Hl&rr : 

! : 

B.IIJ'r : 

K: 

H!Ur : 

K: 

l!!Ur: 

K: 

HIIJ'r : 

K: 

HIIJ'r: 

I : 

At that time I used the argument that you gave me; 
I said, well that makes a pretty lousy 
affair if we contact them at all". 

Yeah. 

And their -answer to that was that it wasn ' t the 
mos t attractive situation in the world ••• 

Yeah. 

But, after all, what are you going to do. Mr. 
Bitler walked in on Rome today and he ' s going 
to bust this thing wide open - ah - because it 
1sn ' t going to cost anybody any money to l et 
them go along and it ' s going to hurt England a 
hell of a lot more than 1t 1 s going to hu.rt America. 

That ' s right . 

Because of the trade effects. And it isn't going 
to cost any money. They believe that the psychological 
effect would be very bad 1f it were busted up. 

Yeah. 

Part icularly at this tillle. 

Yes. 

I mean I think 
and saw the Prime Minister. 

Well, wait a minute, walt minute. 

so I went over 

• •• exchange control would be very serious because 
of the type of people that they are. 

Walt a minute, Joe. 

Ye::.. 
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BIIJr: 

K: 

I!IIJr : 

K: 

BlUr: 
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What you ' ve been telling me now 1s your conversa­

tion with Simon? 

That's right. 

Now you're going on to your one with Challberlain? 

That's right. 

0. K. 

135 

No, and Chamberlain .said that the situation was 

Just about that; he said that exchange control 

was a great - was a very serious thing because 

it was the beginning of the end and it was against 

all the poli cies that we've been trying to advocate. 

Yeah. 

That 1s, trade and all t hat sort ot thing and that 

there were many potential governments behind the 

scene and one minister - one government would be 

in there and they ' d go along a certa1D way and then 

the next group would come 1n and they ' d turn on the 

bucket another way . 

Yeah. 

And he thought that the greatest argument or course 

was that - he said they were going to 

- to go back to Simon, Simon said that they expected 

a great deal or trouble with their trades people 

here because he thought that France was going to 

get pr obably so111e added advantage and be able to 

sell a good deal of goods her e as detrt.ent to the 

Brit t.sh auch 1110re than affecting the United States . 

That ' s r ight. 

I told that to Chamberlain and be sa id or course 

that was true, that they had these troubles but 

that he t hinks that now be has a chance to work 

on the Government financially and that - and 

especially be thinks that because of Hitler's 

visit to Rome it would be al1110st a calaaity 1t at 

this time these fellows broke up. Now, particularly 

when 1t wasn ' t go 1ng to cost eD¥ 1110ney • 

Uh huh. Well, did you get the apression from 
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Ub huh. Well, did )'OU get the 1llpress1on from 
Mr. Chamberlain that he was absolute!)' opposed 
t o this suggesti on? 

That he was? 

That he was? 

That he was opposed to exchange control? 

Yes . 

Yes. 

You d id? 

I don ' t think that he opposed it - as a matter of 
fact there ' s no question about it - 1f )'OU - that 
they won ' t do an)'thing unless you agree to ~t. 

Uh huh. 

I ' m convinced of that . Simon made that fair!)' 
clear . Be said, "After all , this i s - this is 
as llllCh !k>rgenthau' s baby - and more than i t is 
anybod)' else•s , because he was the fellow who 
first put it into effect and he is the fellow 
who up to t his time has kept 1t going ." 

That ' s r ight. 

But, on t he other hand, he said, •we won't do 
anything he said t hat when Bonnet 
came over there the other da)' he gave hia a quick 
send off on it - he d 1dn' t give it to him v eey 
veey definite, he said, •This is somethin~ we 
will have to take up in a couple of dqs. 

Yes. 
Be snowed me a cop)' of the letter that he delivered 
to Bonnet as he got into t he plane. 

Got what? 
I told him that t his was a complete gettin.g awaY 
from the agreement; that t he)' bad no right to do 
any such a thing and I suggested that 1f )'OU agree 
to t his what are the possibilities of sa)'ing to 
these fellows that the)' - as an excuse tor t his -
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that they must put their house in order if they 
expect to get any c~operation from the United 
States end England. 

Who said this? 

I sai d how about making that suggestion as coming 
from you if you agree to it. 

Yeah. 

I said that you couldn' t make it strong enough as 
f ar as we were concerned. 

I see . 

131 

1 said, "As tar as we're concerned, we ' re not going 
to lose any money, it isn't going to cost us anything." 

Uh huh. 

"But, it's a question whether you want to do i t." 
But both of them, both Simon and Chamberlain, and 
they didn't have time out to get together because 
I just walked out of one door and walked into the 
next - ah - felt that psychologically it would be 
a terrible thing to throw a bomb shell into the 
world. Simon thought that it would knock t he hell 
out of their market here 

Yeah. 

But Chamber lain viewed it not so much from the 
financial aspect but trom the aspect that be says 
he wouldn't want to have Mr . Bitler open a telegram 
and say , "Tri-partite Agreement broken up," and 
hand it to llr . Mlssolini. 

That ' s .right. 

That 's exactly what he said. 

He did? 

Yes . 

l!J!Jr: Well, now, ah - 1 - what you 1 re telliDg me 1s 

most useful • •• 
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tea. 

cot to be the ot the TreUUJ7 people 

and - ah - JOU know what's happened with the tranc 

today? 

l: Jo. What's the last on it? 

SIIJr : I mean I've got it, 

tt: One s1xty-tbe? 

I!IIJr: Yes. But let • t ell you what 1 s happened - ah -

I Just talked to Cochran before JOU called. 

s:: Yes. 

!IIIJr: And up to that time 1t only cost the French fifty 

thousand pounds, 

K: Yes . 

RIIJr : And they bad given an order to the Bank of !Deland 

to defend the tranc up to a hundred thousand pounds. 

K: Yes. 

BIIJr: But up to this - up to about noon it only cost them 

t 1tty thousand and they were hold 1Dg it around a hundred 

and sixty-five. 

K: 

HIIJr: 

K: 

They're boldine it because ot you. 

I - •••• 

They're holding it because they don't want 8Jl71;hinc 

to happen untU JOU ll&ke up your mind, 

I!IIJr : Well, now, Joe, this is what's going through fiT mind, 

because I sent this all ott last night - to the 

President - he's got it by now, see? 

Yeah. 

Because I sent h1a - oh - pages on this whole thing, 

see? 

Yeah. 

Supposing we~k tiae another day ... 
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Yeah. 

And the French continued to hold the t h ing where 
it is .•• 

Yeah. 

That wouldn' t be the worst thing, would it? 

!39 

Well , I don't think it would do any harm. We can 
Just say - I 1 d be glad 1! you sent over this 
suggestion here - follow-up to the President because 
I t h ink the poli t i cal repercussions here he ought 
t o know as well as the financial ones. 

Well,, I'm conscious of those and don ' t worry, the 
State Department has pointed them out to me very 
sharply, these • •• 

I haven't talked to them about this at all. 

No, but I say they - t hey had a representative at 
uv house last night all evening. 

Oh, I see. 

RIIJr : Well, I mean I always ask them to. See? 

K: 

!'JIJr : 

! : 

HIIJr: 

RII.Jr: 

S: 

l!liJr: 

I see, yes. 

I mean, whenever I have these meetings I always 
have a representative s it in so that Rull knows 
what' s going on. 

Yes. 

So I mean there's no crossing of wires . 

Right. 

I mean, they know what I've done - everything up 
to this minute. But, what we ' ve got to do is 
to weigh the whole situation and I'm not I 'm 
tully conscious how ser1oua this t hing is. 

Yes. 
But I'm also of the firm belief that if the French 
let' it go a hundred and seventy-five or let it go . 
two hundred it • s only going to be quest iOn of a week 
or a month before we will ha'fe to act and then - ann 

then what? 
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Well, I aean of course Challilerlain' s anSYer to 
that was - I gave him the same argument - Challlber­
lain 1 s answer to that wast well, 1t that happens -
1t you bust it up now you know the worst has happened -
there isn' t anything el!e that you can do. 

Yes. 

Vthereas if you go ahead with this situation and try 
to carry it on you might get something better - you 
may get an improved condition. Be says 1t there 1s 
an idea of fatalism about the possibUity of making 
any deal in l!llrope wby we might Just as wel.l all 
finish off because there ' s no hope for us -under 
existing conditions unless we can make some deal. 

Well , £>/s.C<wtt'M I said this rather facetious~ to 
Bewle)f," ~tl~'tl'bpe he repeated it. And that is 
when the English and the French got together and 
agree that in ease of a war it'll be a French 
General in charge of all the armies - why didn't 
they suggest that an Englishman should be in charge 
of the two banks , 

Yes . (Laughs) 

HliJr: What? 

K: (Laughs) I think 

WUr: But, of course ••• 

I: That ' s a Job. I think they realize that they've 
got a hell of a lot of trouble but be believes that -
be ' s hoping that he'll get a national government in 
there. 

HliJr: Oh huh. 

!C: And that they w Ul try to do something. If thq 
don't do anything the dollar falls but Chamberlain's 
theory is on the basis that he's going ahead on 1 
the Italian and the IriSh i s that as long as they re 
1n there working to try and do someth:lng that the 
worst hasn't happened. 

BliJr: Yeah, 

K: Let it go to hell then - then it - then it has 
happened and then to bell with everyth:lng. 
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Yeah. Well, I'• going t o do the beat I can and 
I ' ll think it ov-er very caretul.l1. 

All right, Henry . There's nothing turtber 7outd 
want Dl8 to do? 

Ah - now l et 1111 3uat think a minute - let me 
ask the peopl e in the room whether tbeT 've got 
anything. Would you mind waiting a minute? 

Surely . Go ahead. 

BliJr : No. We ' ll work on this thing and I - llr. Hull 
1s calling - now and I am going to talk to hill 
and see what he ' s got. 

K! I see . 

141 

BliJr : And I'm going to talk it over with him. And in 
any case, Joe, I'm not going to take any positive 
action until I hear trom the President. 

K: 0 . K., Henry. 

!IUJr: And the argument which you advanced - the one 
that Chamberlain advances - that by wa iting we 
might get something better and by taking 
of action now wny we ••• 

K: We'd put it in the archives. 

WUr: Yes. That ' s a good arsu-ent. 

!( : 

HMJr: 

K: 

HIIJr: 

K: 

BliJr: 

~: 

Yesi that's a very good one, particularly with 
Hit er in Ro~e. 

a 
That ' s/good one. 

Yes . 

But how long 1s 11r. Hitler going to stay in Rome? 

Well , they don't ltnow. or course, they made no 
commitment to the French but of course he' s working 
like hell to try and get something done here. 

Yes. 

And 1t he doesn' t do it, Henry 1 i t won 
1 
t llllke arrt 

difference whether rou get that place over there 
or BDTthing, rou can just go ri&ht up on that !arm. 
This place 1s only three leagues orr or first base 

arrfW87. 
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Uh huh. 

For instance thq're just - ther're - under cover 
tbq 're going to be just like us. 

Who? 

England. 

Bow do you mean like us? 

R~bt in the a -bouse. 

f!j,Jr; I see. 

K: Yeah. You know wbat I'Ye been talking about !or 
1110ntbs? 

HIIJr: Yeah. 

Yeah. Well , that ' s it. That's what we - I told 
you we were going in it. 

Bll1r: Ub hub. 

K: Well, they just wrote a nice article about you 
over here. 

HIIJr: They did? 

1: I just read a nice article about you. 

HIIJr: Where 1s thst, Joe? 

1: Oh, in a paper here. SoiD8body sent 1118 a cliPping. 
It said you were going to be a great statesman 

BIIJr: 

K: 

BIIJr: 

!: 

now tbst you were - you were going nutty trying to 
keep the United States Gqvernment 1110ner sound. 

All r~ht. 

All right. 

Send it over to me. 

I got a scrap book for fupn7 articles. 

(Laug.hs) All right . 

BIIJr: o. K:. 

It: All riaht. Well, I'll tall Ch&Jiberlain that I'• 
wait ing to bear rroa you. 

Regraded Uclassified



143 
- ll -

sJIJr: That 1 II right. 

g: o. It. 

sJIJr: Thank you. 

K: Goodbye. 
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Nhut 1 s Chamber l a in' s prescription? 

Mr . Kennedy ' s choice of language ha s not impr oved 
by association with the King and Queen of England. 
I f he didn't know- I a pologize for you , Mrs . Klotz . 
I ' m sorry. But I should know by no1•t , 

At least you kno.v wh!it he means . 

He 's been ••.• 

He ' ll have the King and ~ueen speaking t ha t ~ay 
in L year . 

::ba t ' s Chamberlain' s prescription for keP.ping Hitler 
from handing that message to Uussolini? 

Yes . 

••ha t i s it? 

What Mr. Chamber lain says to me is this: •Let this 
thing slide , drif t ." 

St all . 

"Do nothing , just go along with them with t he hope 
that out of t his something better will c o~e . • 

:. ell, oe withdraws nis suggestion of ais message 
closing w1 th tne::l . 

Oh, his message 

vidn 1 t go·. 

No, no, his message goes a long. 
go a long . You read his message . 
to the French says t hey so along . 

In their message t ney 
The ~glish message 

I t hought the final paragr aph s ~id that .. .. 

No, no, definitel y go al ong. 

But that hasn' t been s ent • 

That hasn ' t been s ent . 

llo . 
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And ne 1 s not going t o send i t until he gets agreement 
wit h y ou. 

That ' s right . I t' s my ba by now . 

:Jr . Secret ary , I don ' t think the issue i s whe the r 
•·e should - exclusively or simpl y whether we s hould 
kick them out now . I t hink th~t no one hpr e ncs hod 
thut f eeling f or the moment . It ' s a c uest1on as to 
··nc tber tae a ns•er sht.ll be couched in such terms 
tn:.t, if Re do keep t ne:n in, 1'.5 I t nink in v1e.v of 
tne political situa t1on .. e mieht well cons i der doing -
t.m t 1 t s hould b e couched l.n sucn t ~rms t lui t .e • 11 
bt ,>Uttir.g so:lle .cir.d of pressure on the.:n . J. don ' t 
tnink we c a n Lsk the:n t o put t neir house i n order, 
~ectuse t ney might turn around Lnd ask us t o put 
o ur house in o~der . But ~e c~n put it in s uch t er ms 
L s to g 1 ve us some Kin.i of ~ ssurence that they reel 
i t ' s going to stay bt t h( t l e vel, tt nd at the same 
t1me t; iv., them the vt ry definite i mpr essi on thr. t 
tt1~y • re ,;:etting net r t he e nd of t heir r ope . Th~:.t 
i s , it ' s not tt -,uestion of kicking them out so much 
t.s of t!St ablishing t.he princi.JlC on l':hich .ve ' r o going 
to f ight . It isn' t - the 175 doesn ' t ·11orry us; it ' s 
t.tteir talk o!' <.:><> r nJ t. ndr t LlS of tha t rinc i ple 
.vhicn the Secret~: ry enunc1L t ed, th>•t they re roine to 
l._t it go so lo :v until i t L ttr~cts ~ r eturn of 
Clj)it&l. It is thr. t ,nilosophy thct .>e don ' t like. 

( On . non~) Bello . Secrel~r> of St~t~ Hull • 

.. ell, isn' t t nis Aht t you woul;J all prefer, both 
:•ou <. na the Bri tlsh? I uon 1 t c• r e ho;. you .or d 
i t . Th~ t f or the tim~ b~ing the Fr~nch ~eep tht 
f r r. nc t.bout wher e i t ts , •ho:th er taey cio it through 
t: xchange control or 1\he ther they cio it through t he 
use of the gold , r.nd t.o rnr. intdn the t position until 
l ftl..r events in Frnnce, '.',ltctever t ney are, d eterrnine 
•rhether the rre nc s hould he 150 or 250 . In o the r 
wor ds , it migh t be one o r the other , 11na nobody is 
smar t e nough to d eterrnlne noll whicn i t s hould be • 
J>nd tha t theref ore, until their situation is c1Mr1i'ied , 
1.e tnin.c t na t t ney shoul d use oll powers at tneir 
co:nr.~&no , :mether gola or some mod i f ied e xchange control, 
in or der t o ma1nt~1n the s thtus ~uo for the time being . 
•nd aon ' t put yourself in the pos i t ion of t e lling them 
" nicn thing they srtould do to a tte in thet objective , 
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because yo u don't know whether exchange contro l 
11ill do it or whether t hey've got enough gold to 
do it. 

All we want is some assur a nce th&t they 're d oing 
somet hing that seems r easonable to us - gives us 
some r easonabl e assurance thut they ' ll be Lbl e to 
hola it. 

(On phone) Bello . Thank you . 

Yo u mov: , I could just sit tight and s&y, "l':ell no.,, 
l~t ' s do nothing for Pnoth~r day." 

~ '10/ l nother .vhat? 

For :;nother dliy . You see, thP word I sen t to t hem 
Has, 11fle 1 11 do business with you f or Tuesday, but that 
uoesn ' t co111111it us beyond Tuesd~Y · " I mean I'd say , 
11¥/e ' 11 do business for loednesdey end go alonf on a 
1.1e.y -to-da~ -b< sis . 11 And then if , for insta nce, they 
shoul d find it o nly costs th~m fifty to ~ hundr ed 
thoustnd pounds , mt ybe they C<• n control t his thing 
t s is, but 1f they f ind t hey can't <nd then they 
run u.' this thing , say, X number of fra ncs, then I 
c e n still g r udgingly give in . I mean just as 
long LS they ' r e afr llid of me, they ' re going to con­
tinuy to fight . No .v, when they feel that - the time 
tney re going to s top fighting is .:hen 1t g.:ts very 
Expensive ; then the thing gets very expensive e nd 
toey let the tning go - then tney c£n SE)' , •1r. 
:lorgentheu, o;;het you going to do !ibout it?" ;·:ell, 
then, I'll s ay, •I guess tncre 1 s nothing I c6n do 
about it. " O. K. I don ' t see why I'm not in L strong 
;>osition just sitting tight, s &.ying, ·~·;ell no,. , I 

1
111 

VErY sorry, I 1 ve still got to t hink this thing over . 
I 1 11 do business with yo u \:ednesciaY ." ;.nd mcybE. 
.. ,;ctnesdey i t won 't cost tnem Uly thing . 

You ca n ' t a t t hi s time ogr ee that a delibe r a te 
decision to r etrea t to 175 is within the spirit of 
the tripartite agreement ut this moment. 

I think t hat is the pos i tion to take, with one 
qual i ficati on. I can't help but feel that there 
is something a little bit s trange about the 
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s ituati on. I'd like to be assured t hat they know -
the French know, not the Bri t i sh - th&t the Fr ench 
people who ar e now i n control of the government 
know how you f eel about exchange control. I t ' s not 
that you~re t ell ing them, but mer ely t ha t they should 
know your views . Maybe thoy do . I •m just a l ittle 
unhappy over t he thought tha t maybe they don ' t, that' s 
all . I f they know t hat, then I think you can si t t ight 
from day to dey just as you outl ined . 

Sit tight if you knew they knew. 

'I he a ecisi on is theirs, after all. 

The firs t section of Cochran ' s CLble just came in. 

I don • t want t o bother •11'1 th it. 

I fear t hB t wha t your position i s at t he moment, 
in the l i ght of present circumst ances - tha t you 
would consider 1 t contrary t o the spirit of the 
t ripar tite agreement if they l~t the franc go to 
175 . 

Deliberately . 

Deliber a t ely, without r euson . And t ha t you would 
not consider it contrary t o the tripartite agreement 
if, in &n effort to .<eep it about ~there i t is, .they 
used exchange control , or used t he golo or £nything 
else . 
If t hey useJ excnE.nge control of abnormal capital 
movement s . 

On non-comoerci al transections . 

On non-commer ciel . 
Abnormal capital movements - non-commer ci al trans­

actions . 
But not put yourself in the position of saying tha t 
you think that exchange cont r ol will do t he t r ick . 

No, we have never taken t hat posit:ion. 
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You ~ouldn' t think it a violati on if they should seek 
a spec i al means for the moment of controlling abnormal 
movements of capital. 

Tha t it would be contrary 1f they deliberately let the 
f r a nc go to 175; that it would not b e contra ry if 
in tbeir effort t o keep it wbere it is, they shouid 
r esort to exchange control . 

Special dev.ices . 

That ' s e xactly t he way we framed o ne of the ~:.nswers . 

Ju.;t to g ive you- I mee n this , I think, i s r a ther 
interesting . Oh, I got the \TOng thing . You (Harrison) 
would love to see that . That ' s Eccles ' - nis latest 
recover y pr ogr am . But it ' s not for sale . 

I hope i t hasn't been bought. 

This is the las t page wh ich L sent the Pr esi dent . 
I se id t nis : 

11 () n the r ecei pt of t his c11ble .e conferred a t my 
nouse .vith :.:r . Be,;ley , Fritish fint:ncid a tt!'ch e . 
I s~;nt word t o <>ir J ohn Simon vit. :.lr. Be.vley tMt 
tnl. Uni t ed St t. t es Tr e&sury !fis hed t o d elay r nsworing 
the French until ~e had seen 11 full copy of the 
Jecr ees .~hica they are supposed to issu e on L!ay ) , 
bn(l tha t further11or e I ,;oulu need tl..me t o ge t the 
benefit of advice from toe Pr~sident of t he United 

St rtes . 

!loN , :>ou s ee - 11 I rurU\ermort~ &sked the Britis h 
.~hether they .ould not r & ther see t he French ;>Ut i n 
b s~·stem of supervision ov" r ct.pi t a l movements, 
r " t ner t nan s ee tne f t•unc continue to fa ll . I 
o sked i:le.1ley t o try t o ge t an answer for me on 
this ques tlon pr01apt ty . 

• .tn the Treasury we serio usly ques tion the wisdom 
of continuing t o go alone with tne French in their 
proposed policy of p~rmitt1ng the fra nc to seek its 

ovm level . 

"It ~ould be mos t helpful if you woul~ care to 
express your own opini on in r ega rd to t his matter." 
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I mean, in other words , I haven't decided anything. 

I feel t his , tha t the publice tion of these decrees 
ought to strengthen the fra nc, und I came to the 
Treasury early this morning and saw '/layne Taylor 
~nd s uid I wouldn ' t be surpri sed if the franc was 
s trong t oday , anu he suid thut was a poor guess . 
But I woul d think a ft er these decr ees ar e absorbed 
t<nd understood, the French f r bllc ought t o absorb 
some strength, bectu se t hey ' re going in the r ight 
direction. 

They llLd the figure set for 175. They wer e going 
t o s tep i n and cover e t 175 . 

J:.ver)"boay ' s brother .me<~ t n& t . 

You s ee, t hat ' s the t ning thtt doesn' t click with 
.,hnt Governor Harrison s ays . The normEl thins would 
be to g et this t hlng 11nd see the French franc streng­
thened . Instead of that, t hey ~<nnounced these 
oecrees , whi ch ought t o be good if t hey .. ere carried 
out , and then tney th~mselves ~ulled t he plug. On 
one blind tney s11y, 11'1/e 1 r e going to do somet hing to 
str engt hen our own internel economy , but we don ' t 
believe this &nd we ' r e going t o let t he franc ,,eeken 
&nd ~e ' re going to make the franc .~eeken. n 

1:o.1, I ' m plsying a bi & gambl e , and I t hink that -
£S I said to tne boys l&st nigh t , ths t we ' ve got 
t: verything t o gein and every d~>Y >le have ,-;e tnrow 
more light on this pi cture . 

nnd this isn' t the uns ·:er tht. t I exectly expect ed 
from t he Brit i sh, beceuse r fter all tne German 
hr oy ~nd the Geroan plEnes a ren ' t hanging over our 
heads, thank God, but they are over the British. 
Then , if t he British get sufficiently worried about 
this t hey mi ght even make a cons tructive suggestion, 
which t11ey haven't . I melln 11oen you e:e t t•ight ciown 
to lt , t hey c an say the tripartite agreement is my 
bvby - thank you very much, I' m very pr oud of itt -
but she' s t <IO and a ho.if year s ' ol d , or whatever it 
is, ~nd if t nis meens so much to the peace of Europe, 
Nhy doesn't bnglano say s omet hing e~ci do somethi ng? 

Do something . 
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No~ , furthermore! no one hts sai d , •Wha t about 
Bt.lgium?• Poor t!elgium - whll t does thi s .mean to 
Belgium, 175 to 200? 

She ' s gett i ng in stencl1ly 'IIOrse pos ition. 

'1/hll t does it mean t o the poor Bclei llns? I mea n I ' m 
just not y e t convi nced th~ t t his t hing i s as serious 
t s i t is, unl ess this is Just ~ continu~ tion of 
w0ll~nd 1 s a ttitude to.Erd Et hlapi a , Lngland •s 
' ttitude t o·,ar d Spai n, . '-'nglt nd ' s t t titude to,.r.r d 
tae r r; r East - "Le t t hings drift. lo'e 'll cruddle 
turough. No·.-1 .;e 1 11 j ust mudd l e t nrough . ~ 

·,·:elt, isn ' t tnis your progr am, ;!r . Secret~: ry , i n 
ft.ct : y ou s i t tight liM ge t t he Fr~nch to sit tight 
on the t neory thr;t t ilt mor e you s t &ll t he stronger 
your positi on will be ei thH t o prove tiul t t he franc 
1~ Loing to s t ay Aher~ it i s o r to justify your 
soing along :;ith the Britisn and S£1ying , 11hll right, 
lf this means - if this i s the o nly altern~ tive left, 
we ' ll go <•long n lth you . " J..s I see i t today, I feel 
tllvt t o t nr oN the Fr ench out of the tripar tite would 
oe tne hst t h1116 you .;~nt to do , of those t h r ee • 

.. en, I tnink I aeree .vltn you on t ha t . 

.acre ' s no - been nobouy t.s.tin;; for th~ t r.o .1 • 

I tniM .7hitc ' s code to goo<! point, <.nd t llbt is tha t 
e 1 ve got tne French firunci &l bt~vcue nerc ~nd •hy 

. ~n ' t I t ell nio of this ~ess&ee we•ve sent to the 
British? 

Any harm in revie~ing the Nhole discussion with Blum 
~ nd lil t he rest of it? 

I don ' t t nink it ' s nece:>sa ry . 

vives uim the ba ckground . 

llo , I .:ton ' t think you can t ell •110 t hPt you ' ve mede 
thu s uggest i on to anybody el se . 

No , b ecLuse Blum felt thls j a~ sr i d ne didn ' t wunt me t o 
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we t my f.eet; tha t wos his a ttitude on this thing . 
So he felt it wes a mistake to let them knoYt I made 
the suggesti on. Ther efore he told it to nobody. 
'lhen, 1f that is true , I should return the same 
courtesy and not tell anybody, because t hey might turn 
on Dlum and say, •so, if you had only used this, so 
t. nd so, everything would have been all right. " 

.'/hat ' s the franc t oday actually? 

165 to the pound - e .0)02 . 

(On phone) Bello . - Thank you . (~onversation 
•ith Bull follo~s : ) 
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Cordell 
suu•s 
Secretal')' I Oh, the Secretary' a eolling r ~t on. J'ust a ao111111t 

please. 

IIIIJr: 

Cordell 
Bull: 

BJ1Jr1 

8: 

Bllr: 

Hello. Hello. 

Hello. 

Hello, Cordell. 

How are you feeling? 

H: 

I'• pretty well. And you? 

.Ul right. ~I .... was over 
I didn't know you'd called. 

in J'udge lbore' s office. 

811Jr: 

a: 

That ' s all right. 

wey, pretty fair. 

I!IIJr: Yes . 

H: •• • of solid rest . 

How' s llrs . Hull? 

We had ten t o twelve days 

I!IIJr: Cordell, this French th 1ng is boiling. 

a: Yea. 

••• 

BILJr: And I've had a long talk - one a t five o'clock this 
morning - your friend Jlr . Kennedy called me. 

8: I see. 

811Jr: .And he just called me again. 

a: Yes . 

BliJr : And I•ve talked also with Cochran and I'd like nry 
much to have a chance to talk to you - just the two 
of us . Bow, what would be a good time tor you? I'd 
be glad to come over an:r tiae that suits you. 

Yea. Well now, I•ve got J'obn Bourse unfortunately 
eoaing 1n here on the Brand matter at 
eleTen o t clock. 

8: 
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aii.Tr: Well. 

a: Ah • • 

a.II.Tr: How about - han :rou anything right aft er lunch? 

8: lfo . I could get in here,· '881 1 at - three? 

811Jr: Three? 

a: Wou1d three be all right? 

B.IIJr: I'll make it all right . 

a: Well , or we could u.ke i t a quarter before three. 

SII.Tr: Whatever :rou sa;r . Three o ' clock? 

B: Three o ' clock. 

HIIJ'r: At :rour of fice? 

a: Yes. 

BIIJ'r: 1111 be there at three o 1 clock. 

H: All r 1ght, then. 

I!II.Tr: And, in the meantime I'm Just going to s i t tight. 

8: 

BIIJ'r: 

H: 

HIIJ'r : 

8: 

HUr: 

8: 

Hllr : 

Yes . I see. 

Ont'ortunatel:r, the thing is getting hotter - the 
Wall Street .Journal. II8J1 Just got this message !rom 
his lfew York office that the French Preaier announced 
that the stabilization of the franc rests with the 
decis i on with London and Washington. 

I see, Yes. Well , I guess the thing is pretty 
l ivel;r over there. 

Yea. 
Well, all right, Heney. 

I'll be over at your office at three o'clock. 

Three o ' clock. 

Thank you. 
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vlll1 t NOnder a bout toe fr~ nC rot b.,i!\1! Str ong in 
the l i ght of that k i nd o f stuff . 

·•ell - I mean on account of tnc <.li f fer<:.n c e t n time 
a cocsn 1 t make much d i f t'ennc<' . I mu ~ t he day 1; 
ov"r .ln Lurope . I me£ n ••e m.lrh t Ju!t t c s ·~e ll .•. 

Ttke ti:te . 

(. 'r_, .<lotz) Tel : llr . t t.me,H tnr ton account 
r t r.o: .r.tn· n~ t i :>m 1 situt ti >n t.1· t .111 !\EvE to 

b,; .:· t~ec. off • 

Y~tl .<no.1, t .ley ' r-. such be r h• , tuw.;: 1 . un the eve 
u. ·. Jl.)<Jncin:; t nese tnt• rn; 1 • •:t nlcn ,. r~ ciesignca 
t.) · trengt i1en t he fr• nc l nu noruJ! 1 cy s 1:>t:lc. s trene th~;n :t, to lut it: 1..,;, .< out tntt t r1c, 1 roo _oing to let i t c;o 
to 175 - one nona is t hen 1 luyin;• tL' inst th~ other . 
"" , tnis t'r&nc .voulJ ht ve l>ecn s t ront: ntJ i t not b een 
1' r t 11 those <;<O:l i b&r l tL ly in: .' irr J h£ ks . 

