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June 16, 1936 

.Q ~ r <L~ "~ ~ . 
PHIL~HIA~ETARY MORGENTHAU DEfENDED THE GOVERNMENT ' Sl 

SPENDING- LENDING PROGRAM TODAY AS NECESSARY 10 ECONOMIC SECURITY AND 

pOLITICAL STABILITY , 

ASSERTING THAT THE GOVERNMENT HAD • ARRESTED THE CATASTROPHIC 

DECLINE• Of THE FIRST YEARS OF THE DEPRESSION, MORCENTHAU TOLD THE 

CRADUAT INC CLASS or TEMPLE UNIVERSITY THAT THE EXPENDITURES WERE A 

•NECESSARY INVESTMENT• TO MAINTAIN THE PHYSICAL AND SPIRITUAL HEALTH 

Of THE AMER ICAN PEOPLE, 

•THE GOVERNMENT HAS ALREADY INCURRED THE ENMITY Or THOSE WHO, 

FIRM IN THE POSSESSION Of THE PREROGATIVES ARISING FROM UNBRIDLED 

ECONOMIC POWER, WOULD DENY TO OTHERS THE LIBERTIES WHICH IN A 

DEMOCRACY BELONGS TO EVERY MAN, • MORGENTHAU SAID, 

HE TOOK ISSUE WITH A STATEMENT YESTERDAY BY DR , JAMES ROWLAND 

ANCELL, FORMER PRESI DENT OF YALE UNIVERSITY AND EDUCATI ONAL DIRECTOR 

OF THE NATIONAL BROADCASTING COMPANY, WHO ATTACKED PLANNED NATIONAL 

ECONOMY AS FUTILE, 

•THERE ARE THOSE WHO STILL TELL US WE OUGHT NOT _TO PLAN OUR 

• 

fUTURE,• MORGENTHAU SAID , •tHAT IS A PERFECTLY COMPREHENSIBLE ATTITUDE, 

BUT IT IS THE DREAM- THINKING OF BEATEN MEN WHO SEEK SOLACE I N THE 

SURROUNDINGS AND THE ASSOCIATIONS Of A LESS TROUBLED TIM£ IN THE HOPE 

or RECAPTUR ING THE PAST, • 

6/16--R 102!5A 
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REB 

. SEcrEtary of StatE, 

Washington. 

522, JunE 16 , 7 p . m. 

PLAIN 

London· 

... 

Dated JunE 1~ , 1938 

REc 1d 3 P• m • 

FOR TREASURY FROM BUTTERWORTH. 

ThE dE~~nd for gold continues but thE prEssurE has 

again lESsEnEd slightly, ThErE wtrE 422 bars at fixing 

and also aftEr fixine probably lESS businEss done than 

yEstErday. From India havE comE this aftErnoon a fEw 

fo~vard sElling ordErs . 

ThE dollar has btEn stEady to bid most of thE day 

and although thE franc has bEEn sold the amount or 

sttrlirg lost was vEry small . 

ThE t radE indicES for l!ay rEveal no break in tht 

downward trEnd , Rail traffics, bankErs clEari n.gs , 

building plans , tt cEtEra , as Vl£11 as a countEr- SEasonal 

incrEaSE in unEmployment indiostr growing dtprtssion 

ESpEcially 1n thE export t~adts . OvErsEas t rade rtturne 

publishEd today forEshadow furtbtr dtcl1nE i n i ndustrial 

activity, the quantitiEs or many important raw mattriala 

rEcEi VEd 

• 
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REB 

2-#522, From London, JunE 16 , 7 p . m. 

rEcEivEd having fallEn • !tain, whilE furthEr EVidEncE of 

Export tradE lossEs already suffered is to bE SEED in 

the 25 pEr cEnt drop in thE valuE of textilEs and 

clothing Exports as comparEd with Uay 1937. ThE tact 

~n~~ group of EXports including mEtal and EnginEEring 

goods is maintainEd at about last yEar ' s ltVEl may bE 

attr1.butEd to tjt t i nt lag of c!tlivEriEs or such goods , 

continuEd intEnsiv:: activlty in South African gold­

mining, and ctlivEri~s of cErtain machinEry orders 

plac~d by russia undEr thE LlO million crEdit of last 

year . 

ThE import surplus tor thE first fivE months or 

lCJ~ ~as • 169 million as comparEd with Ll55 million 

for thE corl'Esponding pEriod of 1937 . 

Stock EY~hangE pricEs indicatE that hopEs or a 

maj or stimulus from thE UnitEd StatEs in thE nEar 

future arE dwindling 11nd i nvEstors erE turning from 

industrial stocks to gilt- Edf r.d sEcuritiEs whilE 

spEculators show incrcnsit\3 intErEst in gold- mining 

stocks which likE gold hoardinz also attract thosE 

dEsirin~ a hEdgE agoin3t dtprtssion and currEncy 

unctrt:.intics . 
ThE 
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REB 

3-#522, From London, JunE 16,7p. m. 

ThE ~0 million dtftncE loan was WEll rEcEiVEd 

(my 517, Jun£ 15, 6 p . m. ) and allotmEnts arE rEportEd 

to havE btEn about 66 pErCEnt of applications with 

dEalings starting today .at a pr~ium of 1/8 moving to 

1/2. 

ThE gEnEral outlook SEEms to b£ onE of continutd 

industrial dEclinE vdth capital SEEking liquidity 

and safEty. 

JOHNSON 

CSB 

4 

• 
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P.lRTIJ.L P.lR.lPIIR.lSJ: Or TILJ:a!Wi RIOIIVKD 

JROll; .. erioan J:abaeey, Par1e, 7ranoa 

DATI; June 16, 1938, 8 p.a. 

10.; 9'5 

JROll COOIIR.U. 

• 
5 

Paris axohange market more quiet today with only fair 

turnoTer in aterling at from 179. 38 to .40. Lazard bought 

~and one-quarter million doll&re presumably oOYering 

short poaition. Bank of :rranoe statement ae of June 9 

showed inoreaee of oTer one billion france in deposita 

reducing ooTerage from 47.13 to 46.93. Treaeury aooount 

only up to 876,000,000 notwithstanding that payaente on • 
account of 5 ,000 ,000 ,000 frano loan were all due in by June 3. 

llarket no longer buying Treasury billa and nan trying to 

dispose of them to euoh an extent that goTernaent may ehortly 

be obliged to raise rate thereon • 

.lt half-paet five the Bank of P'rance telephoned ae. 

lly friend told me that the control lost a quarter million 

pounda this mor ning but this afternoon loet no~ing; he 

had on hie own initiative telephoned to the Bank of England 

yesterday and argued that peraitting the dollar to depreo-

1ate againet eterl1ng • • adding to the market belief that 

the dollar would be dnalue4, and the demand on London for 

gold wae therefore being augmented. It had been reported that 

yeeterd&y 
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:rewtuda:r w.UC ille .f.auloaza auillor1U .. ba4 eol4 eterUI!I; 

a:r fr1acl •1• tllai lle illeacki illle ba4 bleza a w111 aOYe 1a 

ihe 1aiueet of all of ua 11zaoe a real aozaetar:r pcto appearecl 

t o be 1za t he attzac &114 hae pYIIl etpa of letiiJIC up t oda:r. 

U.;Lft 

~rp; \ J ~ .. l 

~ ,.,, ~~Jt V'l' "l~T 

-~ .............. _...._,, 

BULLift . 
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P.l.UPIIJU.U OJ TJJJCJUM 8DT 

T01 .Aaerioan ICIIbaaa:r, Parh ( J'ranoe) 

DATE: June 17 , 1938, 11 a.a. 

BO.: S7'1 

• 

DeparilleM aake whether it WOilld be poaaible f or 

Cochran to get an eet1 .. te 1n total and by 1Dc1iT1dual 

7 

countriea of blocked balanoea in Germany uncler clearing ;' 

arrangements and for other reaaona. It i a under.tood , 

that conaiderable detailed .. terial h 1n the hande of 

the Bank for Inter nat1oD.&l Settl .. enta. 

HULL 

. ' 

IA:Lft 
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Secretary of State, 

Vloshington, 

527, June 17, 6 p, m, 

GRAY 

London 

Dated June 17, 1938 

Rcc ' d 2 p . m. 

FOil TREASURY FRO!.! BUTT ERVIORTR, 

• ..• 

The dCl~-~d for gold hna lcscmcd agai n today, Only 

308 'bars >~crt dcnl t i n a t fixing O!lJ f or the first timE 

since the movc.ncnt got unl'\cr way the pos t -- f ixing pri ce 

!!!!E. !!.2! £! one-hll l f pence premium. In f act there wns at 

least one sellEr at one-half penc e 'below f i xing pri ce, 

The Indian market has not traded actively, The dollar 

8 

has 'been mostly 'bid0 The frano has on 'balance 'bEEn offErz~ 

'but in insignificant quantities , 

The only notEWorthy i ton in this ~:cek ' s Bank of 

England ' s statement is ~n incr ease of pounds 7 1 800, 000 

in pri vate 'bal anc es to pounds 43 1 200, 000, In mentioning 

this fact the financi al ntl1S statts " i t i s known thllt 

more than one foreign ccntrnl 'bank has 'been acti vely 

selling out dollar holdings against sterl ing during 

the past few days of dollnr score and 1t 1s presumed that 

a proportion of t hese sterling funds has 'been tcnporar1ly 

left on depos i t a t the Bank ot England" , 

JOHNSON 

WWC zCSB 
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PARTI.lL PA!W>HlWIE OF TELIQIW{ RIOIIVID 

JROM: .Aaeri can mtbasay, Pari a, J'ranoe 

DATE: June 17, 19S8, 5 p.a. 

JIO.: 956 

FROil OOOHRAJI. 

• 

In dull trading franc after opening at 178.38 improyed 

to .25 but thie afternoon moYed back around .33. With talk 

of dollar dnaluation somewhat abating there is 1&88 demand 

_for gold on the part of the continental centers, parti oulerly 

Srl tzerland, and India is also reported to ha1'e let up on 

London purchases. Local bankers understand that Bank of 

Canada supply of Amari can eagles, from which European demands 

have been importantly met, will be exhausted before end of 

month. Bank of England's recent salsa of sovereigns said to 

have been large and Swiss ha1'e been minting their atrn gold 

coins to meet European hoarding demand after Swiss supply of 

a ooepta ble foreign coins was exhausted. With short oOYering 

in belga evidently completed for present this currency slightly 

offered today. 

At five o 1 olook this afternoon I talked with the Bank 

of France. The French control had unaged to purchase 

enough foreign exchange during t he 1110rn.ing to meet French 

railway requiraaents. Rowner , this evening after the market 

had turned it was obliged to yield almost a corresponding 

amount. 

aJLLI'f'f. 

El:Lft 
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\kit e1 \uUoa oa4 abort.et \lloir peel Uoa 1a or4or to to1oe abatoce of 

• v-. 1a \M ..nat, t~w - a 1/4/$ lloa4l -.net 4~ atwr t11e earl7 

• 

' 
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\ll1 •rllatt .u tvt!Mr tiM!r tMl t~aat U11 - a 1/ta will ftU ... , -... 

1a Ull aG\ -UI or .... U a. -n.t -\taao f1m, a-o Dl IIP1M 

eo tor llaft ellen lUU1 1Joo11a&Uoa w ~ u U 11 their Hliof ~ tiM 

aarllat\ oa U11 .., 11- 11 7ft \M 'UIIDOJ1&1a. 

la ~. U lliellt be 1&11. tiM\ t!MN ~on .U lub $!Ia\ _.. 

aoaq ol'l fti'J ploae ... w1 Ul tiM l'lt.a4h& 'llb1lo theM wlla }1011. Wp p1'1oo1 

14 

tor \Ill :r1ph u4 aow f1a4 Ul1 an beD4a Mllia& o\ o prta. 'IUI.4Ir U.. lnob 

U.q }1014 tor tM '\'tcllh"aro ••.nat -Utar .... olaia \hat U.. ottortac woe 

ao\ wlla\ U'flewn -w aa4 u o I'IIII&U Ulll'l 11 ao aeooat•"7 ._4. .h 

o aauer of fact, \llare llu -..a o Y0"7 pa.r •-all.a"7 arllat\ lod \Ilia o-• 

w be llu to \!Ia ll1cb l1nl tiM\ Ua11n plaol4 oa the an 11- aal. ~ 

••ehn 'bo110ft \bat tbe aew line llaa aot u 70\ roaclll4 o p1'111o 'llb1CIII 

11 a Uno\ hi, . !ho11 \llat w.n.t. U.1 "rr.pt .. 1a tor tho ao\11 an Y0"7 

ploaal4 u4 o ma'bor of 41allra ol'l aor"7 an \bat Ullf 414 ao\ \w.l'll 1a 

o larpr ...an\ for Ulo aotoa. 

!Ill Ounul\7 trut CoapGT tit aot .. u:t ot the -nruc ao\11 llllt 

UliJ 414 \oD o-oa.t 10 a11Uoa of $Ill 'boiiU f o r U111r Us41a& ..,_, aal. 

1\Ul llan o lorp por\ioa of \Ileal, Julian !nat ~ Wnl4 1a 

tO allUon \-lpt .. for 315 a1111on -..41 aa4 II a11l1on aotae tor ita llallk 

aooout aa4 10 a1111oa \-lp\ .. tor 8 al.llion ND4a aa4 2 al.lUon aot11 t or 

the traUac acccra\, 'lila \n41a& _, llao 41apoal4 of all ot \!Ia aotoa 

.U praoUeal17 oll of $Ill NM.a, Die-\ Ool'poraUoa took Olll)' 1 .UUoa 

of the ..,. MD4A. \w.l'lliac 1a praoU-.11)' an 1f u.otr llal41a&• ot u.a 

•rtpta• for •• ao\oe, C, J, l)niao tvDI4 ill ~oU. al.lliOA tor tu 

bon41 llll\ llan 41apoal4 of prao\1eall7 all of u.-. lal- •ro\hll'a 6 

•talor took 80 oU .Ulioa 'Milia llll\ 1\Ul lllrr1 "'- 10 oa4 Ill a1111oa 
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ef \lla lefi. fin\ ef Jeetoa Clel'pWaUa 11M u.,.ee& ot aar1 \!Ia Mlf 

ot tu \oll4e u.a\ ..u, \Hk. 

!Itt 21 ....... , 

15 

te .. t11o aoe\ a1am1ac alt.\loa 1a tllo aarlra\ 1e tiLe laonae• .. 

ap-leua \ell:1ac plue 1a \be llftpW'aarlra\ , la,. \alb ri\ll t.alen, 

\bq fnel7 4Nir ,. aUn\loa \o ..,., wu \U:i .. })lao• U4 po1a\e4 eoat \Ill 

4u&er1 of th11 .,-lailoa. !ke ep~Gilailoa, or ~ .. wp of u\el uta ... 

, .. 1a \be MS\ \llNa ,.an, h ...... larcel7 fra larp iae\liuUoae aaf. 

f~p Ua41ac 'lub, liNT '~~aka a\ \Ill pneu\ u .. are 11111 .. eoa\ 

• 
o\lllr ,.,._h u4 ~ \Ill eborl ut•• \lla\ alreeq are ullt-. u 

a lao 711141 Mete, &I Will al lllTII\1-. Uor\ \Ia t'a4a 1a \biN Mori 

• po1a\ or aore profU a\ \Ill \lae ot \be reflla41• u4 are q,Uh ooa\a\ 

\o tab \ll11 ohaaoe, !biT fMl \bat \llq rill aalra aore th11 ..., \bee ~ 

\Ill pvobaee of ebor\ \era houe ~a poe1Un 71114 ~., "of \Ill 

low lillie \bet \b ... lieu• pronu, !hle -. \bat aore u4 aore tiLe 

'Mpte1 are ptU .. laic \Ill U.u of \M .,.ala\on a4 .,., of tllo lluU 

of \be na1 lllToe\ore u4 a\ till \lae of retu41 .. rill rellll\ 1a ,....111'14 

aoU'ri\7 '!"\Ia a poor •-•faJT aarlra\ follori... U -• ilia\ real 

lanetore baw to p laic \Ill eecoadarf •r•\ u4 ~ 11-\le pr.-1-• 

to e\\a1a \Ill ... 11-. llr. Dftla• \eU .. tllo\ tiLe .a-rt- !el.,U.e 

A !11ecnpla 1a ilia noa\ nfleef• .. eoU. ta3 a1111• of U..~p\ .. aaf. \lila\ 

liudaK lna4a O.~n\1• NU. 1a \M MiPMa..& of tao a1U1• •" 

are u1.. tlae pl'OHMe ef \lle 11111• to plll'lbau M\ee •tvtac 1a \Ill _, 

\we ;rw.n. Dealere e\aW \Ill\ t.U,J -..~~a~., 1a \u ,.,, nelt, a e\re-. 

\ 
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ftil aft&Uoa laMb& IV\Mr ._. .... ._.-,. \M 1up -\:vl\l.ea ~ 

allor\ wa h- 1a \laa h&ua1 .. aane .,.._ _, 'tlblu -.a w 

~ rep1MM, _._ \laa pna .. \ po1lo70 -,. \lle pvallua of o\llel' MOH 

\oza oeoarl\loo, 

Aa eu.plo of !1ft \1111 IIIIIOSl•Uoa Uo Mea laoHUlJic wi \lila \lle 

pae\ 7e&1' h UO'IIII -,. \1M follo'riiiCI 

Lea\ haa \1M aoha -\viJIC _. 7Ml' :aoaa. "" aollliiC oa a o.~ 

71ol4 -.o1a loa\ tllia ol'llu \lao aowa -\viJIC a 7e&1' :aoaa. &1'0 aollla& a\ 

a 3/~ola\ p.-1• a'llon a ._ Tlol41 -.ole u4 aowa --.rla& aa fu 

&ft7 aa \Yo 70&1'1 &1'0 1111111& oa a Ia• Tlolcl.• -.oh. 1M o•1•Uoa ~' 

aoa\ of U... -a-at w till• pl'O'IIloa h aoao k1&4 of ---••' o\oUJIC 

tiM\ la \llo ta.\&l'o \lle llol4on of \lle -\viJIC l'l&tlh ~ .. , upoot 

1~ olhate\, 

I olao 11ft14 lilat to polat oat \M\ \lalo ep&OII.lauoa 1a l'lph h 

oapolllJic luuuco 01111 .... to ..., .... h- 1a .. aub\ ., f..., 

p.-1- 'llooa.ao \ILq an ao\ pem1Uo4, .... r \lle 'llanll:lJIC lan, \o -, 

&P7 OOOIU"I.\7 \lao\ h ao\ OllowiJIC & podUn Tlol4. !UnfOl'Oo ul011 

\hq alnaq llan \1M rtctaw, U1eJ -=• puallaoo \llaa for \1M J11UP0M 

of o'll\alalJIC \lle ..,. h ... a. \o \lila 1npW' pr.S•. !!11• la OM 

NUOD ~ \lao pol'Oa\ac- a11oatoa\ tlpl'OI oa .., hnoa of iannaoo 

OOSIPUiOI h pl'Opol'U-\olT 00 oaa11, 

Deal an &1'0 no\ pll v of \lila 0U17 ftTl.IIC -. of rtcta\o ao \MIT 

oaano\ aftal'4 to oarq tua for a 1&11& pol'lo4 ~ \lu, !M7 -..-117 

ao.Un tua at\or \lle \ozao at nfaA1nc &1'0 latoa. ftair pl'OfU -•• 

l&l'P17 la \M uM \rap epoN\I.ea - \lla\ h, oalll.llc \M .... hno 

ap1M\ \1M puollaao at \M 11'111~\al u4 ~ OOUM llan \o 'llol'NIJ far 

\lle p&l'lM ~·- \lle puoUM of \laa 1 np\o• .U \M ul1n17 at \lla 

-~·-· 
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Je1ow 1a 1h'M 'l'reuot.J7 aot" -tube wUiua \lane 7Mft •• of 

.Tue 1'1'0 1tl'l' u4 hM 1'1', 1tu a4 \U 71all tile\ ~ ps'OYiPla 

llpe 17. l!J! U!l! h!! 1'1', 11H Ylalf 

a t/4a t /.11/1'1' (a •••· o.o 1 1/.la U/11/.H (I ••· ) _ 1 r· 1 ... 
a 1/1• ,Zl/11 (? 1/Jaoe.) O.Q. 1 1/.Ja azuz• (I -·· ) •. II • 
a. a/16/aa (t ••·> o.aa a 1/.1• •Zu/ae ~1 ~.) • • Zn • 
2 ,, .. 1/.16/.18 (1 ~.) 0.10 1 a/.1• t/.11/.11 1 11.• J?O•> -.,zu • 
2 1/30 t/16/18 (1 1/• 1?0· ~ o.a 1 a/.1• ta/tiZat (1 1/.a ,re. ) - n zaa • 
1 1/30 1/16/at (1 a/• r·· 1.12 1 1/1• 1/11/.40 ~1 a/• r··> - 1/13 • 
2 1/.1• s/tl/at <a ~·· 1.11 1 11.2e tf.ll/.40 a J?O• o.o 
1 aZ•• t/U/at (a t /• J?O• 1.3& 1 1Za. uZ11/40 (a 1/a ,re. ~ o.u 
1 a/8• 13/16/.lt (a 1/J 7re. ~ l.IP 1 t/a. ai.U/61 (a a/• ~· 0.11 
1 6/B• a/11/40 (a a/• f"· l.lt 1 1/le 1/11/61 (I 1?0• 0.11 
1 1/ae 6/U/4D (I ,re. 1,4.1 

1a connaa' •-"U••· u wall u 1a ... ta•te at 1.-. ..,..1 ... 

. U •tonal ea 1ane\aeah at 1an.nace oo~q~aa1ee b ftrT 1t.Ue4, \U 

p1o-.are ebon ~ tlle .. oar\a 1e ao\ a TOrT oa.prelwu1n -· 
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QleeeiAM'ip tf Trre t,p 'r!k b:•ytiwea 

a, !o eli.CaaM &lq J,II'IIRJ'e 'llbiab 'llallllt -w!Niloi. 

procM!Ire '8i1 eur\ \oar4a \118 Uqw.UaUOD ot lou4 

4. !o illprOTI &Ad lilpU:f)' \118 aabe4Jalel ot claalit114 
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Propo .. d Pl&D ...,.rdiJI& Cl&ae1f1caUOD of Loa~~a 1a Baporta of 
IDaiu.Uoll , aa 81l'M1Ue4 liT Ill'. Opllaal 

..... 17, alow, d~bttul, loaa. 

. 
·' , 

2. CoD\1qaat1oD of 3 eoluaaa of olaaa1f1ed lO&Da, .uch colu.oa 

to be dea1ca&ted bJ the :ao.t.ll -rw.la II, III, IV, wltll 

\be Uf1aH101la of \be olaaa1t1catlou to be prillted ill 

the e:omln•UOD reporta. Ill effect, ill accorclallce with \boa 

def1a1Uoll nbaaitted, U.ia ~d _, 3 colu..a of cr1Ucise4 

20 

~· ·-
aaaeh which lli,;ltt be briefi7 deacribe<l. •• • somewbat d.oub\tul1 , 

1Wore daubttul1 , 1Looo0 , 

' 
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IMt''' PropoWs 

1. :a.tediOA ot t.ba olue1t1cat1CIIIa 1 clov.btflal1 &114 11,.•'• 

a. KUaill&tiOA ot t.ba 1 elo .. olua1t1cat1CIII, 

,· 

3. 1Dolv.e1• ot a acheala oa a .. pa .. te poce eDUUecl "Loaaa 

Uatecl t or epecial c._11t 1 , ill &l.ch aobeclale ahculd be 

Hated wlt.b appropriate c.,_,.t ev.ch lO&Aa ae t.be ...uaer 

teeh ahov.ld be aet ov.t tor t.be illtcra\1011 ot t.be director• 

ud proper ottican ot t.be 'ba:alc. 8lloll lo&Aa ahov.ld 110t be 

totalecl &114 ahov.ld 110\ be 1Aol114ecl ill UfT recap.l~iioa ot 

olua1t1ed or critlciaecl uaeta. 

Rtltopa for 'e'r4' • Pga1S1gp: 

1. llla ... ch a a all are aJIP&reAtl7 acreecl tllat t.be 1 alowe olaael­

t1cat1on ahov.ld be allaillated, 1t la 110t cone1dar ed Deceaaar,r 

t o cUe reaaona at t.bla Uae tor nch ellaillat101l, 

a. 7'roa t.ba npenhOrJ poillt ot dew, it ie MlleTed that 1t 

wov.ld M .,re atteciin to ban t.be 4et1111tel7 cr1Uc1secl 

loua, 1.e., 1 clov.bttul' and 1 eet1aated loaa1 , abowD 011 ODe 

:~Jaee, and loua wl>.lch are 11ot eo ola .. lflad boat lietecl tor 

co-11t ahoa aap&.-telJ. 

3 . A l oeioal buh tor ola .. tt1cai10A ot loua ill report• 

ot en•taaUoa h troa \be poillt ot n .. ot wl>.et.ber ~t 

21 

rill lie collactecl ill flall or wl>.et.ber • - loaa rill be aut&iaecl. 

!bia •- t o be Meqv.teq conrad b7 ola .. 1t1catioDa of 

' dov.llttul • and • aatiaatecl loaa1 • 
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Objections to the Abavo Propou.lo 

1, I t is inad .. ho.ble to print in tho reporte of eXII.lllino.tion de-

tailed dotinitiona of the cla:~aitico.tions aa auoh .. ttera . 
should be covered by instructiono to OXQliners llbioh should 

be ohan;:ed from time to time , all they have in the po.st , in 

aooordanoe with economJ.o oondition.o . 

2, ~e t..,.,.. "doub tf'ul" and "Lou" are readily undorsta.ndo.ble 

and s""'o po.rt of the effectiTeness of auoh olasaifioation.o 

-.y be loot throus)\ designation u Clo.u III or Clo.ss IV . 

3. Tho noccssi ty of advisability of dividing the "doubtf'ul" 

clo.ssification into two degrees of doubtfulness is not cleo.r 

or , if such division is necessary or advioabl o, why two 

subdiviaiOD.I aro sufficient and !lOt 3 or 4 , ouoh a3 "potentit.lly 

doubtf'ul" , "tin;;ed with doubt" , "doubtful" , "vory doubtful " , 

I t ho.s been contended that loans olo.s•ified u "slow" are not 

cr i ticiud loans , The Croup II loans o.s defined are definitely 

criticizeo.ble loans . It must be expoctod , however , that rogo..rd• 

less of tho instructions , for a considerabl e time , at lout , 

many loans l7hich were formerly olassitied o.e "slow" will bo 

classified u liroup II , To the extent tho.t such loans o.ro 

doubtrul, they ahould be so classil'1od1 to the extent, however, 

that loans so classified are not doubtful , ouch olassification 

will defea t one of the purposes of tho revis i on. 
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~ties a 

1 . Objectins or re'Yised procedure, 

a. Encourage•nt or sowld invutMnt policies with emphaeie 

upon regul.eri ty or income and safety or principal and 

toward the cliscourage•nt or epeculative pollcies baee<l 011 

trading profits , 

b. To get ew y troa Ouctuating mrlcet quotations to as great 

an extent as possible , rep.rdl.eu or w!>etber security pricu 

be ~ or loor, and to pl.ace the earpbaais up011 quality ot 

indi'Yidual issues and provision ot adequate reseM'IIs. 

e, To m1n1alize , except where nee4lssary, the effect ot bank 

examination and supervisory policies as an intluence for 

the Uquidat1on or securities at a t1ma .men such liquida­

tion accentuates deflationary tendencies, 
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2 . Propelled plall tor treatM.nt ot securities in reports ot 
•nll1 nation, ae eul:aitted by llr. llpbul. 

a . ContiniMCi listing and pricin& ot all eecurities. 

b . Cl.aasit1ut1m ot depreciatim in Group m and Grollj) IV 

eeeurities (defaulted issues and stocks) as satiated 

loaa . 

c . Deduction of net depreciation in Group II 118Curities 

(this includes general 1111rket obligations not in default 

but -.bicb are reted below the 4 hipst ratings as used 

b)' the reeosnited rating asenciea) and in tbe tourtb 

gl'Sda ot ge111trel market cbligatioaa (Baa, Bl./, BBB, 

etc . ) in CaAJ)uting na t sound capitel ot the bani:. 

d . Discoatinuenca or shoori.ng appreciation or depreciat ion 

24 

in Grollj) I 1111ourit1es (except the fourth grade ot ,_rel 

-.rket obligations) and disregard ot such appreciatico 

or depreci.atioa in COI:Ipllting the net sound capitel ot 

the bank. 

• 
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) . Objections to aboYe proposal. 

a. Continued 811Pbaa1a of arlcet ~uotatiooa. 

b. The disregard of appreciation in Group I securities 1n 

computing net aou:M cap1 tal while deducting depreciation 

1n other securities will tend to force ealee in order 

to realise profits to provide for oharta-offs of depre-

cia tion 1n lower grade securities. 

c . '!'be dropping 1n effect of the tourt.b grade ot general. 

•rket obligations (Baa, Bll, BBB, etc.) as rated b:r the 

rating agencies) tram Group I to Group n . Tbia 1a a 

restrict! ve measure wbich is proper but should be Mde 

at a time when security prices are at a higher lnel, 

1 .e ., a year or two ago, or a.ttar recovery bas developed. 
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•• The Board 1 a propoaal. 

a . Clauifioation of deprooiation in defaulted bODde aad 

atooka aa eetilllated l ou, other aeouritioa in general 

being allowed at •ortiaed book w.lue . 

b. llloi&t8DCe upon proYioion of adequate reoer~.,. &nd upOD 

the requtr..ent that until a4equate reael"fto e~t the 

investment accOUDt ha...., beon proYided, all aet-pri>ti te ~ 

tram the sale of eeouri tiea be iapounded, thus prenntiq 

the trea tment of auoh profit a ao re&U].ar, 1'1lther than. 

non- recurring, inoome available t or regul~r operatiDc 

•xp8ll.sea. 

o . llleiatence upan the oonaervation of ear'ILinga eo lODt; aa 

the bonk is f a.ced with a ooet probl ... a, whether in aeouriti .. 

or otherwise. 

d . Bliaination of the oohachua liatiq all oeouritieo, .w:.-

otituting therefor a eobedula ot atooka and datault~ 

bondo &nd a oohedule ot uq other oeouritieo liated u 

... aptlO'ILI tor appropriate o-"• 

(A ocaplote liat ot all aeouritiao, howner, abould be 

attached to the report ot a:aainat1on aeDt to tbe aupar ­

Yiaory autboritl aa. ) 
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s. Reasons for the Bo&rd•e proposal . 