• r1L . 1 r'E even t· l kin: of ~ )J; t r· t is , thrre n<.s teen 
. ... nu •n of 2.)) 'lr .,co:l' , · n tnt,., h no E. ssur: nee 
tn, t tn .. t t~ l.t Of :C..)J W )n I t b• ,:in t:> tr.l • ! >"Ct. i n 
t n..>tnt:r ft·• wee.ts or t ... "~~n tn . 

:ius 1 t bt!en offi chl tL l it? 

l'rll'l !Cenne5.:1' S t!tl~ , if' y~Ju ~no..:.l ... scniJ ~ mejSC:t._e 
~o tn" n todey t~ t .<e C! n not. no" e ;;ree th: t to 
l t tne rr~nc go is Aithin t~u s.lrit of tnc trl­
•.rtite c.greement- thc.t ' s tn .. • t;: 'JOl. f EEl toJt.;• , 

you c.JEY feel differ endy so~~ other dF-y - an:! th~> t 
u ft-ol , tMt being so , if tlhJ .. Ln t to s t< in the 
~rlp~ rtlte c.g r eement t ne)' ou:;nt to use Lll :ne!>nS 
t vt l lt.ble , .'thi.::h ne~ons tneir gola or t>ern .. ps some 
~tnJ of exchange control 1!' tlt ~Y wtnt t o do it, in 
· n effor t to .teep .vitnin t.nc t ri;)[r tite ~greement, 
~nt~h oul<i sh oil t ha t you Noulu n"t. rul~ them out 
lf tuty used somo: .tine! of e x.:n ni:• C.lntrol - t hl- t

1

:; 

.rt. t tn.,y .~hnt t o .mow, r nd yJu Just sit ti!;ht on 
t!l~; t . nnd I t ninlt you could !:. t · ..l£SS~>&" ll.Jte tn~ t 
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off today or tomorrow, ~s you see f it. And t ha t 
would make them then st&ll f or time themselves, end 
it would a t least carry them over this meeting in 
Home which the British ar e so much worried about. 

George, you kno•.v , the terrible t hing from an opera tor • s 
viewpoint is to look r• t this 1narket , Jffiow the market 
is t erribly short on fr1.ncs, then see this program 
set, and tney put out the decrees that should str eng­
then the f r anc and &t the same time drop it to 175, 
tnen all01~ i t to come b~<ck aga in. In other t:ords, it's 
b p~rfect set- up for the mLn that ' s got the snort 
;-osi tion t o cover in, wait for his :JOSition again. 
• he ~nole thing is set up as a pt radise for the 
Sj)eculators . 

•·n .> the specul::.tors i n f r ancs &re not Just the pro­
fess i ona ls either . 

Yes . Now, as I 3lY- I didn't s o as f ar as you went . 
I ' m Just saying that t> s an oxonango man, 1vithout 
coing any further. 

Pt·ofessionals are defined differently in Fr ance . 

uell , look, l et me just ask you this . In advance 
~f seeing !Jr . Hull, do you t bini< I ought to talk 
t o t he French? I think 1 better nol o everything, 
bec&use the d~ i s ~one LS fu r as Lu~ope is concerned, 
isn't it? 

1 don't knos "'hether ln your t~llt wi th Cochran he 
(Ot t he impression th£ t ile SllOUlU tell the French 
that you•re going to sit tight today. 

Oh yes . Oh, in my message t o htm I say th~t very 
definitely . 

I see . I d idn•t know thBt . 

;·;ell , 1 mean in my message I say her e : 

"Pleuse inform Uarchandeau that : 

"1 . r was very much snoc~ed and surpri seu at tbe 
message which Merchanaecu sent me . 
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"2 . t a i d not consi de r t h<· t under t he tri p&rti te 
tgreement we bad been c onsulted, but tha t h e bed 
simply i nfor med LIS . 

">· :.e will execute a ey orders on Tue sday t ha t we 
receive from the Fr ench t o b~ or sell francs, but 
in uo .nz so we in no \'lb~ a c •. uiescc in the ne.i Fr e nch 
.•ro.JDSf l , end , 1i'lile I t :, re~ ill ·Jo this Tucsduy , ,,e 
Fr., n.lt co=i t ted b eyond Tuesllt y . " 

.. :. ...ut r .,,:; eoncering no.v- it. .:s Vte over !;here rna 
1.11 y ' v~; _:ot to ~bte the 1r !)lr n~ no orders for 

. : 

• J . I. : 

... ~ 

:t. 

"' •: 

. Jr : 

t 

t.o 1~rro11 . 

l tnir'l.. thf t furtner Ct.blt: til• t CL.3t! OVtr mer ely 
..otr~;ngtner.s your or1,;1m 1 u"cision, ;;iuch w:. s t o go 
in tnL; pt.r ticul· r in~tlnce VLr:r slo.-. ly o.. n.! bufore 
you l.t.t" L nove b" surt tn t )OU 1 ve cot. t concensus 
o 1' ll .• ir.ion. 

I ·.·.; :1onJerine; •'li1Cthtr tn• t .:1 hh sho:..ld b<.. r"ne:.·eJ 
fill ' t.morro·.: . 

I tuln.t 1 t •• i ll be cone ton1Lhi . 

I nJ t tu_ ti . .:tc ., ou o tn· t , f)t t. ln tnis oth.:!" 1<ieu 
o !' lru'ormi~ tneo 1, il you · nt. , to the "f."c~t t m.t 
v )U .ouL n.:>t. c.:>nsi~ r 1t C.lntr~ r•y ;o t he trip· r ti t e 
':r, in th!!ir effor t t o lnt• in tneir pr tsent ,>oslti:m, 
t .. :1 s:~:uld .ieci~c to .JUt ln c ~.'u at;~ cont:-ol. 

~n fte:t .... 

"n: ti"le you cf n see hl, (l·rtn.:n /nbuss~ o:-) t.>1S 
,Jrn_no? 

oolu t t:me'? 

vut thft b~nk thing snor t - t.he bt.rut thin;; . I mnt 
,,t 1 to oring Beaulie~: .1tn rd:n . Ho" l ong co you thi nk 

.:>u_:ht to give ni!!!? I t h1n·t tht Fr"nc;. >.:nb~ ss: wOr • · • 
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~unrt~r of 12 . And will he bring Beaulieu Ji t h h i m? 

Yes . 

I used t his example t o ),Irs . tdor gcnthau in expla ining 
this thing . I sa i d , "I t ' s like you ' ve got a conf i­
•cntiel clerk tha t you khO:t is going to the cvsh 
J r l.::er t.nd nelping hi.:Jself, but you d on• t say so . 
Dut he ' s constantly t~k!ng r l ittle mor e a nd l i ttle 
~ore , a na the loQ£er you t~it to fire thtt fellow, 
t •. ~: mor e d ifficult it i s . " No", we kno• thut they ' ve 
b~oen doing th.is thing . They ' ve been going to the 
c· sa .:rawer, taey •vc been steLling L little on the 
sloe, f nd the longer .,e s it ther~ l' nd Pc<;t:iesce the 
tore difficult 1t i s f o r us suduenly to get nobl E and 
s~y , "You cE.n1 t do thn t . " I mc~n it ' s just - well , 
tnrt Cl>Snier C<n S E.Y ' n·.~ell , :.lr . Uorgentnau, you 
:ne; I w;,;; go!n.; t o the c•.sn Jr• 7/er ; > ou s•ooa by 
• p.J .,.~ tcned os go t o this ct sn d r~ ·•"r f o r t :o ye;.rs . 
::o . , suu.ienly ov~:<rnieht, ,·vu get up on :rour high hor se 
to nd you get mor&l on tDC tn<.i sLy , •1 won ' t stand for 
tt l " I mean it' s -you soon b vco.ne & partner of the 
r.,llow who ' s g olng to th.., c~ sh •r u ;, er . 

&o the French ~<rrtbessaaor 1!1 cotning "o"n . 

bonnet called nlm from Pt ris Lnd ~;ske.i ni:n to come 
;~o .. n 6 no express t o you th~ gre1 t i'l,>Ort~nce , et 
cct~r~ , ~nJ expl<.in th~ blc~gro~~d t~d so on . 

(On ,>hone) SecretHY Hul., _;,lccse . 

n9r0~0s o f your (H~rrison) rtm~r~s, th• Se~rtt~ry 
stiu yesterd&y thBt "" .1er e .~orking f or toe rong 
:.;ov .. rnment . 

uorKiDg f or .>h~t? 

Th~ Secrettry ssid , afte r looklnl this ~ ll ove r , he 
nuu d ecidea .~e :.ere hOrkint; for tne ,, rong .;ovt.rnment. 

t.Jot Jonn Lt: .. is co:nlnt; in ~oL Ll , so I c•n ' t move it up 
. .lu~n . 

(On ~hone) Hello . 
t c 1.< to ... 
Gooa morning . 

aello, 
Since 

\',he ' s t n tre? Let ce 
R~n.:.l: ..... . ile:l , 5cr . ..:ht 1·u . 
ttlKing t o ~r . Hull , toe 
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French Ambassador has asked to come down. He 's 
coming at a quarter of 12 •1tb a direct aessace 
from Bonnet. I 1 d l1ke •I'. >Bull to have a r epr e-
sentative here. Well, that ' s up to Ur . Hull . 
Have Mr . Bull have somebody here at a quarter of 
12. Thank you. 

Huh? 

Gooo stuff. 

He said, "Do you want Or. Feis?• 
-· . 

I said, a: ·•-= "i :t6 llr. Bull." 

'//ell, I tell you wh&t I'd like you people to do, 
if you wouldn't mind. Thi~ you (Harrison) Hill be 
a vailable from half past three on? 

(Nods yes) 

uill you come back, and aft er seein& Bull ~1e can talk 
this thing over again. Suppose you drop in here a t 
half past three. If I'm not her e , Just come in here 
t. nd s it down. 

All right, sir . 

, 
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ra011: .&1Mr1M& ""'eeey, Parh, J'ruoe · 

DATI: - a, 1918, 10 a.a. 

IO.a 188 

RUSH 

JROII OOOIDlAlf • 

.t.!hr I M4 had a telepboae oall trca here~ 

llorgmtbau, I •w Rueff at the 111J11etry ot J'ih!loe ehorUy 

after twel"u a1clll1gllt. 

I tol4 Rueff ~t I had ooaaamioah4 111D1eter ller­

chandeau1 • aeeeage to Secretary llortmltheu. I .td that 

t be l atter had 1aetruoted. ae by telephcme to gi're the 

followil:lg aeeeace to the lliahter ot J'iaaaoe -

J'iret. ne •••-se had been a shoot to bia. 

Second. Under the Tri parU te .lgre••t tile paru .. 

thereto are wppoeed to oone\llt, bllt thet euoh notice bJ 

111n1eter llarob&ndeau wae not,1n Secretary llor geothau1e Yiew, 

oon111l taUon. 

Third, In the o1rouanuoee Secretary llorgeothau 

bad not yn had ttae to oou1der what poeU1on the UD.1te4 

Statu Tr .. eu.ry would tate. 

rourth. Oil Tueeday the Aaer1ou au\hor1Uee wo\lld 

oonU.aue to RJ 0~ eell oa order• reoe1Yed frca the rrenoh 

autlloritiee llu\ that thle eb.o\lld not be taterpreted ae 

.. utAc nat t11e tr•IIUJ' aoquteeoed. 

nnll. Oil !'llee4&1 he would ooa.a1t with the BrU1ell. 

81X'G. Ia 4ue ooa:rM he woU.d &4Y1ee ille J'r8Ddl ae 

to wta&t lle IIU teoi4ed to 4o. IIJI UO!IOW 
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BIIOfiOI no, 10, ... of ... ,. S, 111111, :trOll Parle 
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Ruoff a4e a 1101io of tlaooo po1Dh bot~!. u J:D&l1ola u4 

1D rrenok. I 11&4o reforaoo 1io Jlarchancl.oau• o nat•en1i 

h ae ..... ,.. aco that 1715 wae lllllJ a apooul&1iora' 

rate, an4 aa14, turtheraore, tbo.t e1Dce tbo.t Uae I ha4 

bad no def1Dite inforaat1oD froa tbe Kin1etry of F1D&Doo. 

Re ine1ete4 that UDt11 on SUDdaf he hiaeelf 41d not kllow 

of MarcbaDdoau1 o deo1o1on. 

After t h1e Ruoff wet into the pr1Tato apo.rtaente of 

llarohandoau, which are in the aaae building ae the office 

of the Ki DieterJ the KU1ater ne i n be4 by that time, 

but Ruoff gaTe hia the aeoeage froa Secretary KorgeDthau, 

lhen Rueff oaao baolt he eaid that the IUnieter bad 

1ntende4 hie decilion upoD the 175 rate to be acre or le .. 

in pr1noiplo and ne no1i to be applle4 UDt11 he h&4 ha4 

a reply froa Secretary Korgenthau, Ro had iel\184 no i­

struotione to put 1ihio deoieioD i nto effect. 

!he I aalte4 Ruoff whether I ooul.d 1nfora tbe Sec­

retary of the !r•-.ry 1no4htoly ill&t Jlarobelldoau would 

not giTO i notruoUono on Monday to puoh the rate to 1715 

pending word froa Secretary Morgen~. I broupt to Rueff' • 

attention the faot that he -• preset when the IU.a1eter 

had C)Olte wi til •• in the at1iernoon, an4 tbat there bad bee 

no ai~UDdora1iand1ai 1iho K1D1ater1 • etat•eD1i 1ibat on !u&141a7 

he W~Duld p&t 1iho plAA 1D1io otfoo1i. 0!1 1ih1e po11l1i I -• eo 

poliUTe 1ill&1i Ruoff before he aanoro4 woa1i &&a111 1io 1iho 

1111D1eter, 

liD UO!IOI !'10, 
nLBOJ. 
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pAJIAPIIJU81, UCJIIC8 1'llllll RO. 181 Or KAT 3, 1131 ftUil PAJlii 

Be tol4 • wb& he - b&ot tlat tlae 111a1ehr ... t )ate 

approaoh to be a 1.u1ae OODeuUaUoa. Be ea14 lae Will 

taU ao atepa to put b1a o•tuplah4 plaa i n'- opcaU• 

before be baa wor4 fl'oa t he Beoretary of tho Tr•W%7; 

boweorer, he allltecl tbat tho latter aooiat hia bf Mkiq 

1110h reply ao -• aa he ooul4. I aa14 that they ohoul4 

expect no reply oa Tlto8Ciay aoraiq. .l oatopu41J11 

atateaent wao put in by the rronoh that if unforeeee 

preaaure aacle action iaperatiYe before they pt the reply 

of the Beoretary of the 'fr•BUl'y, they would oo-1oate 

with ae • 

.After I ba4 tbia talk with Rueff I oaae t o the 

l'laba .. ., aDd at aal15 thie aorllilla reaobecl the 8eoretary 

of t ho 'fr•aury by telephcme, an4 p.'t'e hia the illfor-uoa 

set forth abo't'e. I &110 tol4 Booretary lforcenthlaa t hat 

the deoreea to be 1eaue4 thia aornilll - reluaaa on 

whioh were beiq 41etribllh4 while I waa at the Jlill.ietry 

of rill&JI.Ce - woU14 iao:ba4e aa 8 perceat 1noruae oa all 

of t he fe4eral taxea ia rraaoe. 

Ia aoooH&Dce w1th the requeat of Seoreh.r,- lfors­

tllll.u, I l:la't'e thia aorai.a talked w1 ua Blltterworth OD the 

telephoae aa4 I p.'t'e )aia a • ary of the foresoilll• 

I aeaUODecl to Buttwaw ~ that I lla4 reoei't'ecl the 

Departaoat•e telep• Be. a•? of .., a, aiclD.ipt, aD4 

leara .. that tile _.. aee..- lla4 beOD eeat to hia. 

DD IIIO!IC8 ,_. 

ll:UII 
Wu..C8. 
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~ble i 688 , Parh, dated l!t17 3 , 19381 See. 4 • 24 .PIIrAfraph 
l !!Ul"t i n plc:ce of ( cmhatou) "&Qd • l ine 5 : 

· ba-.e epr . .. e4" . 11111 theu r-~ .D,. 
•o::el:or tt leo , aQd haYe 8Xpl'eoaed.,.,. ._. ~e 

I haun•t ~. ret ii&4 Uaa to .. ...., cw. 0 

which appeared. thia aCil'Jiiq, but I will giTe a ~1 
later. 
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Re the Depe.rtaent' • 347, aeccnd paragraph. I venture 

to recall that the Dalad.iar GoYernatDt oaaa i nto office 

on a platfora 1n which control of capital aOYeaenh wae 

oppoaecl. I haTe aet forth 1n T&rioua aeeaagea the belief 

of French and other mODet&ry authoritt.e, (oaieeiOD) 117 

own :pereon&l opill1on, that it would not be effective to 

haTe control of capital aoTeaenta in rranoe 1f onlr of 

a mocUfied character, and that eTen 1f auoh control were 

made 4raat1c the desired enda would not be ach18Te4. 

There haa been an exodua fro• the countr)' of most of the 

liquid capital, and control aatlwde would not induce it 

t o return. It is hard to conca1Ta of exchance control 

eeaaurea be~ effic1entlr and affeoUTal)' ada1n1aterecl in 

a oount r)' where currency a:pecul&toro appear to en.j o)' oloae 

relatione w1 th off1ci&la of the Oover1111ent and where fiaoal 

eneion baa reached a higb state of expartna11. In the 

1nduetriea and aeour1 Uea of :rranoa, there ahould be reallf 

good o:p:port\1111t1aa for 1DTeataant. fila GoYernaent whi ch 

11 now in powc, or aoae other :rranoh OoTernaent, eyentu.all1 

will have to areate the ataoephare naceeaary for reT1Tal 

of ccnf1danca an4 capital repatr1atioa. It will be a 

tr•andoua r e11J101l&ib1l.itT, in a)' 111114, to pre.-e to augen 
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to the rrcola. Gcwer-nt tbat anr •r•t• lilr.tl)' to en4 vp 

ill exohaD8• oont:rol be 1nt:roduot4 in rranoe. 

UD KESIAQJ:, .. 
WILSOI, 

IA:L11 
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a-.lr: Bello . 

Operator 1 Congresaii&Il Woodrua. 

B-.lt: Bello • 

Congr esslllllll 
:oodrwu ltr. Secretary. 

B-.lr: Bow are :you? 

'l'ue&d8J' 
~ 3, 1938 
10 144 •••• 

·. 164 

1: P'ine . I 1a sorry that there was a little mixup 
down here ,-esterdq . lliss Lonisan came over without 
any noti ce to us and ~re. Just loaded up to the 
h~ts. · 

8-.lr: We11, what happened anyway? 

W: Sir? 

mur: What happened? 

W: Well , we didn't have a chance to get her in tor a 
personal bearing, but I asked her - I asked Jlr. 
Shields to arrange t or her to c ome oTer and t o let 
me talk with her and get a statement troa her. 

IrUr: Pine. 

t : I'll bring it be~ore the co.Uttee. Row, the 
s ituation is this; I looked into i t • • • 

BliJr: Yeah. 

'if: We alread)" have the authority in the b~l - we bad 
it· in this ,-ear and we'll baTe i t in next ,-ear - tor 
them to do this work. 

BIIJr: Fin e. 
W: WPA has the authority t o ll&ke a1ocat 1ons tor that 

sel1'-he1p work it they wish to do so. 

BliJr: I see. 

1: So what we ' ve got to do is to sell Barry Boplt ins 
on the idea. 
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aliJ'r: That's what i t 111. 

1: You see what I mean? 

RJIJ'r: I get you. 

'1/: But I ' m going to have her colll8 down. We didn' t 
!mow she was coming and we had LaGua.rdia and • 
John L. Lewis and William P' . Gr een and all that 
bunch on our neck, you see? 

BIIJr: Well • • • 

1: And a lot o~ congressman too. So we were just 
sweating blood. 

BIIJr: Well, I think that • •• 

1: 

RIIJr: 

W: 

RIIJr: 

Yl: 

BliJr: 

!i: 

Wr: 

1: 

I was sorry that she - ah - ... 
Well, Kr . Woodrum, may I say thill? 

Yeah. 

I talked to Aubrey Williams last night. 

Yeah. 

And God !mows, I've done enough tor those fellows 
tor their organization and I personall:y - nobody 
else - I personally called bill either two or three 
times and made the arrangement. See? 

Uh huh. 

And then he goes and I th~ - forgets about i t . 

He didn • t ~ollow through on it you say? 

lSS 

H!Ur: He didn ' t do ~thing . He said he told Corrington 
Gill but Corrington 011l tol d a111a Lanigan he didn ' t 
!mow anything about i t • 

... 
•• • 

!!IIJr: 

1 : 

BIJr: 

No, I don't he d i d • 

What? 

I don't think he did mow aJ11th1ng abollt i t . 

And - ah _ t hen the:T tri ed to illp:Q< that you weren' t 

in ~a't'Or ot 1t, see? 
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aiiJ'r: 

W: 

I!IIJ'r: 

'li: 

aiiJ'r: 

1: 

RY.Tr: 

BJIJr: 

t : 

lniJr: 

II: 

RliJr: 

'II: 

BIIJr: 

W: 

- 3 -

Oh, well, I- I couldn' t taka her rilrht 11bet1 
she call8 over without notice; we didn't have any 
i dea she was coming until she showed up at the 
committee room and we had ••• 

Well •••• 
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You know the s ituat ion when you ' ve got people l ike •••• 

I know. I d i dn't !or the minute because after all, 
while we don' t see each other very often when we do 
i t's always been very pleasant. 

Oh, you know it. 

And right !rom the first day I came to town you ' ve 
always treated me like a gentleman. 

Well, I'm here tor that purpose. 

And I 1 ve tried to reciprocate. But I did think 
there was - I agree with you I don ' t think that 
the Hopkins people want it. 

No, we didn't have any idea that 141ss Lonigan was 
coming up until she showed up at the committee that 
morn ing and we had this schedule made up there just 
press ing us t o report this bill, you know. 

Yeah. 

And, as I told - but I 1ll tell you this, that 
there won't anything be l ost over i t • • • 

No. 

b .use I ' d r ather talk wi th her personally • • • ec 
about i t ••• 

Yeah • 

• , . and get a l ittle statement and I'll talk with 
the committee about it. • • 

Al.l r 1ght. 

But after all the thing 1s goin.g to r evert 
back to Hopkin; and what his attitude on i t 1s 
going to be because we have authority in the . 
bill now that they can go ahead with those pro~ects . 
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ft)Jr: 

l" • .. 
8)1Jr: 

'1; : 

BJIJr: 

\ : 

HII.Tr : 

\'1: 

H!IJr: 

1'1: 

HJ.Jr : 

Yl: 

HliJr : 

1: 

- 4 -

Fine. WellL .ay I just explain IIY posit 1on 
once more. This takes care ot a group ot people; 
tbe poor deTUs arm1t being taken care of :In any 
other way. 

Yeah. 

And that ' s IIY only :Interest. 
• 

1S7 

Well, I think - I quite agree with you and I think 
it • a a very tine thing. 

And your people down in Ric~nd have got one ot 
t he finest demonstrations I eYer since and I've 
been there. 

Yes. 

And it's a wonderfUl demonstration, - and they're 
taking care of these people at a 11in!Dum cost. 

Yes . 

And, right there in Ri chmond they've demonstrated 
it~ be done. 

Sure . 

Now that ' s ., only :Interest. 

Fine. All right. Well, I'• going to get in touch 
with lliss Lonigan and we'll look after it llr. 
Secretary. 

I'm very IIUCh obliged. 

You betcha. All right, sir. 

HliJr : Thank you. 
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Prosent : 

loiAY 3, 1938 

11:45 am 

The French Ambassador 
Dr. Fe18 
Mr. Taylor 
!~r . Lochhead 
l:Z.a . Klotz 

HIJ ,Jr: I t hought your Financial Attache would 
be " ith you. 

168 

Ambassador: 
pect hi~ certainly 
succeed i n getting 

He is away from Washington. I ex­
t his a fternoon, ~ut yet I did not 
hi m. 

Hll,Jr : I am at your sorvice. 

Ambassador: Well, sir, as I t ol d you , I got a 
t elephone message from l1ons. Bonnet about 10 o'clock 
t his morning in which he asked me to ask you for an 
audience in reference to a certain meaeag,,whioh I do 
not know t he exact contents ot , but which has been 
brou!;ht to your attention by your Financial Attache 
1n Parle. 

HJJ ,Jr: llr. Cochran. 

Ambassador: The French Gover noent gave h1m a 
~esGage for you. The French Government thought t hat 
he di d not tell me what it was - - it was 1ndispens1ble 
and that he would like to know at t he earliest date what 
you t hink about it and he asked me to tel ephone him back 
after I had seen you what your impression is, if you can 
tell me some t hing , but the reason I do not kno" what it 
1s about 1 s that lions. Bonnet was very discreet on the 
t elephone , which was wise. 

Hilt Jr: Yesterday af ternoon we got a message from 
!:r. llarc&ndeau (Cable 683) . I think U you {Ur. Loehhead) 
will let t he Ambas sador r~ad that part of the message it 
"ould be he lptul. 

(Ambassador read Cable 683) 
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HY~r: After reoe1v1ng that, Ur. Ambassador, 
I phoned . Cochran - - 1t must have been about 12 
o' clock last night , Parle time --and told h1m that 
I 1788 -- what were the four things I told him? 

Mr. Lochhead: (gave the Secretary Cable 688 
from Cochran. ) 

HU(Jr: You (the Ambassador) might Just oa well 
sec th1sCablc 688) because th1a 1a Cochran reneat1ng 
to oe what h1a instructions were. That took piaoe at 
o1dn1ght last night, French time. 

(Ambassador read Cable 688) 

Hll~Jr: ldr. Cochran ~tot that meaaage to l!r. 14ar­
chandeauetween 12 and 1 oTclock last night and then 
t el ephoned me back i n which he sai d as a result of that 
message t hat the orders had not yet gone out to put the 
franc down to 175. 

Ambassador: Uhm. 

HU,Jr: What they must have done, they must have 
withdrawn the orders, because in the earlier cable they 
said t hey were doing this and yeatenadr, last night at 
one o'clock, Ur. Yarohandeau must have withdrawn. 

169 

Well, today the franc has been around 164-165 and 
we Just gets orders today to support the franc . It's 
r oughly, today, between 163-164 to the pound and we have 
been told that the French are not having great difficulty 
t o keep the franc at that rate. 

Ambassador: Uhm. 

HM.Jr: Now , or course we have tried,ever si nce 
the new Government has been 1n we have asked repeatedly 
what their plans were and repeatedly they told us that 
they did not know and every time 175 francs would come 
up t hey would say no; there is nothing to that. I don' t 
think I need tell you t hat I have demonstrated a number 
of times that I want to do everything that I oan, within 
the United States law, to helpr your Government. 

Ambassador: 

.. 
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HU.Jr: These aren't Just idle words . I have 
done it again and again. We have stretched t his thing 
until the Tripartite -- until she almost broke. 

Frankly , I was very muoh disturbed lnet night be­
cause I fe lt that if the French Government had this in 
oind t hey should have consul ted with ue, which I thought 
that t hey had not. I am simply t elling you this. Now, 
right at t his moment I nave no message tor Mr. Bonnet or 
!or ur. Uarchandeau. We are studying this matter very, 
very carefully and we have not lost our interest in being 
helpful to your Government whenever possible. We are 
still just as anxious to be as h~tul as we ever were . 
This has come so suddenly that we d~1 t k~ow just how to 
evalunte it • . We have not yet had an o~ortunity to have 
an answer from t he British. 

Ambassador: Uhm. 

HM,Jr: I doubt whether I aet an answer before to­
ni~ht or tomorrow because of the difference in time. I 
rAve not yet heard from them. We only heard from them 
late last evening, so in view of t he sudden announcement 
and proposal , rather, of announcement, I just need a little 
time and certainly before I come to any final decision I 
uill want to confer with your Governoent. 

Ambassador: Yes. 

HU ,Jr: I will want to confer before I come to a 
decision. 

Ambassador: Uhm. 

HU ,Jr: But I do that think in as i mportant a de­
c1s1on as this, all three Governme nts should have ample 
time to study t he nroposal, particularly i n view of t hese 
ne.r decrees, which· we still haven ' t got copi es of • I mean, 
t he onpers carry brief notice and we have not had a chance 
t o read t hem and 1! these proposals are what they seem, 
t hen I should think the French franc would strengthen. 
And it just doesn't make sense t hat coming out with these 
very stror~ financial decreesJ you say on the one hand we 
are goi~ to collect taxes, 8~ more, and on t he , other hand 
you say Ybut the franc should weaken' and I can t make the 
two t h ings t1 t, 
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Ambat,~dor: r rom what I infer I thlnlt we are 
now Just ate l1m1t and it you made'ut to t ake a 
higher one it might be over. They oan' t make a stand. 
Uone. Bonnet told me on the phone that he thought th1e 
thing wat ind1spenai ble; that they had no ohoioe be­
tween what he apparently said i n hie meeaage , that i e, 
eatablieh1ng a control of exchange, or Just let it drop 
to 175, whioh we hope that ehe should be able to lower 
her rate in effect of new decreee and it he should, 
what I th11ik you call some lla.l.---- {French word) she 
might not be required to go into control ot exchange. 

HK,Jr: Is that marginal recovery? 

Ambassador: We would s ay in fencing .... 
Dr. Feia: Elbow room. 

Ambassador: It you are fencing, you would say 
you may retreat when you step forward again. 

HM,Jr: I think, Mr. Ambassador , I need more 
time, I have not had a chance to hear yet definitely 
from the English and I have not had a chance to hear 
from the President. 

call 
that 

Ambassador: UhJn, 

HW,Jr: And if I 
you at tbe Embassy 
you come back. 

have 'anything i n mind I will 
and ask you,it you don't mind, 

Ambassador: Oh, yea. Certainly. 

HM,Jr: But please tell Mr. Bonnet that C1 inter­
eat in France 1a Just as great ae it ever was, but he is 
making it a little ~ore difficult tor me. 

Ambat!ador: Yes. I understand that you want 
proper coneu tation. That the notice given was not con­
sultation and that you have of course in the course of 
consultation first to know the point ot view and second 
to study the French Gonrnment which may be repcrouaaione 
of new decreet. 

sr~Jr 'l'he French Government rtiBJ I feel differently 
tonight hey go through todaY and let s a&Y, either 
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1t does not coat them anything or they may gain a litt le 
trance. They may feel different tonight about this 
mat t er t han they d i d last night before th6 decrees were 
out. Now 1~. Lochhead, who has charg e of our Stabiliza­
tion Fund, up to this moment we have hAd no request to 
tuy or sell francs. Absolutely dead. And if we went 
t hrough tha t way today , let' s say it did not cost you 
anything at the end of the day , your Government might 
feel tlifferently. 

Ambassador: Yes . 

HU,Jr: I appreciate it has been costi ng them an 
cnor.~ous sum and naturally I am eympathetio. 

Ambassador: Yes. 

172 

HU.Jr: But I can' t help but queation the efficacy 
of per mi tting the franc to continue t o f al l . It that is 
.-oln~ to give you stabili ty ..... 

Ambassador: I was under t he impressi on that t~ 
Stabi lization Fund has exchanged some resources. Cur 
Exohsnge Fund is not exhauated. 

Hr. Lochhead: No , they should not be exhaust ed. 
I t hink they still even have a little on bal ance since 
t~e t i me the new Government onrne in besides t heir p~v1-
ous resources. 

I'J! 
1
J r : We have quite a lot of gold here belonging 

to t he French. 

Mr. Lochhead: I don't know over there whether 
t hey would call 1€ Stab1l1r.ation or General Fund. They 
use it for stabilization, but I can ' t eay whether it is 
Bank of France gold ornot. 

I'.U
1
Jr: Supposing Pro eident Roosevelt comes out 

w1 t h a new program a.nd we think it io going to be very 
helpful and i mmediately on the morni ng of the announo~­
ment \Ve start t o push the Government bond market down. 
It seems t o me t hat you would be want ing to do Just t he 
opposite . You would want to show a s trong franc to 
show that this 1s the reception t hat the wor ld is giW.ng 
to these new decrees. Well received anA you have a 
str ong franc . I nstead of that the Government wants t o 
automatically push 1t down. I can't understand it . I 
Just can' t under stand 1t . 
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Ambassador: Juet from what I understand, he 
wnnted more or leas to step baokwarde to be able to 
eten f orward& afterward. But of oourse what Mr. 
Poincare did in 1926, don1 t you think at first he 
lowered t he exchange more certainly considerably be­
low the point t~t he got eventually afterwards? 
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!Pldr: That -• a long time ago. A lot of 
things ~happened. You see, thie has been going 
on t or three years and you have loet 2f billi ons gold. 
l!ut, as I say, what might have looked very blaok at 
t:~idnight last night, maybe t his afternoon it may have 
a 11 t tle B1lver lining. · 

A mbaasador: Yes. 

HM,Jr: So, if you would permit me and if I have 
some message, I will get in touoh with you after four 
o' clock. 

Ambassador: Please, certainly. 

HM ,Jr: I can reach you t hrough the Embassy? 

Ambassador: Oh, yea. I will be at the Embassy. 
As soon as Leroy-Beaulieu will be in Washington, of course 
he will come to see me and I will send him to you. 

' -· HY.Jr: I f he just woul4 stay at the Embassy be-
cause we phoned him yesterday and asked him to be here 
today . 

Yr. L9ohhead: He had already left. Apparently 
he was comi ng down by motor a nd the weather was none too 
good. 

HM. . Jr: I see. All right , sir. 

Amb~tsador: Yes, I think he 1& motoring and the 
landscapes more oongen1al than the landscape oD the 
international sea of exchange. 

will 
I am very gr atetulto you for your weloooe and I 

send baok your message. I will tell Mr. Bonnet. 

IDl.Jr: Thank you verymuoh and my personal regards· 

• 

• 

0 

Regraded Uclassified



-7-

(The Ambassador left.) 

HM,Jr: What's this story about t he Financial 
At tache? 

llr . Lochhead: We telephoned yesterday morni ng. 
H1s office said he was already on his way back to Wash­
•.ngton because he wanted an ap:!)ointment tomorrow after­
noon. Then we got hold of the Embassy this morning. 
Tr~y said he's motori ng down. 

Hll Jr: At least , I am going to eit tight. Ur. 
3ewley wlii undoubtedly have a formal answer for me. 
It will not, undoubtedly, come in until late ton1~::ht . 
Arter I see Ur. Hull tonight , I will say t o them YI need 
anot he r 24 hours to think it over and we will continue 
to do business with you on Wednesday, but I need another 
24 hours to think it over.' Now, if dur1nF; the next 
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24 hour s theoe fellows -- and the franc stays where it 
1B and it does not cost them very much or if they should 
be lucky and gain a little bit , may be they will change 
their mind and I need so much elbow room, but you fellows 
(State Department) need not worry over there . Certainly 
I fll.ll not t ake t he move of putting them out without giv­
ing you people all t he chance in t he world to talk. I 
will not do it without first cabli ng the President, which 
I !:ave not, and I am more than "ill1ng to play t he Democra­
cies to t he end. I realize the t errifio stakes. I wish 
I t rus ted Sonnet, which I don't. I wish t hey would not 
:;1ve out stateoents like t hey did , t ha t t hey are waitir.g 
on t he Engl i sh and ourselves, whioh t hey gave out; caoe 
over from Paris. And t hat does not help matters any. 

Now the ~~using thi~, in view of the worst news 
domestically -- we have had steel otf again t h is week, 
automobiles down, everything t he wor st - - our market is 
up l t points. Now if that makes sense, I would 11l<e to 
know it . Isn' t this worth while gambling with anot her 
day , j ust to s it tight7 

Dr. Feis: Yes. I don't think you are gambling. 
I can ' t see that you are injuring t he situation by pro­
ceeding as you have proceeded. 

Hli. , Jr: And I did not in anY way t i p my hand; let 
thee know X waa d isturbed. I want to think it over; 
still teel kindly disposed and still oant to do it, but • • • • · 
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Dr. Feis; The only conceivable way in whi ch 
that method ot procedure might have an adverso effect 
1s if these fellows had in mind a ---- (French word) 
technique , moving wa:t down, devaluing, strengthening 
there with the hope of stimulating considerable inflow 
ot capital at that point i n covering. I suppose that 
technical manouever 1s past. But that ' s secondary 
Md whether it would have worked or not, I don ' t pre­
tend to say . Just speaking not as State Department, 
but as an eccnom1st, I think the only fact that 1s not 
getting enough attention is t hat one fact that Uoniok 
cited in his cable -- national income of 200 milliards, 
total obligation of 110- 115 milliards and largely , I 
t hink , influenced by American thought , these fellows 
as part of t heir program had in mind sor.lething that 
woul e further move up prices and the total flow or in­
cooo while l eaving costa where t hey were except tor t he 
new decrees and they may have decided on cutting t he 
franc ae one element in the general economic program. 
T~t' s the one technical consi de r ation and against that 
I can see •• .. 

Hll . Jr: lf they had that i n mind yesterday was one 
day they must have known it . They could have gotten this 
t hi ng Saturday. This is what we want to put over. We 
1'1111 put our cards on the table. 

Dr. Feie: The only excuse is the terrifi c contu­
sion in the Cabinet. But I wholly agree that from their 
or.n point of view, perfect misery, and there is no damage 
bein; eone by t his. 

175 

Hll ,Jr: Is France today the France of Poincare? Is 
the etr ength there? 

Dr. Feis: The Job of trying to bring capital back 
t o France and getting French production operating is in- 1 

finitely more diffi cult than in Poincare's times. I do~ t 
know wh ether any Government can pull it oft· I fear no • 

Hl.! ,Jr: Well, all I can say is as of 12:15, ,I t~~ 
we are a ll right so far and when I go over to see UrUa b • 
by t hree "e will know more about this situation. b e 
there wiil 'be a note in from t he English. There mayt 0 a 
telegram in from the Presi dent . Now it ' s t oo early 0 it 
tell 11hether i t' s good or bad, but from our s tandpoint 
cert ainly wasn ' t bad. 
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Mr. Lochhead: And I don 't think it has cost 
t hem anyt hing t o do 1t today. If it had cost t hem 
to keep the rate at 165 , 1t would have been di f f erent. 

Dr. Feis : That ' s the exchange point of vi ew. 

ID.l~r: Our mar ket 1e up 1.87. 
are no le s . 

Cert ainly there 

Dr. Feis: They have finally decided that recovery 
has begun. 

HU ,Jr: Are you going out modera~ly .~~eertul? 

Dr. Feia: I do.plead for a little attention 
to t he econoiliic possl. b111ty alongsi de t he exchange aspect . 

HU ,Jr: And don' t forget economics at home t oo. 

Thi s is the ~ay I feel . These fellows have been 
going to tbe till so l ong and we have been kind of cl osing 
our eye, but i f we keep letting them go to the till , after 
a "'hils if I suddenlf get moral and say,' You can' t keep 
goins to t hat drawer he wi ll say, 'You have been letting 
roe do it for a year . Why do you suddenly get on your 
high- horse? ' The l onger I wait, the more difficult i t 
is to keep them from going to that drawer and after a while 
! become a partner in that drime. 

Ur . Taylor : You have been t hat tor a long ti~e. 

HU ,Jr: No. They have played pretty well within 
t !:e rules. 

Dr. Feis: And I think one of the ironical aspects 
ot it is I can make a f ar better oare for t heir action in 
~o\ng down to 175 than they have ever made t o you. 

HM J r : That ' s what burns me up. And what burns , 
me un i s tRey ar e so blanltety- blank stupid that t hey don t 
t ake" t ne method of really cont rolli ng thi s thi ng by going 
after these people who send thsir money out and send i t 
Just to escape . 

Llr . Lochhead: 
was well expr essed by 

Exchange control in the general marlte t 
- - that 1t took 2500 

• 
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hones t Germane to run an honest exchange in Germany and 
he did not think there were 300 honest Frenchmen, 

Hld ,Jr: And on that bao1e, I should go a long and 
trust them. 

171 

Ur. Lochhead: Uy point is you can' t bar 1t out be­
cauoe you are a fra id of their honesty. 

Dr. Feis: It t h is arms raoe continues to mount , t hey 
cust control capital move~ents . There is no alternative. 

Hll ,Jr: All ri~ht . Let ' s say t ha t they should do 1t. 

Dr. Fe1s: I r1~ht along have sai d that they should 
Go t. 

HU ,Jr: Well , in the meantime , you can buy a franc 
at 3. 03 inst ead of -- what would it be at 175l 

Ur. Lochhead: About 2. 88. 

HM ,Jr: 3. 03 1s the Mor genthau franc! 

oOo-oOo 

• 
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Hay 3, 1938 

Present : 

l!r . Taylor 
l.!r . Lochhead 
Dr. White 

(Arter llr . Be wley had deoarted . ) 

HU.Jr: Well , ne had a lon; oal a ver ~ith t h e 
French a~ they sai~ What do you ~&nt to kno~i I 
s~id , I t1ant to ltno., why you are doin!; this . The 
only Stloerfici a l r eason you a:-e doin"' this i s for 
trade adva ntage . ' Oh, my God; no!' Then , WhY 
are you? 

They are g oing t o te l ephone back and maybe ~e 
l'till get a reason . Be .. ley s aw reason and I said, 
At lenGt we have gained a day a nd a day gained is a 
day gained. Tomorrcm , I don ' t know. 

I n vie•t of that caole which car~e in from 
Wilson , \7h1ch says that the Com:nuni sts and Extre::~e 
lt'ldico.l Socialists are the onl y people 11ho want ex­
cnan~e control (Fe1s let me ready it, but he did not 
il" ve copi es -- Wilson sends a cable that t h e only 
peo9le ~ho rt1ll .-o a long on exchanre control are t he 
~oo .unists and Extre~e Radical Soci alists, end t hat 
you can' t g et t hat out of this Governcent . What ' s 
t!1e use of sayin,; -- it '70Uld be l1ke saying t'o l!r. 
RoosPvelt , Unless you ~ive 1p your tra de treaty , re 
tton ' t do s o and so. W"ni le Cordell Hull and Presi­
dent Roosev elt a re here, we won ' t r,1ve up the trade 
trruty . 

L!r . Ta ylor: They have pol1ticol commitments 
so it 1 s i mpos sible for them to do i t . 

ID!,J r : I don ' t see, Harry , I t hink the last 
24 hours , if I say eo my.se l f, I don ' t :.h1nk 01e have 
lost a lot . 

Dr . Whi te: No. I t h i nk up to now, I am will -
1~ t o concede a chance. You are in a more difficult 
s i tuati on by view of the fact that everybody else is 
t aking a different attitude. 
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Ur. Taylor: I think you have done just right . 
I t hink tomorrow you have got t o get around to saying 
a little more , because you sca.red hell out of them 
whi ch is fine. That's exactly right. Now, afte~ 
they know and tell you what t hey will tell you, which 
i s not going to add anything tR your own knowledge, 
they are going to say, This il Rame technical type of 
move that you made when you felt it was good to de­
sterilize gold to give a fli-up t o other measures. 
That' s ,.hat I am guessing. 

Dr. ~nlte: There is t his possibility: that 
in atteiiiJ)ting to ana.,er your question they !l'.aY find 
t~~t t heir answers are not so ~ood . They the~elvea 
may find difficulty 

Ur. Taylor: I t doee not make Any difference. 

Or. 1'/hi te: I agree the del ay has been all to 
t he good . There 1s a al1r•h t possibility t hat today 
they d i d not lose much, w1 th every reneon why they 
should . They can' t say 1 tremendous pressur e' Then 
•·hy d i d you lose only 60 or 70 ,000 pounds? 

Ur. Taylor: 700 ,000 pounds . 

HM ,Jr: That is not an awful lot. 

Dr. White: But ~hPy ca n' t keep that up steadily. 
They st ill can' t say t hat t here is tremendous p~essure 
on the f ranc. Ther efore, they oust ~ive some ot her 
rea son, and that would be d ifficult . 

Ur. Taylor: As I sa i d before 1 you sc~ed hell 
out ot them, and t hat' s tine . That a just ~nat they 
need . 

Dr. 'Nil1 te : Do you expect anything more tonight ? 

HM,Jr: I am oxpecting a call from Buttel'\'torth. 

oOo-oOo 
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~~ Aaerl- Ma .. ,., P&rh, J'raaoe 

DA'I'Ia .., a, liM, •-

JO.a .. 

8'1'1.1 O'I'L T OOJJIDII'I' IAL rat 'I' Ill 810Rft U T AID 

UJD:IRIIOitftUT. 

·· ' 185 . 

I refer h U.e waeaUoa •4• 1ll telep-aa J o . a•? 

troa the Deparben't, paraa;rap.b two, alld &lao to the lad 

par&&r&Ph of hlegraa Jo. 888 of liar : . 10 a.a.., troa -... . . 
Coo~u. I •••ture to aallaU the follow1Dg tor5 JOIG% 

coal14erat101l. 

AllJ •-eur• for esoban&• ooatrol .baa beea ooae1atentlJ 

oppoae4 b7 the Jla41oal 8oo1&11et PartJ, w.bloll torae ~· 

baotbone of the preeeat ~er..eat ae well •• the Oeatar 

paru .. wh1oll are wpporUag t he ~eraaeat. 81lpport tor 

tha e&ch&lll• OOIIlVol 14 ... 1e fOWI4 colJ &aOJI& the loo1&1-

hh an4 to a le .. er deer•• aaonc the Oounmhh. I 

pereou.ll7 bel1ft'e that a larc• -~orUJ of rrach op11l101l 

h ooDY1aoe4 that to begia u ch&Jl&e ooatrol would be but 

to besia ••11111"•• ot renra1nt which would lead to an 

ecOGoaio and fla&no1al 41otatoralt.1p; the latter in turn 

would 1aft'1tablJ 1•4 to a 41otatoralt.1p 1a the pol1t1oal 

f1el4. ftetlt.er er not I u r1glt.t 1a tlt.h op1a1oa h aot 

the quen1oa; what 1e 1aportut 1e that thle op1a1on h 

w14elJ u4 aiaoerelJ .belll, u4 U acooate tor the deep­

roote4 lt.oeU11 '' unr4e u,.th1D& alllllS the eso.b&llC• ocotrol 

14ea. 
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to 4o h to R•t• o01141Uca• wbloll wOI&U r .. toro ooatlll•"· 

ft1a. tbero w...:aA lto atvaouoa fl»r ... oatlal oapUal to 

return to rraooo troa allroa4. luoll •oaiiU'e• •• would 

create p•JOilolopoal olletaol .. to ibe repatrlaUoa of tlaalle, 

• • f or e:~a~~ple \be appearuaco ot a lte&lDDlq of ezollaJIIe 

control, would o'"lOIIlelJ lte ooatrarr to tile pollOJ of 

oroatlaa o01lf14aoo. 

WIL801. 
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rROMa AaC'iou •••.,., l&r1o, h'uoo 

Dl'l'l: llay 3, 19M, uooa 

10.; 880 

ROSH J'ROM OOODU 

:. 

r 1a1 . '• 

At a ra-te of 183 1/3 to tho po\llld exollugo tra4iq 

opened at Pario banlto. I waa told by two tradero tb.at 

t he .. riu of deoroeo whioll -e publiollecl tb.ia .rlliag 

bad bee d1appo1uUag to tho •arltot, aa4 that thoro !la4 

derolopo4 a n«rYouo oOD41t1ou on the aarkot • 

. U 1iwol•• DOOil I Tiaitecl at tho Bank of J'ruaoo. 'l'!lo 

coatrol by thai hour !la4 gh'oa M ,000 poudo. 'l'ho ra1i0 

had •oTo4 to 185 and there waa an apparollUy gro11'111c 

d-.nd for oterl1Jli• 'lhile I wao at the Bank of rranoo 

t he Bank of I:Dgland telophollod an4 reported tlat ill Lolldoll 

a r~r wao ciroulatillg that there -• 1-1ant ua 

important ob.&Dp i ll rrea.oh •olletary polioy. In an 

effort to hold tho rate to 18!5, tho rrenoh control ta­

struotod tho Britieh control t o ooll 100,000 pOIIIlde. 

'fhilo I -• at tho Bank of rruaoo tho QoTernor, 

Fournier, oaae ill· He waa qui to norToue and allltecl when 

they oOill.d apoot 1f&ah1Jicton'o reply. Offioi &le of 

tho Bank of rranoo roallaecl that tho dooroeo had rooOi'fecl 

a poor reoopUon. 
'fiL801. 

EA.:LII • 
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Secret:::ry of StatE, 

I ·ash:!ngton. 

ORAY 

London 

DatEd May 31 1938, 

Reo 1d 12:25 p, m, 

For 9ur?OS £S of rEcord t hEre is briefly set forth 

bel ow the ma :•.n points of the Ambassador's telephone 

r epor t of llis convtrsa tiona with the ChancEllor of thE 

Exche~ucr and thE Prim£ Minister: 

(One) ThE British Government is definitely against 

thE i m,ooi t i on of an exchange control by France, that 

they arc o,pos ed to it not only because it cuts across 

basi c l i ber al principles but bcoaust th(f do not believe 

the French can work such a syst em. ln their view it 

would mean t hE worst of both ~orlds , for dcsp1tc cxchangc 

cont rol tht f ranc in thEir ot1n1on would be depreciated 

nny way, 

("11o) Tht British mainta i n that they arc just as 

nnnoycd ~ s 11c arc about thc French notion, but they art 

prepared 

t-

• 
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Pa3E 2 , #366 !rom London 

prepared to overlook it bEcause they arc profoundly 

convincEd tllat it would bE n Grave m1stok£ tor poli tic!!l 

as \ltll 03 f inancial rmsons to brenk up the 'tripnrti te: 

J~ccccnt , p~rticularly on the occasion or Hitler ' s 

visit to llusaolini. ThEy point out that British tradE 

will bE much more adversely affected than Alll:rican trade 

and tl'_nt ''it oon 1 t cost us any money"to ncquitsc£ in 

the Frcnc::. action . 

(T:t-.ree) At thE 3c:JDE timE thE British statE t hat they lJ 
will not do a nything unless we r.zrEt and they exprcss10d 

the ho!)E th .. ".t , n our r eply to thE French 1'1£ would urgE 

Frmoc to t alC£ otcps to put hEr house in order . 

The =r itioh want vEry much our a nswer by thi s after-

ni'Cin or toni Jbt . 
KENJIEDY 

CSB 
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Stortto.ry or Sto.tE, 

Washington. 

RUSH. 

367 1 May 3 1 7 p. m. 

GRl.Y 

London 

~ 190 

D:~ttd Mo.y 3 1 1938 

Rto'd 1:30 p. m. 

FOR TREASURY FROll BUTTERWORT~ . 

British TrEasury statts that ~rtnoh art pushing 

thtm for an answEr and that thEy in turn whilE not 

dtsirous of pushing us would likE to know whtthtr 

our rtply can bt ExpEctEd t his EvEning. 

KENNEDY 

DO&: :CSB 
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OP' N&W YOIItK 

DAn .. J' 15, l Nf, 

SULI&CT• !ILIP!IOII COtiURI!A'fiOI UD 

B.lllK or nucs 

•r. Cari«Uel called ae at 1140 p, a, aud aaked what waa 

doing in the market, I told b.1a t hat lit the -ent &oo, ooo tranca 

were otrered at 1502 15/4. aud t hat sterling n s 498 13/18. Be aaked 

what t he London-Paria oroaa- rate would be at thoae rates and I told 

~1111 about 1M. 715. Be then uked me to hold t he wire tor a m.in'iith _ 

and then came 1:1 a gai n and uked me to alter his order to bUT trance 

t or today from the bash of 185,115 to the pound net t o hill\. to 18&. 12 

net to him t or up to 1010001000 franca and 1615, 88 net to him tor an 

unlimited amount . I told hia that we would be glad to comply with 

his wishes . Re t hen asked that we call him at bia ho•e (Carnot 4.3158) 

1t anything ot importance ahould happen. 

' ' I 

,. 
• •• 

•• ., " , ,., ill 
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RE FiUJICii !.IONE.TARY SITUATION Vay J, 1938 . 
J:JO p.m . 

Present: 

H . ~ . Jr: 

Lochhead: 

H. ~ .Jr: 

Ur . Taylor· 
ldr . Lochhead ' 
Mrs Klotz 
Mr . White • 
t&r . Harrison· 
~r . Knoke ' 
1Ar. Gaston' 
Mr. Oliphant ' 

I saw Mr. Bull , and Mr. Bull had just seen Feis 
who brought him up t o date, and he said after ' 
talking to Feis and tllinking 1t over tru:.self - be 
said he'd continue on a short-time basis in a 
manner in wllich I pr otect all my rights and wait and 
see wha t would happen. And we discussed t he t hing -
•.vhether we should say, •Good until cancelled" or 
simpl y say, •'Ne 111 do business with you on Wednesday.• 
And he thought that was a very good way, to notify that 
:te 1 d do business on Wednesday . But we need more time . 
And pray and hope somet hing will happen which will give 
us a little light. And be thinks we 've got nothing to 
lose by waiting and we may get n lucky break. Very 
quiet - and tha t's t he way he feels about it. Per­
fectly s atisfied, and complimented me on what I've 
done up to date, and felt t hat so f ar what we had 
done wa s t o hold them up close with a tight rein, 
and that till three o ' clock this afternoon i t was 
good. 

So I thought what I would do - I would csll up 
Cochran &nd Butterworth and tell them t hat we'll 
do business for them till Wednesday and I haven't 
hear d from the President yet and I 1m just waiting 
to see what happens, need more time. Then, in order 
to be courteous all around, we 1ll let the French 
Amba ssador know. I f he wants to come down, it1 s all 
right . 

Beaulieu \Yas outside. 

Would you (Kieley) call up the f rench Ambassador and 
s ay if he could come right down I ' d be pleased to 
see him, and toe same for Yr . Bewley of the British 
Embassy, please . 
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s.!I.Jr: 

Oliphant: 

B.!f.Jr: 

Tayl or: 

B.U.Jr: 

Taylor: 

I!.!I . Jr: 

Barr1son1 

B.li,Jr: 

Harrison: 

-2- 193 
(0aaton aDd Oliphant eoae in) 

I was satiDC, Ill'. Hull simply a aid tbe tb1ng to do 
was to sit tigbt, do business ror another 24 bours, 
and hope that we get a luclq break. 

Been no additional information since we met tb1s 
morning, bas there? 

llo . 
I 

I think I d take a message like this ror tbe President. 
"President of tbe United States •• • • • - -is there 
aey covering message wbicb would, make it easier? 

You've got that SWIIII8ry f rom 

Ies, Butterworth. 

Butterworth. 

All right . 

"For tbe President of tbe United States.• Send 
cable number 366. 

"The following cable from Cochran gives you a brief 
summary of whet the French - tbe Bank of France did 
today . • That's 693. 

"Arter discussing tbis whole situation with Cordel1 
Hull, we have decided to notifY the British and tbe 
French tbat we w111 continue t or another 24 hours. 

"Hull. and I feel that we have everything to gain by 
going a1ong another day wi tbout coaing to llD7 decision, 
and that by doing so possib1y we may get a luclq break. . . 
•I would be pleased to receive aey suggestions that 
you have to belp guide me in this extreae1y difficult 
situation.• 

(Copy of message in final form is attached) 

Kay I make a suggestion? 

Sure . 

Has he got, or bas be got any way of getting, tbe 
impression that rou got from ICenne<l¥ today about the 
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B.!I.Jr: 

~arrison: 

lUI. Jr: 

Har rison: 

B.li.Jr: 

Harrison: 

Knoke: 

Lochhead: 
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attitude o! the Britisb? 

Yea, that 1 a in the cable. 
the British OoverDIIle.nt is 
exchange control. 

That gives a SUIIIIIBry - that 
against the imposition ot 

That cable goes to him, 

Oh, I 1m giving him everything. 

Because I thought that was important, what t hey said 
about Rome. 

I have one thing in mind that I 've been thinking over 
during lunch, especially in view of that pressure 
t hey have brought to bear - that the French action 
on whether the !ranc should be lowered or not would 
depend on British and American decisions. And that 
is that you, in protection or yourself and the whole 
international situation - that you want to be sure 
not t o be maneuvered into the position of being the 
one fellow to break it up. · 

Now, the British, while they are jus t as sore as 
you are, have shown an inclination - •Well, let• s 
go ahead with them this time anyway,• and t hey 1ve 
pointed out to you as force!ully as they can through 
Kennedy the impli cations o! what might happen it the 
tripartite is broken up now. And I should think you 
want to be careful not to be maneuvered, either by 
the French or the British, into the position o! bei~.g 
the one to break up the tripartite, attar all the 
patience you have shown all these years, just at this 
ticklish time. 

I agree again. 

But I was wondering whether that slant in any message 
you give t o t be President might not let him know the 
line along which you are thinking. I tblnk it is 
the nub o! the question at the moment - more political 
than it is financial. That ' s just a thought. I • •• 

I don't think reference to Rome appears in Butterworth' s 
cable, does it? 

Yes, I think he speaks about it. 
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H.llt.Jr: 

Harrison: 

\\'bite : 

Harrison: 

White: 

Harrison: 

Oliynant: 

Harrison: 
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ft,,,. agreement, particularly on the occasion of 
Bitler ' s v isi t to Mussolin1 • . They point out that 
British trade will be much more adversely affected •• •• • 

Kennedy was pr etty vigorous on that this morning; 
made all his emphasis on that. 

Tha t was on the assumpti on tney might be dropped. 
No such action 1s being taken. Everything is being 
frozen just as it i s. Therefore, I don ' t quite see 
the danger that you speak or. That is, there is no 
action being taken here . By not answering that letter, 
tha t does not indicate that they're being dropped; so 
that you can take any action tomorrow that the occasion 
warrants in the light of that tomorrow, but failure 
t o t ake such action today does not make that danger 
more 1mm1 nent. 

I agree with you, but I 'm wondering whether the French 
might not say t hatftwe decided on our own account, end 
studying our own situation, that it was necessary f or 
us to let the franc go; we put it up to the British •• • 
and the British have probably indi cated in their own 
way that they wouldn' t mind their doing so, and that 
they wouldn' t t hink that was cause for breaking up of 
the tripartite. Now, a failure to answer even for 24 
hours might be construed by the French as judgment on 
our part t hat we're not going to allow them to do what 
they think is necessary, and that t he cost of tneir 
going ahead without our approval is withdrawal from 
the tripartite. 

I suspect that they're so e ager to have the Secretary ' s 
good wishes and coopers tion and to remain in, that 
they'll give notice or any such intention, and t hey 'd 
hesitate to do 'it. 

I'm inclined to agree with you, but that ' s tbe only 
possible risk. 

The fact that the Secretary suggested an alternative 
to the British which the Frencn might follow tended 
t o put the ball - tha bot potat o back on the English 
lap. Now, is your point that, since no suggestion 
of an al ter native had been made to the French, we 
haven' t put the hot pot a t o back on the French? 

Back on the French a t all . 
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Harrison: 

l!.JI.Jr: 

Gaston: 

H.II.Jr: 

Gaston: 

\\bite: 

B. li , Jr: 

'lillite: 

B.li.Jr: 
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Well - 1 mean 1! •••• 

I don't know about wbat you said to tbe Frencb 
Ambassador . 

Nothing, nothing, I bad tbe lovely Job of baving 
billl come in here, and be bad gotten a telephone 
message from Bonnet, who said, "For Heaven's sake 
go down and see llorgentbau, tell bim I think be's 
a nice fellow." And be aaid, "I'm awful sorry, 
llr. Secretar y , I don't know wbat it ' s all about,R 
So we fished out one cable after another and be 
did his home work here . I'• not exaggerating. 

196 

R I don' t know a tbing - wbat it ' s about, except 
.1 was to come down and see you and express llr . 
Bonnet's •• • " so f orth and so on. So I let b1a 
read it and I said, Rl(r . Ambassador, we•re thinking 
this over and if we come to a decision or have 
aeytbing we'll let you know. But I 1m gi v1ng the 
matter very serious consideration." 

Now, if I put in at the end there, "llr. President, 
I 'm watching rAY step to 11 ee the t I don' t g et tagged 
witb tbe blame" - well, the President knows me by 
now . I tbi.nk I ' ll go one better. That very last 
paragraph - I'll cut it out entirely, because in the 
first telegram - cut it all out. 