• . Report• of eocaal.nation are not detailed innntorioa ot all 

aaoeta bllt to a sreat exteat are baaed upon ex~t1CII11 • It 

11 incona11tent with the general ooh•e, therefore, to inoor ­

pore.te in a report ot e:ami1111tion a detailed Ust of all .... 

ouritiea, inoluding those not oubjeot to ~ adverae oomaent 

or oritioimn. The inclusion of auoh a liet , especially if 

tile boncla are priced, teDcla to onr-emphaaiu the importance 

of fluctuatin; quotations. 

b . It ia desirable to IO!nl•he the emphao11 upon -rket quote-

tiona. 

1. Experience baa shown that a> co· kot quotaticDO do not 

reflect actual prices which a>AY be received or paid 

with r ospeot t o sales ancl p..rohaaea on a oubatantial 

aoalc. 

2. the sale of o<a~pe.rati vely f- bone! a u.y result in a 

marked, thou&h temporary, decline i n market quotat ion• 

27 

of ouoh ieoue. Quotations eo eotabliu.hed, however, ....-. 

on forced aaleo and depreoscd markete , control the ap­

praised value of all boncl s of that iooue held by the banka 

exaesn~ aa ot that dat e. 

3. It 11 illogical to ""' aa a teat in det.eraining the eol­

TffD<f'J or eoundneeo of a bank u.rlr:et quotat ions perb&pe 

repreaentin~ forced sales on dietrooaed markets wa-n the 

bank 1e i n no need of •llin& ito bondo , or if cnlled upon 

t o diapoae of t he bonda, baa no auure.noe that even an 
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approxia&t101l ot t~ -.rlcet quotatiou 0<>\114 be obta1Jie4. 

, .. Illpbada 01> -.rket quotatiou teeda to otiaulate tn41llc 

·~.opeoul&ti'"' &otinq. 

6. !lllpb&oil OD ll&l'l<et quotation• teDdo t o blapire oalea 01> 

• deol1111J11 •rket wbioh in turn &ooeler&teo the extcio 

ot the deoline. tllua at&rt1J11 .. noiouo o1role. 
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Jet IOWid C!ei tala 

!be auggutd prosna aa IU'taittad by Mr. llpboaa prortdaa t~ a 

aobaclule 1D reparte ot n•••• UCIIl aboor1Jac •t a OUDAl upit&l, wbiob 1a 

ooaputed by dacl100tillc troa total oapital aooOIIIlt all oetaat.d lo .... , 

cl011bttul a .. ota, eel a MrtaiD ........ t ot clepreoiaUoa 1D .. ourtu .. . 

(The preoent reporta ot oxaa1Dat1on ot both t!MI Coaptrollor ot tba Clll'­

ronoy and t he F . D. I.e. inolllde auob a ao!Moclule 1D whiob all doprooiatiOD 

1D •olll'itioa i a dacluotecl,) 

lloot.rd •a pOaitiODo Tba Board taYora tba ol1a1Dat1011 ot a100h a aobeclulo 

tor tbe tolloor1Jac reuona 1 

1. JJJ.:r good whiob •Y be aooompliahed by not olua1tyillc clepre­

oiatiou 1D aeouritieo aa eat"-tacl lou or doubtful i a ottaot 

to a oonoidonblo extant, at loaat, by abowillc it u a dacluotion 

1D the OOJ11Nt&Uon ot Dtt aoiiZid oapit&lo 

2 , I t ia inoouaiatont tor tba ooaputation to 1Dolucle u a 

dacluotion daprooiatiou whioh ia UDt ab<M> 1D tlle reoapitul.a­

tion ot u•ta, tho ao~mdneaa ot llbioh ia qu .. tio.d, 

llo I t toouau attention on depreoi&tion bue cl upon tluotuatillc 

.arloot quotatiocao 

• • Dl aooordaDoe with tba purpooo ot ain1ahillc daprooiatioc 1D 

hit:Aor gradoe .. ouritiu, tba prov-a prOY!clea that a100h clepre­

o1a t10D be not dacluot.d 1D ooaputillc Dtt ooiiZid oapitalo Ill 

o&11!1Dt be add, bownr, that daprooiation 1D u:r aoouri ti11 

OODatitutll aOUDAl capital and i t 1a telt tbet auoh 1Jiplioat i011 

ahoulcl be aY014H., 

l o rM •-P' ot ._, aoiiZid aap1t&l8 ~ haYI cllttareat M ••c• 
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ill d.itterent oiro111ote.nou. ror exupb, an exouoi.,. 

illftot.lnt ill bt.nklnc bou .. or l&rp bold.injp ot other 

re&l eot&te , eTen thou,.b not ol& .. itied. ao eatiated. lo .. 

or d.oubttul, tl'equently &ttol'd. b ttle proteoticm to d.epoo-

1 toro or the F .D. I.e. and, 1 t 1o ouu .. ted., do not arrant 

the deai cn&tion ot •aound oapitel • eTen by t.plioatica. 

'·. 
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C-.4UUe C.O.rponU• 
co-o41Hee PI'M,.,.... • 
1"7 to J11Ut5. 1"4 

·~ 1, 1737 • .lprU .... 19)1 
I ..... ~. 19)1 ..... 12, 17)1 . ..... "· .,,. , ..... 19~ ' ·- •• 19)1 • ·- '· ,,,. _.., .... •• • • • .. : w : to • to : to 

: AprU 29, • 19)8 .... '· .,,. I llq U, 19)1 . .... 18, 19}8 . ..... ~. 19)1 19}8 · Ju. a, t9)4 • .~ ... \.5, 19)8 

t01UI4> 1'·"'·~ 1 .. ,000 180,000 ···w·m (I) lusheb 5,6o), la.6,200 
7 ·""' 

2,lloo i· . (>) 
'POUA41 2,99(),000 

~o.ooo ·m·ooo m Pound• 52,990,000 lloo,OOO 100,000 2,090,000 6o,OOO 670,000 ~'· 7 ·= (4) 8U.1bd1 9,000 6,llao 15, (S) 

Pov.n4• 8,~0,208 911.~ m·S28 m·112 "~·~ 1·lli·'52 1,7~.052 u6,972 1~·~··m ", Poun4e 10, U·~ 7,020 ,000 5. ,000 7. 1 ,000 1 ,29 • 1,9 ,000 96,000 
' '1H: .. m eratu 1 ,5lto '·i~· 20,075 2,555 

1'-.rdl 629,5)6 26, 9 92,000 lloo 2)7,678 ,. ·"' "! ...... '· 780,000 ""-\... '· 780,000(~ -o .... 270,164 ~0,1~(11) 
lei'Nla 

69 ...... ·~ 
~·000 12'-,800 91··~ 1, 9,JOO(l2) 

loan 155·'" ,.,,000 ' .~oo •z.~ 18,500 10,1 • ... 705(11! 
o •••• ... 500 ,,16b(U 
!Oil I 7,915 .91~(1j) 

,.,.,. .. a.~.zso 
'72·~ '42.58' '9'.587 

1·f'"·ooo '97,tP 509.586 ..... 8 ,062,)85 ~'·""' 77.520 -· ) , 000, 000 
1),860 10,16' 10,626 80S•• 1,50),626 87.51' 78.772 "·'" )1,2&0 .... a,-.oo,ooo -· 2,5,-,000 '·m·OOO(a) 7,9;12(2'1) aoaee Jl7.9t2 ~,OZ6U!l Caau 6 ~,026 

'· '
000!"! ...... • ,000 .....30' 1l ha~l• l;.llo,JO' 

lhtahlll l,1•7.7~ ~~:rea 6),)6S 7.337 '·"' "·""'·~(>61 

··m·*'~ foun4e 2,561,1 960,000 . . . ( 
PoUDde Ji.5 ,1<15 I 50 1,1&00,000 ~z. ,ooo,,1 roul'l4a 70,550,000 },}6o,OOO 2,080,000 56o,OOO 

1,000,000 1,600,000 2, ,000(,. 
Pound a 22 OOO(JI) c .... 50,000 66.6~0 :'50<~ Buab.ela 

• • 
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TDA8IIIT tla'AI'Niif 
Ottica ot \be Becrat&rJ 
Ieora\ 8ert'ica DtYiaion ...... .,., 

Jlme 1'1. 1938 

To: xra. nota 

We attach latter 4atad 1\me l!S, 1938, 
traa S\lp&M1a1DC Agent llarr7 L. llerltu', 
.Boeton, Maaeachlllltta, with 1te ancloa~~ra , 
concernl.DC ~t• ada tor till 
SecretiU'J aA4 xra. lforgantha\1 upon thelr 
al'l'1'9al at BoatOD \hia aftlrDOOilo 

32 
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TREASURY DEPARTMENT 

UNITED STATES SECRET SERVICE 

BOSTON , MASS. 

Kr . Fre.JII< 1 , l'lilaon, Chief 
u. s . Secret Seniee, 
~aeb1Dgton , D, c. 

Sir: 

1UDe 1!1, 1938. 

> 
7 

CoDt1rm1ns 1natruct1ona rece1Yo4 b1 telepbone tb1a 
date Agent Baobalder called at tbe Hotel Statler, Boston, and 
conterred w1tb Kr. D. B. Stanbro , K&Dasor, rolat1•e to roaer­
•at1ona me.de b1 Kra. Rooanolt tor secretary and Kra. llorgantbau 
eterttns Fr14e1, 1une 17tb. 'I'bere 1a enclosed berew1tb a letter 
trom l.lr, Stanbro 1D cont1~t1on ot tbeae arransemanta. 

Agent alee will meet Secrateey and !Ors. 1/Drgentbau 
upon arr1nl at tba Hotel Sta t ler Fr14a1 atternoon, e.a per 1D­
atruet1ona, and will re.a1n w1tb tbo pe.rtT wb1lo 1n th1a 

&1atr1et. 

Enol, 
nB/0 

Supan1a1DB Agent , 

33 
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o. a. ttwr•.o .......... 
Bora&. S T.A.-Ta.a•, Boe 1 01t ,_...a.ra Orne• 

1uno 15, 1938 

"f'raDl< 1 . wnson, Chiot' ot' 
United States Secret SerTice 
Wasb1llgton , D. C. 

D11er Jlr . Wilson: 

VIa nre pleased to contil"'l reservations made 
ror Mrs. F . D. Roosevelt for rooms 128~-88 
t'or a rri ve.l on 1unA 17th and aleo the 
reservation for Secretary and llr n. l!orgentb.eu 
t'or room 1298. This room nllllber 1a tentative , 
inasmuch as tho room 1c now oecupi ed , but it 
1o expected to be vacated b:r that t l.Jae. 

ke 
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Dear llr. S.oretar71 

f'EDEAAL RESERVE BANK 

OP' NIEWYOR K 

liiJ18 18, 19.38. 

lie are now in the lll.dat of tM expected lull in new aecuri ty 

offerings. The offerings t o the stockholdera of Oo.oomre&l t.b Ml.aon 

Oompe.ey and Philip llorria and Co.pe.ey, both of wbiob run until DeJCt -k, 

are still quoted at prelll.uu, fbe only new inuea this weak wan a ..U 

induatrlal bond iaaua placed printel.7 witb a lite ineur&DOe oollp&IJiY and 

a aa&ll otterlng ot oonYertlble preferred stock t o stockholders of Waab­

ington G&a Light o~. lfunioipal bead awarda tot.alAd . 2.4 ,6oo,ooo, of 

which t u , ooo,ooo was awarded by Pbiladdpbia to the P&DD871T&nia Sobool 

l!loplo;veea Retire .. nt Board. 

Althouat> ae't'8r&l large iaauee are expeo tad i n Jul7, inoludilw 

liSs ,ooo,ooo in notes and .dabanturaa tor the Stendard OU Collp&I\Y of lew 

Jeree7, no large corporate flotetione are 110beduled tor the reat ot thia 

• ontb. 

Corporate tin&DOiD8 during the firat aix .ontbe of 19.38 t-a 

tot&led S6.37 ,000,000, a a harp decrease troa the tl, 727,000,000 in tho 

tirat belt or 1937 and the $2,546,000,000 in the f irst belt ot 1936, but 

tbe put quarter ia wall ahead or the two preceding, and the .ontb of June 

1a the beat aonth ainoa a: ,..ar aco . Ot the belt ,..ar•a finaDOing, aboQt 

f292,000,000 waa tor naw capite.!, naarl7 belt f or tho United Stataa Staal 

OorporatiOD a l o», The tiguraa are ahown in the aoo~nc obart. 

llunioipal 1aauea tor naw oap1t&l of t 380, 000,000 in the f irat 

belt of tbia ,..ar are about the - •• in raoent ,..ara , ru.a f1cllre 1a 
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'fU'T pro .. 'bl,y lOU tbaJl tal •t.arlU.a IUid ftdapUOU of •na1oipol obllp­

t.iOU, ao that t11a pwlaal rot.tr.eat. of at.at.a IUid l-.1 10~ obl.t.p­

t.iona 11 oont.imli.DC. 

~~ 
\r. Iudolph Barpu 
Uoo Pr .. uoat. 

Booorable lle1117 Jlorgontua, lr., 
Seoret&r7 of t.• ~. 
llaah1Jictoa, D. 0. 

IIRB.B 

5 ..... 

3G 

• 
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QUART£11 

1936 

QUART£ A 

1937 

t ,.. -, 

..,tlfiCV • • , ,., 

· u .n 

.. 

AY.rqe Moctbq foll8e or no-etic Corporate S.Curit7 x ..... for .. Capital 
&DII for lletlmdilll ( ID aUU- of dollan) 
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A Brave Speech. 
1lauy llorcathlu. l«.uwr of tiM 

1 Tr ... lll)', ...-. a ft.n. c.om.....c-trMOt ad· 
dr- at Philad.t lph:ia't Ttrnplt Unllltnhr • • 
What naott lmpr ... ecl ua wu Mr. Morpn- • 
thau'a courqe when ht couched on tM topic 

1 or· .dYil llbfttt-. 1 

He .al4 tMt H AnMrlu.n cu aflord to 
1 

rema!Q JMUtral in tM t tnaQ lt to pre.erve 
thOM Ublrtic......_,at ht who abtt.a.lna from 
tbc J.tru.p.J.., bcUevlq l1b owa rlchtt not Ia 
d.lapr, M uncou doual7 htlplq the tfttm1. 

ADd. he ..w.s ;- • 
••aiJ:ar• to de.ftad dlool. Uberd• lo one. 

dt;r, OM C'OIIftt1' ot ltatt ftfDIQ at tba 
Ubatt.. or all of -. WU. • • tolmte tbc 
CQrt.ait..a.t of cOMC.hadooal rlcbtt tD aa.y • 
place ~ a7 a.di ... dul Or ITO. o( iadJ • 
.w·oa1a. DO ~Utttt' how dote to the t eat of 
&onnuncftt, •• rut-~ .... ,, u attac;k apoa 
our owa. <onaLhutlonal riPtl. • -
. Don it MCm nunc• dt.lt • public ofliclal 

Mould bt: praiMd for couu.ae In •olclnr Mn­
timenta ao ob•loua and eo tr~o~e1 We lhlnk 
thia apuda did require cour111 btcauet Mr. 
Moraenthlu knew tUc bla nma.rkl woW.d bt 
Interpreted. aa almt d at a mtn who ie curtail• 
joe conatltutlonal rlChll in 1 plan vu1 near 
to Pblladelphla-Mayor Frank Hape of 
J.nc7 Olty. lad..S. Mr .... Morae.ntlaaa, uked 
later whe-dNr he Mel 1polren wltb Ma7or 
H&pc ia adad. Nld~-'"1! th• shoe fh..a, let 
him WAr h." 