I had the same obJecti ons that Harry didn' t express 
to tbe last half of that sentence. 

What? 

It seems to indicate tbat you bad no plan of your 
own. 

This morning you said you might consider the possi­
bility of indicating to tbe French financial attacbe 
a postponement • ••• • 

Oh, I kind of tbink that in view of all the oppositi on 
all the way around, that is unnecessarily putting rAY 
neck out . 

It does increase tbe risk. 

I mean taking what - tben there's the chance of these 

• 
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1/hite: 

a . ~ .Jr: 

Taylor: 

Wb1 te: 

H.'l.Jr: 
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people - now, if you're going to think about who ' s 
going to be blamed, I have made the suggestion to 
the British, the British have turned me down. Now, 
I made the suggestion to Mr. Blum as a matter of 
record . If Mr . Blum didn ' t want to leave that record 
in the Treasury ••••• Dut I think that may be, 
under circumstances, going a little bit too tar . 

Would it change the matter any 1f you could put 1t in 
somewhat tbe same terms as you put the French - instead 
of r ecommending, suggest. 

It ' s t oo late. We 1d have bad to start that way. 
Furthermore, the British don't want to go along. 

Of course, they make it difficult, if they don' t 
want it to work. 

Not only they don't think it will work, but the 
American Ambassador in London is vehemently 
opposed to it. And I haven't read it, but Mr. 
Cochran, they tell me, has filed a cable here 
that he ' s vehemently opposed to it. 

~verybody ' s turned us down on it. 

O.K., I just wanted to make sure that I understand 
your position. 

llou•re right, and if I bod started !!.§ novo, it 
might •••• Put it this way: if the French had 
given me a chance to catch lilY breath, instead ot 
notifying me five, six o ' clock Monday afternoon 
they were going to do this thing Tuesday morning, 
t hen I could have started out; but t hey didn ' t give 
me a chance, and they can't turn themselves . Since 
tben bas come in this cable from Wilson over there, 
saying that on a parity basis they ca.n•t do it. 
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FOR THE .. RE.SIDIIT Or filE UJITliD STATES 

ST!II CTI.X COJJIIDZftUL 

• • , J, 19)8. 
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R~CtiV~ AT 1 2125 P.». FO I.LOWI NO CABLE FROM BOTTERWORTH, 
LOMDOJ1 

• YOK TREASORX FRO» BUTT!RftORTR. 

• FOR PURPOSES or !U.CORD TUlAE I S B!li U LX SET PORTH 
DELOR THE llAIJ PO IriS 0 7 t ilE J.llllASBhDOR' S Tf L!PIIOU 
REPORT OF HIS COJVERSJ.TIOJ S I'ITB Till! C8ANCSLLOR OF 
!Uh EXCHE,aER AI D THE PRIJE WIJIGT~1 

• ( ONE) THE BRI~ISU OOVERJVtHt I S DEYIJI!EL! ACJ.I J ST 
Till:. I»?OSI~IOJ OF AN LXCllAIIOE. CONTROL BY F!UJ C!, THAT 
TH!;Y £,R£ OPPOSED TO IT J OT OJ I.Y BECAUSE IT CUTS &.CitOSS 
BIIGI C LI BERAL PRI!fCIPL~S BUT BP.Ct U!ll:. THEY 00 IIOT 
BLLI I?VE Tli!. FRE?lCB C/.11 r.o.u; SUCII t SYSTOI . IN T HP.I R 
VI EW I'r IIO l/LD liEAN TllE WORn OF BOTH ~'OilLDS , !'OR 
LF.SPI'rr. UCHA!IGI:. CONT!IOL THt 7flAliC I N TI!EI!l OPI NI OII 
•:.OULD Blo: DEPRECU':F.D ANY lrAY. 

• ( TWO) Tlil! B!UTISU llA IIT/1111 T lllll' TRt.X ARE JUS1 : S 
/.IUIOYrJ) ~S "SL ARE I BOUT THL I'RI!MC!i ACTIO!l, BOT Tlii:."Y 
J. RI! PREPI. ilED TO OV!RLOOI: I T Bl:CJUSE TBEX A!t£ PROFOOlfDLX 
CONVIICW '18/.'! I'I 'II OU!.D BE A GRt.VE 11157-AKb POR 
POLI :'I C .. L AS ;:EL;. t.S UUIICI/. 1.. !\I:.ASOI'IB TO BREAK UP 
lliL T!l lPAR'fiTC. .t.O!I&I!l!FJft, PARTICULAH~ Olf THE OCCAS I OI 
OF UI ':t.ba ' S VISIT TO llUSSO.LINI. THE! POIIlT OUT TBI.t 
BRITISH T .ilAD! WILt.. B ~- liUC8 UO!IE ADVERSELY APH~TED 
Tl!l.li t lll....'IIC..Ii TRADE /. llD TI.IJ.T •IT «Oli ' T CO:lT US AlfY 
~ON~Y ' TO AC,UI ESCE I N IBP. FRtNCH ~CTIOJ, 

• ( TUIU:E) AT tal. SAllE Till!: Tlil: Bllll'I GH STA'TE TI!AT 'IREY 
WIL~ NOT 00 AH!flii JO UJ .LtSS N£ AOREE AND TH~"Y EXPRESSED 
TUc HOPE THAT I I OUR REPLY TO TRE FRENCH nE WOOLO UROI 
FRA NCE TO T/.~ STE~S TO PUT Hu1 HOOSE II ORDER. 

• Tii.E DRI TISil WAIT Yl:.RY I&UCB OUR J,JIS?IER BY TBI S 
J F'rERMOOI O!l TOJIG&t. • 
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TIE JOLLOWIJO C481:.1 noll COCIIIUI OIY!S YOO J. BRIEF SIIIIWlt 
OF ftU' m! !A. OJ J'IAICI DID !ODAY 1 

•AT HALl-PAST J'IYI I BAD A TALl WITB TBR BAll 
OF F!UICK. COITIIOLIS IITM VUTIOI FOR tit£ DAY UP 
TO THAT I OOR IUD COST BETn:EI 600 000 AID 700 000. 
Tlil RA'l't IUIO! BJ.D BED .&&TIIEI lt4 l/2 AID ll5 FOR 
Tllh »>S! PART. .4FTEII TBJIBB 0 I CLOer; TilE DDUI D 1"08 
STI:.EILIIIO IIJ.D · OitTU> DOD. CA08f. OF f RAIIC SALES WAS 
PARTL! 1 1\0ll DISAPPOIIDEIT Ofil\ Til£ lnFJ'!CTI\'E 
CI:IJ.RACTER OF :rilE DECREES• AI D PARTLY BY PUR OP 
OPI:lU'fORS TllJ.1 !SiRE WILL BE COftiiit1!D DI:CLIIE II 
Tlil. PIUIC txCIUIO£ RATE. 

•BESI DFJ; 'IRE QPmA'l'IOIS DESCRIBED ABOVE• TB.E COITROL 
SOUOHT BELOAS I~~ORTAITLY POR •4TORITI ES 07 PRBJCB 
RAILWAY LOAIS. • 

AFTeR DI SCU8SIIO THIS ftBOL£ ~ITOATIOI WI TH CORDELL HULL 
WE HAVt DECIDED TO NOTIFY THE BRI TI SH ARD TB£ PRERCB fRAT 
WE ~ILL COITII UE FOR AI OTUlR 24 HOURS. 
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I!IIJr 1 

a. llerle 
Cochran: 

BIIJ'r: 

c: 
BIIJ'r: 

C: 

EDIJr: 

C: 

HMJr: 

C: 

RIIJ'r: 

C: 

Wr: 

C: 

Wr: 

C: 

B.MJr: 

C: 

BlUr: 

C: 

Bello. 

Bello, Mr. Secretary. 

Bow are you? 

Yea, !lr. 

Cochran. 

!Uasdq 
llq .3, 19.38 
.3&57 p.m. 

201 

Will you notif1 the French Treasur,r that we will ••• 

I don't hear you. 

Will you notif7 the French Treaaur,r ••• ? 

Yes . 

•• • that we will continue to do business with them 
on Wednesday and - in their b ebalt - under the 
Tri-parti te Agreeaent? Bello, 

... with them on their behalt? 

Yea. I mean we'll continue ·to operate under the 
Tri-partite Agreement in their behelt on Wednesday. 

Yes. 

And that I am giving tbi.s whole utter very serious 
consideration but I need at least another day to 
think it over. 

I see. 

See? Bello. 

Yes. 

And tor your own in!orution I've come to this 
decis i on attar a personal conference with llr. Hull. 
Ballo. 

Bello. 

I Man this 1a the combined Yiew taken by both Mr. 
llull and .,selt atter be and I bad a conference by 
ouraelYes tor a halt an hour. 

I sea. 
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C: 

alfJr: 

C: 
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See? 

Yea. 

Now, would TOU mind repeating what the m~ssage 
is please? 

I am to inform the French Treaauey that, TOU wlll 
continue to do business with them on their 
behalf' o.n WednesdaT. 

202 

I!IIJr: I ' m sorr7. We 1Ye got a bad connection. Wlll TOU 
repeat please? 

C: 

81L.Tr : 

C: 

I!IIJ'r : 

C: 

BIIJr: 

C: 

BIIJr: 

C: 

HIIJr : 

C: 

HIIJr: 

C: 

HIIJr : 

C: 

IDIJr: 

I aa to in!'orm the French Treasury here that 
you wlll continue to do business with them on their 
behalf' on Wednesday. 

Yes. 

That you are giving the whole matter veey serious 
consideration ••• 

Yes . 

And that you wlll require one IDDre day. 

At least one more day. 

At least? 

Bello. 

Yes . 

I need at least another day. 

Require one 1110re day to reach your decision. 
Right . 

Bello. 

Hello . 

I say I need .11 least another day • 

At least another day • 

Yes. I 
night . 

118
an I ~ not reach a decision by Wednesday 

See? 
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C: But 70u need at least another dAf? 

R)IJr : Yea. Jlow, another thing. Bello. Bello. 

c: Yea. 

I!ILTr: Cochran. 

c: Yea. 

Jmlr: Please cauticin them to be Yery careful in their 
statement - ah not to try to throw the bla• 
one place or another - ah - outside or France. 

C: I didn't get that. to please cauti on ••• 

HK.Trt 'rhe French Treasury. 

C: Yes. 

RW"r : To be very caretul in their publicity - I mean -
there was a statement that caae across on the 
ticker ••• 

C: Yes . 

HK.Tr: •• • that the French Treasury was waiting for 
l!'llgland and the United States to JIBke up their 
minds. 

C: 

BlUr : 

C: 

WIJr : 

C: 

BlUr: 

C: 

RlL.Tr: 

C: 

That ' s on the ticker, i s it? 

Yes. 

Is that so? 

Now I want to caution thea to be caretul •••• 

Yes, air • 

••• as to the offi cial leaks - do you get me? 

Yes , yes . 

I want them to be careful. Nowi I mean, we' r e 
doing the very beat we can but don ' t want the• 
to try to put out stories which will try to place 
the bl ... on either Engl and or the Uni ted States. 

SUre}¥ not, no. 
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aiiJ'r: And I can play t hat g .... also. 

C: R!iht. 

aiiJ'r : But I don't want to. See? 

C: 

BIIJr: 

c: 

~r: 

c: 

Well I'll get in t ouch with them yet tonight. 
I haven' t talked with them today. 

Yes. 

They did not call me so I t hought it better to 
wait untll I had some word trom you. 

· -·· Well now, you've got the message. . - . 
Yes: Yes, I have it. 

Hli.Tr: And we'll see wbat happens to1110rrow. 

C: All r i ght , sir. 

ID!Jr: And - now just wait one minute. 

c: Yes. 

(Shor t pause) 

HIIJr: Hello. 

C: Yes, s ir. 

204 

!lli.Tr: Up t o this time, which is tour o'clock, we've only 
had to buy one million and a quarter or trancs all day. 

C: One mill i on and a quarter? 

!!IIJr: That 1 s all. 

C: Yes. 

HIIJr: Which you !D4ht say is nothing. 

C: Yes. Well, at six o ' clock I sent you a wire giving 
you the latest figures whi ch I had •••• 

HIIJr: Yes . 

C: Tbat 1t had cost the• at least s ix or seven bundred 
thousand pounds. 

• 
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I!IIJ'r: Yes . We got that . 

c: You have that? 

BJIJ'r : Yeah. 

c: That is the r:l3ht f:l3ure. 

aii.Tr: Yeah. 

c: And I sent you a cable on the decree swaarlzing 
that . You probably saw it 1n the press too. 

!IIIJr: Uh bub. 

C: They're not letting 8J110ne talk mch in this press 
group. 

HII.Trl t1h bub. 

205 

C: They ' re faJ.rlY curr ent but they're not startling 
enough; they re not 1Jiportant enough to make anything 
s wing in the ·trend. 

BllJr: Uh huh. Well, we ' 11 hope for the best !or t oJDOrrow. 

C: All r:!3ht, sir . And I'll get this message to him 
tonight and that ' s all. 

BliJr : Thank you. 

C: All r:l3ht. Good n:l3ht. 

HIIJr: Good n i ght. 
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Present: 

Way 3 • 1938 

4:05p. m. 

French Ambassador 
14r. Leroy-Beaul1eu (Financial Attache) 
:.lr. Taylor 
l.lr . Lochhead 
IJrs . Klotz 

HU,Jr: Did you (Ur . Leroy-Beaulieu) have a nice 
drive down? 

llr. L-S: A little hot . 

HM ,Jr: Mr. Ambassador, we have been t h1rzing 
about th18 all day and I went over and talked to Hr . 
Hull about the matter and we need at least another 24 
hours . That's after thinking about it all day. \'le 
need at least another 24 hours. So if you would con­
vey that message ~o them, I would appreciate it. 

Ambas sador: Yes. I will phone. llay I add 
any t hinG or ask anything t hat you want to be more co~~ 
plPtely i nformed on. 

20S 

IC.!
1
Jr: No. They evidently took adequate oeans 

to toke care of the franc todaY and I just woul d like 
to -- after all, they took at least two weeks to study 
t his, ao I t hink if we take several days that isn't ask­
i~ too much time on as i mportant a mat ter as this. I 
~ean , I have dropped everything today to dev?te myself 
t o t h1B. 

Ambassador: Uhrn. 

HM,Jr: And it ' s so i mportant that I can' t just 

decide. 

Ambassador: Uhm. 

HU .Jr: And with t he President away, I have not 
heard from him. I have had no comr.nmi cation from him. 
And ao I hope they will continue tomorrow as they did 
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t oday. I mean, your Government to aupport t he franc . 

Ambaasador: or course , tha t may be somewhat 
more difficult for t hem tomorrow it aomethi ng has l eaked 
ou t. 

207 

HJ.I ,Jr: Unfortunately , ot course I don't know 
~here, but t he news service carried t he report that 
rr~noe was waiting on Grea t Bri t ain a nd the Uni ted Stat es 
to mak.e up their t~~lrxl . 

Hr. L-B: ~en dld you see it? 

KU. Jr: Hr . Lochhead can look lt up and s et you 
t .. e exact time . 

t:r . Taylor: Arourxl noon. 

I:r. Lochhead: It ••as in the newa report or t h e 
Dow Jones, Wall Stree t Jou rnal, t ha t t he French Treasury 
had stated t hat t hey were waiting t or the British and 
Ame rican Treusuriee to me.ke up their t<l1 nd as t o a lower 
franc . They me ntioned "lower level". 

llr . L-B: The newa came from Pa ris? 

r;r . Lochhead: Came f r om Paris. 

ArJbassador: When? 

::r . Lochllead: This nor ni rw. 

Ambaaaador: Since or before I saw you? 

I!r . Lochhead: Probably juat a t the same time • 

HM ,Jr: You {!Jr. Lochhead) can f i nd a copy or it 
and g ive it to t he Ambassador. 

l~r. Tatlor: I think it was before you were here 
beo:c.u se when came out or t h e office one of the boys 
came and ahowed 1t to t~~e. 

Ambassador: Uhn. 

:Jr. L- B: There 1s no sl)ecial point on much you 
r.oul d like t o have ~~rther intorcat i on? 
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HU ,Jr: No. They have Jus t toni~ht cabled us 
copies or the decrees . We will see t hose t omorrow. We 
have not seen ~hose yet, but they tell me t hey are on 
t heir way and will be here t omorrow mor ning. 

llr . L- B: I see. 

Ambassador: This morning I wonder whether I was 
~rong . I aSked you fir st t~~re were several things you 
~anted to make clear. One or theo or oouroe i s the de­
crees , the economy of t he new decrees. Tho second thing 
~as what exactly was the state or the Stabilization Fund 
and which you hope the Frenoh Ooverncent ocn reasonAbly 
hope to l<eep the franc a t ita actual level t~ into 
account the effect or t h e ne•t decrees •. .. . 

HM,Jr: Pardon ~e . I did not ask about the 
Stabilization Fund. You asked us di d we know how much 
rund was left 1n the Steb1lhnt1on Fund . 

Ambassador! No. Exactly that is t he certain 
matter I was perhaps wron~:: . I was umler t he i mpression 
that you were not qu i te sure t hat the French Government 
was obliged to bring t he frano to a level, t o a lower 
level . 

P~ .Jr: That's perfectly true. 
r.ccess ity. 

Ambassador: Yes. 

I question t he 

HU Jr: I questioned t he necessity of simultane­
ously wit~ the announoe~ent or these decrees or forcing 
t he franc do<m to 1?5. I still question it . 

Hr . L-i3: You mean to say , l!r. Secretary, that 
you doub t , or question, that the Fund has not got enough 
money to support t he f ranc a t its present level? 

HU,Jr : Please get this str ai ght. I am not ques­
tioning how much money is in the tund; not quest i oni ng 
what t hey can do with the tund , or any t hing about the 
fund . Now I did not rai se t he question about the fund . 
That o s - - I mean , if I want to know how much ooney is i n 
t he fund I could ask, i f I thought I bad the ri~~t to. 
I di d not ask bow much money or what the fund wi ll do 
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or a nything about the tund . What I do say i s I do 
wan t to st udy that by forGing the frano down t o 175 
ar e you putting in the practice of comPetitive devai ­
unt ion. I mean, are you doing it for" a competitive 
advantage which , under t he Tri partite Agr eement , we 
agreed not to do. In other words, arc you put t i ng 
it down to 175 i n order to get trade advant age? 

Ur. L- B: Oh, no, I don ' t t hink eo. 

Arnbassa~or: Oh, no. I don ' t believe tt~t 
but !ron what Uons . Bonnet said he did it because they 
r eally had to choose between continuation of devalua­
t i on • ..• 

209 

Ur. L-B: I t hink, Ur . S$cretary , they did it -­
of course , they are trying to do it and they ere asking 
you what you t hink , because nothing is done , onl y because 
there has been so much talk abou t it and i f they do i t 
there w1ll be return of capital , but no t alk about t rade 
advnnto.ge . 

Hll ,Jr: Talkin~ as Governments and not as individ­
ual3 , the fact -- I can say t his, as one Government and 
not as one i ndivi dual - - the faot that t hat does not ·make 
sense to me as a Government a l action is what bot~ers me . 
I an not talki ng as an i ndividual , but as a Governmental 
action it does not make sense . And that ' s ~hat ia both­
crinc me and , therefore, I am question1n~ nrAt 1s t he 
reason for f orc! ng the ! r ano down t o 175 . After all, 
••e ·have other members. Belgium. Wha t does this do 
to 3el gium? What does t h is do t o Holland? And the 
~reeoent - - after a ll , the sPirit of the Tripartite 
Agreenent was to stet> this comoe t1tive deva.luation for 
trade advantage . That rae the spirit and t hat nas t he 
idea. Now on three hours' notice t he French Government 
oroposes to drop i t from 160 to 175 and I , who may be 
affected t he least by it and who could stand it the moat, 
ask why and I sti l l have not been able t o answer 1 t to 
myself. Now, the f act that you a re suddenly going to 
drop i t and le t i t come back , agai n talking as myself , Just 
does not make sense a~ I can' t convince myself. ltaybe 
after I have 24 hours t o think about it , meybe tte wi ll 
decide it's all right , but in t he mean time I have not 
hcd a chance to hear from hi m end we s i mply -- nor mally 
1t you are goi ng to do a. t hing like this on liondaY , they 
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uGually notify us on Friday and ~ get a couple o f 
days to think t his over, but to give you t~o or three 
hours on a move as unusual as this is, t he Governoent 
Just does not have time t o think. It the Freno."t Gov­
ernment 7an t hrow any new light on t h1a thing 1t will 
be most nelptul. ' 

:Jr, L-B: Yes . 

Hli ,Jr: It will be most helpful. 

2iO 

Ambassador: The reason I mentioned sta'b1lh.ntion 
fund has perhaps nothing_:~ do with the questi on which I 
..,as r aising. rt was iAhe French Government had not . 
a t the present time the means of keepi ng t he franc so 
hi gh. I don ' t know what our r ates might be t rona tech­
nical point of view. 

Hl! , Jr: I don't want to r e.1ee that question • 

. Ambassador: But if it i s a q•teat i on of general 
policy, i s it a quest i on of being practical or i s it 
i mpossible . 

m!,JS: It t he French Government says t hi s is a 
carefull y t ought out plan which we can put through and 
I can become convinced of it, far be it troc me t o tell 
the French Government how to adnini ater their affairs, 
but that ' s just what I am tryi rw to weie;h and trYing to 
t ni nk over and it ' s a very unusual action and, as I aay , 
we can afford to be unselfish about it because t he franc 
going to 1?5 to t he pound Nould not have an i mportant 
effect on our economy , but 1 t ' s Just the example t hat it 
sets to other countries. And lfhatever the period is -­
t"o or three years now -- all currencies have been more 
or less stabi l i£ed, due to the Tripa.rtite Agreement , and 
ae aoon as one Governoent breaks away t here i s no telling 
hoa many will follow suit because they will sBJ 'If the 
French Gover nment can do i t, whY can't we? ' Then we 
start all over again, each country lowering i ts currency 
until we have cocolete financial chaos and to S3Y you 
nre going to drop' to 1?5 and catch t he speculators and 
push it back t o something else -- t he unfortunate part 
la for t lfo weeks the soeoulators have been saying it is 
Going to 1?5. Not 1?4 or 1?6 , but 1?5. For t wo weeks 
i~rchandeau has been denyi ng t hat. But the speculators 

• 
Regraded Uclassified



- 6 -

have been constetently saytng 175. And 175 tt is. 
Now t hese speculators knew what it was going t o be 
and for two weeks they have said 175 and tor two 
weeks llr. Marohandeau has vehemently denitsd it but 
it turns out to be 175. ' 

Ur. L-8: I see your potnt. 

HM .Jr: One ot the t hings we all agreed u'Oon 
was we wanted to do away with the i nternational snec­
ulator in foreign exchange and I can' t help =~t think 
this plays right ir. his hand , nnd t hat ' s why I need 
core ttme . 

Ur. L-B: Yes. 

HM.Jr: As I say, tn our country here, u!) t o a 
cinutes ago , we deal t in 1,250 ,000 frances. That's 
all the trance t hat have been done today , which i s 
no t htng . And there is no s!)eoulation on this side 
nnd I wi sh you would tell that to llr . Bonnet. l~ mil­
Hone . That ' s nothing. So whatever speculation i s 
t aking place ts not in the United States . 

211 

I~ . Lochhead: And 1 ,000 ,000 of t hat l~ millions 
~as French order. 

Hll ,Jr: The French Governcent. 

~~. Loc~ead: Well , came from French sources. 

Ambassador: That 's one million dollars? 

Ur. Lochhead: NoJ l t millions francs . 

Hll,Jr: Ot whi ch, Ur. Lochhead sai d , 1,000,000 
come from France, so you mtght say t here was practically 
no dealing here . So the speculation was not on this 
aide . We are .. atching tt very closely to see that they 
do not take advantage. 

Ur . L-H: Mr. ,Secretary , I have not got anything 
official to tell you, but I should like you to have in 
mind that we a re not doing that for trade pur!)oses be­
cause I know it i s not the aim of the French Oovern~ent. 
You tnow t here ~a been ~ch t alk in financial circles 
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~11 over the place telling us to t he pound 200 francs 
so we have let 1t drap unwillingly from 130 to the ' 
present level. From 130 to 165, So perhaps the 
French Government thought if it could hold it more 
closely on the new basis, on a ne~ level, from finan­
cial point of view •• •• 

1?5 as 
200. 

llr. Lochhead: I don ' t think you can pick out 
being e. good t1gure. They are already t alki ng 

Hll ,Jr: They are talking 200. And please, Hr. 
Acbassador, don' t go a~ay ~ith the t hought t hat any 
?articular figure, whether it be 1?5 or 165 or 185 or 
~00 , we are not i nterested in any one figure. We are 
interested in mut ua£ stability. We are not going to 
pick a number. 

lir. L-B: I see. 

HM,Jr: We are only interested in getting finan­
ci a l s t ability, i ncluding Belgi um, Holla nd and Switzer­
land , and I wish I could con,. ince myself' that by letting 
it drop you people can anap it back again. Because we 
started t his thing around 125. It's ~etten steadily 
norse Steadily worse . And from the fi sures and es­
t i~tes t hat we have, you people to do business don ' t 
need 1?5 t're.ncs. 

t:r . L-B: You t hink the franc is already under­
valued core or less? 

HU Jr: We can't make any estimat es to sho11 that 
yon need t?s to do business out side ot' France. I mean, 
that at a lower t'ranc that you woul d not have favorable 
foreign exchange. Do you t hink you need 1?51 

ltr . L-B: Well, I think it is nlltt~iternal point 
ot' •riew believing the franc is at present overvalued a t 
lts present value, bUt I don ' t kno11. If t'rom i nt ernal 
point of view, ot' debts ot the country and roads, i t 
r.~ay be . 

212 

HU Jr: That ' s the situ~tion . 
24 hours to think about it. 

We need at least another 
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Ambassador: or course we are going to teleohone 
Sonnet . I am a bit concerned. I don ' t know I can 
tell Bonnet what more of expl anat ion or information he 
could give you to help you making your minds up. 

Hli~Jr : He might give mo an explanation why he 
wants tooroe t he franc down. ~t is the reason for 
wanting t o force t he franc down. 

ADbaseador: You have not got suffici ent explan­
neion about it. 

Hl.!,Jr: No. 

Ur. L-B: I shall tele~hone him. 

Ambassador: We will telephone both and ask for 
detailed informat i on, because I think about the general 
policy cert ainly I assume that the French Government 
i s not tryi ng to wi n advantage for ita trade . 

HM,Jr: The 
are they doi ng it? 
t hen why? 

question is wl~ , Mr. Ambassador , why 
If it is not for trade advantage, 

l.!r. L- B: I will tPll you, ttr. Secretary, only 
from t he point of view of t he balance of payments for 
the t ime being •. .. 

Hl.!fdr: Pardon ~e , but you say t hey e re talking 
200. I 0 11 t hey are t alking 200. They say 175. 
I am i n t he f oreign exchange busi ness. I ao.y , · ~ell, 
I cuees I will wait . I guess i t 's got~- to 200.' nd 
1~ I"Oes to 200 and oaybe it will £;0 t o 300. Where i s 
this t hing goi ng to atop? 

Ambassador: I think it wil l atop eventually. 
\Ve have an economy or ogram. For example, our salaries 
of all officials in.the country have been reduced by 
half. Since one year we did not get any increase. So 
I think it 1a general eoonomy, because we have enormous 
debt, armament expenses. I t is not a rosy situation, 
but I think we can face it. 

wr. L- B: And I think , l.!r. Secretary , that they 
are doing it more fro~ technical point or view. You 
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oentioned, very Justly, before what happened t o t he 
franc within the l as t year. Gradually 1t frent down. 
And every Mi ni ster of Finance when he oame into power 
roid he would try to lteep the franc at i t s present 
level and meanwhile he could not oheok speculation 
~nd the franc went down and down. I think the aot iag 
!anister wants to keep it now to a level and perhaps 
they think t here is more chance of keeping it at this 
level now 1f they have a little margin to fluctuate. 

HU,Jr: Ur. Ambassador , maybe it will be helo­
ful if you will talk to l!r. Bonnet and l!r. Harohandeau 
and get it fir st hand. But what' s bothering me -- and 
possibly if you will explain tha t to t hem± t~e3 will 
~ive you fu rther explanation. And, as told you 
t his morning , my attitude is one of wanting to be help-
ful . I have been helpful. I want to continue to be 
helpful . But this is so~ething which was sprung on 
me eo hastily t~~t we have not hnd time and I have not 
had time to hear from the President and oo , therefore, 
I am aaki ng that we be given another 24 hours or 48 
hours t o think thle thing over. 
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Ambassador: And t hat you should like to be more 
informed of t he general plan, of t he economy plan, and 
also more or less I think your reservation is that 1t 
is not sliding and t he speculator will force our Govern­
went on to 180 or 200 and so on. I certainly will 
~opeal to Cr. Bonnet that he shoul d explain. 

Hli ,Jr: With all our troubles in the Far East, 
t hey have been very careful not to let t heir currencies 
elide and if thi s continues in France, oooe or the 
countries in the Far East will say 1The United Stctee 
does not say anything about t he French. Why ~an't we 
start . ' And they are in much woree shape t han eooe 
of the European countries. But, I mean , since the 
Tripart ite, no count ry has tri ed competitive devalua­
tion and that ' s something to keep. I have gone all 
through this. I have every r eason to want to continue 
t o be helpful and there is nothing which would make 
me - - the last thing I want to see is this thing break 
up. Everyth i ng t hat I have , o:t':t'ioi(ll and personal, 
1a to see this continue. So if you people can only 
give me a reasonable explanation. 

Ambassador: What waa the date ot the Tripart i te? 
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Mr . Lochhead: September 1936. 

Amlitaaador: Yea. I wonder it' it was made as 
a politic experi ment si nce . I llon ' t ~hinl< it l~.s 
proved a f i nancial suooes. 

oOo- oOo 

(The Aabassador and the Financial .lttaohe left 
and were immediately followed by Mr. eewley. Trans­
oriot ot' conversati on between ~,Jr and Bewley, is 
separate trom this ar.d follows i a:..,ediately. l 
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Present: 

Mr. Bewley 
Mr. Tayl or 
L!r. Lochhead 
t:ro. Klotz 

llay 3. 1938 

Hll , Jr: I a o sorry to have ~ept you (Bewley) 
wa1 till£: · 

IIr. BPwley: 
- . 

Not at• al :CIJ,_~ ....... + 
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HU ,J r : But unfortunately t he French don ' t advise 
t~eir Ambassador here what ' s going on and he is told to 
come to see me and I have t o go to school with him. Really! 