Muor H~ le "doN to the sut of J OV­

ern:mat.. • He It a •lee dt&I1'11ND of the 
Democratic National Commlt1u . ADif otllc:fl 
hiP i:a. cbe ad:mlm..tndoo of wiUdl Mr. 
lforceatbae t. • IIMiftllcr .... to be 1oitrc on 
tM tkory tMt dltc::ttt• t Ut.ace c~ 
M1:70t HQ1H aoct hie dic~toNt tactlca is 
tbe bt-u., p11t of ••lor. 
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EC 

SEcrEtary of StatE• 

Washington. 

5321 JUnE 18 , 1 p. m. 

GRAY 

London 

DatEd JunE 18• 1JJ8 

REo ' d 9 : 05 a. m. 

FOR TREASURY FRO!& BUTTERWORTH. 

39 

ThE buyina prEssurE conti nuEs to lEssrn. Gold 

fixing onlj totalEd 1 44 bars and subs EquEnt dEalings 

WErE proportionatEly small. Both thE dollar and franc 

EXchangEs wErE stEady and fairl y 1nactivEo 

JOHNSON 

DDM:HPD 

0 • 
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P.fJU.pBR.lSZ OF 'l'ILDWI RIO.IIV.II) 

rROK; .AIIeriou Zllbaeey , Berlin, Oerauy 

DATE: June 18, 1938 , 1 p.a. 

xo.; 313 

Fat TREASURY. rRCJ4 HEATH. 

40 

The etatua of German gold u<l foreign exchange reeervea 

r-ine concealed; reaervee taken over from .A.uatria have not 

yet been shown aa golcl or foreign exchuge in the monthly 

statement a of the Reiohabanlt . However , there seems to be 

no doubt tlw.t there h&a been an increase in the exchange 

stringency as a result of the <lrop in demand for exporte 

from Germany. Despite the promise 1n the recent speech of 

Kinister of Economics JUnk, there ttoes not aeem to be a ny 

prospect of a r elaxation of exchuge rest rictions. I was 

i nformed yesterday by Bergemun, principal assistant to 

Brink••nn 1n tha .A.<lminietr ation of the Economics Kinistry , 

that the relaxation of eXDhange restrictions which JUnk 

mentionecl hacl reference only to a plan for giving certain 

e~ortere a part of the foreign exchange resulting froa 

eny increase in their own ahip11ente of goode. I n view of 

i ncluatrial demand, he aaicl, 1cme atiarulue was neoeuary for 

expor t e. However, he thought that the new aoh•e would 

pr obably apply only to certain large export concerns u<l 

to certain export linea. 

Duri ng the ned f• cl&ya cleoiaion ehould be r•ohecl 

a a to whether the Bri t ieh and Gera&Jll will be able to coae 

to 
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to t eras regarding the treatment of Au.trian and German 

sterling bonds; t his point is the only thing holding up 

conclusion of a new trade and p&JIIente agreement b et ween 

Germany aDd Great Britain. An authoritat ive source hae 

told me t bat tbe Br i tish did not aooept tbe offer of tbe 

Germane to r eimburse the Britieh for any lOse that might 

result from guarantee by tbe British GoYernment of the 

Austr ian guaranteed loans in retur n for British consent to 

interest reduction on the Dawes loan to five percent, and 

reduction to four percent on the Young loan. Offer was 

made by Germany to continue making available in for eign ex­

change the whole amount of the contractual interest on 

t hese loans, but the difference would be applied to s i nking 

fund. It is understood that Great Britain held the ·u .. 

that Germany ebould provide payments for bonds of other 

trenches of the loane held in Great Britain, aDd t hat 

Germany bad proposed excessive reduotione in interest on 

the Da,rea and Young loans. Early next week an answer to 

the Brit ish is er:peoted fr om Germany. 

During our conversation Berg-= referred t o the 

41 

recent circular order which prohibita Jn1ah emigrants whose 

pr operty 1e wort h more than five thousand marks f rom selling 

emigrants' blocked marke against foreign exchange. He •id 

that this was only a temporary restriction, but admitted that 

it 
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it waa deeipe4 to keep Jllll'ieh people troa qoapiJig tile 

prO't'ieiOJle of tile .Jewieb property reat.trat1011 deoree tbrO\Iib 

selling their property aD4 plaoi~ tile prooeede ill bloolte4 

acoounta to be eold to foreipara. Bergeaazm told ae 

tbat in a aonth or t wo Jewieh eaigranta would again be 

allowed to eell their blocked •rita agaillat foreip exch&Jlge, 

once the regietratio~ bad betn finiebed. --- - ...., ~ 

Berg.anA a .. erted that Gerany did not intend peraanently 

further to 11a1t tile already reduced aaount of aoney it h 

peraiaaible for .Jewieh emigrants to take with th• beoauae 

that would tend to defeat the German policy of encouraging 

the emigration of theae people. 

nLSOJ. 

J:A:Lft 
I• J l • I T 

•• ._ • • , ..... ~r 
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EG 

SEcrttnry of Sto.tt , 

Washingt on , 

534, JunE l.9 , noon. 

' 
GRAY 

London 

DatEd JunE 19, 1938 

Rt c ' d 8:l.3 a . m. 
. . . 

FOR TREASURY FROM BUTTERWORTH, 

Th £ f ol.l.oT;i ng EXC Erpt from yEStErdo.y ' s S"1'ATIS'1' 

mo.y bE of intErEs t : 

43 

' 

"It is bEl.1EVEd that onE hundrEd nnd forty thousand 

kil.os g r oss of Spnnish sil.vtr coi ns hnvE rEcEntl.y bEtn 

dEpos i tEd with nn importnnt f i rm of bul.l.ion rEfintrs in 

Paris. Thty nrE bEi ng rEfinEd thErE nnd shoul.d product 

bEtwt tn thrEE m1l.l.1on fivE hundrEd thousand and f our 

Dil.l.i on t i nt ounc Es of sil.vtr which wil.l. appE.nr 1n thE 

mnrkEt i n thE f o rm of f i nE bars bEo.ring tht stamp of a 

rtcogniztd firm of rtfi ntrs o.nd wil.l. hnvE no appo.rtnt 

oonntction whnttvEr with Spain. Ltgo.l. compl.icati ons 

of th t most strious ohnro.ottr mi ght aris E if i n thE 

tvtnt of t h E Spo.nWh i nsurgEnts wi nning tht civil. wnr 

th£ DEW authoriti ES WErE t o disputE thE titl.E of thoSE 

who had bought eil.vtr from thE f ormtr govErnmtnt. Con­

BEquEntl.y it is unl. i kEl.y that suoh sil.vtr wil.l. bE bought 

without 

.. 
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- 2• #534, June 19, noon, ~ron London 

without so:-J£ intErrtEdi ary o~ aubatnnot to whon r t:oour111 

could bE !!tid E 1n t h t: EVEnt o~ troublt:0 ThE EVidmt link 

will prEsu::l!lbl y bt: brokm i f thE !:l t:tal 1s rt~int:d on4 

appt:ars in tht: narkt:t in thE ~o= of ba.rs of good dc-

11vt:ry and ~E~~th£ stamp of a rt:oognizEd rEfiner. 

EvEn so ,~ohost:s by th£ London onr k t:t arE 

unlikEly 1 as t hEl't: is as yt:t no 1nol1no.ti on to ship 

silvEr t o t hE UnitEd StatEs txor.rt on o. covErEd basis. 

Such COVErEd arb1tro.,:E iS O.Otunlly OCcurring wht:n tht: 

spot pricE dips bElow thE Ant:r1oo.n parity and tht: 

ArtEr1oo.n tradE buyinu, nhioh is largEly ovErratEd for 

such covErEd opErati ons, hos recEntly providEd thE bulk 

of tht support \7hi oh thE a nrkEt ht:rt: hos rEcEiVEd. • 

JOHNSON 

EDA : RGC 
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JR 

SEcrEtary of Stat£, 

Washington. 

538, JunE 20, 6 p .m. 

ORAY 

London 

Dattd JunE 20, 1938 

Rtc 1 d 1:30 p . m. 

FOR TREASURY FRO¥. BU'i'TER\VORTR, 

45 

ThE buying pr tssurt for gol~ almos t reachEd 

normal proportions today, Only 124 bars werE d Eal t 

in a 1; fixing and thErE wos littlE dEmand aftEr fixing . 

Hoth tbt doll~r end the f ranc wErt strong in 

tErms of sterli ng. 

J OHNSON 

DI'M :CSB 

\ 

• 
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PARTIAL P.liiAPBR.lBJ: OF TILIG!Wi RIOJ:IVED 

I'ROK; 

OlTJ:: 

JIO.: 

.lllerioan l:labaeey, Parte, J'ranoe 

June 20 , 1938, 5 p.m. 

968 

J'ROK COCIIIR.llf. 

Paris exchange market quiet. Spot franc improved 

from 178.~ to .21 and control wae endeavoring to piok 

up a little sterling around latter rate late this after­

noon. Rentee better with Parliament having adjourned 

until at leaat latter half of October, w1 th City of Parie 

bi llion franc loan subscribed and following President 

Lebrun' a public plea for regular, productive end prolonged 

work by all Frenchmen. 

This afternoon I was visited by Robert Lovett of 

Brown Brothers Harri.an. He gave me hie iarpressiona 

from his annual trip to Europe. 

Firat. Practically all of the SWiss bankers, be 

said, were nervous lest the dollar be devalued to fifty 

cants by the President in order to obtain a price pickup 

1n the Fall. 

Second. K.r. Lovett thought that our denials of 

dollar devaluation would be more effective if they were 

made more forlll&l.ly, in view of the re.artable sueoeptibility 

of lurope to rW~ora regarding our currency. 

Third. European central and private bankers, he found, 

were generally convinced that there would not be muoh help 

for the American a1tuat1on by further devaluing the dollar 

by 
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by 16 percent. They felt t hat it would be followed by at 

least corra8J)ondi~ depreciation in currencies of &11 ia­

portant countries. 

Fourth. Kuob doubt - s expreeee4 as t o the finality 

of the French frano rate being 179. 

Fifth, Kr. Lovett believes that the United States 

sbould resort to some sort of control of German capital move­

mente into our country such &a those for propaganda purposes, 

as well as t hose out of our country to Ger many euoh a s 

immigrant rSIIIittanoee and securities repatriation in an 

effort to collect part of what i s owed to us . 

Sixth. He dose not feel that superior judgment i a 

at pre sent being exercised by financiers of Great Britain. 

He shared my belief that such funds &a are now being aant 

to Danubian countries by Great Br itain in an effort to hold 

Brit ish t rade are very likely to be applied to purchasing 

from the Geraana insle&4. 

Seventh. If real world recover y does not aet in t o 

take th81 place of armament aot ivi ty, be wi ll i• concerned 

about the basic econoaic s ituation. 

Eighth. This year be doee not expect a general 

I>J.ropean war. He believes that wi t hout oonfiiot the 8u4etena 

will be absorbed by Gerlll&llY• 
BULLI'ff. 

ll:Lft 
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June 20, 1938 

The Secretary telephoned to the President at 2 o 1 clook 
today at l:lyde Parlt and said to him, "The stook market went• up 
tlve pointe today. I told my son, Henry, 1111 ra1n drop story 
and hie remark was 1 Dadl1)', be sure it la not a bird in the 
tree ' • Botn t he Prea1dent and t he Secretary laughed very 
heartily. 

H14,Jr then said t o t he President, 1 The other thing 
is, I would like to take the l i berty ot suggesting if you 
could that you sign t he Recovery and Relief Bill right away.• 
The President replied , "I woul d if I had t he bill, but I 
haven't got it.• The aacretary then said, "Do you mind 
it I speak to Forster about it? I will f i nd out where it 
ia and, if necessary, I will send a Secret Service man up 
with it tonight .• 

He then said to the President, 0 The t hird thing I 
would like to ask is it you could would you eave a little 
time to r me either Thursday or Friday. I would appreciate 
it.• 

~tter he had talked to t he President, HM,Jr telephoned 
t o Forster and spoke to his ass istant and was infor med that 
t hey had t he Relief Bill and would send it to the President 
immediately. HK,Jr asked him to send a telegraa to the 
President letting him know that the bill was being sent to 
him. Forster' s aeeietant informed Mr. Morgenthau that they 
had Just gotten t he bill back from Budget this morning. 

Regraded Uclassified



Regraded Uclassified



50 

RE BANK EXAMINATIONS June 20, 1938. 
2:00 p .m. 

Present: 

li .U.Jr: 

Crowley: 

li .W.Jr: 

Upham: 

Crowl ey: 

li.U.Jr: 

Upnam: 

llr. Gaston 
llr . Upham 
llr. Crowley 
Kr. Diggs 
Mr . Smyth 

The reason I asked you gentlemen to come in here 
is because it looks t o me that, a s to brother Eccles, 
it' s going to be kind of a public relations fight, and 
I thought if we hard-boiled bank examiners got together 
and kind of talked things together and planned to act 
together, wby, maybe we could take him on and roll him 
up and tie him up in big ribbons. But I think we'll 
have to - as far as l know, I think we 1re ell in the 
same boat, and if we ell decide on what we're going 
t o do end kind of talk t ogether, ~uy - I mean - then 
I have this 3 o 1 clock press conference end I want to 
get you fellows ' advice and see what you had to s ay . 

Well, here, Mr . Secretary, is wllat Marriner ' s done. 
He' s left the impression publicly that we're all 
conservative, reactionary fellows not interested in 
credit expansion and that he 1s the only fellow that 
has a program to cure this thing at all. 

Now, as a matter of fact - I think Marshal l and Cy 
would bear me out on this, tha t Saturday - Friday 
afternoon we spent four hours and really you couldn1 t 
get head or tail of what Marriner was talking a bout . 
He talked in circles on the thi~. We had presented 
them a ma Jority report here, and the Federal Reserve 
Just haven't given it the thought that the Comptroller' 
office and the Federal Deposit have given it. 

Now ha writes this letter t o Vandenberg, which is very 
embarrassing. 

What • s the date? 

Tuesday . 

It went up there Tuesday afternoon. 

Wasn't that the day we had the lunch? 

That ' s right . 
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And in that letter to Vandenberg be practi cally put 
the responsibility for the depression on bank 
exami.na tions • 

Yes . 

Now, I 1 Ye prepared a little bit of a memorandum 
that I thought set f orth our views, and don't know 
whether it ' s worth a damn or not. Cy, would you 
mind, or - it may be too much f or you to read, Mr. 
Secretary . 

No . Do you mind - have you {Diggs) seen it? 

No, I oave not . 

.Vell , read it out loud, Cy . 