Ur . Bewle·· : Yes . 

Hli , Jr: You have heard nothing? 

Hr . Be .. ley: · I sent off a lonr- telegrac lost night, 
but I have had no repl y . 

Hll.Jr: All right. 
boi l dcmn in 30 second! what 
to s ay. 

I will be ve r-; brief. I can 
I ha•1c been t slting 30 cl.nutes 

After going over this matter ver y ca refully, we 
vant at least another 24 hours to think this over. No. 1: 
11e have not hs.srd froil t he President of the Un1 ted States. 
l!o. 2: I have not heard directly from your Government , 
although Mr . Kennedy called oe a !ter he had seen Sir John 
Simon and had lunch with Mr. Chamberlain. And you mi~ht 
tell your Government that we think there is everything to 
be gained by taking another 24 houro to think tt.1s over. 
We don ' t see that we have anything to lose . 

Mr . Bewley: Yes . 

HU ,Jr: And t hey told Hr. Kennedy t hat t hey don' t 
like thie i dea about exchange cont rol. 

Kr . Bepley: They told him t hat ? 
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On t he 
HY,Jr: Yes. I am not goi ns t o press it. 
other hand, t hey d i d mai ntain t he franc today . 

~. Bewley: ! see. It ras 166 . 

ffii ,J r : 165 . And it cost them 5- 600 ,000 
pounds , whi ch i s not excess ive , i e i t i 

Mr. Be<•l ey: No. 

HM,J r : And they did t he large sum in our mar ket 
of 1~ mi l lion f ranca , ot t~hich 1 nilli on came f r om 
France, so o~ our aide nc actually did ~50,000 franco 
end that ' s the total bueinees ne have done today , so 
,..,.a tever is goi ng on i s not over here and , as I say , 
I have asked t he se ~ontleoen ' Can they g ive me an ex­
planation of why t hey l'lant t o force it do.,n7 ' and I 
sai d , t a l ki ng as one Government to anot her, it does 
not oake sense . Nov1 1 they are going baok and t elephone 
Sonnet and l.lc.r chandeau and maybe 11e will get something 
tomorrow , but we feel he r e we want another 24 hours 
nnd , as I say, possibly your people ,.,111 have something 
or not . But thot 1 s the whole story. 

;~r . Bewl e;t : Yes . All rignt . 

HU,J r: And , as I s ay , in the meantime the:t 
pl ayed the game . 

Ur. BeTtle:l: Yes . Oh , yes . 

HH,Jr: And they ha•re kep t the f r anc around 
164-165 and I don ' t think i t was t oo expensive. 

have 
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!low also for your infor mat i on , I told then that 
I di d not iike the messaP.e which came out over the t i cker 
a t noon suooos edly f ror.l" the French !li nieter of Finance , 
t~t th~v ~re waitinv to hear from t he Bri t ish and our­
s~lvee . • No~ , I told t hem I don ' t like it. Although 
11e don ' t play the game that ~ay , i f they push us t oo 
hard we can make a t ew sta t ements too , but please t r y 
to re t rain tryi ng to tag anybody. And I sent that to 
t hem. 

Ur . Benl e:l: Yea . 
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HM,Jr: Isn't that the whole story? 

Mr. Taylor: Yes . 

Mr. Bewley: You ar c a?tai till; replies froo a l l 
t h ree: from the President, from us and also from the 
French? 

~.Jr: That' s ri ght. They had nothi ng but 
' pl ease go down and see Hr . IJorgenthau and say he's a 
n1oe fellow, but I don't know what 1t 1 s all about.' 
So we had to let t hee rPed t he cables . So thev sai d 
1 '1hnt bothers you? ' I sa1d , 1 not being oe:-sonai, it ' 
does not make sense . Are you dol~ it for trade ad­
vantage ' ? ' Oh , no. Oh, no. That a not 1t . 1 

'T::en why are you dol~ it if 1t is not f or comeU1ve 
trnee advantage? Vlhat ' s t he rea son? ' Well , · of 
course, they could not answer because t hey di d not 
knort' and t hat' s a perfectly fair question . 

ltr. Bewley: Yea. 

m• .Jr: I said, the spirit of the Trluartite 
will prevent the 11orld fr oT.I contlnuin¢; 1n a race of 
cc~netitlve currencies. That has been stopped and, 
I sai d , i n all t he troubles in t he Fa r East they have 
not deoreo1ated t heir currenc~ . Which is true . 

~:r. Bewley: Oh , yes . 

Hl! ,Jr: And I said 1t' t he y eee t hat the French 
~;e~ or.ay w1 th it, why wouldn 1 t t hey start it. 

So 116 s1muly f eel here t hat <~e can' t see t!lat 
11e £> re losi ng anytni ng P.i t her ~or you o r for ourselves 
by s itting t1&ht and i n the meantime by havi ng a stiff 
upper lip they did hold it. 

Mr. Be·nley : Yes. 

ID1 ,Jr: They d i d hold lt. Now, maybe 1ft we are 
acain stiff with t hem, t hey ~till hoB it Sl"&in omorrow 
a~d t he first thing tomorrow maybe they will like 1t. 

Mr. Bewley: They cay 11' the fi gure of 1?5 i s not 
al ready too widely kn~n. 

21S 
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~.Jr: I went eo far aa to say that another 
thing, said, I don't like, for two weeks the i nter­
national speoulator has known it 1a to be 175. Not 
174. Not 176, but 175, and, I said, for two ~eeka 
Ur. Uarchandeau has vehemently denied it is going to 
be 175, but , I said, it ia 175. Now, I 8&1~, we all 
agreed it .as the international speculator in foreign 
exchange that we wanted to put out of bus1nen -and to 
show he ' e not operating on this eide.t. we did l i million 
france today of which 1 million wae •·rench sources. 
Ke 1 e not operating on this aide. And, I said, I don't 
like it. 

So I would say , to use the American venacular, 
I got plenty off my cheat. And up until half past 
four the thing has worked. 

Mr. Bewley: Yea . 

IW.Jr; Now, maybe tomorrow Ylhen we wake up, we 
will find it ia 175, but as some of our people came in 
with these decrees , you would normally expect the franc 
to strengthen. That would be t he normal thing. 

Ur , Bewley: That would be the norcal thing. 

HJ.I Jr: But •we wanted elbow root!J we want:d 
175 and tfien have it bound back 11ke Poincare did. 
I said, 'Well this is not the Prance today as it was 
a t that time. I We had a friendly ohat. I aired my 
views . 

Hay I ask you, do you see that we have anything 
to lose in what has happened up to today? 

Air, Bewley: No. 

HJ.I,Jr: That we gained a •day? 

Wr. Bewley: We certainly have gained a day. I 
feel dubi ous at the end because I think when you want 
175 yo~ eventually get to 175. 

uu Jr· I agree with you, but getting 
:,:na::.a.::e ~· t t 2001 t here any assurance we will no go o 

to 175 is 
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f!r . Be dey: Not at all. 

HM. Jr: And if we had g iven in e a sily? 

l!r . Bewley: Of, i f we hnd not t:lllde a f1£:ht . 

Hli ,Jr: But as I say , as or toni~ht 
get ac tion for your Government and our s . 

I did get 
Tomcrrow 

I may look sill y . 

:.;r. Be.,ley: I uouldn 1 t sey you woul d look s illy. 

HU.Jr: And it's i n both our i nterests . 

l.!r . Bewley: I t hink so. 

HU,Jr : And i f the messn~e had g one g rudgingl y 
l'.""reoinr to this , --· i t may ~o t hat way any11e.y l 

llr . Bewley: I will try t • e;et you an answer t o­
morrow. 

HU ,Jr: We d on ' t enJoy t his. It ~orries me s i ck. 
I have done nothing else today, a ll day long . I rea lize 
t t.e full i mportance of tryine; to keep the French ab.)ve 
••ater, t errificall y i mportant , and as I told them I am 
doinr everythin~ I can to h~lp . 

By the way, Bewley , I am ; oinc to the French ~o­
baaay toni ght for dinner. I ao lell'!i nr- 1\t about a 
quarter of e i ght . I f you g et an,yth1nr- 11111 you let 
ce know. It u111 be helpful because unquestionably 
the:; "1111 do bus iness there. 

:Jr. Se11ley: It I have anythJ.nr; , I 11111 certainly 
pass i t on to you. 

oOo-oOo 

After t he deoarture o f l!r . B•11ley , Dr. \'lhite 
cnme in, a nd the foilo"i~· conversati on tool< pl ace : 

?rench 
I '"le.nt 
f1clal 

H.1 J ,.. : 17ell, re had a l onrr pal a ver '"it~ the 
an& they s:Ud 11hat do you l"l'nt to :mowt I sai d , 
to :tnow .,.hy :;~'.1 are do1n- this? Th<' only super­
reason :;ou are do1n"" this is for t r ade adv~,tage. 
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1 0h, my God! Mol " Then why are you? They 
are going to telephone back and maybe we will get a reason. 
Bewley was in and I said, At least we have gained a day 
and n day gnined is a day gained, Tomorrow, I don't know. 

In view of that cable which came in from Wilson 
r.hi ch eays that the Coomunists and Extreme Radical Social­
ists arc t he only people who want exchange control (Feis 
let me read it, but he di d not have copies) -- Wilson 
sends a cable that the only people who will go along on 
exchnn~Je control are the Comr.nmiatamd Extrerne Radical 
Socialists and t hat you can't get that out ot this Gov­
ernment. What' a t he use ot saying -- it would be like 
saying tour. Roosevelt, Unless you give up your trade 
treaty we won ' t do so and eo. While Cordell Hull and · 
President Roosevelt are here, we won't give up the trade 
treat y. 

l.!r . Ta,ylor: They have pol1 tical comm1 tmente so 1t 
is impossible t or t hem to do it . 

I!I.I , J r: I don ' t see, Harry , I think the last 24 
hours , it I do say so myself, I don't think vre have missed 
a l ot. 

Dr. White: No. I think up to now I am will! 
t o concede a chance. You are in a mor e difficult s -
ation by view of t~e t act that everybody else i e tak 
a different attitude. 

Mr. Ta,ylor: I think you have done just right . I 
t:..lnk tomorrow you have got to ge t a:'Ound to saying a 
little more becau se you scared hell out ot them, Which is 
t'lne. That's exactly right . tlow after they come and 
tell you what t hey will tell you , whioh is not goi~g to 
ad~ anything to human knowledge, ther e a re going to sayh 
This ia t he same technical type of move t hat you made •· en 
you felt it was good to desterilize gold to give a fli- up 
to other measures. That' s what I am guessing. 

Dr. White: There is t his possibility: n~~~~n 
attempting to answer that question they maY ti fi 4 
their answers are not so good. They themselves may n 
diffi culty • •. 

J.lr , Ta,ylor: 

Dr. 1'fh1 te: 

It does not make any d1 fterence • 

But it in a couple ot days it still 
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remains at that, I agree they will moat likely go 
do~n and I agree the delay has been all to the good. 
Sligh t poaa1b111ty t hat today they did not lose ouch 
with ev.ery reason why they should. They can' t say 
tremendous pressure. Then t1hy d1<l you lose only 60 
or 70 , 000 pounds? 

llr. Taylor: 700,000 pounds. 

HU ,J r : That 1s not an awful lot. 

Dr. l'lh1te: But they can't keep t h a t up steadily. 
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ThPY e till can1 t say that t here 1~ trecendoue p ressure 
on t h e f r a nc. Therefore they muet,. P'1ve SQ.I=e other rea son 
a~6. t!.n t wouid b e d1ffic..Ut . - ..__ 

t:r. Tylor: As I said before, you scared hell out 
o! t h e m and that 1s fine. That ' s just "hat they need. 

v•orth. 

Dr. White: Do you expect anyt,h1ng more tonight? 

Hli , Jr: I am expect ing a telephone call from Butter-

oOo- oOo 
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BJIJr: Bello . 

Operator : 

HK.Tr: 

I have Kr. Butterworth. 

Thank heavens . 

0: Al.l right. 

HIIJ'r: Bello. 
Y:m. Walton 
~tterwortb: Be1lo. 

Go ahead. 

Tuesd&¥ 
lla7 3, 1938 
Sc09 p. m. 

HIIJ'r : I hope I d1dn 1 t get you out of bed. 

9!: No, you haven ' t , sir. 
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Hl!Jr: Ah - but if I did I 1d only be getting even with 
the Ambassador for what he did to me this morning. 

Vi: (Laughs) 

H!.\Jr: But there's no reason to t eke it out on you. 

VI : Well, that ' s all right , sir. 

BlUr: Butterworth, after spending all day practicallY 
on this French matter and after having a long talk 
with Mr. Bull ••• 

Y. : Yes . 

BIIJr: ••• we feel 'Ke need.!! least another twenty-four 
hours. 

1\' : 

lUIJr: 

W: 

lliiJ r: 

Uh hub. 

:tou see? 

Yes , 

And that - in the first place we haven 't beard 
directly from t he English, I mean - although we 
did hear through the Ambassador and we've got -
we have no word from the President, see? 

Yes . 
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And the Frmch did defend the t:ranc today and it 
did stay al."oUDd a hundred and sixty-five although 
it cost them s ix or seven hundred thousand pounds 
to do it. 

Yea . 
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Hll1r: But the interesting thing was there was practically 
no business in the French frenc on this side over 
here. 

B: 

RIIJr : 

B: 

RIIJr: 

B: 

l!IIJr 1 

B: 

RIIJr: 

B: 

RIIJr: 

B: 

RII'.Jr: 

B: 

Yes. 

They actually transacted - did a million and a 
quarter trancs. 

Yes. 
With - the one million order came trom France. 
Now that was all the business that was over here. 

Yeah. 

We feel that as of tonight we think what 's happened 
1s worth while. I mean, in other words , that the 
French have gone back and have defended the franc 
at not too great a cost to them. 

Yes . 

And we feel t hat we 1 ve got everyt hing to gain by 
wa it 1ng another day. 

Uh huh. 

And the message I' d like you to give the British 
Treasury 1s that we want .§! least another twenty­
t our hours to think it over. 

Oh huh. 

See? 

Yeah. 

Rl!Jr : And t hat we think that - well, that 
1 
s that , 

a:IJ:fW8Y • 

B: Uh lnlh . .Ul right. I'll pass that on to thea. 
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Aa7 suggestion you want to Tolunteer? 

Hoi s ir. You1T·e gotten that conf1r-tory 
te egram that I sent? 

Yea we 've gotten all or your telegra ms now. 
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B: I just wanted i t to be - I thought you would 
rather like to have i t confirmed • , , 

SliJr: 

B: 

KliJr: 

B: 

Yes • •• 

•• that way. 

That ' s right . 

And now I told them that we're most anxious to 
get that word --------- and I take it that we will 
consult with them be!ore either o! us send a 
message to Paris. 

HIIJr: Ah - consult with them? 

B: Yeah. 

HIIJr: Oh yes. 

B: I should like to tell them that. 

BIIJr: Be!ore we do anything de!1n1te. 

B: Let ' s see, his telephone number tor tonight would be -
you see, the French 

Wr: Who gave you his tele­
nwd>er? 

- what is his telephone 

B: Phillips. 

HMJr: Yes . 

B: And so I am to t elephone him as soon as I bear !rom 
you . 

B.M.Jr : Yes . Well that ' s the message. And 1! ... 

B: All right, I'll tell hie· 

B:MJr: !low, wait a minUte. Tb4t P'rencb A..bassador called on 1118 ••• 
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I!JIJr: 

B: 

81/Jr: 

B: 

BIIJr: 

B: 

RIJJr : 

B: 

RI/Jr: 

B: 

H!IJr : 

ll : 

!!MJr: 

B: 

HliJr: 

B: 

BliJr: 

- 4 -

Yes . 

And he want ed to know wey we were wa iting. 

That ' s right. 
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And I said because we did not have any information 
' whi ch satisf ied me as to wey they had to depress 
the franc . Bello. 

Yes . 

I said, •There' s nothing whi ch you ' ve gi ven me 
which makes sense and you've given me no reason 
wey you shoul.d push the franc do= to a hundred 
and seventy-five. Now, 1t you can gi ve me a good 
reason I'd like to have it.• And Bonnet called hi.ID 
and told him to call on me. Do you see? Bello. 

Yes. 

And now he' s gone back to telephone Bonnet that 
that ' s the way I feel. 

Right . 

Now, maybe out of that we ' ll get something and 
maybe they ' ll r eal ize that they can't give us 
any good reason. 

Yeeh. 

I said that - "Is your reason that you want a 
competitive trade advantage?• Be said, • Oh, no, 
no nol - no such idea." I sai d, "Well , then 
w~t 1s your reason?• I said, •Frankly 1t just 
doesn ' t make sense.• 

Yeeh: 
And I sai d nothing about that suggestion which I 
made - - you know • • • 

Yeah • 

••• • about exchange control. 

Yeeh. 

I said nothing to t hem about that . 
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B: 
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HIIJ'r: 

8: 

8l1Jr: 

B: 

liliJr: 

B: 
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Good. 

But I said, • I want a good nason• . 

Yeah. 

So that's that. And also, you might tell Mr. 
PhUlipa that I told them I was not pleased with 
the fact that a statement was made to the press 
by the French Treasury t hat they were waitin~ to 
hear some word from Great Britain and ourselves. 

Oh huh. 

And I cautioned t hem not to start a newspaper 
barrage on us. 

Yeah. 

Tha t I didn't like it. 

Oh huh. 

So that • s that. And I 1 ve made no statement to 
the press and will make none . 

Good, Good. 
And consider twenty-four hours - can you make it 
slightly l ess than that in the sense taking into 
consider ation the time ele11ent here? · 

Well, I can' d do that , Butter worth, because I 1ve 
already told the French that we wanted ~ least 
another twenty-four hours. 

Oh huh. All right. 
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Hl!Jr : I'm sorry there's six hours difference but I can't 
help it. 

B: 

liliJr: 

B: 

BliJr: 

All right. That's perfectly all right. 

All right. 

I Just asked you the question that they put to me. 

I know. Well, you'll have to take it like a man. 
(Laughs) 
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(Laughs) That's ri«bt. 

All r i&ht. (Laugliingly) . 
And allow tor the illlplicetion shall we say . 

(Laughingly) All right. 

Goodbye, sir. 

Goodbye. 

... 
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her1C&D llabaa111, Pa.r1a, :rranoa 

Mar :!1, 19!8, 8 p .a. 
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IROK COOBJIAI. 

229 

J.t b&l.t-paat fha I had a taU: with the Bank of Il'ranoa, 

Oontrol1 a iat«rYantion tor the day up ~ that hour ha4 coat 

batwaan 800,000 and 700,000. 'l'ha rata ran&• ha4 baa 

bet· .. an 1M 1/a and 165 tor the aoat part. After thraa 

o'olook the dea&Dd for aterl1ng had quiet~ down. O&Qaa 

of trano ealaa waa partly fro• diaappointaant ~er the iD­

ef!aoti~e oharaoter of the deoraae, and partly by fear 

of operatore that there will be continued deol1De in the 

fron o exchange rate. 

Baa1dea the ciperationa deaoribad aboYe, the control 

bought balpa iaportantly tor aaturitiea of J'renoh rail-y 

loan a. 
'fiLSOI. 

14:Lft 
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REB 

Secr Etory of St ott, 

\1~sh1ngton. 

GRAY 

Poria 

Doted Alay 3 , 1938 

Rtc 1d B p. m. 

G92, ~lay 3 , 4 P• m. (SECTION ONE) 

FRO'( COCHRA.lf . 

-

Journal O!'f'ici cl this r.torning published text of 

~ eVEn decrEES re l a t i ng rESpEctiVEly to thE budget, 

production, crEdit, oprning of crEdits for a special 

progr am of nntiono.l defense , control of fore i gners, 

intEGrati on of credits into thE gEner al budget, and thE 

tl:Uvcry of a tourist cord for foreign visitors . 

J~ur~o.l Of'fic1El also published decree closi ng loan 

l:;suc of >!c.rch 9 f'or the p ension fund and a decree 

providing ror thE opening of subocr1pt1ons to six 

month and onE yc~ Treasury bonds bearing interest et 

the rotc of 3. 25% and 3 . 50~ respectively. 

l' trJor nndu:-J nccomp!:.nyi ng thesE decrees explains 

necessity to rcint cgr~t E i nto the gcncrcl budget 

cxptn!HS of :1 ptrll!nncnt charact Er which ore £!11boditd in 

the speci a l or:":!'l."ltnt .!lnd public works budgEt and in the 

Treasury 
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REB 

Trtaaury accounts . Emphasizing tht nEcEssity to 

administEr public funds vrith prudEnCE i t is point Ed out 

thnt thE s trvict of tht public dtbt and national dtftns£ 

alont rtprtstnt 67% of ~~pro~rint1on of thE ordinary 

budGEt . 
To n Ett thE Existing spEci al situation i t is con• 

~idtrEd thnt sptci nl mtthods nust bt adopt td notably 

a uniform incrtnst of ~ of al l toxts and rtvtnut 

asstsstd payablE to tht stat E vtith thE txcEption of 

customs dutiES (it is i ndicatEd that lattr on a rtvi sion 

of tht customs tariff may bt dtcrttd) . ThE GovEr~~tnt 
c:m:>\dtrs this sptcinl contribution should immtdist t lY 

prov1dt rtao~~Es rtquirtd by tht TrEosury. It is 

txptettd that thE mtssurt will product 3 ,200, 000,000 

francs . 

NPL 

EMB 

( END SECTION ONE) 
WILSON 
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SEcrEtary of Stat E, 

Washington. 

GRAY 

Parle 

Dattd May 3 1 1938 

Rto 1d 9:50 P• m. 

692, May 3 1 4 P• m. (SECTION TWO) 

~ .. 232 

MEmorandum thrn EXplains mach!.nEry undEr which 

morE strict control and Examination will bE madE of thE 

administrati on of budgEtary appropriations and of thE 

EXECUtion Of thE bUdgEt . 

Consi dErabl E spac E i s dEvotEd to dEcrEE rElating 

to producti on. It is statEd that fiscal chargEs absorb 

forty pEr cEnt of thE national rEvEnuE. ThErEforE pro­

duction must bE incrEasEd and dEcrEES to this rnd providE 

for thE spE ading up or cErtain branchta, mEasurEs favor­

ing thE i ndustry, for constructi on of dwElli ngs chi Efly 

through providing for low intErEst ratEs, for adjustmEnt 

of thE forty- hour law, and cErtain f i scal r Eductions 

for thosE cnploying capital in industrial imprcvrmrnts , 

soci al constructions, Et cEtEra. 

RtgardinG crtdit thE GovErnmEnt rEcogniZES that no 

important progrEss towards incrEasEd production is pos­

siblE unlEss fundl arE madE availabl E to thia End. 

ThErEfOrE 
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!lo . 692, lolay 3 , 4 P• m. 1 Stc. 2 , f rom Paris. - 2-

ThErEforE thE rElEvant dEcree EmbodiEs mEaSurEs to 

facil i tatE !ldvonccs to thE ensEmblE of French Economy, 

1noluding entEr prises working for the statE . AccEptancE 

of drnfts i s rendErEd obligatory. PrEs Ent mEasurEs 

tnablinn statE contrac tors t o mobi l i z E t h Eir credits 

arE reEnforced. 

It is Explain Ed that decrEES provi di ng f or open­

i ng of crEdits for spEci al progr~n of notional dEfEnSE 

r Elate to mEasurE pr oposed by thE f>lo.wJ vovcrnmmt but 

which wns n Ev Er appr oved by PorliomE:lt. ThE credit 

authorized total s 4,712 , 000, 000 francs. 

WILSON 

E'!B : NPL 
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EDA 

Secretary of State 

Washington 

GRAY 

PARIS 

Dated May 3, 1938 

Rtc£1vtd 10 p 0 m0 

692, Way 3, 4 p. m. (SECTION THREE) . 

R cgarding decree for controlling fo~tgaa i, i .n­

France, it is str essed thatmcasurEe decided upon arc 

necessary for the s ecurity of t he co•mtry, the grneral 

economy of France and the safeguarding of public order . 

It is stressed, however, that decrEE in no way modi­

fies regul ar conditions of accESS into France, nor 

modi f i es the traditional regulations of hospitality. 

'l t a:Jur t provid es notably that all foreigners staying 

i n Fr ance ~ore than two months must obtain either an 

i denti t y or tourist card. Penal ties in t he way of fines 

or i mprisonment art providEd f or fraud practiced in 

securing Entry or f or faili ng t o procure necessary 

cord. All foreigners now in FrancE must comply with 

ncv1 law beforE Uay 31 next. 

ThE decrEE providing for th£ Rtintcg ratios of 

credits into g eneral budget i nvolves about a,ooo,ooo,ooo 

francs. 

ThE 
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~ - ~ - # 692, »ny 3, 4 p. m. trom Parte St e t1on tbrtt . 

Tht f1nnl d t ortt f1xta tht oond1 t 1ona undtr which 

forEi gn t ourists mny obtn1n ap t oi al cards t nt1tling 

th tm to rtduotd pri e t a for gasoli nE. Tht rtducti on 

1s 60 o tntimEs ptr l i ttr l i mit 20 l i t Era daily and 

mnx1mum quantity of 600 l1ttra
0 

According to thE prtss thE atoond atri t s of dt­

crtts of t h E Dnladitr Govtrnmtnt will bt 1aautd nEXt 

WEEk and Will principally concErn atri kt statutEs • 

(END OP MESSAGE) . 

WILSON 

NPL: EMB 
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JR 

SccrEtary of Stat e, 

Washington. 

RUSII . 

368, May 4, 11 a . m. 

GRAY 

London 

Dated May 4, 1938 

Rcc ' d 6 a . m. 

FOR TREASlffiY FRCI; BlJl'TER' IORTH. 

As instructEd ~y telEphonE I conveyed to Phi l l ips 

late last night the messagE t hat no decis i on could b£ 

Expected for at l East another t wEnty- four hours. 

This morning ' s London preso contains reports 

from Washington of thE conferences at thE Treasury 

~n1 of the co~ngs and goings of thE British and Frcnch 

reprtatntativts . This has contributed to an i ncr casEd 

"res: ur·: on thE franc which has all tht tsr111arks of 

th t beginning of a mov Ement that will carry i t towards 

the 175 mark anyway. 

As of possibl E i nt ErEDt thErE is quoted bel ow 

an excerpt f rom an edi torial in today ' s TillES : "Moat 

of the financial problEms would be aolvtd i f thE French 

capital which has fled thE country oould bt i nducEd 

to return and b e put to fruitful work in Franc £. As 
was 
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- 2- 1368. May 4, 11 a . m., from London, 

wo.s shown in ~lonsieur Blum's mr:morandum no less than 

ao,ooo ,ooo,ooo francs has bE~ sent abroad during thE 

onst thrEe years leaving a gap which could not be 

filled by the criati on or n£W monEy sincE this was 

so1r1tEd away as fest as it was crEated, ThErE is thus 

a vicious circlE to brEak; capital 1a not l ikely to 

return until busi ness in France improves to the point 

of providing opoortunities for profitable - - and safe- ­

invEstmEnt whi l E businEss revival demands the investment 

of capital . 1'1h'lt is n eeded i s an act of faith and this 

cnn only bE Exoected as thE response to bold and 

comrrehEnsivE mEasurEs restoring confidence in the 

future , The decrEES now issuEd arc no morE than thE 

f\r3t atEp of the Government's programme. They seem 

a most usEful installmEnt but it would be premature to 

!lt.tcmpt to Estimate thei r effEct until thE whole pla.n 

is disclosed" . 

KENNEDY 

DDH 
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To: The Sec-..etary 

From: l.!r. ~:ag ill 

l. Erle!lsion or Los Angeln !x}leri t'lltnt 

. Arter my conference with you I eall&d t:r . G>-afto Blld 
a3.<ed lll..cl to outline plans ror a !'aw York 3et tlo...,nt Unit s1l:>1lar 
tC t !>e On& llll icl has been OP'rat ing ir Lo3 All(;eles , l'r . C-ra ... s 
a 1•1 he 1woul <\ have his plans r eady 1n a rew dl\ys . lie will prepare 
e st:Uar outl1ne ror a mrlt at Cllcaj:o , II" thinks, ho·. av~r , 

th• t the t wo add itionnl units oll(;ht not to be announced sll:1ul­
tanaous ly. 

2. Cheirman /.rundell ot t ho lloord of Tax Appeals 

1 gave t lr . Arund~U tha sub>t!UlCe or yO\l.r susgestlon 
t'b• t h~ see the President regar ding t he reappo1nt::l3nt or memb•rs 
~! t he Pe&rd •t!lose te=s are abc>Jt to expire . Arundell 1s doubt­
"ul al;out th~ des irab1l1 ty or spelllcing to the P..,sident 1n •i•• 
or tl.~ rec t tbllt he hi:lself i s one or t~~ ron- lOin whose tems 
e:<piro . 1 ""'da it claar to hb tha t ai'lCe t he Boord ..as an in­
~e:"!n<\e:.t a sency a nd he is Cbait'Ol\n o! it , he abould consider 
bather be does not .,..., an obl~tion to bi s r~uow .,..a!Mtra to 
~3ent the .. .:~tter ot rsappcintmnt s t o the l'l'ecident . 

3· Ur . 1/illian S . De.Da 

23S 

I hav<l a twelw page opinion rrcn lolr . Ol1rhant on t he 
ubject or !lr. Dana' a tax ease , about which J:r•· Rocsevel.t ..rota 

to you i n Februery nnd aga i n on Apr i'l 13 th . Hr. Oliphant con-
c ludes thn.t t~ .. action of t he Jnternol Re•onue fl&ent at Brocl':\yn, N. Y. , 
wns o01•root 1n propos ill~' additional i naoma taxo• on account or t he 

lnc o·.a nnd cn nital ePins of a c ertain truet . 'l'h• rae ts ore quite 
involved and ; o i s the l aw a pplicable to them . Do you wont t hem 
Gw.>:llll' ized t or Mrs. Roo.., velt; or do you think t hnt a seneral l etter 
is "n<"'lgh , ind1cst1ng tbat !.!r, . Oliphant hns go•• int o t be case and 

aseuros you tbnt it bas been c~eotly hAndled. 
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VIMlp &lmJII 07 fit! DAY 'S .&C'l'IVI'l'IIS 

II&T 4, 1938 

!o: !rhe Secretary 

i'ro11: Ur. lla&1ll 

1. Letrhlat1 vo work 

:Lr . 011pbant and I discussed the roorgM1z1t1on of t he tax leg1o­
lo t1ve work oce4eJoned b1 !Or. Zent 1s ree1p,.t1on. I obould 11ke to 
diacuao the proposed aet- up with :r>U a t your eon"Venhnce. Our t hoUo$bt 
h t11!t Ur. TarleCII. should head " o>l&ll .uoup of aen to work on the 
caJor queotiona of tax leg1slnt1o~, and t~t t he routine and deteiled 
queationo abould continue to be hll1dled by t ho Le61alative Divi s ion 
in the General Counael 'a office. Ur. 'l'~~rleau and hia uoup will work 
under "'3 ic:~odia.te euporv1eion. !rhe 'l'reaeury tax regulation. will con­
tinue to be pr epared b1 the Legislative DiTiaion , but will pass throu&b 
Ur . Torleau for hie approval before t hey ore presented for eigruature 
t o rou or a:yeelt . 

2. Economic r ooee.rch end taxation 

Ur . :Bloueh tno spent the uenter part of the da,y with Ur. Shoup 
rev!ewi nc plans for t he reor~1•ation of t he tax r eaearch work. I 
~ont nome time with t he t~o men also, ausceatin& aoge msJor problema 
to be conoidered. llr. Blough will be here to1110rrow morni ng 1t ;.tou 
could 1'1ed til.le to aee him. 

3· Other callers 

l!r. :Sae1l O'Connor ca!led to ascertcln the prunt state of the 
eosc• tica tax and proposes to oubclit add1Uotl81 aecoranda t h1e SUCIO&r . 
l!r. Jooe;>h :Burne, who auceeasfullY prosecut ed the ta.x f 'raud enee apinet 
the attorney and accountant < for IUII&lin& Brotbere Circus , ea:oae in to 
~!ocuna the pr obleaa he ran into . Ur. J .. ea U. Nicely, Vice Pr~•ident 
ot t he Clwlranty Truot Comt>any bel!eveo thAt conOUJ!IPtlon 1a now out­
running production i n a ~be~ of industries end that there 11 a reaacnnbly 
good ebouleo of on upturn in three or tour contho from now. Ra had had 
lu.~ch with Tom Corcoran who t old him that he had managed the successful 
campiL\gn or Senator Papper in Florida; and thnt he di d not t hink t he 
spending progru would ..aterially auiat in pro=otina budneos recovery. 
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To: The Secretary 

!'rom: Kr. lolagill 

l . 'l'hs Tax Bill ---
The Conte renee Calll11 tt.. tbie mornl.lig -~--:-

the more tr<Ubleso:oe aoend!Denta of the t&x b ill . One 8!llend-

ment , a 'f8ry difficult one aft'ect1ng 1nwntorie&, remains 

to be drew. The Couterenoe COI\llllittoe will 11111et again 

Sat urday morning to conclude ita work . Senat or !lllrrison hopes 

to take up t be Conterenco Report ln thl! Senate on Monday. 
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NAY 3 1~38 

., Mar .... 1\'--:r O.Uralt 

W p. h H'a I ~MI ... ot 1f1V b Uor ot &prU Ito 

1118, -1Mb~ a.n o~ a prop .... ll&llla eqlliV ..,.tan-. 

C1V ot low ton tw tbo 11poof.tle ,.rtwauo ot aa opo 

wUII \llo ClV 1a -uo. d\11 \llo Mqutr..t. ot tbo -

pN\ ott1eo AM 1a .... font Clt.y Alld \llo w~U., ot \llo oU 

pel t omoe ""ndt.,, t.opt.llllr d"' a oopt ot lib• pro;IOHCI 

11U11•l• U• 1a ..... m\o 

I dNlre t.o ed'd.110 Jf/10 1a .....U ot \lla DUootor ot 

MUotadol7 M- !Ia! tlla\ 110 wLll •rrt 011\ lt.a ...,._ &II to 

u.. a1e er tM olA •n .... u t.ll• .U9Qlat.loa 111 •t.and 1ato. 

,..,. WlllJ' '""' 
•h.,.u Jr. 

1\ ~ T' N' .. ' 
( .·:n~'-'{'' . ~ '-.. ' 

Tile ........ 

Blo , • ....., o-u ot _.. w• at.aM~e 
, .......... . 

241 

Regraded Uclassified



.. ,. ' · 19)1 

pew PI I'IM'" Il•n•p 

WNI fi" f B:JIISlM PRQlp;tS 

Tbe at\ooot..cl tallla lh•• U>e e t<ttoa or lneuta 11111 ot Lorp S..U. 
IOWI1• l'roJaoh u of April )0, ahooi.q l8 pr~J eet.a nl'*' at 
ap ~\el7 $1910000000 l.a oper• t.l.~IIJ :20 proJoct.a •alue4 at. 
tl6,5001000 dtll l•u olou4 11114 UDder collel.nootl.oaJ ud 22 
?TOjM\a ftluood 1\ appro.:dM\elJ' ~50000,000 wUb f\_aJ~Ciac er­
r ..... •• •t tllat data. Two of tb1.1 ll tt.ar P'""P are ..-r eo• 
atru.U oa e\ till preaeat U.. 

?ft!tmJ •mall! JNP 

.II of .lprU )01 110-. tllaA 2,100 land1DC ialtl.t.lt.l.<>M .. r e r e­
porU-c 110tea tor ~ac• OOftrlDc a clniiCII aa4a l or 1.oopr<>ft­
Olellt w ui.U• ;a..,..ru .. or tor - cooatnaatioa, ud dltri-c 
t11e - k all41-c .april lO, 1,047 110\ea tor t3,9ll,m wr• .... 
01j)W tw laano-· for tile aoaU. ot April, 28,117 """' r ... 
$1)

0
578,S:J) .-. ... uorted alii oeoep\14 f or !.DIU ucao 
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WASHINGTON. D.C. 
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WEEKLY VOLUME Qf ~ MORTGAGES SELECTED FOR APPRAISAL 

AMOUNT REPORTED ~NSURING OFFICES AT END OF EACH WEEK 
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RB: BANK EXAlURATIOlf POLICY lla;y 3, 1938. 
11: 00 A • .If. 

Present: 

Upham: 

Mr. Te;rlor 
Mr. Gaston 
llr. Upham 
Mr. Davis (Federal Reserve Board) 
Mr. lfcKee 

" ft " 
Mr . Paulger • • n 

Mr. Crawley (F. D. I . C. ) 
Mr. Smythe " Jfr . Nichols " Jfr . Folger ( Canptroller • s Office) 
Jfr . Diggs " " 

We have three major thin&s that we discussed 
every afternoon last week trying to get an agree­
ment on. The first one was with respec t to the 
treatment or the slow column which now appears G) 
in bank examination reports, in which certain 
loans in the bank are placed and classified; and 
the problem there was whether to eliminate the 
column altogether, whether to change the name, 
or what to do with it; and we got a ma jority 
and a minority report on that, which are the 
first two documents that you have. I think, 
perhaps , to place t he two positions before you, 
I mi ght as well read thos e . 

"The majority a greement wi t h respect to the 
classitication or loans i s tha t the three columns 
in the examination r eport now known as slow, 
doubtful , and loss will be continued. Their 
present form, and t hat or the instructions to 
examiners as to the type of loan to be included 
in each of the three columns , will re=in the 
same as at present. It is proposed to label 
these three columns by the roman numerals I, 
II and III . At the top of each page upon which 
this tabulation oc.curs1 there will appear the 
roman numeral I and following it a definition 
or the type or loan which is included in the 
column• there will also appear roman numeral II 
tollaw~d by the single word 1 doubtful '; and 
there w111 also appear the roman numeral III 
followed by the single word •loss 1 

• 
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~:e~:ei: !~o! r:~:itul.ation of the col11111Il8 
device will be us~d i !ful.t~nd loss, the same 
roman numerals as s7ah~l;'wit~ use of the three 
explanation of what is included tundhe accompahl'(Ying 
now on the itul er eac • As 
i . ' 

1 
recap ation page only t .he totals 

n co umns II and III will be included in f*~·~ 
ing the net sound capital or banks." - - -

There ' s been a good deal or criticism or that 
word "slow." In 1934, as a result of an examin­
ing conference, instructions were sent out to 
examiners that "slow" doesn't mean slow Since 
then I think there 1 s been some change i~ the 
type of loan. 

Uay I ask a question, Mr. Secretary? 

Please. 

What do you mean by "a definition of the type" , 
after roman numeral I? 

That will - Mr. Folger and IJr . Nichols, who 
constitute the majority in that case, are work­
ing bn a definition of just the type of loans 
to be included in that column, and it conforms, 
substantially, to instructions sent to examiners 
in 1934, following this conference. That is, 
the principal distinction being that they are 
not slow loans . They are not to be put in 
there because of their maturity - because they 
have been renewed . They ar e loans that are 
subject to criticism, - the quality of l oans 
rather than the maturity of them. 

Now, the minority pocition on this slow column: 

"The minority position with respect to the 
classification of loans 1n the examination 
r eport is that the column now known as 1 slow

1 

should be eliminated free the pages upon which 
it now appears and tnat provision be made else­
where in the report , under a heading ttoans 
Listed tor Information or Comment,' or other 
suitable heading, for listing, with appropriate 
comment not totaled and not included in any 
recapit~ation, such loans as the examiner feels 
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should be set out for the intormation ot the 
directors and proper officers of the bank, with 
the clear understanding that such loans are not 
being classified as doubtful or loss and are 
not necessarily to be regarded as criticized 
assets . " 

The majority had a feeling that generally speak­
ing, the majority of bank examiners put too 
few rather than too many loans in the column 
now ~ as slow. They believe that there 

249 

t are a good II8I'IY loans in banks which are not 
properly classified as doubtful or loss, but 
which should, nevertheless, be criticized . 
They felt that bankers expect and want the 
opinion of the examiner on this type of loan 
and that the bankers expect and want a recapitula­
tion of the loans now included 1n the slow 
column. They don•t believe that good bankers 
object to this classification practice except 
the use of the word "slo"" and they don't feel 
that bankers are deterred from making good loans 
by this classification. 

The minority, on the other hand, felt that 
bankers are deterred from making many acceptable 
loans by reason cit the practice of bank examiners 
in classifying them as slor.. They reel that 
totally, this classification, in recapitulating 
it, alarms bank directors unduly, and they make 
t he point t hat since all the assets or the bank 
are rediscountable with the Federal Reserve, 
that no loans other than those that are definitely 
doubtful or loss should be criticized, and they 
feel the inclusion of this slow column is 
deflationary. 

The third page gives you a little history of 
the slow column in 1934, so rar as national 
banks are concerned. Twenty-seven per cent or 
the loans were included in the slow column, 
and then we had that bank examination conterence 
in which new instructions were sent out to 

nd vou can see that the percentage 
examiners, a ' 1 has declined materially 
of loans 1n the slow co umn 
rrom twenty-seven to less than ten, while dat the 
same time the doubtful and loss have gone own. 
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Does that indicate to you that that's brc ht 
!~~:id~{i!~ different classifications a~not 

Well, I ..... 
Can anT of you answer? 
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Largely, I would say, . Largely by the classifica­
tion, change in the •••• • 

•• ••• the approach? 

Due 1n part to both, some liquidation aDd t he 
change 1n the classification. ' 

All you ' ve got to look at, Gus, is the total 
or your loans outstanding. 

There were more in 1934. The total loans were 
larger in 1934· I mean la.rger now than in 1934. 

You're comparing seven billion, seven hundred 
forty million against eight billion, nine hundred 
thirty-three million. 

Don' t you think lot's or loans wer e slow in 1934 
than what was meant by slow in 1936? I mean, 
don' t you have to make some allowance - these 
figures aren't as s ignificant when you get 
1n the c011parisons or the country, as they 
appear to be prima f acie. 

The thing we 're talking about is more prevalent 
1n the sm.aller bank, and I do know that a lot 
of those assets were refinanced by the Rome 
Owners ' Loan Corporation, and a l ot of other 
Goverment financing, that eliminated those 
assets from the portfolio, so your slow class­
ification haS come - the shrinkage in it is 
as much !rom liquidation and refinancing as 
SDTthing else, if a proper analysis is made of 
it. 
I don' t think it makes anr difference whether 
it was twenty-seven per cent in '34 or twenty­
seven per cent DOW· I th1Dit, i n general, that 
your recapitulation prograa and your iaproveaent 
1n assets did aove into a better position, lots 
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or loans marked slow, and there's been a lot 
or liquidation, but the thing t hat you're 
getting at here is essential. Your old "slow" 
column, presumably, was sort or a dumping 
ground for slow assets and assets of an 
unsatisfactory nature. Now what they are try­
ing to do is disregard the criticism or t he 
so-called slow item, but yet that ' s a good 
item, as it can be paid, and that's what t hey •ve 
tried to arrive at, and that ' s the reason 
they are getting away from the word "slow" a.nd 
the definition will work out so that the 
items included in item one will no longer be a 
slow item - will be an item - not a bankable 
item. That ' s what you•re getting at, isn't 
it, Gus? 

One that requires attention. 

So that this analysis doesn ' t particularly get 
at what we want. 

No, I'm not paying any attention to analysis . 

The tentative definit ion for that column. 

I'm acting as impartial Chairman. I mean, is 
the Comptroller's Office going to sit there and 
take that? 

I•ve just said that the instructions that went 
out have cause a great many - since that tillle 
a great many loans that were ultimately collectible 
and had been classed as slow, they have since 
been left out of the r eport or a great many 
auch loans. 

But your analysis wouldn't prove to you whether 
the assets were still in the bank or not , 
because if they are considered good you don't 
list them. 

As long as t hey ar e collectible. 

But before ' 34 they were in the slow column. 

That's r ight . 

But they are not in the slow column today • 
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You don't !mow wbetber ther are in the bank 
today. 

That doean•t mean that 1a due 10leJ,y - as this 
table makes it appear. 

Except that we don' t know whether they are 
listed today. We do know that we're two­
thirds less than we were in '34 on this slow 
colUIIUl. 

We want to point out that that might be due 
to something else, but we don't know. 

I just like to know where all the Gover011ent 
credit bas gone then, 1! it basn•t gone to 
help some of these banks out. 

It's gone into some of it, yea, but not all 
of it. 

I don•t know 1! this argWDent has aeything to 
do with what we ' re trying to do anyhow. We 
all know there is reason for amounts to be 
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charged off, and things like that; we know there•a 
been a recovery i .n certain types of collateral 
loans that have put those loans in better shape, 
but that's got nothing to do with what we're 
trying to arrive at here. 

This work was done in • 34 after the crash and 
after the reorganization program was completed. 

If I may say a word, without taking sides, 
John, the reason I put that in waa not to 
prove that the change that came in 1934 brought 
about that reduction, but to indicate that 
now at the end of 1937, there isn't a 
tre~endous percentage of the banks' loans 
classified as slow, and not so much validity, 
perhaps, to the criticism of that column as 
in 1934. That was ~ point. 

lla7 I add, before you lose your chain of thought 
that the figures that you are predicating your 
nine-point-something percentage on, tod&T are 
reports of exa•1nations . A lot were made prior 
to this recession, see, so you don•t knOW what 
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the new classification i s going to look like. 

l4r • Chairman, may I make one point, wi tbout 
extensive discussion, just in the form of a 
question? Now if we don•t question the state­
ment that was made, supporting the ma jority 
position, that good bankers don•t object to 
the slow column and don't consider it retarding 
t heir making sound loans - 1t we don • t question 
that, it won ' t be considered that there isn't 
anyt~ng to be said on the other side, rtll 
there, because I think in the Treasury - ~ 
attention has been called to one study made in 
the fourth district - the Cleveland di str ict -
w~ch shows that more than halt of the national 
bank r eports indicated they did feel they're 
still cramped by the use of the 'sl ow' bank 
examination policy. I just want to make that 
statement • . 
What is the report in the district in Chicago? 
Did - what did it show? Did you study that 
also? 

uy attention was not called to that, but if 
you wish to go into t hat you can easily get 
those figures . 

What it shows haS been a matter of some dis­
agreement in the mee t ings that we have had . 

It seems to me there n.re three differ ences -
shall we keep the column or eliminate it 
entirely? 

Is that t he only thing rou have? 
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Oh nol We have two other things . The fourth Q 
page i s the ma jor i ty agreement with respect to 
the appraisal of bonds. ---"1 That deprecia t ion in stock and defaull~~ 5 
bo~s be classifi(~~I a:~o~) ~~ {~~e~e~~ pd'c ed 
in these groups m1 ti " (The minority 
in the report of exa t~t ~~·far as defaulteds 
does not disagree on 
and stocks are concerned. 
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• 2 • !bat depreciation II and in the tour on securities in group 
obligations i n gro!~·~r~edo~ general market 
report in computing the e ucted in the 
ot t he bank and net sound capital 
claasiti cad.ons b!~~s~~ur~iea in these 
report ot examination. a priced in the 

"3 . That depreciation in all grou I 

!::~t~~~i:!~~~!, t~ ~~:!:a~:~e:~ ~:~ral 
these securities not be priced in the 
repor t ot ~xam1nstion.• 

List them· but give no IIIUket price. 

"4• !bat unrealized appreciAtion be not 
allowed. 

"5· That a premium on bonds purchased at a 
premium be amortized." 

Now, the minority position with respect to the 
appraisal ot bonds is: 

•1. That only depreciation in stocks and 
defaulted bonds be classitied as estimated 
loss, and that securities in these groups be 
listed and priced in the report or examination. " 

That is in accordance with the views ot the 
aajority with the exception or the word •onl:y. • 

•2. That securities in groups I and II be 
not priced, and preferably be not listed, in 
the report or examination. A complete list 
ot all securities, however, should be attached 
to the report ot examination sent to the Super-
visory authorities. 

•3. That depreciation, other than in stocks 
and defaulted bonds, should not be taken into 
consideration in cOIBputing •net sound capital. ' 
On the other hand, it can not b~ affirmatively 
stated that depreciation in any securities 
consti tutes sound cao-ital. The.retore, the 
ainorit7 r eels that the schedule shoWini a 
c0111putation or net sound capital be elilllin&ted 
tr0111 tbe reports or exallination. • 
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!be fourth and firth are the sue 88 the 
aaJority. 

I n both cases are the minority the same? 

In both or those cases the minority are the 
same - the Federal Reserve. In both or those 
cases the F. D. I . C. and the Comptroller' s 
Office ar e the maJority . 

Cy, will you explain Just what the difference 
is between the minority and maJority in your 
own way. ' 

A good point. 

Can't we go through this report and come to 
that? 

And the third thing we took up is the matter 
of taking profits from certain securities and 
impounding t hem in a special account where they 
are unavailable for dividends . "The majority 

· agreement •••• • and in this esse the majority 
is the Federal Reserve and the F. D. I. c.: 
•The maJority agreement with respect to the 
t r eatment of net profits from the sale of 
securities is that until adequate reserves 
against the securities account have been built 
up, el1 such prorits should be illpounded and be 
unavailable for aJ:lY purpose other than to t ake 
cer e or losses resulting from the sale of 
securities.• 

Wbo i s the minority? 

The minority is wr. Folger - Comptroller of 
the Currency. 
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"The minority position with respect to the 
treatment or profits from the sale of securities 
is that: 

1. Bstimated losses should be charged orr • 

2 Banks should be required to establish 
• end maintain adequate reserves~ includ­

ing r eserves againSt the secur1ties 
account. 
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3 • Banks should not be re~uired to ear­
.ark individual items of profit 
regardless of source. ' 

4• Speculation should be severely 
criticized and penalized." 

Before we get into the thing, may I thank the 
gentlemen tor the many afternoons' bard work 
they put in, - and now, if you•ll aDSwer 
Kr. Crowley' s question. 

In the first place, Cy, as I see this thing · 
there is very little difference in the spirit 
ot what these three men have tried to agree 
on. It's just a difference of how far we should 
go. For instance, in the loss item,•or the 
slow itea, there's no difference ot opinion, 
as I get it, as to what kind of an item ougnt 
to be so-called "criticized" item. 

What the Federal Reserve disagree with us on 
is that they do not wish to carry that to the 
rinal analysis of the condition of the bank. 
They want to put that in the examination for 
supervisory purposes, but not send that to the 
Board of Directors. 

That wasn't MY position. We did expect to 
put in the report another page which would 
include these items. They were not to be 
totaled because they would include other things 
besides criticized items, but that would be 1n 
the report of examination. 

I would- do you mean • •• • • 

Special items, or special comments . 

Criticized not as to value maybe, but cr iticized 
as to overioads . 

But that is a criticized item, though, John. 

It ill mentioned to be brought to the attention 
of the BoardS f~r their consideration end dis-
posal. 

Jot necessarilY criticized. 

256 

Regraded Uclassified



Crowley: 

Davis: 

Crowley: 

Folger: 

Paulger: 

Folger: 

Paulger: 

H.M.Jr: 

Paulger: 

-11-

AI tar as we are coDCerned, rou can't have a 
bank e:xamJ.nation and not call this duned thing 
aa rou see it. We're perfectly wil~ing to 
cooperate in and elWnate this slow itea. 
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That 1s good. You can•t hold a Board of Directors 
responsible tor the operation of a bank and 
1ue tbell. tor negligence and things or that 
character unless you give them the complete 
picture of the institution. We're pertectlr 
willing, and we are i .n accord, of sitting down 
and working out a definition, but we do feel 
that whatever criticized items are shown br 
the e:xamJ.nation, they should go to the Board 
ot Directors ot the bank, that they may know 
the situation. 

There 's no difference on our part, of that 
position. I think )(r . Paulger ll&de that clear . 

Then we•re all clear on that. 

There seems that there is a difference there 
to me - quite a differeDCe. ur . Paulger doesn't 
agree to show any total of that class of paper. 

That's right. 

- didn't want the report to show bow IIIUCh ot 
that classification or paper there is in the 
bank. 

Kay I say a few words on that? 

Please. 

In the list ot criticized assets are three 
coluzms slow, doubtful, and loss, and in the 

re~~til~~!o~0~~1;r~~1;i~~ ~~~:~~ !~e~ss, 
!~ the' doubtful and loss col~sa~ed~c~1o; 
ones that are used in applyi~! In other 
to the net sound c~pitais~~l~~d with the . 
words, the sl~wtc~s~t used tor anr particular 
slow assets, utha to list them. 
purpose 1 other n 

ined bout this - having this 
The bankers ca.r~ed ina the criticized a.ssets 
slow coluan ii~'•tion and to get away tra. 
1n the recap •~ • 
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this criticism that - we think that these loans 
can be listed on another page, oot totaled aDd 
not included. The obJective would be the same; 
there i s nothing lost; the loans are all called 
to the attention or the bank Just as they were 
before, but it gets away tr0111 the criticism 
that bas been made for years or including this 
slow classification, and we feel that the 
cange could be advantageously made to meet the 
criticism and still the obJective ~ould be 
reached. 

Where has this criticism come from that you 
speak about? 

You (Folger) haven' t heard of it? 

Very little of it . 

You find it mostly, Mr . Comptroller, from the 
smaller banks throughout the country. 

You don' t have macy of them. 

I think I knew a little about banking before 
I ~ent on the Federal Reserve Board . 

The Federal Reserve doesn• t have so many of them. 

ot course, that ' s been criticized for years. 
It hasn' t been Just for the l ast two or three 
years. 

we •re all agreed, then, that we1re going to 
elilllinate .... • 

No we don' t agree . Don't fool yourself, ~~ 
do~'t try to f ool me - you•re talking one ng 
a~ writing something else, Leo. 

•t believe your examiners 
But John, if you canut the spirit in which you 
are goingh to ~:yrY w~n' t carry out the thing 
agree ere -
you agree to • • • • • 

the spirit of the examiner. 
You can't rely on cific than i .n the 
You've got to bei m~r~c~r~ns to the examiners. 
past 1n giving ns r 
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Ur. Paulger, please- that the word'slo~­
ehanging the word •slow• , 1t the column is to 
stay in, is advantageous, and what the majority 
agreed upon, he'd go along with, if the column 
is to remain. As the majority sees it, to 
eliminate the slow column, put in an extra 
page, simply means that the examiner would 
use that page then as a catch-all; instead 
of having twenty-seven per cent of the loans 
listed in the report or examination as i .n 1934, 
you have a gradual build-up of a great many 
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of t he loans in the bank which ..-e are trying 
t o eliminate now as presumably criticized items. 
The whole thought • •••• 

You 1 re trying to elim1J:Iate them, did you say? 
You want to get them out of the bank? 

We feel there are error s on both sides; that 
a great many examiners are not putting in the 
slow column what they should, and, on the 
other hand, a great many examiners are putting 
in the slovt column items t hey are not supposed 
to - that are not slow and shouldn't go in that. 

John, don' t you think, then, you 1re not putting 
what you should in the doubtful column. Is 
that what you're trying to get at? 

Ko. Instructions are, when you have an examiner 
and he can't make up his mind as to whether 
or not there is a loss, i t is doubtful . It 
he ' s a lazy examiner and is going to use the 
doubtful column just to burry the enmtnation 
aJ.ong and not give the right values to it -
the d~ubtful column is never used e.xcept "in 
case of estates litigation, certain technical 
matters to the ioan t~1t he can' t really 
determine - rarely used except where the 
examiner can not possibly determine the per 
cent or the proportion of loss . Now, by the 
same token, proposed by keeping this - keeping 
this in with the nomenclature changed, that 
we will ' eliminate a great many items of the 
b nks that now have that word •slow,• which 
l!aves the exaainer and t ho banker to misunder­
stand what the loans are in that column. we 
feel that for t he examiner to sum up his find~ 
ings of the bank tor t he Board or Directors 
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111at tell h1a or the loans borderinc on 
•doubttul., • or element• obtained 1n thea and 
unless somethinc ia accomplished - done ~ it•a 
going to pass from that slow col11111n which we 
propose to naae number one (I), into the doubt­
ful., and it must be maintained in order tor the 
examiner to really show the picture or the bank 
he's examined, and the conscientious ex.ami.ner 
1s going to do it aeyway. And it ce.rtainly 
abould be SUIIIIIUI.l'ized, 

All right ••• • • • 

Have I stated our position? 

Yes, you have. We know from experience, that 
the banks that becOllle insolvent - ninety per 
cent, or u.ore , or such insolvency is caused 
by an accumulation of poor assets . 

You could s tart back one step further. 

It could become solvent over night and the 
examiner could classify it as doubtful or loss , 
The bank - hardly a~ banker would make that 
kind of a loan. But when you get a report 
showing nothing in the report except what the 
ex•m1ner considers doubtful o.r loss, you can' t 
t ell aQTthing about that bank; you can•t 
determine tbe policies; you can1t tell whether 
it's a good bank, a poor bank, or one wbose 
policies are right or wronc. 

OUtside or the confidence you have in the 
exau.iner, you can' t tell about the other 
assets he doesn't list. 

It you dqn't know the examiner you can't tell 
about that. 

What I'd like to do, gentlemen is this: I've 
ot this report Ill'. Upham prepared - he said 

~ t is not unan!JII,:)us. I r ve asked certain people 
to come in and study it, in the banking 
business and I '• goinc to get their advice 
toaorrow: If 1t' • acreeable to you people, I 
wonder it you' d care to coae .back Frit~d be 

n1ng at eleYen o'clock, and sea 
~e t o travel the road and aake up '117 a1nd -

• 

2SO 
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"aif lllind is a till open 'fhe 
1n to.orrcnr; I ' • goini t ae people are ca.ing 
to them and see what t".! ~ut this thing up 
get it acr oss to them ";~ hitnkt • and tr:r to 
seen it I tho h • a er they have 
you, w~t the~ a~v~~t we' d report back to 
go over it again. DO:/~~~ me, 'fhen we ca.n 

~~n!a !s~rs~and it, tbeae
8

:~eia!~ r~a-
the c:xnptrolle~ IS t~~i gO I rndeall)' gets dOY,'Il to 
I m the ce a the F. D. I. c . 

I 
eanha, 7 make the rules and regulations 

a t t right? . • 

(Nods .Yes.•) 

And the Federal Reserve hasn't any rules and 
regulations . 

As to what? 

As to bank examinations . 

Yea. 

Have you? 

Keaber state banks, 

Binding upon both national ba.nks and state 
mflmber banks? 

'fhat •s as an investment - not as a procedure. 

Well, with that exception - I mean, it these 
two people could get t ogether - carr:ring out -
with the exception ot atate members, what two -
with the exception o! the examinations, o! 
which the Federal Reserve is possible , •••• 

Kr. Secr etar:r 
1 

l et me say 1 I k:now you ' re aDJd.oua 
to get to your appointment. I think that there 
is ver:r litt le di!terence between the Yederal 
Reserve concurring with us hereJ it we could 
s1 t down w1 th them and let us iron this thing 
out in our own wq, We u:r haTe to have a 
battle royal bare but there's not yery IIIUCh 
ditterence ot opinion bare that I think 
8't'entuall7 we can get together . And on the 
securities end or the thing there i s practicall:r 
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no ditterence between the three or us; we are 
practical.ly in accord on that, Gus, with the 
exception that we say - that Gus says he 
d~sn• t want to earmark individual items ot 
profit, but be's tor the adequate reserves, ' 
and that is, practically speaking, what we tre 
all trying to get at, Mr. Secr etary . 

There's very l.ittle difference there, with 
the so-called profit on bond sales, but there 
is a great ditterence, Mr. Crowley, • ••.•• 

Kay I interrupt just a moment. lt you gentl.eaen 
are so inclined to adjourn to Mr. Taylor•• 
room, I know that he'd be delighted to otter 
you the services ot his room, but I •m just 
going to tell you, as t ar as I'• concerned, I 
won't come to any decision until I have a chance 
to talk to you gentlemen again, see? And it 
it would be agreeable to come back • ••.•••. 
And it you fellows want to go into Taylor's 
room and take your coats ott, wh)', God bless 
you. 
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1M .... aps t WlA ........ h '" lta.ltlMU• 

If ~ Ia .. , , ....... ·~ ....... _,_,_ .... .. 

- laloMa .. •lelt· 4RM.tul, ... -· 1411 - ........ . 

!btlP 1) .. 1 1 te ... e4 \ba' et \M *U..'S... '' eaaalaen 

a1 W \bl.,. el-- W bl t MlttCI .. 1D ...aa II the \balM 

ell_.• wW 1 Ia the._. u aa P"'MM• :&:a 1a ,. ..... 

.. 1aM1 ........... Ml- ., \be ,_ -~ ~. 11 .. 