"The Compt roller of the Currency and the Federal 
Deposit Ins urance Corpora tion, t ogether with the 
Executive CoDllllit tee of the State Bank Supervisors , 
agreed more than a month ago on a progr am of 
uniform standards in connection with the appraisal 

• 

and cla ssification of l oans ond securities in bank 
examinations. These standards have been adopted with 
a view to promoting a . wholesome recovery and providing 
per manent high s tandards in bank examinations and 
bank supervision. 

"Inasmuch as all of the nation' s banks are examined 
by one or the other of the above authorities, a high 
degree of uniformity will exist in future examinations 
of banks of al l classes. A better coordi nation of · 
bank supervision is therefore assured . 

~An impor taht aspect of our program is t he proposed 
abandonment of the term •slow• in connection with the 
classification of l oans in bank examinations. The 
confusing nature of the term •slow•· is evidenced by 
the r equirement of the Federal agencies that a loan 
should not be so classified i f its ultimate repayment 
i s reasonably assured, even though the loan i s slow 
i n a l iteral s ense. 

"The adoption of numerical captions for the classifi­
cation units, with each classificati on uniformly and 
unequivocally defined, should do much to eliminate 
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tllis contusion. Tbe definitiona preclude, a.nd 
examiners will be empllatically instructed to exclude 
from classification, any loan tne ultimate orderly 
repayment ot whicn is reasonably assured. 

"It llas long been recognized by all tllat the lending 
of funds to sound and solvent borrowers, small and 
large, for reasonable periods, is a l egitimate function 
of a bank, provided there is proper pr ovision for the 
orderly payment of such loans . Bankers should be 
willing to assume reasonable risks, and it is far from 
anybody 1 s intention that they should be criticized tor 
so doing . To state the matter concisely, the principle 
tllat banks should make exclusively self-liquidating 
seasonal loans i s being abandoned as a basis for 
classifying loans in bank examinations. In my opinion, 
all of these steps add up to more reliable and trust­
worthy bank examinations . 

"The abando1111ent of quoted market prices and tbe 
adoption of cost as a basis for valuing securities 
of investment quality is another constructive aspect 
of the program. lbe use of market values has not 
proved satisfactory as a method of appraising high­
grade securities . Also, cost valuation will result 
in an accurate and uniform appraisal procedure 
tbrough periods both of depression and business 
upswing. Something over 80 percent ot the securities 
presently held by banks are of investment quality, 
and appraisal at cost will give recognition to tne 
principle that such securities sre investments and 
are not intended t o be continually turned over in the 
market. 

"Securities not of higll-grade investment quality, 
altbougb not defau.lt, represent about 10 percent ot 
bank boldings . Tbe apprai sal of net market deprecia­
tion in these issues as ' doubtful ' is, to my mind, 
fair . The appraisal procedure witb respect to tbese 
issues must give consideration to tbe risks involved 
in securities of this quality. Classification as 
' doubtful , ' however, does not as a general rule 
involve a required alter ation in a bank's carrying 
value of issues so classified, or tbe cllarge-off of 
such classifications . Defaulted bonds and stock.s are 
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a pprox:iJnately 5 percent of total securities, and 
eTeryone agrees that net depreciation in these 
securities is an estimated loss which should be 
charged otr . 

•Another important angle of the program relates 
to the treatment of profits from the sale of 
securities. Ontil losses in securities have been 
written off and adequate valuation reserves 
established, security profits ere to be available 
only for the establishment of such reserves . 

"This treatment of profits is a sound procedure 
which me~ well-run banks have been following for 
some time past. It will tend to, in some measure, 
discourage speculatiTe in- and-out trading in the 
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bond market . Too many bankers have been viewing 
their bond holdings not as investments but with a 
view to obtaining speculative profits from turnover, 
and this condition has contributed to the instability 
of the bond market . Furthermore, the so-called 
profits from security sales are in many instances 
not actual profits but merely write-ups in book 
value . This results from the f act that a banker, 
in disposing of securities at a profit, frequently 
reinvests at approximately the same price leTels. 

"In connection with the Comptroller's regulation, 
we understand that there i s general agreement t hat 
member banks will in tbe future be permitted to 
purchase small and local issues provi ded they are 
of high credit quality and there ere proper 
amortization provisions, and provided further that 
such issues are not held in excessive amounts. This 
Corporation has never criticized or obJected to such 
vurcbases by insured state banks, not member s of the 
Federal ReserTe System. 

"The Corporation does not view tbe above progr am as 
either lenient or liberal. We regard it as sound and 
realistic. Bank supervision loses its entire meaning 
if it is viewed as other than for the protection of 
depositors . 

•Moreover, it would be unfortunate if the program 
were to be considered as a whitewashing process by 
either bankers or the depositing public . We feel 
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confident it is not. Wore would be lost psychologi­
cally, however, if it were so oonsidered, than could be 
gained by the program. Tile deserved confidence wllicll 
tile general public bas i .n tile banking system is a 
strong plus factor in the present situation, and 
notlling should be done through tile press or dberwise 
wllicb will impair tbis merited confidence . 

"Bank exami.nations must continue to be accurate and 
reliable. Unless tlley are, bank examiners will not 
continue to bold the r espect of sound bankers. Cor­
rection or adverse trends in poorly managed insti­
tutions will correspondingly become tile more difficult. 

~ow, it1 s an excellent letter, but I 'm goiDJ to be 
very frank, see? You (Diggs), you (Crowley), Eccles 
and I were gi ven a Job by tile President. We ' re sup­
posed to report to the President. Now, this burns 
me up Just as mucb as it does you, but I ' m going to 
keep ~ mouth shut, and I bave a press conference -
unless Herbert tbinks I'm wrong - at ) o 'clock, and 
I•m asking everybody to say his piece . And my thougtit 
was 1f they went aft er me, all I was going to say 
was this: "We have been waiting now tor about a month. 
lte nave been ready . We have been waiting a long time 
for the Federal Reserve Board tog et down to business, 
and I am reliably informed tha t last Monday was tile 
first time that the Board took a look at tllis thing . " 
I may not even say that, but - "llow, the Boa.rd bas 
been looking at this tiling for a week. We ' ve been 
looking at tbis thing continuously. And I think from 
the conversations that I have had with Mr . Crowley 
and Mr. Diggs - I tbink that we 1 re all in agreement 
that our first interest is the interest of the deposi­
tor." 

That's rigbt . 

"That's our first interest. " And if they push me a 
little bard, I tbought I migllt say, "And we ' re not 
sitting up all tbrough the night trying to find easy 
ways to le.nd depositors' money." 

Tbat's right, tllat will help us . 

See? 

Tbat will help us . Tllat• a wllat we naed. 
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See? That we 're not sitting up all night t rying to 
f ind - and t'urtberaor e, maybe I teal this so s troncly 
because I have never been 1n tbe business ot lendinc 
other people's money. "But our Job is to aake a r eport 
to t be Pr esi dent and while we ' re studying t his thing 
we don' t wri te ·~ · letters ." 

Well, you unders~and I ' ve Just given •••• 

Ho, I 1m talking .... 
I get you. 

"We don't write any letters." And I•• willing to 887 
ott the record that I think presidential appointees 
ought to work together and this idea ot one ot them 
going out alX1 doi ng this thing as an indivi dual -
because I 1ve checked up; I called up Ransom and 
asked, • Is it a Board acti on?" He says , "It is not." · 
So Marr iner 1 s out on the end ot a liab, and I thought 
that - to announce Thursday - bell, they ' ll either 
come on board and do i t our way or I ' ll send the 
thing - do it the way you fellows want; now, I won' t 
tool with this one bit more after midnight Wednesday 
night. 

Fine. 

But 1n the meantime - I •m talking positive because 
I feel positive, and if you fellows don' t agree with 
me I • 1~ go around the room - 1n the meantime I think 
the lid should be on, see, and sit tight and not make 
it more difficult tor the President. And I think i t 
is very easy to t wist t his thing around - that we 1r e 
not going to wash our dir t y linen, and we 1 ve been 
sitting back here waiting. 

That ' s right. 

But if we agree - I mean I 111 give strict or der s in 
the Tr easury that there should be no leaks, if ~ou 
fel~ows agree - that this fellow and that fellow 
shouldn' t be slipping soaethinc - I aean soaebody got 
a whole copy of these rules . 

How, if you fell ows think we should make a blast and 
answer him prior to giving the Presi~ent a r eport • •• • 

• 
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No, I tb!Dk tbat 1 s right. 

I think your attitude is JWit right. I think tbat 
the less you say - point it directly at Eccles 1n the 
present conti ngency, the better. I think it' s siaply 
best to say, "The President gave us a Job. Now we' ve 
got to the point where we have something prepared . 
We understand that the Federal Reserve Board as a 
board bega.n consideration of this only a few days 
ago, bas not completed it. I 1m not going to make nny 
statement, I 1m not going to argue for this proposition 
or tbat propositi on. II¥ business is to report to the 
President, and t hat I•a going to do." 

But Herber t , you 1 ve got t o let me say that the 
a ttitude - our attitude, our considerati on, is the 
consideration of pr otection of the depositors. 

"We must have as our f irst consi deration the protection 
ot the interest of the depositor. That doesn ' t mean 

that we 'r e ·· · ·" 

All right . No . 

And so on - absolutely. 

All right. I won' t say anything on the • •• • 

As to the handling of this thing, I think it's per­
fectly clear. The report itself has t o go to the 
President; when it comes back from the Presi dent and 

• 
• 

be approves it, then we put out a release i n which we 
say tbat "the Secretary of the Treasury, after consulta­
tion with the Acting Comptroller or the Currency and 
with the Board of the Federal Deposit I nsurance 
Cor poration, announces that the following new regul•­
tions" - or rules, or whatever they are - "wil.l be put 
i nto effect . • Then we ' ll take them 1, 2, J , 4, 5. 
Then we start in on Number One and explain the basis 
or the action, what it means; Humber Two, the basis 
ot the acti on, what it means , so on. 

Well now, let• s see whether this is agreeabl e to thes e 
people. 

Well, that's perfectly agreeable, because I think you 
put us in a strong position. 
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Pardon ate? 

You put us in a strong position by the stateatent 
that bank e x&ll1nation 1s for the protection of 
depositors. Now, Marriner is leaving the impression 
that bank examlnation ia supposed to be mixed up 
with some other things. 

Well, who the hell's money is it? 

That ' s right, and • ••• 

Who the hell ' s money is it? It's the depositors ' 
money. And he s i ts up all night trying to find 
sloppy •ays in orde.r to loan tllls money. And it's 
other people's money. 

That's right. 

It i sn't his money . • nd as a atat ter of fact, what 
t he hell 1 s tne Federal Reserve .Board got to dow ith 
tllls thing? You kno·R , if they want to start - tnose 
fellows are just a bunch of mollusks . Tney got t wo 
tnings that t ney live off. One is the interest on the 
United States Government bonds and Two is the four 
million dollars that I pay tnem for service fees , 
and you taka that away from tnem and ••• • I don't 
have to use them as fiscal agents. I can appoint 
the First National Bank of Podunk as my fiscal agent 
tomorrow. 

Tnat• a ri.ght. 

And with it goes four million dollars. I can appoint 
tomorr ow the First National Bank of Podunk as a 
fiscal a gency of the Treasury . I can appoint the 
Federal Land Bank. I think I•m r i gnt, aat I . not? 

Yes . 

And I don't think there is anything i .n law t o prevent 
you from es tablishing a Sub-treasury office in New 
York. 

If this fellow just wants t o push me, he's just going 
to go a little bi t too far. But I ' ve said and I want 
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you tallows to know tbat I think tbe worst tbing 
tbat could happen tor this country is tor the 
Federal Reserve and tbe Treasury to have an open 
break. 

Tbat • s rlgbt . 

58 

And I•ve set bere and worn out pants after pants 
listening to Marrlner ~coles pbilosopbize and 3ust 
talk in circles. But I think doing it - and it1 s 
damn hard to do i t - I tbink tbe country ' s better 
ott. And I ' m willing to wait until midnigbt Wednesday 
night. But after midnigbt Wednesday nigbt I won't 
wait one minute. 

That's right. 

See? 

Let me make •••• 

Now, if t hese fellows want a fight, tbey can have it.' 
And this thing - what the hell is the Federal Reserve 
Board? Christ, their set-up - put them alongside the 
Farm Credit. I want a comparison of the business that 
Farm Credit does as compared to the business ot the 
Federal Reserve. Why, it' s just nothing . They don't 
do anything - any discounts . Do they do aey discount 
business? 

Almost non.e. 

I mean, Herbert, I just want to set Farm Credit along­
side of the Federal Reserve and - why, if we ever 
start to unmask tbe Federal Reserve, it ' s lust a 
joke. 

Tbe whole system. Ub-bub. 

Tbe wbole system. It's the whole system. It's a 
lot of marble palaces scattered a1l over tbe country -
empty sbells - and they exist because the Secretary 
ot the Treasury lets tbem exist . 

Tbat ' s right. 

But it they ' re going to puab, not me, but the 
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President, hard, I got all the cards, provided you -
we stick together. 

Well, we won't move from our position. Now, Marriner 
stopped down at the hotel last night. 

I haven't started this, and I ' ll be very quiet at ~ 
press conference . But I' ve had a lot of time to 
think this t hing over, and I got all the cards. 

~ou•ve got more cards than maybe you realize, from 
the facts llr. Crowley bas and the tacts we have dug 
up here on this lendi ng business. Tell b1m those 
figures, Leo. 

For instance, your national banks and your state 
non-member banks bave had an increase of from about 
4! to 8 percent in l oans. The large metropolitan 
state member bank bae bad a decrease in loans of 
1.2 percent. Marriner admitted to us Friday after­
noon that he has no uniformity of examination in his . 
twelve Federal Reserve banks, that he doesn't know 
what kind of examinations they are making. 

Really? 

And then be ' s talking to us about t he weaknesses in 
our program. 

All right. Unless I'm kidding myself - and I don' t 
think •e are - we got all the cards. And just let 
this fellow- give him a little bit mae rope. But 
if I a t tacked him today or any of you fellows attacked 
him, then the Federal Reserve Board would get together 
and defend hj~. But it I make it general - as I 
understand, t he Federal is sore as bell. 

Now, Jesse wrote me a very nice letter that be was 
with Marshall Diggs, so forth and so on. Then be 
sent me over a couple of suggestions that he made, 
see? 

Be called me over Saturday morning. 

Well, be ' s got tbem all. Jesse wants me to - be
1 always plays ball, tells me what be ' s doing . Be s 

got two little suggestions: that 25 percent business, 
and be ' s got another one - he wants to call it "an 
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established business enterprise" instead ot 
• coaercial, 11ercantile, or 111mutacturing." 

Bow, what I'm ready to do is tllis - if I'll going 
too fast, Just stop me . 

Can I stop you there? 
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Just one second . I•ve saved tonight; see, and then 
I thought by tonight tile three of us ought to be 
t ogether. And then let •s call in the Federal Reserve 
tomorrow afternoon and say, "Now, here ' s where you 
are. What are you going t o do about it?" 

Well, we're all together except hi.m getting Ilia 
regula tions , and I don't think you and I are apar t 
on that IIUcll, liar shall. 

No, if Jesse thinks - I think if we can get Jesse 
playing With us, there ' s another very strong factor, , 
because he owns a lot of stock; if Jesse's with us, 
there's such a thing as being out of step with tile 
world. 

uid you read tllis editorial in the Wall Street 
J ournal this morning - "Those Who Are Insured." 
Tney •re taking h1lll apart. 

Tiley • re t aking llis part? 

Taking hi m apart. 

Taking 111m apart, telling him he 's all wrona. 

Fine. If I can, I want to get Jesse in our c811p. 

Well, be's with us now. 

•ell, he ' s lll&de two suggestions . 

One of those we think we can do. Tbe other, we don' t 
know - wetre afraid that brings 1n hotels and apart­
ments. 

Bow, Jesse's in town, and after you fellows leave, 
if you can put on tile high pressure - I'• f ree fro• 

Regraded Uclassified



Crowley: 

B.M. Jr: 

Crowley: 

Diggs: 

li.ll . Jr: 

Diggs: 

B.N. Jr: 

Crowley: 

B.ll.Jr: 

Opham: 

H. l4.Jr: 

Crowley: 

B.li.Jr: 

-12-

8:30 tonight on at =Y house, see? 

Well, could we get hold of Jesse and meet with 
you? 
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Yes . ie•s coming here at quarter to four, but he 
wants t o see me on something else. But he won't 
be here but about 15 minutes. 

Why can' t we have him go to your (Diggs) office? 

All right. 

Bow's that? 

That ' ll be around 4:30 . 

Hon 1 t be here more than 15, 20 minutes. 

Here's t he position we want you to be in. They know 
they're on the spot. They want to Join the hundred 
percent agreement. They want something from us, see?' 
Now, all I say is, let ' s not lose the position we ' re 
in. Whatever you finally want us to do, after we in 
this room agree with it, we'll go with you, see? But 
that may come from you ••••• 

No, that isn't -no, I 1vo been absolutely iapartial 
up to now. I've been an impartial chairman. I 
haven't made any suggestions. 

r was impartial up t o Friday. 

Well, I haven' t made any . And what you fellows have 
done up t o now - !~ink by waiting this long we've got 
a few suggestions which have been very helpful. 

Well, here's what Eccles wants, Mr. Secretary. Eccles 
knows now he's in a Jam on the Vandenberg letter . Be 
knows he ' s in a Jam with his Board. John KcKee is .ad 
as the devil at hila. 

(At this point the Stenotype machine began to function 
very imperfectly, and the rest of the transcript is 
f r agmentary) 

Now look, I can see you fellows at 8:30 tonight . 
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I think if we could see tbe Board tomorrow, ey, ••• 
Make it 2130 tomorrow afternoon. That ' ll give them 
tbe time necessary •• • • 

Just Eccles? 

No, I want Ransom, I want those other ~wo fellows 
who are on the committee. 

McKee and Davis. 

There ' s f our. 

Bo'~t about lunch tomorrow? 

No. Can't stomach it . 

Eccles thinks he holds one card wbicb is very 
important. I don't know whether you know about it 
or not. If I bad, I would have conducted ~self 
differently . He said that when be agreed to serve 
on the committee, the President promised him that 
be would get a coordination or the banking agencies 
to make effective tbe Administration' s cheap money 
policy. ~e says that you knew tbat. 

That isn't true. 

Tbat we were to do something wbicb would make 
effective t be Administration's easy money policy. 

That isn•t true. 

Right . That's the card which be thinks be holds. 

' 

Tbe President said that we did not want bank coordina­
tion, we did want bank unification. And the President 
changed it, in writing. 

"Coordinat i on" is tbe word be used. 

And I'll stand on what tbe President said in writin&. 

Right. 

And llr. Eccles - be wants to mix up bank examinations 
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with money management, and I'm opposed to tbat . 

Tbat 1 s right. You told ht. so. 

I'm opposed to it . And llr . Eccles bas no card, 
except a Jolter . 

A two-spot. 

And we ' re leaving all Jokers out. 
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And .I. eat there with Daney Bell at my side, and I 
said, "No, Yr . President, we do not want tbat.• Now, 
.1. bave no doubt Eccles said it, but I 'm sure the 
President didn't agree. 

Be made tbat statement over at luncheon the other day. 

And if Mr. Eccles - as all the children say, •Nutsl" 

Karr iner ' s got in the back or bis mind - he wants a 
branch banking system. • 
~e also wants the country banks to put their reserves 
in the Reserve Banks . 

"ut I t bink it1 s Just as well tbis bas happened, 
because new it•s out in the open, and instead or 
going along until the fir st or Ja.nuary, w1 tb Yr. 
Eccles baYe seven or ei&bt months to work under 
cover, we make b1m come right out 1n the open. 

Now, ~ record is - damned if you can find aeytbi.n& 
that I have ever said about bank exami nation. I 
haven ' t opened my mouth on it . 

Aonald Ransom spoke to me on tbis and again said 
tbat be bimselr reels that we can get togtther. 

I talked to Ronald Ransom at five a!nutes or one, 
and that• s the way be talked. But Rona.ld Rarusom 
is Just - be ' s like I am; he ' s a born opt1alst. 
I hope he ' a right, what be says i s true, and so on. 
But 'Nednesday midnight is tbe line. I won' t wait 
one minute longer. 

Now, I asked Ransom to come over here because he1d 
been so helpful as ~ balance wheel , which be bas been. 

Wow, Yr . Eccles - if be wants to take - wbat do you 
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0 • 0 0 

Smyth: 

Upham: 

R.K. Jr: 

Upham: 

B.Y. Jr: 

Upham: 

B.ll.Jr: 

Smyth: 

R.II .Jr: 

Crowley: 

-15-

say in Texas when you giYe a man r ope and •••• 

•OiYe him enough rope and he ' ll choke himself . 

vr course, it's possible that be will go to the 
White House and bring it right to the President. 

How can be? 

Isn 't the President here? 

64 

No. I just talked to the President a little while 
ago . 

I'm sorry. 

Do you (Smyth) think I•m •••• 

Oh, absolutely . 

~ got a very interesting cable tbat came in - just 
to show you. Every month they have the meeting ot 
the Bank for I nternational Settlements at Basle, 
and these central banks get together, and somehow 
they remarked that we were the only country where 
the bead ot the central bank was the fellow that 
wanted to spend the money and the Treasury is holding 
him back , and in every other country it's tbe reverse . 

Thank you. We'll s ee you at 8: .)0. 
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ll .li ,Jr: 

Operator: 

B.M. Jr: 

Jesse 
Jones : 

B.U. Jr: 

J: 

ll.lf.Jr: 

J: 

B.K. Jr: 

J: 

H.K.Jr: 

J: 

EI .K.Jr: 

J: 

ll.M. Jr: 

J: 

R.lf.Jr: 

J: 

ll.li.Jr: 

J: 

B.li.Jr: 

J: 

ll .li.Jr: 

Bello . 

Jones. Go ahead. 

Bello. 

Bello . 

Bow are you, J esse? 

Pretty good, bow are ;you? 

I '• better . 

June 20, 1938 . 
12150 p.m. 

I sent ;you a l.ittle note over there. 

Well, I just got .1n and I haven't got WIY u1l yet. 

And I wanted - .it's about these - I aet w.itb e crowd 
of other bankers over at Marshall's off.ica Friday. 

Yes . Marshall Diggs. 

Yes. 

Yes . 

Di scussing these regulati ons and things . 

Yes. 

And I wanted t o talk with you before you reached yo~ 
coAOlll&icns. 

Well, you•ll have to t alk awful fast. 

Bow fast? What tille can I come? 

'lell, I 1 ve asked Diggs and Crowley to come at t wo. 

J.t two? 

Yes. J.nd - but I won' t come to an1 conclusions then, 
but I wee go.ing t o toaorr ow. 

Well, I'd like to talk to you this afternoon. 

-eJ~, bow about a ~uarter of tour? 
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J: 

' B.lt.Jr: 

J: 

a.M. Jr: 

J: 

H.&l.Jra 

J: 

B.lt.Jr: 

J: 

H.ll. Jr: 

J: 

B.li.Jr: 

J: 

-2-

Quarter to rour. I ' ll b e ther e . 

Yea. ADd ••• 

Tb&Dk you, Henry. 

Bow wait a ainute . 

Yep . 

66 

Wait a second. Just give me an inkling, will you? 
You • • • 

Tall you wbat I'll do. 

Yes. 

I sent you a little note. I 1ll send you ov~r a 
lle~~orandum of what I think it ought to be. 

Will you? 

And it ' s - I went over - I showed it to - to Opnaa 
Saturday. 

Oh, good. 

I aalr.ed hill to come over hera . And there • a - I nave 
Just a raw aodiri cations. 

H. K. Jr: Yes. 

J: 

B.Y. Jr: 

J: 

B.lt. Jr: 

J: 

i.t.I . Jr: 

J : 

And the thing tnat -but it' s - I think it1 s quite 
essential and I ' d like to - and I 1ll aelld that over 
to you now if I say, 

Would you do that? 

I will do it right now, 

Yes . Bow, let ae - let ae talk to you a ainute . 

Yea. 

You' re not goinc to be her e tomor row? 

I 11187 0 z::! 11187 not. 
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S. li . Jr: 

J: 

Ji . K.Jr: . 

J: 

H.ll.Jr: 

J: 

Q.li.Jr: 

J: 

S.ll.Jr: 

J: 

B. II.Jr: 

J: 

li.li . Jr: 

J: 

li • .II . Jr: 

J: 

B. li . Jr: 

J: 

B. li . Jr: 

J: 

-.3-

Wall, wban - WiJ.l you know at a quarter ot t our? 

Yes, sir. 
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Wow, I - I - when you come over, I ' d like to talk 
to you a little bit about leDdin& possibly to soma 
railroads. 

Yes. 

And you know - I take it you know what you•ve done 
up to date on that . I mean 1f any thin&. 

Yes. 

I mean 1n the way ot equipment. 

Huh? 

In the way of •.• 

Yes. 

In the way of equipment. 

Yes. 

See? 

Yes. 

So we can talk a little bit then. 

Row look, another thing wbile I•ve got you. What's 
your reaction on what Eccles did in that Vandenberc 
letter? · 

Well, I think he disturbed the boys aore than an;ythiDC 
else . 

Yes. See, I'• seeing the press at three. 

lo, I haven• t . 

lo, I'm going to see the press at three. 

Row's that? 
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B.ll. Jr : 

J: 

B. ll.Jr: 

J: 

B.M. Jr: 

J: 

B.l!.Jr: 

J; 

B. ll.Jr: 

J: 

B.!l.Jr: 

J: 

H.ll. Jr: 

J : 

B.U.Jr: 

- 4-

I'm going to see the newspapers at three. 

Oh, you are . 

But I'm not going to say aeything. 

I don't believe I would it I were you. I think 
you're right. 

68 

Wel~r I 1ve got further with the President by not 
wasn1ng our dirty linen in public . 

That ' S rigl:tt• 

I never have. I don't - I never did think that 
that •s more difficult for him. 

(Garbled.) 

Yes. Go on. 

(Garbled . ) 

But I ' d be tickled to death to see you and I 111 
be glad to get what you have out. 

Thank you. 

Thanks. 

Yes sir . 

Starting in tomorrow morning . 
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June 20, 19~8. 
12:55 P. !!. 

G9 

H. :1. Jr.: Hello 

Operat or: Ronald Ransom 
Ronald 
Ransom: Good Uorning. 

i! . !J.Jr: How are you? 

R: 

'l .... Jr.: 

"1 : 

!' . :.l . J r .: 

R: 

H. ::.Jr. : 

R: 

H.::.Jr: 

"1 : 

:!.!:.Jr : 

"1 : 

i!. ~: .Jr: 

R: 

H. IJ . Jr: 

Fine. I hope you ' re well. 

I'm fine. 

That ' s good. 

! ' d Just like t o aek you a question if you can 
answer it.. 

All right. 

The letter of which Cha irman ~ccles sent to 
Vandenberg. Is that the opinion of the Board? 
I s tha t - 1e 1t a Board Action? 

No . That' s a purely per sonal matter. 

It ' s not a Board action? 

No . That is not Board aot1on. 

I see. 

But I had r a thPr you would trea t that as en 
oft- the-record an e~~ter, if you will. 

Well, I Just wanted to know because it disturbed me 
considerably . 

'o . I think that you 're going to find that this 
thing is going to work it self out to a satisfact ory 
conclusi on . 

Uh huh . 

' 
• 
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R: 

H. 11. Jr: 

R: 

R. ll . Jr: 

R: 

- 2 -

I think it•s going to do it for the reason that as 
a result of the suggestion you made l ast Tuesday 
with Mr. Eccles, Mr . Crowley and Mr. Diggs have 
been together - have been working on it and have 
been exchanging ideas, and that I believe there's 
enough elasticity all the way around to produce a 
result which would be mutually satisfactory and 
it I'm too opt1111stic, why, I regret it. I hope 
that I'm not . 

Well, now - well I haven't seen Upham so I don't 
know what we •re supposed to --

Well, he•s - he ' s not on the crypt of opt1111sm if 
he correctly reports his own reeling to me . Be­
cause he called me last evening and I did not 
have a chance to call hill back until this morning. 
Be expressed a rather pess imistic view. I don't 
know whet her it was for the purpose of developing 
my own thought but I didn't hesitate to tell him 
that I didn' t feel nearly as pessimistic about it 
as he does. 

O. K. 

Now let•s take time off and view this. Here •s the 
situation. 

R.U.Jr: Yes . 

R: 

H. Ll. Jr: 

R: 

H.M.Jr: 

R: 

For the first time I believe llr. Crowley • llr . Diggs • 
and Jlr . Upham are having the chance to really get 
a point of view. 

Yes. 

And that there can be some compromises along the 
line on both sides that would result in a much 
better agreement that otherwise would be the case. 
And I just hope I'm right. 

I hope so. God knows I •ve waited l ong enough for 
a compromise. 

Well, you•ve been very patient. But these dead 
lines do bring things , you know, to a conclusion. 

70 

' 
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R: 

H.l!. Jr: 

R: 

H. :J.Jr.: 

R: 

H. !.l.Jr: 

R: 

H. !.l.Jr: 

R: 

H.!i.Jr: 

R: 

H.!.l.Jr: 

R: 

H. U.Jr: 

R: 

H.li.Jr: 

R: 

- :5 -

Now let me tell you one other thtng. I heard laet 
week that I called you up t o tell you at the time 
but you were out ot town. 

Well, the message I got wee that you would c~ me 
later. They eaid you were not 1n your ottice. 

Well , when I called you - when I gp t a chance to 
call you later, you had lett. 

Oh, I ' m sorry. 

71 

Now, it wasn't very i mportant. It one banker doeen ' t 
like t o swallow he doesn't mAke a stumble but when 
one banker commences t o get an i dea sometimes it 
does boil and I'm juet givi ng you this as a reporter. 

Right. 

There was a very conserva tive banker 1n the Southwest 
who had commenced t o survey hie own Government bond 
account with the 1ll;ea that he better take hie prottts 
because he believed all t his newspaper t alk about 
devaluation must have some background. 

Yes. 

And I was very disturbed because he i s the conser­
vative type. 

Yes. 

And it one ot them thinks that ~be others will. 

Well, I Just cen ' t help the doctor. 

I know you can~t. 

Last year it 'tl'as the other w~. We talked our heeds 
ott trying to convince them that we: were not going 
to lower the price ot gold. 

Well, I ' m Eerely telling you this si mply as a 
repertoriel item tor what it might be worth to you. 