U l o At Ua.l ... er .ub ~ upoa tflUM ~~ taiMlaU• 

""'"• .._ .. wlU a...-. tbl ..-n ..-rsl 1 u d r.u.1ac 

1\ a detlalU• el \bl ' ' " II -.. llb.1M 1a ~1\ldM lA aM 

111-1 ,.._. wlU ~ ap,..r ll'_. _.nt1 Il toU.14 llf 

the •la&le wJII& ·~·1 all4 \hers wW alao IPJMP tbe 

- -I'll Ul t•U :A ., taa. 1~ ..... •1-•• 

~" t.bl" 18 a NtaPlhl•U• et \he aal- ~ ~ 

u 11•• ~...,..,_ m4 laee, u.e _. de'fiet wW b1 q14, 1•••• 
the uee er \lll UaNe .-a -...u u •J'IIIIbe1a with Ull •tt• 

~ 
P&D.7111C eQlaaa''- el whl' 1a lAel-'M _._ tM'• u a•, 
an \M •••rthlaU• Pill aalJ u. 'etala lA ~~~ u aD4 

Il l wW M iael_... 111 tsa-u. * .. , ..... eapt\11 fll ... 
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.. IISMI&tT '""* .................. elaMl-

tl•"- ., 1- Ia tbl ....... u. .... ' Ia ... , 

.,_ e~ IIOir -... u •e1Mt• eb4"''4 M e.UaJ..11111W 

,_ u. ,.... ,... csa it ............ .,.. ea.• ,_ 
riaia- ..... , ..... Ia ............... . 

111•11'11 etla•ML.J.7 ill'rtlltlfL"r!W!L.!!et'I!£! ... 1!!11:!~'1!1"LJBIL£C•I!d'• • ft 
...._. ela&MIIh bla4111c. tv llatlac. wWa .,.....sa .. 

• "'• ....... w ...... S.l ..... l.a ..., ...., .... 

"' t•-.. lllt-U• et t~~• tlJM\.,. all4 ,..,., 

etllM• ., .. --. .... •1M• .............. , 
..a 1-. .,. .- -.s.c .~uw .. ._~ .,. -. 
Mill aN a.-~ te M Npi'CIM u e.rltla~ ...... 

., •• 1111 
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.,., ... , ..... •¥ II 1111* ' a IIMII.ftlt If ,_ ..... -.-... --
Ia - IM• WI et »IT w&tlll "'-1 ~ ia lollf 

...,_, ..... fll ...... .au. ... M*'· 1 '-lll 1 I 

~_, ... !Ill! ...... !M .- ... -­
~ 
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!be •lwltr ~at wl th "'J)H' •• tll1 ••prallal 

et~ sa 
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tl ..... le 

'• .. , .-u.e& ...... la,S. " ... 
•'' I Ia .. .., . " ·--~ ,.,... ....... , .. .-~ .... _,. ...... 
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t1ae -~·1'"7 apoe-n\ wUh naped to ~· 

, ... ._., ot ut pntlh tna tbl aalo ot •••111'1-
tS.a S. that -•u atlequate ..... .., •• aplut ~ 

eonft.U ..... _, baYO b- lllalU up, all auh 

, ... tue illlal4 be S.,.oomh4 all4 be W~&nUable 

tol' a117 plll'poee ~er tball to t:llke aare ot 1"••• 

renl\iq t.- tbe eale ot .. eul'ltS.e. 
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'Ba. a1Do1'1\7 poal\1• 'lll.'h "'~"'' h tho t. .. t__. 
et pNI'l\1 trc. tbl ula or 110U1'1U11 11 that . 

1. KaUaate4 ~•• UlolWl ~ obup4 
ett. 

1. 111mb lhnl4 111 H921N4 to 11ta1IUall 
aa4 aaia••lD ........ ..... " .. , lul116-
.... "'·"· acawt tha ••nn\111 ••..-at. 

1. IUika lhnU not ~ Hqu1a.d to ou.utr 
tMl•w.at U- et pi'OtU, l'IPI'IU.III 
If 80Uftle 

•. 8pooulat1m ahould be 11nn l7 er1t1o11M 
.... poaalllld. 

26~' 
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t:ay 3' 1938. 

··~ 
... 'Illite 

a.bjeet• Jla1.-. 

!! ''7 

1. I ~•11'-UII 

•···· ······ ••·····•·••· ······ ······· ····· ······ ·· ················ ········· 

~ JftfiU'N ~ .... .wla' 
ld!.W l1f I. I. alte ... I. G' I 

5/3/38 - Original to l.!r . Taylor. 
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a!t 414~ ,.,,_,JYtLdu1..¥ or bef"1e!mT Polad 1a 
tbt - Ill \he leo wtdeb hid not ....S at t1w ..,. 
or 19"· Ia "Pi'- of \he benT clraia or cold, cCMW!.Mrele -lal 
W~J"elt ...S till 1aportaaae of blr roreip trede to her PoliDcl reh8e4 
to d..al•, larpq 'bloa- I 

(a ) Sill bad alrMd)' tun IMpe which .. ,.. partialq arreeu ... 
~1W.Ma for cla'ft.l111tloe I\ICb 11 1Dtroduct1oe or ucllace 
0001V..l1 aupeD&loa or fore1p clabt 11moa, export ..,bndile 
Uld olaariJic ac-ataJ 
(b) Polud hid alread)' carrled throllcb a abarp Uld pai.Dt'lll 
pr- of detl&U,.., tbl aohutapa of Which 1t d:14 DOt • .,t to,....,., 
(c) 'ftla 41aaa\rou ~ ot p-'liaaaJ,o.n.U.cma ·--m-~ ... 
1919 ad 1~1924 - arhe ad tbl tear ot da..aluUca ... 
...S. 1\ pol1Ucalq ditflcultJ 
(d) 'ftla -14 re-1'7 1n agrieultarel. prlcaa was rapicll;r 
41a1Allbi.a( \he drain ca tbl Polllb ac~. 

- ·· 

~~;i!ftc:';f!:tf~~Jijt:"t;iffi:: 1e d111 to the wit~ of r01'&1p 
aDd d-atlc capiW and a aerlaa of wncra!>la ballllcee of ~ta. 
Si- t.blo the Slink of Pol&Dd'a poeltioo hu l.llprowd and it n,. baa 
456 a1U1oa al.ot1ea (J86,200,000) of cold and ronip excbllnp. Jn 
add1t1oe t hen 1a reuoe to beU.... that the oo ... ~t hea coneeel.ed 
gold re-- beld at t.bl 41apoeal ol t he &IW)'. 

The a t. a 1 t.b na ld.te at lS ea nt.e . 
P1'1or to 00111' utica tile •lot.7 we• worth U . 2 cant.e . liot.ee in ci.r-
eule t.ica ad bm* clepold.ta ba'ftl both rle.n et.eadtq 1n t.ba leet tbrea 
or roar ,_,.., bet. are DOt ~ npaaded. 

nd 
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2. Politlctl S1Wtt• 

'l'!!t Poli!b !!!!l'tloal !7!t!! 1a a djeutorelp, '-PeNd 1>7 ll1ld 

....s •= ..... a d- or d...,.,raq, n.. Prond«<t'a -" are .. t.ro..s 

•• t hoae or tbe t.jll bet \be ~t ~ : ' a r tal •lnlla peraao a Polaad 1a 

DOt \be Preei clebt boat SJic~~·• tbe J..ap.e
~ of t1:a u.;,. 

I! U. tat.t!'!!!l political !?Of1t19!! rltbl!f Jot ... ,.,.. TM H1at.eD001 

or a 1aJop ~ or -.plOJ*I ta \be city ....s or ~, illpcft..,. 

1abed ....S lJIIlebt.td peuct.t tp t be CO'IIIIb')' 1a DOt eCIIIIK1ft to pollt1eal 

et.billtJ, boat tMn 1a DO ......., to e~t ettr repld ellealp tor tile-· 

Laet ,.., the leti-.1 0'\ltyl..-t, W!ddl .. --~
 1e 

ebarader,-. 1• • • tp order to c.-Dtre\8 all polltieal acti 'rlV 

wl~ -~
 poJ"V, h\ 1t failad to obta1D popalar aappoc \ 

....S baa at..~ I'Mrr"''*'• <ea..,.... ..-... te hula. n.- eh1at 

portae ot the _.tt1011, tbe Pe.-t.t• PvV &Ill U. Soctalht hrly, 

f1lDc\1ca ...t.r a !up .....,.rot la,{al reatriet1aala. 
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P\'l t M !!!!! h.u non-agma!iOD oaew with ita two 110et pc!!!!'Q!l 

nei'!bbop. 0!1 •• !lid hnia, !be pact with GerMzo' n a .,.,.,1**1 1a 

1934 !lid tbe -with llllaaia , 1" 1932. Prior to tile e-Uoa or 
t.he .. paeta her rel.Atiou with both eoontriae bed treq,..utq bea 

etrai-'. One or •J>e w""' ot the Vereaillee Treatr 1 _ wbieb it bad 

part1cular'l7 objee+..ed to, wee the erettiOil of the Pollab corridor ad 

the aub.equet treabooftt ot tile aer-o aiDDritr 1a Pol!Dd bad oel7 
""*' to exaoerbaw GetMn ne.pt1b1Utiea. Relatione with Ruaia 

bad beau ,...., OOON cliatant . Pol.Md b!d oal7 • ft1'tacl cleteet 1a iw 
war with Rueaia 1a 1921 •• a renlt ot laat ll!Jnlte Freneh aaaht.aooe• 

~nd the aeUTi t i" or the CCII!IImit t I nt.emttiooal eonetU vWcl a pa,.._ 

nent threat to PolAnd' a internal et.ebtlit.:r. 

!hit o~~~~ are neb that i t h be-uc extNMl;r dirtieult 

ror her to cle""1op and ll&iataill cordial relatioaa nth botb cauntrtu. 

27:~ 
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!F'tf/1::fBM y. rtf~op of d1W..\ic relat1011! wHit 
u,..;;;;~Wtj!lnl!i S~ \~ P ;b MlrV. of VUu 1J1 192) tbe1"f 
ba.,. bMil DO cli~U! nlat.loat 'bet.MII Poli.Dd &Dot L1tw.ta, '!b! 
,..,.,t obnou a-p"-t1• tt W. Poli!b !G\1011 ...s.-n• 1A Litll.ma 
ia that. llbt !at aple1\1JIC t.'be r-rel pol1i1ul .mcert.ttaV 1A 1uJoope 
ariaiJIC tr. t.be o- ilna81cm of .lut.ria, l one or tbo !!"At poRn 

!!ft !1ll1JIC to aa•n et>001rh pl'e811VB to clettr Poli.Dd, ~tlleJ' thi! 
action •• OUTi..S oot !ltb or wttboat Oe1"811QJ'a taoit conent -' 
be mCIWil for oartalo, tbOII&b tb! f.,...r appear• pla"Oeibla. 

!btt 11 Poland'• fomm pollq 111rtl.r to be 1J! the r.au t'!tvt' 
l"'"ao e'"l'7 poiAt of n.n it 1a to tbe 1Jitarut or Poli.Dd that paaca be 
pre MJ"'f''d . Bat ae the poee1b111 t7 of ar betwan Ge:ruro' aDd llua1a 
increaMa, Polard ""'" cledde what ~r policy w1ll be 1D tile ..... t ot 
ouch war. It, aa appe&ra aho•t oana1JI, !:nltlaDd ..akea no c:c.GU....t 
!l tb HlrpeOt t o laat.am EIII'Ope aDd tha Pranco-So...s.et. pact i.e wakeDacl, 
thaD Poland !1ll be on the aida or Oe raan7. 

274 

C!\1\ Pql • M pur!!!! an iDdepep"'gt policrT Probably ~,e8ple1.aJ.l7 
1t aha 1• to contlmla an acsrean ... pollq,whlch require• the auppoJ't. 
or at l.Mat t he tolerenca or O.J'Ull;)' Ul4/or Rueaia. a Rllaala ie tor 
t he preMnt i ntaJ'Bs tad 1D the praMrnt l on or the etlltua guo , an aegra ... 
alTa pollc7 OD tba part or Poland tl•erarore in-.olwe sreatar eoope,..t l on 
rltb a.~. 

The cbolee !tli ch cootr onta Poland 18 extraorclina~ d1!! 1cult. It 
i a 110t auttioin\l;r ~rl'lll to keep tile peace batMan 1 ta t110 neichbora 
and !lll U.rlt.abl7 be imolwcl 1A • IV oCftfllct bet.MD u-. 'lhicbaftl' 
aide alw cbooeea, or !boa.,. I' 1• the ...S.ctor 1D a Rll......Oeman ••, lwr 

iDclepeDC!Iaftoa rl1l be t hr nt«MCC. 

Ita dMI.rlOD 8 8 to which llicle •l!t will !U!!pOr\ on tile ocelDg cootUot., 
thmton."';Hfbi dtet.atad n;;t a...s rmno!t b;t the riMl alh t or 
roiO!t • •tch •1dt· 
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I. 
7 go !lW»• 

•• ~ :!l:rt.ttr.;...~ ..... of PolaD4 11 1~,000 ~li&H ld.lae, 

. Iu pcpolaUon 1a 34 .s.ll.1oDe, with 111a eao- raw ot 1ncraa .. 
of :.al.t • w1l11oa ;or-- or 14 ;or....,., Iw b1J'\b raw 1a­
of toe blitaan 1n lvopa, f.. 19)6 1\ wu 26.2 par 1,000 ....t u.. -~ 
raw 14.2. Bnh rawa baYe hllaD e1p1l1.oatJ7 1n tba t.n \all )'NJ'O. 

'fila ... ~ raw, ~wr, fall b)- oalT 15 ;oro.\ .. ~ wt~. dar 
el1Da of u-t 20 p01 eeJ1\ 111 \be b~ raw, .u.on 'lO ;er.at ot toe 
popalaUoa 1a .....,.S 1D acrtC11l.tare and 25 parcant, 1n 11f..nbr -rao-
tarinc ... toe cU.nrt'bat1 .... 1.~r1a.. , 

llo\ !Or& tbea tlla *h1rde of \he pol!!!lat!~I'GUIIh. 'fila 1-""1 
11inor1Un are lkra1n1ana, l ... , lu.S.m~.& eDd • no.p •rl""• 
a\w.p\a baYO bMil IIOde to hloa1so tho CJ!ori\7 IJ'CI'IIPO, eo tar their 
a\t.ipW ba.,.. bad ..U lllllCC .. e, !be• IJ'OII'PO WN no\ ~noll¥ eo­
t.buiae\1~ aboQ\ their 1ncot'p01'0t10D 1n Pol.ud wbc Polud .... reYi'NCl 
ae a poll Uoa1 n\1\7, OJid \be ~-\ pollq aDd prect1oo of tho 
Polllb Oow,_\ ba..,. eoarc:o1T t.mdad to a\~bn \bair allagianoa. 
Sho'Gld war broil< 011t - of u. lliDori v fl'OIIP8 - t~~ovch ~ no -• 
all - Cftl4 nat ba dapandod upon \c roM1n ]Ayal \c \ he pruent PoUIIb 

Oow~\. 

215 

Regraded Uclassified



-2-

110\ ye\ bMa "-.,_.• "- 1Mit o! 011(111\d eerioo.aq :rw~rda ber s..tu­
tri.el -~at ..S \M apl.el~Uoa o! her ~~a\ural :rw-..c.a. 

27fl 

n. 11 1!1'!!1!!"!!9tlz • MtleU!!r!l osta. Poland 1a a 1arw-~ 
ctacer o! 1lbla\, r,., -~. oeta, po\atoea, bee\a, tlu ad -t proctacta. 
'ftle nat Mjorl\7 of \be fuu a:rw -n llld tile diat.riblation ot lllld ie 
~q ~. .u-\ Wo-Uiirde ot \be \oW a..ter of faru a:rw 
_,.r U NNe ud al8oa\ 90 porcet .,.r 25 aoru. J'w\7-tift poreeD\ 
of tile laad 1a -.! bT .6 porcnt of tile fu.n aid flBlT lS porce\ ot 
tile land bT 6S po1"CCIlt. Tbo"B!> - atta.p~ \o brill.f &boat a _. 
.,U~bla 418\ribwt.ioe of tbe land 111111 \o n1M fU'Idllc a\aadarde haft 
been .-de, tile IIOCial ud eeouc.ic ~udaatioe of .,ncuu.,... 1'We1ns 
nt..-q bac:kard. Tha larp ,.,. _,... a\Ul eoea\itv\a.,.,. of tile 
&-1-\ poUtioal 1ntlxumces i n the c:o11:1\J7. 

~·· lte11"' iDdutrist a:rw tiabtr, t.cxtu .. , 11\ael aDd tile .s­
iD« o~, U. ore, potub, laod, a1Jie aDd petrolna. Poland bu 
19.8 llil.llOD acres of forest, an:! prodaeu 760 ldl.llon cubic f•t ot t~ 
ber ~r 1M!'• Sbol h a~· expor\ar of tiaber, pepor aDd hnd\1ore. 
h \ax\111 1Ddut!7, -Plo7i"i o..r 130,000 wzt:er• , h tile larpet dngla 
aployer ot labor. Poland producu a tout )0 aillion tone of coal a year, 
about a Ulird of Whieb is exported. 'II. tb 1111 &lllnSal sine production of 
about 100,000 toM, it prodnce• 10 per~t ot total world outpllt . Steel 
pro<Nction 1• about one a1llioe ton• per ann.., and eru.de oU outJNt 500,000 
tone per~. 

'I'M .on ~t recent de'l9loJant in Pollah iJ>dust!'J was tba 
paeGing of tbol lat1ecal Dnelos->t Bill in 1eb ru&J')' 1937, aotborisins 
the oo ... ~nt to epeDd 2.4 billion slotieo in t ile Dex\ faur ,..are on 
ldllt&J')', i.Ddua\rial ....s ecoeomc aeb .. u . !be 110et epectocolar raato:rw 
of t hU p1.a 1o t.be CGDte.plato<l treneterence, !or atretefic ru....,., of 
larr;e • .,._ta of ~t D&tional indua\rin t o the eo =dled •t~ 
aarla•. (S. ap.) Tile center of tbh area b to be San401den at t be 

coetl•nce of the San an4 the ?iatula. 

h'm''• frllll trade decHned l!r 66 wrcf!\t trta 1929 to 1m, be\ 
baa eiJ>ee experienced 8 connderable rev1Yal1 deapl.te ita !aU~ tt:­
wJ.•• l >tporte for tbe t1rat two r.ootha ot l.9)8 aholf • alight ~h f 
ad illpo~• u inere&M ot nearq 25 percent oo the ttret two !:lOll • o 

1937. 
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h11a l'ontp ,._.. 

(Jia .ullona ot alo\1 .. ) ..,..., IJJ?ort• Prt Sarpl..,. 

1929 2,111.) 3,lll -298 
1930 2,433 2,246 + 187 
1<nl 1,8?9 1.468 + loll 
1932 1,084 862 • 222 
19D 960 827 • 133 

19)4 975 ?99 • 1?6 
193~ m 861 • 64 
1936 1,a:l6 J,OO) • 23 
19)7 1,196 1,254 - 58 
JAII,-hb, 1937 191 172 - 19 
Jea,-hb, 1938 1?6 213 - )6 

!be tndaq tor Poland'• tnde balance to bee- inereuia,~­
ta'fON'bl,e • •• .alnt.ainM in the first t.o 10011the ot 19.38, - t.be exeeee 
ot '--Porte ,... 36.3 llilllon alot.iee as CCIIII&red with an exeeea of &1<p0rta 
ot 18.2 w!.111GG alotua tor U. - pertod in 1m. TIM progrea1 ... 
1nctunr1elJ.aaUon of the comtl)' baa ent.aUed .., increasing~ lerp t.. 
port.ation o! oep!. t al soods, w!llcb he• absorbed t1oat or the !averablo 
treda balA!Ioa ot prnious ,.ura. 

~~export.. eoaa!.tt ehletlr of m •teriele, aDd to a m~Cb 
1areer a t of -raetoared IOO(Ie . ller .oat illport3nt e1<p0l'te are 1 
lli.!lderel products, chla~ coal, &inc , ,.., bar1q, baCCll>, tiaber and 

•tal.a. 1peo··43:r:.· ~..n ~~o:-t~ ha::- tecr. t) .. ,~~~I."':""~ 1l i:t '""".':! ea<"'! "'" "~,.,d-
ot>'·,.,. .. an'-l"'l :.,rne~1c!.:~ a."\~ terlil ..,r O'!,.:c·.r. 

;oJ..;4 - arporte t7 Selected C.-odltlee, 19)1., 19)6 and 1937 

(In tbou.eallds ot slotiea) 

1934 1936 1937 

~tal export& 975,342 1,026, 246 1,19S, SS1 

111Mrel product& 210,397 171,~8 233,463 

.ood. cortt. &lid llfra. • &lid 
1'19,624 165,312 201.,~ 

betbtwo~ 
Va,eteble producte 168,4~ 209,291 139,803 

e- -.tala and .tra. 115,504 96,985 1.38,252 

' "'"'• ud _,_, JIII"C'da. 139,181 178,362 204, 244 

r..tilea ..S .rra. 54,317 71, ?60 1!9,400 

PN,are4~-- D,4S3 56,046 90,771 , .... 
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• _,_ 

.. ot IIWle•) 

19)2 1936 193'7 

Tot..l s..et"U 1911,760 1,00).44S ~~:m laclt'•-17 _. wh'el•• "~ 122.421 
e-~D4.tn. S:J.IIOO 129,249 2D2,10S 

ToUU. - ..wrlah 
... .trw. *·~ )12·"' )4?,7'11 

'~ j;a 0 sW ~,1?4 90,511:2 ll17,64J 
Ch-'eal• _. ,.._, taU-
~ud ... Wfl Sl,SU 6',868 6?~ 

!ideiC..*iM' ,... ... 
~,64? 84,90'7 96,1144 * r .ttow. 

••~ - lllper\l bJ rrueipel eo-vue, 19:!4, 19~ ..t 1m 
(1,000 aloUee) 

19)4 1'»6 193'7 

TeW 975,)42 1,026,.246 1,195,544 

UII1W ,,...._ 191,922 221,601 219,241 

0.~ 161.~ us.m 1'7),Gl9 

Un1W SteW. 22,1142 6?,2?2 100,922 

S.dr 45,087 ~.sS6 ?S,15S 

Ill¥• "·* 84,)47 68,9119 

.. ~ 40,rn6 45,9119 61,1?5 

Au\ria 5?,216 ,.,,840 ,a,66? 

Ital;r YT,m 22,01.9 54~ 

Caetboelewkta so,.uo 49.tl4 Sl.-
1'1 I 

IIJ,?a9 43,6'10 49,213 
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(r. 'br =f• of dellara) 

1Ja1W State. aperia 
11111~ Statae illpene 

280 

Pelud - 1wa Mat-f--.1 ant.. t .... t.ent tr. tile United Statae 

Tbe pra~acte f ttr a t ....t. apr t with Pol&Dd do oot appear to be~ • 

bright. Ia the pnlia1aarJ con,.nationa -nol aoriou obftaelaa ban 

'--tend· 

(a) Polan4 baa a-..s u to proaieo thA we aball - 1.a1pooe 

oo-.rftil1Dc dnt1N 011 eDT or ber 1JII)orta. 

(b) Sbo baa aabd tar the nt.ntiOD or pnfol'lftoaa 111 tb reaped 

to ad~-nt. llU tic &ftc! llclabia count rio a. 

g~~~I'IM~:_:rot t.be l..arp ~r or P:u.h ~· in the Ollitacl 

f tetaa aDd ota.r -triAt•• it alao baa a siaaablo bel•-of~ 

~tt.aaoea • .bOa~ baa to pq PolaDd for nll-oad ewricoa tbrftcb 
t.be Pol.Uh ~. 1\ 'Ciftoll.1J' bu a aurplu .., tho o~eatiOilB ita 

in 1\a Nni .. ac-t. Dirt it baa bacl to 111'7- 1, aUliora sloUN 

• 7NJ' 1a '--Wrote\ ..... 1a • IWt t.portor of capital. 1'ba ratee or b­

t.ana\ it baa bed to J111ir 011 Ua foreip borrcwinp ba•• bo01I u ~h • 

7 aDd 8 peruet. 

aa a reftlt et t.be d...,,. in the ta'f01'8bla bel - or tnde and 

the 1Dc1"0U1llrl;r ata~ ,.,_ of J111ir111Dt&0 PolaDd0 wbich W 

alroaq e4cptac1 a qat.u et olaari:ac ICI rota with •- co1111Lr1 ... 
tonoall.T a&Jpted • •np -VoliB Apr1llcn6 aad • ..,.,.... ~ta 

OD ih Mbt Nnieo '-- J- 19)7. S~ tbeD Polud baa- to aD 

•IJ'"Mnt with "riU8h 81111 •- Ollitacl Stataa bo-""w'daT• aad baa re. 

cl-...cS t.be rata et bltonn p~~Pblo to ~· bol41ng dollar aDd aterlinc 

boada at tho rou• a...-t to 4i paroaut. 
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r.l.end 1a not -tizlc ite hll 1Dterelt obllpt.iou to the l!n1W 

Stateo. 'litb t he .upene10D of debt. ~at.• 1D J- 19)6 there wu a 

partial clefcU CID the iJIWftlt cNe to tbo United Statal ............., ...... 

l'roloapcS necotiltloM w1 tb United st.~ toe bondholden enned am! a !'ell.ft 

d aeia t o a.ttle oat.t.u.c11ac ,_._ wu sat to the lhlitecl Stetee at \be 

-s or 19)6. 1o~ to a _, .. ~ or ~~ 18, l'Jllt, t68 111.~ 

l1oa of Pelioh obl1!at1ou are nGif held i n \be 1Jai ted Stataa. Of tbio, 

abaat ~ 1n tho bolide or thrH pr111cipal crodl.tora, the l'Uft~ 

A~:~el'i- c..,.nua, ~ a. C ,. ..,, Ill! tbe l!elloe -ad ~t.andud cu 

'!'1- C•I*IO, b Mnioed N\11fte\ol'iq. 

'!'be ~ $45 lll.lli ...... ..u. or dolhr boo!o are 111dolT bold 

ill \be 11111\414 stetoo and bo.,. not 7W\ boOD twli*l. Polud n•• to coa­

~ ~ to a 4t por.al i.Dterelt bulo, bat lhlited Etataa boDdbolAen 

do not _, to eo belfw S poroont aopoo1.allT u U.O !!1'1\1111 b "ol,.... 

are l!ol41ac ooat tor 5t pow-t. £rlu•b bondboldiartl are 1D a .,.,.. ra .... n'lal. 

berlfll.iaiD« poe1t1•1 burNs 

(a ) StorlU. beadl .,.. 110\ aa w14el.7 bold • • \be ood.l\otlllinr 

dollar bG141. Britilll boa4boldrl -· t boref-, bott.oP­

,......,, a u.oir prote.t1.,. -•U wo.n 1D ~ ~uoo 

Witla the Bri\1111 ~\ aftd \be LcftlOII bcke. 

(b) Tile ... J.,o.hlilb ~bel-,....., poelibla tbe qplica­

Uca or the Bl'iU..._roroed cl.ou1nr Y.. 

(o) !be Jnnf• ...... arb\ 11 - jJid1 F IENhJ• to !'olftd .. 0 

- ~ t.tla 1.e11e- ... lllor\ ton entit.l, ..,.._ \ben 11 

Utt.le ...,. or raUl., ..., ~ 1a ... tift. 
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1929 19)2 19)4 1935 19)6 1cn7 1-. 
19)1 

Oeenlwbo~ 
pl"1oe~....t 100 68 sa 55.1 56.1 61.7 60.) 

Coet ot ll'fUI 100 8?,7 65.6 6) 60.1 6). 9 6),4 

Indurtr1a1 ~ 
<!lieU• 100 

JIIDiber of -
5).9 63 66 •. 4 72,2 85.3 99.6 

plOJWd ( V..tude) 
O.:•ller n- 195,) 220.2 41) .7 4a2.8 466 4'10 549 

Ia e- with o~ pl4 l!l!t comt.rt.ea Pol.aM wu late ill exper­

t-a, I'IWUIJ'7, l'l"ioel did DOt bocill to riM 'IIDtU 19)61 
(~ 

trade contt..ct to fall tUl1935 ad ~t. illcnuecl 1teedil.T 

mtil t.be nd of 1934. '!'be i.Joc- ill illdutrW JII'Od!lotice r na 

19)2..1934 11111oll ocevnd ,,.. th.,. tt. clopreeoiaa • • cenia1J~ir, 

wu lup]J' dae to • 1arae aca1o ao .. .......t public woJt<e pro.,... ~ 

C010J'7 ~ _, lie nbfteat.ial 'IIDtU a a1.p1fic&t 1Dcfta• iJl a,.ri.­

eultv.l. pr1coe bad oecvl'ld. 'lbo 1JlcrlaM 1D tho oaber of ~07W'l 

a1a. 19)51 a-.t•• IF el~ w1 til ID 1acreuo ill tbe ~I' ~~ 11 

dae to the fad tbatr ( a '!'be Ocnezwt bal ...- rertat.nt1• a c­

dit.i• fW obta1rdllil ~JI\ Oft public WOftiJ and (b) I'ICO'f'II'J baa 

on bee -~ial • ncl' to tea 08ft or tbo 01tvat """"'" ill 

t be llllllller or ~ =-!DC on to t.M llbor am\, 
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ru d id rs.Jer! DOt 4rll• c!yiw or bt!m l9l6f 

Polaad la the oal,T -.bel' ot u. cold ~ wbieh bad DOt drralae4 
at the e4 of ~ 1916. CoDtftr7 to tbe npeot.aticma of oar 
l epUoa, Polaad di d aot ftl• ill epit.e ott 

(a ) A -.tclarable d1111mrt1cc ill cold and tore~ ex~ 
ra•rw• tror1 t he eD4 ot !ltoeaber 1934 to the beC"...nn!..Dc ot 
Jul:r 1936. 

(b) The social 'IIDJ'ea\ treated b7 the tall in agrical t.ura1 
prieea ll!ld t he datlation&t7' poliCIJ' of t he ~~. 

(c) '!'bot MDdleap to Poli8b exports ae a rc iNlt or deftlll&tiOD 
'b7 all COIII}I8t1nC cCIUiltri ... 