Yes. Well - then, ere we to see you tomorrow? 

Yes. 
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I!. U.Jr: 

R: 

I!.U.Jr: 

R: 

H. :LJr: 

R: 

1!. !.I. Jr: 

R: 

H. !.!. J r : 

H: 

I!.U.Jr: 

R: 

H.U.Jr: 

R: 

H. Ll.Jr: 

R: 

H. LI.Jr: 

-. -
That.' s your program? 

That. 1 s my program . 

Att.er I've seen Eccles I 1 11 find out what 'a what. 

I mean, wha t time will I eee you? 

I'll call you back atter lunch. 

72 

Well, I'll t ell you wha t. you do. 
trom the active parti c i pation 1n 
but it. s tayed on the s idel1nee . 
plan t o see us t omorrow you jus t 
and I'll come over with him. Is 

I 've stayed away 
this thing in print 
so if you ehould 
call the chairman 
that --

Well, I very defini tely want you b ecause I need 
you as a balance wheel. ! mean I - no, I - I --

Thanks for the compli ment --

But. I reel - I reel quite hurt over what. Eccles has 
done. I f eel ~ry much hurt over this Vandenberg 
letter . And t o r him t o sit. there and have lunch 
with ue - I haven't seen the date or it- but he 
muet have written it when "e had that heart-to-heart 
talk - - l ast Tuesday. 

~ell, or tha t I don't know- I 'm unable t.o answer. 
I just don't know that. 

I ' m going to find out what the date was on the 
V.andenberg letter. 

Yes. 

But 1t he wrote that l etter af'te: we had that talk 
and put all our cards on the t able, I think - I do 
think he should have mentioned it. 

Well, now I ' m unable t o express an opinion because 
I !rankly don' t know. 

All right. 

And 

But I ' m going t.o call you l!lt.er on during the dq 
and we ' 11 see if we can all get togeth.er. 

• 
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- 5-

R: 0, I . 

H. ll. Jr: Fine. 

R: Thanks. 

H. ll. Jr: Goodbye. 
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Operator: Secretary · 'lulace- tbr you. 

H. K. Jr: Hello. 

w. •sSecy: Secretary llorgenthau? 

H. !A. Jr: Yn . 

w.•ssecy: Juet a eecond. 

H. 1.1. Jr: Yea. 
Henry 
Wallace : Hello. 

H. u. Jr: Hello. 

W: Hello, Henry? 

H. lo!. Jr: How are you? 

W: Where are you Henry? 

H. !.1. Jr: I ' m here 1n the Treasury. 

June 20, J.g~. 

4:00 P. K. 

74 

• r9:ther 
\'1: Fine. Why, Henry, I 1 ve got 11 couple ot t1nd1reot 

approaches trom people indicating that - - one 1e 
f rom a newspaper man - s French newspaper man in­
dicating that - this French grlln t1rm 'ot Dreyf'us . 

H.ll. Jr: Yee. 

W: -- Has heard the rumor tbat we ' re interested 1n --
1n exporte of wheat to China. 

H. !.:. Jr: Yea. 

W: And indicating that they have considerable faoil1tiee 
in China, eepecially Indo-China, aqd they 'd l i ke to 
be of eerYioe. I ' m Just paee1ng on the rumor, that•e 
ul. 

H. lo!, Jr: Well --

W: T)le.:r hann 1 t got 1n touch direct with ae 1n •n.:r way, 
but I - -

H. ll, Jr: The.:r wC11ldn 1t get it out of thillhop. 
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.,., : 

H. ll. Jr: 

W: 

H. ll. Jr: 

W: 

H. ).1 . Jr: 

W: 

H. Ll. Jr: 

1'1: 

H. !.1. Jr: 

W: 

H. Ll . Jr: 

W: 

H. u. Jr: 

W: 

H. u. Jr: 

W: 

H. Ll . Jr: 

W: 

H. !.1 . Jr: 

W: 

H. u. Jr: 

W: 

H. Ll . Jr: 

- 2 - 75 
How'e that? 

I eay, they wouldn't get 1t out ot here. 

Ot couree ,it we did - -

Well, I'm not - I'm not epeaklng about 1t t o indicate 
but merely because I thought you might be interested. 

I see. All right. - - - Had a nice market today. 

How' s t hat? 

The market acted very well t oday. 

I see. 

Yea. 

Is there - is there any progress on that tront that -­

That which? 

That you and State and we were inter ested 107 

No. I haven 't beard a thing. I understand that the 
State Department i s worklng on 1t. 

Who ' s working on 1t? 

The State Department • 
• 

I see. 

And I ' m waiting to bear trom them. 

Yea. 

But 1t I ban aeytb1ng I 1ll g et 1n touch wi tb you. · 

Yea . 

Thank you tor ca!l.l lng. 

Yea. All right tben. 

Goodbye. 
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June 20, 111:18. 
4:~0 P. !J. 

H. M. Jr: Hello 

OperRtor: Go ahead. 

H. ll. Jr: Hello 

Operator: Go Rhead. 

H. U. Jr: Hello. 
Gordon 
Rentscbler:Hello Henry, bow are you? 

1! . Ll. 

R: 

H. !.!. 

R: 

H. !!. 

R: 

H. Ll . 

R: 

Jr: 

Jr: 

Jr: 

Jr: 

I'm all right. 

Got over the wedd1ns, did you? 

What 1 s that? 

Old you get over the wedding? 

Ob yes. 

Well, that's all right then. 

I 've got Jesse Jones sitting here with me and be 
can listen, see? 

Yea. .All right. 

76 

H. !.! . J r : And ~at I wanted to know was ~ether you 've been 
able to make eny headway on this idea of some 
railway equipment. 

R: Yes. We got - American car and Foundry are going 
to bring us in tomorrow morning a list of the 
constructive sales that they think they could 
make to the railroads. 

H. ~1. Jr: Yes. 

R: And Walt Dickerman of the American Locomotive is 
out of town -- was out of town Saturday and tod~ 
but is expected baok too, tomorrow morning. 

H. u. Jr: Fine. 
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R: 

H. :.i . 

R: 

'H • .. . 

Jr: 

Jr: 

- 2 -

And we ' re going t o start with those tw~ f ellows 
rtret. 

Yes. 

Now, Om' lie Her :ly has a week or e:> ago - be 'a the 
American Car and Foundry -

Yea, 

17 

R: --H~e bnd somt talks with J esse's man, Frank 1'1r1gbt, 

H. 

R: 

H. .. 
R: 

Jr: 

Jr: 

Uh huh. 

And I don 't know how tar they got . 

Uh b~ • 
But you can call J esse. ~e 'll be careful not to 
cross wires anywhere along t he line . As eoon as 
we get the informati~n we 'll see that they get it 
t oo . 

H. !l. Jr: Yes . 

R: I think that we 'll heve something definite to say 
to you in the morning, Henry, or sometime tomorrow. 

H. J . Jr: Al l right. Now just a minute. Let me ask whether 
J esae wants t~ say anythi ng. 
J eaee says be ' 11 be in !lew York Wednesday . 

R: On Wednesday . 

H . .: . Jr: And he 1d l i ke to see you and d iscuss this very 
pprticular thing we ' re talking about. 

R: Fine •. You t ell him we ' ll get al l the stuff together 
we can and I'll give you a ring tomorrow. 

H. ~ . Jr: Do tha t . 

R: And then you tell J eese that I '11 pick h im up Wedne&day 
AnY ~me t hat suits his convenience . 

H. U. Jr: Fine. Jesse is very much interested in this. 
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R: 

H • ,. ... Jr: 

R: 

!1. ll. Jr: 

R: 

H. :.I . Jr: 

R: 

P. .. Jr: 

R: 

H. u. Jr: 

R: 
~ . :.1 . Jr: 

R: 

H. '"! . Jr: 

R: 

H. . , .... Jr: 

R: 

P. ' . Jr: ~ . 

R: 

- 3 -

Yes. Well I th1nk that something can be done 
wit h i t. 

Fine. 

All right, Henry, I ' ll glve you a rlng tomorrow. 

All right. I had to pay a t~rritic r a te tor my 
billa today. 

What did you pay, .00? 

Ju~t a fraction ot that. 

Just 1 a t the bottom, eh? 

1- li 

~ell, I quit that . I keep bPtt1ng that 7 will 
win, hoping that eome day somethi ng might happen, 
you see? 

I eee . 11ell -

Never get any. 

All right. 

But I' d be ashamed to t ell you what I paid tor 
September 1940 today. 

O?n't -don't tel l me. I might cry. 

I don't want to tel l you because you ' ll reel so 
badly you'll hold it agin me . 

All right • 

All right. 

All right. Bye Bye. 

Good bye. 
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William C. 

June 21, 19~8. 
10:~9 

79 

Bullitt: Hello, Henry. 

" tL Jr: 

8: 
.. .. J-· ~. . . 
8: 

H. :l. Jr: 

B: 

~ . •• ... Jr: 

B: 

H. !.:. Jr: 

B: 

H. ' . Jyo. .. . 
B: 

E. Jr: 

B: 

H. u. Jr: 

B: 

H. t! . Jr: 

B: 

H. !.:.Jr: 

B: 

H. !.!. Jr: 

How are you? 

Fine. How are you, boy? 

I'm ell right. 

Let's see. I hope your coming over has been settled. 

Yes. I got your very fancy oable and I thought the 
easiest way wa s to talk to you about it, see? 

Fin'e. 

Here' e the point. .I round out rrom the boat company 
that we're coming on the Statendam. 

Yes. 
1n 

~ich would land us/Paris between 10 and 11 the 
night ot July 2~ . 

You'll arrive the night ot July 2~ at Paris. 

Yes . We're coming over on the Statendam. 

Yea , that's fine. 

But now, what I want to do is, I want to get my 
vacation first. 

Yea. 

And go right down to Antibes, , you see? 

Yea . 

Hello. 

Hello. Yee, all right. 

And then I'd come bpck up and I want to stay there 
between two and three weeks. 

Yes. 

And I'm going to stay put. The family ls going t o 
travel around. but I ' m Ju~t going to stay there and 
Juet slt in the sun and swim. 
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Yea . 

H. ~ . Jr: Now, then when I came up it anybody wanted to 
see m~ why, I ' d be a t your d i apoesl. 

Fine Henry. But, what I'm ~~ioua ab~ut, what 
about those rooms? Do you want those rooms? 

H. ~. Jr: Yea, we'd l1ke to have them. 

80 

All right. I 'll engage those rooms trom the 24th, 
then. 

'l. tl. J r : Yea. 

From the 24th on tor three weeks. 

H. •· Jr: Right . 

It you want to g1 ve up some ot them, you won 1 t 
have any trouble in giving them up because there 
are at least a hundred people fighting tor every 
room. 

H. L:. Jr: I s ee . Well , now, B1ll, 1f we ge t to Parte et 
10 or 11 the night ot the 23rd, wh1ch would be 
beet, tor us to go right through or to --
Ylha t do you t.h1nk? 

No. You'll have t o spend the ni ght. You'll epend 
the night with me . I 'll make arrengemente tor 
you a l l to spend the night in my house. 

H. ~ . Jr: welt, we ' re a pr etty blg familY. 

•Vel l , I don 1 t care bow big you are because I 1 ve 
go t t wo bouees

1
I 'm living i n t he count ry . 

H. ~t Jr: Yes . 

I t you 're goi ng t~ be in town, I'll simplY open 
the house in town, and plant you all 1n there. 

H. U. Jr: Well,now. You better be eure that you ~ant to do 
thP.t. 
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B: 

H.U.Jr: 

B: 

R.N. Jr: 

B: 

R.1l.Jr: 

B: 

l!. JJ .Jr: 

B: 

l!. ll . Jr: 

B: 

H.ll.Jr: 

B: 

R.U.Jr: 

B: 

R.JA.Jr: 

- J -

Oh no, 
And I'll look for you on that day and then you ' ll 
go down south and then you can let me know when 
you ' re down south about when you•ll be back here. 
But you won 1 t see aeybody at all until 

I don't think so. 

How•s that? 

I don't think so. 

Fine. 

I mean- don 1 t you think - I mean if I saw one 
person or two then, the others would say - might 
hurt somebody' s feelings . 

Yes . I thi.nk that's all right . I think that •s 
a perfectly good idea . I ' ll simply say you•re 
going through to Antibes and not stopping at Paris 
and that you said that you haven•t much time. 

Right . 

You can see them all on t he way back, Meanwhile 
things seem to be going pretty well. This 
gentleman that we ' re very much interested in 
seeing in Jail to prevent his nefarious activities, 
seems to be going to get it in t he neck. 

Well, I sent you a cable of appreciation through 
the Secretary of State . 

Yes. 

I sent it over l ast night. 

What a pity. But t ha t seems to be going pretty 
well and the only point is Just to keep after it . 

Well , I t hought you did a swell Job and I asked 
the Secretary of State please to inform you that 
that's the way I felt . 

This fellow Butler is very good. 

Re is . 
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B: Henry -

H. U. Jr: Yea . 

B: How - wbat 1 s the news beyond that - aeything 
special? 

H. ~ . Jr: Well, things over here 1n business are Just a 
l i ttle bit brighter. 

B: Really . That's good. 

H. LL Jr: And they've been better since the first or June. 

B: Well, now, how many railroads are you going to 

i' . ;J, Jr: 

B: 

H. i.!. Jr: 

B: 

H. t.:. J Y' · 

B: 

H. Jr: 

D: 

H. u. Jr: 

B: 

H. :.l , Jr: 

B: 

H. :J . Jr: 

cr ash? About ten or three. 

I don' t - I don't think - between now and next 
Fall - I don 't think necessari ly any will. 

Oh bravo - that•s f1ne . 

Jonee is working very hard on it. 

That's fine . 

And I'm not sure that t here 'll be any between 
now and the Fall. 

Verygood. That's bully. 

And things are a little bit better. 

Fine. I'm glad. 

And I hit that gold d evaluation thing very hard 
yesterday. 

I know you did. That ' s very good. 

And I thought we might ae well put that t o bed. 

Yea. That has a very good effect. 

All right. 
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B: Good bye. -Well Henry, I'll look tor you then on 
tha t boat and I'll engage the rooms from the 24th 
of July on. 
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H. u. Jr: Well, wouldn't it be - would it be the 24th or 
25th? 
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Well, lf you get to Parle the night of the 2~rd, -

H. ll . Jr: Yea. 

You'll probably spend the day - go down - on t he 
afternoon - late afternoon of the 2~rd, and you ' ll 
arrive there noon on the 25th. 

H. !.! . Jr: Yea. 

Noon on the 25th and I'll engage ~hem for three 
weeks. 

H. :;, Jr: Yea. The 25th on. 

The 25th on. 

H. ~ . Jr: They're klnd of high priced, but I guess ~hat 
they 're worth it. 

Yes. 

H. M. J r : Right? 

As a matt er of fact, it' a damn cheap for those roome . 

H. ~. Jr: Are they? 

Yes . 

Y. ~ . Jr: Well -

Well, God bless you boy, tRke care of yourself. 

H. ~ . Jr: Thank you. 

Good bye. 