1D 11!1 ottio1al st.atc!lent cc aoaetar)' pol1<:7 on De.,..her 1, 1936, 
W. l Wiatlc-*1• Vi~r ll!ld Jlill1st.ar of Pinmce gave t.be toll-. 
iDg r eaaoaa tor the ao ... n-ent' s deciaicou 

(a) Poland bad alra~ carried t hroU&)I a abarp procaea o! clatla­
t.ico and did DOt 1118b n rcell a late ata&a t o torero the ad­
tapa ot tb1a pol1<:7, tbe 1Jopoai t.i011 of wbich bad ic"rol'NCI beaV 
aacri.t1cee. 

(b) I\ wi.at.d to &'1014 a daJiftciatlCD ill the ftl.,.. or Gom.-nt 
paper and pri ... te .. Tlmc• and a daclillll 1n t he ru1 <&l'IW ot 

~-
(o) '1M GetWJWt wUbacl to a'I014 lneraUinC the ....,S 't>et.c 
tbe prieH <4 coode tbe taraer bo1l(bt and goods the f- aold. 

283 

(c) After paiDMl7 bal.aJic1nc ita ba4pt 1 t did aot w18b to do 
&QJt.hill& which aigbt iJicNaM tba poaribUlti•• c! • detioit. 

Ot tlleM ra•-• 0D17 (a ) and (b) woald •- to 'bave &n7 ftl.idi t;r. 
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Ia :111,,. 
(a) 'rM d.1.ut.nou upui-• ot tr.e Wlat iane of 1919 and 
1~1924 _., tile 1ntl'Odoetl• ot clftal.uatian J)Glit.icallT 
d!.tt'1evlt • 

(b) r.lmd Mol a1rNd;r illU'odlloed a •:r•ta ot excbaQp control 
and S...." lioeMillir 1Jl AprU 19)6, t.hCIIICh t ha ot.ha:r cold l!1a 
~ciae •re atUl a t.tadled to t ha eol4 et.dard. 

(o) A "'-Poi'U'7 n 8)1eUlan ot t:renafen an f - i«n clebt. .. moe 
- - - 1d em June 27U>, 19)6. 

(d ) 1be war14 ~1'1 1Jl aqiellltval pri.eee na •beec:1ng tile 
..alM ot Polilh exporta. 

(a) Poland bacl edopted a J)Gliey ot export whaicl1ee Gld ... 
farebc tha expart of II1Mn1 prod'aote by ee1"nc thM t.~ 
-14 -pric.. 

( t) Pol.md bad al.!oeady aclopt.ecl a t ..... reaebillg eo~ of claal"iDD 
acra-nt. w1 t.h ...,.,. of tha -•t iapol"tant. of tM e<nmt:riu with 
wtlieh it tradad. 

284 

( r.) A noticeable n .. in prioea oocurrocl in Polancl 1melliate]T 
after the adoptioe of cleWluaticm by the ot.he:r &old ~ c<~U~~trl ... 

(ll) Tbe riM of i ts fore14ft debt. in teJU of the alot.J wu 
d1w1n11bad by ite 11&1Jl~ or tbe s1otJ. Tbe eise of t.be 
to:reip ~ f ell trooo 3,282 llillian slotiu an JanuaJ7 l, 19)6 
to 2, 921111llica slotin an Oct.oha:r 1, 19)6, la:rgel:r aa a :rawlt 
or t.he devaluatlcm of tbe fJ'UIC and ot.be:r cold ~ ev.t'lWlciee. 

J!U'cll 

1929 1932 19:33 19)4 193S 19l6 1937 19311 
(JUlian slot.iea) 

Gold ?01. S02 476 503 444 m 435 438 
l"omp •-t.e 526 13'7 111! 28 :n JO l6 18 

Tbe e~l• ro:r the deoU. la tbe gold -' fCII'Iign neballp 
•••t. ot ... s-k .r Pel.Dd 1a to ,. .,.t~t.t . 

(a ) Ill t lle w1 tJw! 1 or tltft1p cltpi tal. tblt w1 \1111~ of 
f ' p Ollflltal- aU-alated '117 the Pol.iab oo- t • ~ 
,: taiiiC - _. __...uc tile \aii1JII Oft!' of oe:rtala to~._ 

-~· 
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(b) lla tllle fUcll\ ~ ._e\io C&Jiit.el, ftieb reiiCbed c«>eid­
ereble .u-n- j1l8t before exebbp control waa atroduced. 

(o) lla the toot that l'olalld•• CIIIO\..arily !avorable balance 
ot ~ 41d no~ .uttice to -t f oreicn dtbt obll.sat.io:.a, 

~1pot l<n6 \be !!,pk at Pola!!!S'e R0•1U.ft l!!f ~pm!!l. lloi"Hftr , 
tbere 11 NUGft to bel.1en that Poland•• cod iiOLHilc• 1D tbe t1re\ 
CIUI'tel' ot 1937 1Dcreued b7 lllOI'O thaD t.be 42 aUllOD al.oU.e 'llll1eb 
tba oftie1al tipree 1D41eate. Accord1D& to e coualar report ot W. 7, 
1917, ~be e'llCOao of )0 m1111an :loUu 1n the !Jiport ot 1old m.t t.be 
1Dcreue ot 13 aUllCIIl r.),oU• 1D tbe I01d bolA!iJip of the Bak ot 
?olalld 1A the t1nt t.hrM ~<CDtll.a ot 1917 • • • pi'Gbebl,r be1JII held et 
the dUpoeal or t.be Pollab .lnlr 1nnNd ot beiJ1c ctered 1nto tbe cold 
reM....,.. of tbe 8anlc o! Ppl.and. 

285 

'lbilt iDe- 1A t be cold boldiD«• o! the Poll& Gow..-t wu 
apperentl,r dw to alee b7 tbe n.,..rmcrt ON! prtwte tactorl.ee ot • ar 
•to~ aD4 OCII11tant to the Spenieb oo ... -t and to a-rel 1renco'• 
toroee. In edd1\1CIIl, Polleb textile 11111• '11111'1 execuUog larse Ol'dere oo 
aceownt or t he ~·h Goftr.-nt, ao thet tbere 1e reuon to beli ... 
that o.-eeled 1nenae .. 1D Polleh Oofti'1BIIIt gold llold1nga contimed 
thi'O'IISbout 19Y7. 

Th! •loti e:xrhange rate is •tablt wi t hin narrow 11' it5 at 18. 9 etn\t• 
Prlor to oar denl,.t1ao t be slot;r wae worth 11,2 cech, 

Regraded Uclassified



286 

- 12 -

In IIJ)i te or ite ri«id detlat.ioN11'7 pol1ey, until the 1M2' 1936-
19371 the Pollllb Gcmi!'!WIIInt had ac~ula ted a budgeter,- deficit of 
almoet 1~ billion sl.ot.iea, aince ..,_ i t hu eucoeedecl in n epiog 
its bud.pt in beleoce. l!xpenditurea i n 1936-1937 totalled 2. 2 bU.­
lion slotiu and in 1937, 2 . 3 b1lliona. AJrol!t balf the .. !XJ!!ndi\!!J"'!a 
w re oo &n"T...,ta• '!be alae of the national debt ia about 5 bill10D 
sloti .. 1 loternal. debt he in;! &PJroxi~atel:r 2 bllllona and fore !in debt, 
3 bllllona. 

That !!'! Poland 1 a eccnccic I!I'O!!)!Ctt? Poland 1 s ecoocodc wlfare 
1• larfel:r tied up w1 th ~he coune or world agricultural prioe1 and 
t !.e proq~eeta of her attr actio,g roretcn capital. !8 loog u world 
agrl cultwal prtc.e "" !ll&intained1 Poland1 a econccic poeitioo 1a 
c<><=tp~ratiftl;r eeeure. Ent the prOIIJ)ecta or &IV llllhatantlal increue 
in her national inCOM are not encouragin(. '!be polit!cal dtuation 
is ext""l:r unstable . Poleod need a rore!.an capital bot will ba ... 
increuiog dit!icult;T in ottain1ng i t because of (a ) the o;eneral poll­
t ical uncertaint y , (b) Poland's ~record i n ~oetlng debt obllgatinne, 
and (c) he r policy or nationali s i ng or b1rning owr to her nat1onala 
rore1an invret.n-ente in Poland. 

2 . Political Sitnation 

1M Polillb poll tical q at... is a dictatorship teep&red b7 odld 
and iJmoe"aolll clo .. e or d....eraey . '!be Praaident or the Republic 1a 
elected r..- a tem of 7 )'811"1, cboaen trca toro canc11data8, ooe DC1011.­
nated o,. u.. retiring Prallident, and the otber, by the ~al'cbl:r of 
electrce conaiatl..og or SO :•u::bere of tl".e Se ja and 25 ooe:bere or the 
<anata . 'n. President bir'o~~elf ncainatae a t l•ird or tbe ~ enate and 
oleetiona to U.. S.ja are earriad on in conditiona which alloor t be 
d0111inant political N chine to bbtain ita desired result. 

The Preeident • a powera are extremelY broad bot the mat ponrrul 
single par110n 1n Poland 11 not the President but the ln-=toJ'oV:•ral 
or t he Are;r t he ~at or1gina11y o•cupied by rU audalci, now 
Sz:igl:r-!Od•: wbo 1e the leader o! tbe ruling jur teioo ~aijun~: 
large~ eao::po .. d or ....,ben of the famous be~~r -bare g .:':ia ~ 
organised by PU.adald duriDgt~-~ar·po~~ona 1n the Poliah am;r and 
sti ll oeCURr alao.t all tbe • ra .... c 
pol1t1oa. 
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The ...... N1011 of palitical oppoeitiCIII to tile <loftn.ent 1a 
~ aroand nth -I'OIUI r .. tneu-. Laet :rur a decree prwul­
get!Jig the d1NOlut1GD of palit1cal partial wae 1.a.....S, IDd wl11l.l it 
d~• not •J191er to blft been enforced, the lip). 1 tato. ot th4l poll­
t i cal partin b b1cb].;r 1n--.are. tJndl'!' Gowz t ~ 
Colonel .-._, loe - -t.ber ot ~· 1 lOO ~~ IDd n.­
PrllidCIIIt ot tile Beale ot Pollnd (MI Nai~Nd tlw tile cow.....,llbip 
or the biDk 1a .lpr1l 1~ u a rehlt ot bb pametat oppoeitla 

. 287 

to tile 1nn1 tabla 1ntrodoc:t1011 of ucllap coot.rol) - )..., ctwo! tile 
! ati.al tlnii;T Wooawu\ 1a 01'du to -trata all political aoU'fitr 
within - pro-OOttiUMu\ pe.rV. !bia "'~nt, Glob wu P'uein 1a 
cMrloter, Called to obtain popular a lljJI)C)rl . n e faUure cUd DOt coo-
t rlbate to t MI eaM- nt ot the prnet rep.. 

Tbaqb tiMon 11 not ,..t ootrlcbt dictetorebi p in PolaDI!, theN 
are an1ral JIO"rf'lll ~actlocar:r, 1t not pro-l"uciet, groupa, both 
within the political parli n, audl u t he elit~l¥ nat1onaliat1c 
!~e, encS wi thin the rnliDg ,taDte. Colooll roc, t he liNder of t be 
pro-l"uciet groo.pe, waa rei!IOftd tlw ll..-ebip ot tile lllt icul Unit)' 
Uo-llt 1n J.,_,.,- •• a rehlt or •troac oppoei tiOD b7 tMI wer ftt­
erlll8 to Saereuillc I'11Jcift t.>denciee. 0111¥ ftl'7 reectl.T the t1111ce 
or ToUDC PoliD4, wbieb Ml orcllliled to rrw 11 • macleu .-olll oollege 
st..,t e, •• ~ or i ta too opeolJ- PUeilt l..Mden. 

b -lieder or the r.ational UnU :r J.'-t, Geaeral Sli:RJ'CS;rll8k1, 
1a tJ')'iJic to b~ ita ~ b7 ncl 'CIIli.Dc tile ut,..,. nationallne 1114 
b7 Mkl..llc i ta poliq 01117 t:!Odente)¥ nationalilt IDd anti...sa1t1c 1114 
noo-totalltari.a a nd t urniJll it into I COJWerfttift pro-COft~ pari)', 
H. 11 O&rJ'7i.DI i ta appnl arq fi'CD tile nationaliat yollth IDd cit)' aiddle 

elaea to tile pea_,t e. 

n. etroeceet pari)' ._...,.,. tile peiNIIta, l:oWftr, 1a tbe an~ 
GOft~t ...._", Jlvt7, which pt"O'bab)¥ hal the J.argeat rol.l.aolilll 
in tMI o-trt ..S whoM leader, 'tri\011 i l .,.,. in n:Ue. !be Congn~~ 
or tMI r ... anta' J1vt7 bald 1n cr- 1n P.wn&1'7 •bclwed w-iatalrabl¥ 
tbat t!Mire wu a t,J"'OI1Dg cull betWIII tMI a o .. l'ftllllt 1114 tMI paopl8. 
T~etber nth tbl ·,.....,t•' Part:r, t MI 8ooialiat Partir conettta• the 
bu11 of tMI oppoe1t1011. It 11 C!IIIDW to tile OuiliDMIIt'a t 4»1;:r•t 
ntb O.rMZV' IDII to tile .~ ..Ueft&ti- of Polltb natiane • 
In tMI laft )'Nl' i ta aetiwitill Mft illcreuedJ tor the t1ret ~illthe 
~ :r-n it _, • c!epitAt1011 to the Prllidellt to proteat ~ 
pre_,t 41J"'IU• of Ooft-t polill7• 
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b 7ft the Oe ,., 1 t. bu bee ablA to ruin tM praa...,.. t w 
n t.oe• reull and ! or .s-ozauo eoeoeaai011a to both or the .. part.1 .. 
bllt Ule political ait.Uoe ia tedm1callT UDtt.abla, Aeeord1Jic to .... ~ 
eonnlar NJ!Ot'tl J..arc• •••'• riot.a occurred in 19)6 d"' to pro1...,.. 
IIMI'!Plo,_t lllld au&rlaD d1at raee, The uiat.noe or a larp bod7 o! 
un.pli!Y*l in the ci v lllld or ~ l.arpo'ferllllad and indebted 
paaunte in the countl')' ia not condltche i o political atabillv ba\ 
t bera i a no raaeon to expect any rapid change tor the '1'01' .. , ' 

Poland 11 1p an •rlrFtl.Y vulnerablt politiop trsg a •jltt.arz poWt of 
!1!!• It lin aeroae the £1'11t ..,tena l'vopMn plain be'-'> GIIUIQ' 
aDd ltiiNia. Pol.ad bae a laDd hoat1ar ot about 3,500 .U.a mel 86-
joint Cla~, Ru111111, C&echo~, lbJNnla, Litb'aanie mel Lat'fia, 
I t. hal a CCCDCIII rrcotier ot 1,000 ..U.e with GlnoaDT a!ld 800 ..U.e with 
l!uaeia. Ita hlrq Wriu are upaeialJT upoeacl to attack in -
o! •r, aa thly are concant.ratad in Upper Sill ail on the C.man border, 
and 1t. will take eoce tiM before t.bey can be o!tact1~ trenatarre4 
to tM atratagieallT eater •triancla•, It baa a .trip ot 80 mille .., 
the P&l tie Cout with thl port. or 04:1n1a, aDd boo ot.har ouU.h en the 
!lalt1c - n.nsis cc the mouth o! the Vietula and now l.!-1 at the t1011th 
of the 1;1.-n. 

~cUDdad on all. s1deft bJ eount.riae 'llhi eb are pot.autial enem1 .. 
and a t but but 1uanm friend• - with perhape t he exception of 
'luNnia - thl ceinlltaT of her !orai«ft policy hi! ore lli tlar1 e com1111 
to power wu 'bar all.ianca with Franca. !'r anee undoubtecllT mainlT wu 
raspone1b1a !w earlng Poland r...,. Jlueeia in 1921 aDd had in till cour11 
ot 7'&J'I I"'Ct.aDded coaeiderabla cradl ta to her . Her two JOOSt poooer!Ul 
nai cbborll, Oe~YA~J~T and I!Deaia, h..,. both bean b1etor1eall7 e-.iae of 
an indapandeut. Poland, and in tba e...,t ot a clalb between t.he two 
Poland would 80et probablT be the hltt.lai:J'O"'''S. Her ralat.lcms with 
• sachcelo'ftld.a are ellbi \tared bJ the pre area o! a Pollllh aiDoritT oa 
u.. caaoboaloftldan rronuar at Tllachtel e!\1 had nc orne1.a1 relauona 
with t1 tlraaD1a !or crrer 17 ;rears u.at.U la.t. "CIIth. 

oi!iJ !£! Pg1!!!!1'• ra).!tiO!!f rltb Fr Fett Since 1921 tba beet~ 
or p I a !~II' poliq ••• 1t1 allianCe w1 t.h rranc•, but eTII!tl 
ainca 1933 be ... IIJ'ftd t o weaken t.hll alliance. n bel baln claiead b 
bJ un;r reeponeibla wrlt.are that PUIOI!.*1 in 1933 inn~ tile ~ 
to w a punit1.,. war agalnet Ge'!'mln;r be tore 1 t wa1 too ate • 
llu1~ad. 10 otten indicated t hat tbl Pol11h corridor, not to ":!1: 

t he bilhlT industrial area d Upper s~·~:c!,~ ~':.f:.t to 
Poland aa a reiiUlt ot t he oplabieoite o! ~lit Oaman;r before it 
Gal'MII;1 t bat the Pol.a wanted to • "ill wer 1111 
... too lata. 
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'rM "'-" rer-J. alllll ll1U.r' a obrlcla.a d .. i .re for a r&ppJoelw­.,.,t w1 th Polallll ~ the -~ ot tile Polieb-Gel"'I&D peot of 
~ad011 ill J~ 19l4, wlliCib rune for 10 ;pMre. n.a ccepa.-. 
ati,. iaacthi \7 ot Pracb f~ JIOllq e1Dce U. aa ... aillatiOD ot 
Dartbii'A in 1934 1ft the faoe ot Oai'Mil &,Jgr&&ei on baa ear'fi&CI to nakan 
Poland' a ralatiONI 111tb Pr.,ee. z- Poland'• ae~ic tiae 111U. 
l'r'&oce are •aJcar than they uad to be. The Franco-Poliah CCII!IIII&r ci&l 
treat:r of 1924 n e d.-.cl b7 Poland tn 1935, and there baTe bean 
&<!<"A di8J!Qtaa Oftr Polieh treatftnt of l"rar>eh capital i.Meeted in 
Poland . 11-wr, tba 2 . 6 billiCIII haoc• loan Mda bJ Trance to Polaftd 
tor axpandit.e on ...-ata want a laD& Q;f tourde radreoai.Jli the 
balance, bGt.h aco~cel..q and poll ticall;r. Jlonathelaaa, t'lltura 
dawl~e .., coapa1 her to abandCIII tba political eaaliU.,... wbicb 
were probahl,y attaehad to the loan. 

"'-t are Polapd'a relatione 111U. Runie1 

SU..:. the conc1uai<m ot peace in 1921 relatione with Rwoeia ban 
nawr hHn aicabla. Poland had onlJ' &ftrtad dat aat in 1921 ae a 
reaul.t of laet lds.ta Jl'raoch aaeiatanoe and tha acti'liti .. of t he 
r.OCII'<Dliat I nternational eon.et itutad a pansanant threat to ller internal 
etabi litT . S..t ClliJig to the rapid riae of tna llaai o attar 19)0, 
Poland aRf'&&CI to a non-agsraaaioc pact rl th llueaia in 1932, subae­
Clu&ntq t«•lld ill 1934 for 10 ,.are. 

Poland tbua hae noc-agereeaioo pacta 111th ita two JnOst powerful 
and moet ciell«el"'Od ~ra. llut circlllot&neae are euch t hat i t 1e 
,..rt c!\fficut to .-intaill botll conaiatentq. 

Pol-' hu bMn atar"li d l"Ping cloeer to G&!'e!&• 

Tbe concluaiCD ot tJ\e __.: v.reaaion pact in J&ll'~ 1934 u.rad 
a turninC point 1Jl Pollllb foreip policy. Prior to ita con....:aUon 
Poliob-Gere&ft relatione had ueua1l7 been strained. One of the ta,.. 
ot t he Veraalllae Traat:r ftich 3amat~T had part!cularq objected to, 
ne t he cre&UOII of the l'olieb corridor aod tt• eubMQuent trea-\ 
ot tl• Oel"NNll eiliOriV ill Poland had onlJ' aa.....S to ax.cerbata 0•,.... 
suaoeptibilitiaa. 

28~ 

In 1934 aDd 1935 Franca and ihuoaia puebac! ~:..!:" : ;:!::tea tba 
Locarno to ba jci.llac! b7 all tba.:~~:r.:: turraad ~t doom nat.l)-, 
!lfll!! .9.!! ~.~::"',~}ouow in bar r oot.atepa. Folaod baa 1nd1-
Pol.anc! wu ... ....,.. f bilateral to pltilataral noo-
catad tha t., lilt& GetUnT, 1~ pre·~ t.ba ~Nion pact of 1934 
aun••ion paota. '!be eonc uaion nte 117 which each~ 
baa been to1l.ci0Nd b7 re~o~~":.:o~renc•• t.o the otbar. 
prOIIieaa to eont.ro1 preee • 
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'!be pn-t Foreip llinbter u Col , Jo .. r l'eek , notorian~ 
anti-Ru.1Un and enti-rr-h (a 1923 Wbln he wae a -..ber of t he 
PolUh !d>aeq a I'U1e be wu e;qn:U.cl tl'<c Prance under b=lliat­
in3' ninnaetenc .. - be wu accu.acl of 'fiolatioll ot dl.ploeatic 
pri...U.,.e) and would appMr to bt 1ncl.1Ded a the direction of 
syepotey tor :lu i ... 

290 

Pol!M'• veq !!trcM antioatl!Y to CseghoolOV!kia 1a a.'\Otber !actor 
• M ch "'""' to d~ Poland eloaer to the emane, Tl-.ougb in tba last. 
fG'I y...-e Caeeh oslovald.a has :::ado O'flrt a t to:-pte to lrpro..., its rela­
tioou: with Pol.u>d, ohnd bu not Olll)o rejaeted tbe!ll orten bat baa 
-Atlitu ted a r:ore bostUe attitude to her eoutbtm oelgbbor. I t l:u 
been elaiMd bJ the ucual..lJ' well-1n!omed l'anclwt1ter ~ l'entrU 
E\Jloopean corrupondent t.:lat ""' MCTet 1te= in t.., n~aal.cn pee\ 

- - w!th JelT.".all;f of 1934 'laS that Poland "QS not to oppose IJer.:an zm1 ti0111 
t n CsechooloTald.a . Tneti:ler in return tba corr1clor was to be allo .. ct 
to re:oain in the ba.'lde of t he Poles or 'll!lether, in ar'c!ltion to this 
c~nceallion, Ceraan.y was to allov f'olend to take tJVer 111scben1 in not 
~rncWD , Poland ie n.,.. cJ.ain1Dg tl-.at there are 2SO,OOO Pol es in 
Cseehoalovald..a, alt.houeh the nmber hae UB>>Ally been estu:ated at not 
rore t han 100, 000 to 1.2510"'0J tM.e cl.aill 11 l:>eine r.oade to IU!JPO.rt the 
r ighte o! Poland to inter~er• in Csechoelovakia, Another recent l:IOft 

perallell.ne thoee of Germany lUld la:rins the around for joint •ction 
with Oemany 1n Lhe r olinh c0l;:pla1nt t hat anti- Polieb c«-"llllll.•t propa&anda 

1a .,...,.tina tr<m czec.>toalo·llllda. 

In addit i on se .. ral other r actore point in the direc t ion of a 
cloeer 1ntl..c.ec7 rlth c.~ u.an with the U.s.s.R. 

Yet. 

(a) Poland baa co!laietent.l)< oppooed an;r attcptB to !rEese t he 
atat.WI guo 1n Zaatern turope. P.uuia i e ttroJlll17 1n ravor o! 
eucb att«:pte, wb1le C:Om&n7 1e as etrons17 oppo...ct . 

(b) •Incidents" t>e tweeo Poland and TlueeiA are con~ 
•ev.rrlll& Tbere haft been a nUI'Iblr or frontier elal!hee .,., 

:tnce 193; neither eount.ry tuoo pen:oit tod ent.%7 to joumnUste 

trca e.he other. 

(e) In the r1na1 choice be tween C"emony and Russia the de~~~ve 
voice of the land-oWDinl: nobilit7 would prater hrmatiY as 

leoaer or two ....u.. 
there ia alao ertdt!mce oo1ntlng in t.ht oppoeitA c!1reet1ons 
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(b) The 'lwat.s. ... or Dansie baa t 

thouch tho probebilitJ 1a that Po~: been dotiniteq aottl.M 

pl.e\11 abeorptica ot Drnsic lv Clt'I'IIC7 • a Noil!lloc! t o the c...,._ 

(c) .,. treatMnt or tbo Poliab 121Dor1t;T 1n oar, and 

Oel'll!an m1noritT 1n Poland 1e • till a source ot r=ion. or tho 

(d) There are • till •ewral. outt'!ta.tding oconcrrl.c quoo+.iOM be­

~n Poland and Ga~1 

1. ao,...C\7 has not been <'Aflt~ ih pe.J1:llmte on PolUh 

railroad sarncea re<'Ulerq. 

2. The trtat>~a of "ttl'.%1!: eurre:oey has not yet been f1nsl'­

dec1ded . 
OJ 

(e) AbcYe all, an;r extenl!ian or Cer-aey•s power eastward necee­

saril,y a:>da~re Poland . SUch an O:q>anl!ion ia not onq a threat 

to the Poliab corridor but slao to Poland •a Tery M t1onal txi._ 

ttnee. At the nry best, 1n the ove,,t or a succees.thl Ger-an 

expansion eaatward, Pola11d1 .-..n it e190n territorial c~aa­

t1011 1n return tor its aeaiotance, would hsve to c~ntant 1t1!8l! 

w1 th a subordinate pos! t ion U11der the hez""'oll1 or a~,,.,.. 1'1!111 

c.nnot but 1'8 t-nawn to ~"" powers that t-.1 1n !'oland . 

Poland and Lithgfp1• 

Since the seisuro of Vilna tzy Poland in 1920 there ban !:>oen no 

diplCf"_,atie rolationa between Poland and Lithuania . llbile Pola."'d hac! 

preued tor res=pt1oa o! m~cb rel.:lt1o.'lo, L~tbua:tia lwl ~bstinatel,y 

re!'ued to parti e•pate 1n Le~~SUe or Uations att.ecpta a~ eonc111at1m. 

L1thua.nia haa re!uHd to accept t.~e eo::.quest ot Vilna. Jbi la it hae 

a n~aeioa pact with ~bo U.S.S.R. , this pact affords i t no pr<>­

tection against third-party a!l!lT'Iasion. J HhuanJ.a thus has no Ja,;ortaot 

alllea 1n "urope and 1a datanaloss •~•intlt the more pawert'ul Poland. 

i'ihY did Poland fore. the re!!Ul:l?tiCD of di ploaat1c roht;tona thio " areht 

':'be aol!t o!>rloua int.trpretatioc of Polend 's t:ltlretlllt to Mthuania 

d111andins the reco¢t1on ot tha ~lioh ttatne ut Vilna en<! the re~ 

t1on or norul dipla:-.at ic and cors"reial reLttions 11 that Poland 

utilised the uncertainty orie<.ng trm tho Cen,., inftaion of AIUftria 

ror 1te awn 1........t1ate p tU poaa. n bu &lao been su,ueeted that tbo 

t anure or t bo OoTe,_,t-le=ehed National VnitT • .,,_t and tile 

~rowtng oppollition or the Peaaante• Pa.rtT u .....Uoa\ed at ite Cracow 

Co"«J'JP 1.a ,.bruary IO&de a ~tecular I!Uccees essential tor t ha ~ 

'--oa or the o ..... ..-ut•a preatSp and that Ll.t"-1& pronclad tho 

... iaet ootl.at. 

291 
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P"•"" !!O ~ ogt 1111 ac\iop R!f!ll'\}" that ot Oe'Uf 1a 
AID~ lbetllar wu panv.1Jic .., aot1ra iDI!..,Uot 
f1f1PO oUc poliq0 exploitiDc the luopaao polit ical eart.al.Jrt.y tor 
ita - ~ate a~. or whether 1\ waa aet~ at leaat ri~ 
Get : '• t.aei\ -t c:uaot be klloe tttr oartaill. !bt sreatar 
pl.ae1bUi\7 of tbO lattor 1otalL'Jifttot1CIII, bGw't'V, 1o e~ 'IIJ' 
\be t ao\ tllatt 

( a) Oo~ oimllt&Deoaa17 1Derouo4 1 to ecnoaotrat1on ot troopo 
DO&r ·~· 

(b) Oo~ pn11o c_,ta a dq or tw attar \be Poliah uu.­
ta no i......S 11114 i ta trcopo muoo4 .., \be trontior wf! all 
ta..arab~ to Pol.aad. 

!b!t 11 MeMt1 ftrti&p M11q llk!b tg ht ip th!p 

292 

Regraded Uclassified



293 
-19-

Ru•ll1a-. to-..... u. ~v wwl4 be t~~at PoliDd 1IOill4 be. 
tbe 1lde el U.t all! •• U , ~r, u appean to be .ell moN 
lilce~ at pre-t, ~~~~~ doe• not Mite urr coad.tooant 1n the !alt., 
and U the ~1\ pact 11 -"*• u it s:r ...U be, u- Pclanot 
11 al.looet oert&i.D \o be on t ile e14a ot 0.~, It. hk--11 t.oard 
BIJ't!IOII' • project for an ~ut.am Locuno •tNnct.~ th1e eonclu1co. 

tbe t'lltun or1ct.at101l ot Polilh toN t,n poUey1 \beNton, 11 et.ill 
ru !roll oert.a1D, tboQgb t b• " i&ht ot the n1Mnca :L...,. t oward u.e -n .. 
thlt PoliDd' • nlat1oneh1p to C.r'IIIIIZQ' 1e cloeer tllm 1ts rt~lat.1Cillihip \o 
!luna. 1h~rt~ 11 no doubt that !'rtlnch 1ntlUIDCI 1D Poland 11u diJWI10eclJ 
Ritlar, 1D M e .,..cha•, continuo~ 11Dcla• oat Polmd u e co-17 
witb wbieb , next to Japan and Ital:f, Onuz~7 hu t.,. =et trll!ldlJ' NJ.a.. 
t ioniJ and the taar nt C(mmnln 1D Poland 1e anhi"Cad b,- the pralli.sit;T 
of ~11. 

J. ~. 
SAzlle 
5/)/38 
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