H. .. J r: Good bye. 
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By virtue of the authority vested in the O~troller of the 

currenor bJ Paragraph Seventh of section 5lll& of the Rewhed 

statutee, the following regulation ia pro.ulgateda 

SBCTI OII I 

(1) An obligat i on of indebtedneea whi ch may be purchaeed for 

itG own account by a national bank or State member bank of t he 

Federal Reeerve System muat, in order to come within the claaai­

f1cat1on ot "investment securi ties• with.in the meaning of the 

seventh paragraph of Secti on 51~, be a marketable obligati on, 

i.e., it IIIUst be salable under ordinary c 1rcwastances with reason­

able promptness at a fair value ; and With respect to t be particular 

security, there must be present one or more of the tollow1ng 

ohara.cteria tics: 

(a) A public distribution of the securities must have 

been provided for or made in a manner to prot.ect or inaura 

tbe marketability of the iaaue; or, 

(b) Other exiat1ng securities of the obli gor muat have 

such a public distribution as to protect or insure the 

marketability ot the iaaue under consideration; or, 

(c) In the case of investment aecuritiea for which a 

publi c distribution ae s et forth in (a ) or (b) above can 

not be ao provided, or ao .. de, and which are i eaued by 

established commercial , mercantile or manufacturing 

buaineeaee t .hat can demonstrate the ability to eerv1oa 

auch aeouritiea, - the debt evidenced thereby .uat .. ture 

not later than ten yeara attar the data of iaauance thereof 
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and must be tully and adequately secured; and such securities 

must , by their terms , provide for the amortization of the 

debt evidenced thereby eo that it will be ext1riguiahed by 

ita maturity date by substantial and periodic payments : 

Prov i ded, That no amortization need be required for the 

period of the first year after the date of issuance of 

such securities. The total amount of securities held 

under authority of th1e subparagraph {c) by a national 

bank or by a State member bank tor ita own account shall 

not in any event exceed twenty- five peroentum of t he 

capital stock of such bank actually paid in and unimpaired 

and twenty- five peroentum of ita unimpaired aurplua. 

{2) Where the security is issued under a trust agreement , 

the agreement must provide for a trustee independent of the 

obligor, and such trustee must be a bank or tl'\Uit compa~ . 

{~) All purchases of investment securities by national 

and State member banks for their own account must be of securities 

"in the form of bonds, notes, and/or debentures, commonly known 

as inves t ment securities•; and every transaction which is 1n 

f act such a purchase must , r egardless of ita form, comply with 

this regulation. 
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REVIsiON OF •EXCEPTION• 

The "EXCEPTioN• on page 6 or the JD.imeographed reviaion 

should be amended br adding the rollowing at the end thereors 

"or to real eatate seeuritiea aoquired pursuant 

to Section 2' or the Federal Reaervo Act, aa 
amended. • 
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SBCTIOH II 

{l) Although t he bank 1a penD.itted to purchase •investment 

securities• for ita own account for purposes of inveatlllent under 

t he prov1aiona of R. s . SlU and this regu.latio.n, the bank 1a not 

permitted. otherwise to participate as a principal in the marketing 

ot securities. 

{2) The statutory l~tation on the amount or the investment 
• 

securities of anT pne obligor or maker ~hich ~yPb; held by t he 

bank, is to be determined on the basis of the par or face value 

or the securi ties , and not on their market value . 

(3) The purchase or • investment securities• in which the 

investment characteristics are distinctly or predominantly 

specula t i ve, or the purchase of securities wbioh are in default, 

either as to principal or interest, is prohibi ted. 

(4) Purchase of an •inveatlllent security• at a price exceed­

ing par i s prohibited, unless the bank ahalls 

{a ) Provide for the regular amortisation of the 

premium paid so that the premium ehall be entirely 

extinguished a t or before the maturity of the security 

and the security {including p~ua) ahall at DO 

intervening date be carried at an amount in exceea of . 

that at which the obli gor -7 legally redeem auch 

security ; or 

{b) Set up a reserve account 1n order t o amortise 

the p~um, said account to be credited periodicall y 

with an a.ount not leu than the a.ount required. for 

88 

Regraded Uclassified



- 6 -

&mortization under (a) above . 

(6) Purchase or securities convertible into stock at the 

option of the issuer is prohibited. 

(6) Purchase o.t securities convertible into stock a t the 

option or the hol der or wi t..'lt stock purchase warrants attached 
1s prohibited if the price paid ror such security 1a in excess 

of ~a investment value of the security itael.t , oonsidered 

independent of tba stock purohaae warrants or conversion f .eature. 
If it is clearly apparent that the price paid for en otherwise 

eligible security fairly reflects t he investment value of the 

securi t7 itsel.t and does not include any speculative value based 

upon the preoence of the stock purchase warrants or conversion 
feature the purchase of such a security 1s not prohibited . 

(7) As to purcnaae of securities under repurchase agree­
ment , sub ject to the limit ations and r estrictions set forth in 

t he l aw and t bia regulation: 

(a) It is permissible ror the bank t o purchase 

"Investment securities" from nnothar under an agree­

ment 'llhereby t he bank has an option or a right to 

require the seller of the securities to repurchase 

t hem from t he bank at a pr1oe stated or at a price 

sub ject to determination under the terms of the 

agreement , but 1n no caae l ees than the value at 

the time of repurchase . 
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(b) It 1a permissible for the bank to purchase 

"investment securities• from another under an agree­

ment Whereby t no seller or a third party guaranttee 

the bank againet loae on resale of the securities. 

(e) It 1s not p enn1aa1ble for the bank to purchase 

"investment securities" from another under an agreement 

whereby .the seller reserves the right or the option 

to repurchase said securities itself or through ita 

nominee at a price stated or at a p rice su bject to 

detenn1nati on under t he terma of the agreement , not­

withstanding the tact that the bank may also, under 

such agreement , have t he right or option to compel 

the seller to r epurch ase t he securities at a price 

s t ated or at a price subject to determination undar 

t h e tenns of the a greement. 

(8) As to repurcahee agreements accompanying sales of 

securities, 

(a) It is penniasible tor the bank selling securities 

to another to agree that the bank shell have an option 

or rigl:lt to repurchase the seour1t1es from the b\qer 

at a price s t ated or at a price subject to detetu1nat1on 

under t he terma of t h e agreement, but 1n no ease 1n 

exeeae ot t h e narket value at the t '-e or repurchaa•• 
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(b) It is not permissible for t he bank selling 

securiti es to another to agree that t he purchaser 

shell have t he r i ght or t he option to r equire the 

bank to r epurchase saia securities at a price 

stated or at a price subject to determinat ion under 

the terms of t he agreement, notwithstanding t he 

fact that the bank may also, under such agreement, 

have the right or option to repurchase the securi­

ties from the buyer at a price stated or at a 

price subject t o determination under the terms 

of the agreement . 

In view of t he fact that some banks may have bought or sold 

securities under a form of agreement which 1s prohi bited by t his 

regulation, t he bank should either terminate or modify same so 

as to conform to t h is regulation, where aullh action may lawt'ully 

be taken. Existing agreements of t he prohi bited type must not 

be renewed. 

EXCEPTION 

The restrictions and limitations of t h1a regulation do not 

apply to securities acqui red through foreclosure on collateral, 
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or acqu ired in good faith by way of compromise of a doubtful claim 

or to avert an apprehended loaa 1n oonneotion with a debt previously 

contracted, or to real estate securities acquired pursuant to 

Section 24 of the Federal Reserve Act , as amended. 
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ULL S!Uft JOUilW. - J\1Ae 20, 1938, 

Tlwsi"W710 Insure dautllo~ne .., • ,!;1 
• - the •'-~rae& J~erlt ~ tile 

A.-11Lr -,fl'le lhll ou, but ... elaple q_.. ot,.: 
loii1Dal~turd&J', ''Ciuunaa11 ~cfee lpl-u..t ._ a.w • .,., 
ovidoally lao_- ho caD wla lllo Prta-~avo tlao rlrld 1e ~~~• the rieb 
ident'1 .,pov.a~ [w U.o ...,darde orr.ey 1n1ure, fte n>te .. c.-u~ 
baQ~OX!DiiD-.IJ2ll J,.r,ppo,ed by !he o lllluro all bub UW qaallfJ • llll 
Board of Gllvefnora of the Federal rotection. sme. thla Ia true, Ita Jjl4a· 
Reoerve System] on the around thatment of tlao baal<inr praelletl •;, 
N!laxed exalllfnatioa and lnvutmentoary tor eatety cUDot, In oxpedfe 
rules are -•tl" to the Ad mlnlttra· ,or In loric, be aubordJnated to • 

li " .. tfon'o,euy monoy,po ey. exlroneieo of the Federal Reoorv1 
.U a matter of fact, tba~ fa pre,~em. Thlt ~ elementaey, _ 

ciael:r why tilt 1\)rea etlaer bank 
examllllnr areacfaa aow Ia arreomontl 
on tho PfO!'OHd ui1IA!4 lleadardo 
ahould aot accede to !.Iii O..,arnora' 
point of view. • It Ia aiM a ,...,. why 
every oUp wlalcla ,wouli lead ta the In 
eorporatioa of U.e Fadaral D.poelt 111 
auranea Corporatloa u a ~ch or 

buN!t u of tho ._,., --· thoodld 
be uncouiJlrly oppoead. , 
· no poillt eauot be .a--d t 
oftoa tlaat tbo Fedora! .._.,. 111~ 
hDI, ,IA ~ capacity of Qllul·-••r 
IDioat ot th .. o allon't jiHdlt .,,t.m, d 
i•h,arr• dallto whk:h are Qllltt differ, 

~l;~~ 'or \)lo I'DIO. ' ; ,..,_..,., 

_,.naoor111 of ~lr 
illwltDiont d- Mt yet 

propoao to briar the FDIO IIIIo the 
Reaorve .,eu• . But. lf the FDIC, U.~ 
ComptroUu of tho Curroncr oaa th~ 
National .U.Oelatloa 4l Sllpervlton •.j 
State Baakl, now aU Ia arreemoat, 
eboul<l knuckle under to tho demon~ 
of the r overnon, or ahould be com 
pellod to do ao by tho Pruldeat, th; 
Reaeno Syetom would b~ve &ttaille 

1 at Jeut tho aubotaaco of euell doao-
inatioD. _ # • 

Tho thna ar.Wea .uUonod 
above, aow ill arnemont, have all 
wono tar in U.o dlractlon of eoe,rol 
mile. Tiley ahould f O DO CUfUier, U 
in thtlr judrmeat aueb aceoptanco ol 
tho Ecelea propoeala would c0111Ututo 
u~ um,eralll-." 

Itt. aot-11•-.y te oumiDo lloro 
illt ....., ,ILlata ._ , wlllela ~ 
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TREASURY DEPARTMENT 
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\u llllon ...... tM - a a/ .. .- \lie t.atea.,Jate w h-. Aa a 

nnU of tM )at.p f"d- • _, - h- .,rn••Ua lir -.a 
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'lla\ -o ~M - .... tlu'1ll& ....... JU\la.lu'17 tlu'1ll& \lie laUW 

par\. 

2M - a a/ .. - .. ~ w.a lU at \lie ole .. latu&q, ... 
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110ro 1 aa4 a/haU ~ .. ..a tM t.a\carlb\e h- a to 1/._.. Hit' • 

!1M - 1 1/., .. -. .., ul .f/a_,. • l81.a lit. o-. ........ • 
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0 

' 

Pvalauoa l!r tM _..._Ansa\ fll ._., ..... ...UC a ~d\lw :rt.U 

la nplrraa\ of ~~ llllo »"~ .. ua\o fer • ~ fll ,.,. 
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Aalu fr. tu e,aw. opera~oaa, tu ~ lllll -.rat wu •ar, 

tfl1•'· 
C,pogH he'' 
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cJu t o the l.aoll: of lllu u ~ u to tlt.e a.U1Jic preuve. '0~11 t7 boll4a 

ben liHil ral&Unl/i~'a' with !Up crate• Mowlac lUUa o11aaca 11114 

aacon4 crate• MII4111C towan weabaao. Iadutrlal 'lloll4a raca4at· 'la.t t.­

cllaao ware ..tl 11114 _... , M ctcapuat wl \ll tbctM 1a the raUraat croap • 

•• , ... Mqpt 

!!lara ware ao otfartaco ctf IJIT alae laot -11: ut there prallalll7 wUl 

be ao larca flotatlCila uUl 11117. 'l'U 11111 la tu aubt 11 actt ... to 

aarklt ooa41Uou ut aaftral lll.& Ullo are rapar\M 1a ~ Mlr:1ac • 

.looor41ac to IJl \oh llrt1.alono • tlt.e Staatart Oil of In Jaraq filet a 

nciotratln otat•oat ooMrlac $86,000 ,000 tab•WJ-11 lut la4Ma4q u4 

cr .... Cork. laal - C.ftrliiC $1.0 ,000 ,000 ullaatuaa . .... tori<''­

Oorporattoa baa ta11:c the p rallal&arT a tap loall:lac \o retant U• tlrat 

aortcaca &. ut eo. toalotn :llaotrlo Ltpt 6 Power 11 awl \lac IIPProftl 

liJ \be 1 ... t ori< !'dUo aantoa eo-1,..• ot ... 11&,000 -a 1/7111. 
Sov.\lrweotam Jell !tal~ baa alroaq ~· prallala1'7 atapa ta ratu4 

1h ~preferred a\ock with $30,000 ,000 -lifo Ma4a. 

palm' ror\hlitl 

Daalara rHUa4 ~,. llo141acl ef v. a. Ooft,_.. a-nttaa '117 

$33.? allllou lut -11:. !ka p rlMlpal '*"~~""'...,.. no~uu ... at $11.1 

alll1oa 11114 $11.1 allll• la llo14laca at fraaaa1'7 MWI .... at~ 1 7&&2' 
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Be141ac• 
be·n 

frMn17 'boll4e .... 
!Nan17 aot.e (1 ,a&l') H,6 
!NUVJ ao\ee (1-1 7ft,) 62.11 
t NUVJ 'bUl• o.e 
1. o. L. c. -..a. u.e 
r. J . M. c. MUa 2,1 

lN,O 

ez,,_ He•' 

leUU,. 
iJM 11 

IW,II 
4.1.6 
46,0 
o.a 
.,,a 
1.7 

182.1 

.. , 
arm 
- 11.1 
+ a.o 
- 18,11 - 0.1 - .. a 
- 1.0 

- 11,7 
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2 1 / Ba of 1MII 
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br:b''tl 

a 1/4• of 1<wJ/411 
2 3/4• of 1148/111 
2 'J/ 4e of 1Hl/ M 

bnbc'M 11 lnlM••' 

$19,268,000 !reu, billa ... 1/ 115/ M $19,268,000 !reu, billa ... t / 14/ H 

(3) N•• of 'P-4t'+t4 )111• p4 rnltpMMt '"!!b''''' 
Wl1 bmb''!l 

$ 43 ,1598,000 !reu, bill• ... 1/16/38 
19,??15,000 I I I lb?/38 

15 e 6?4.00Q I I I 5/18/38 
• 69,057 ,000 

,,,.,,.,, 'pgpae\t 

!M follon.c uau&oiioa• were _.._ la \be W.W York -lb\ Gr1Jic 

tM pu\WMQ 

$ 100,000 2 a/4fl, !nu, boau 1:!fet a/ o lla\ul 11\te. ~ ha4. 

~·· • liiO,ooo 2 3/fl/, !r ... 11oa4a 196fu a/o All• Properv OU\o41 ... 
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TREASURY DEPARTMENT 

IHTC" OI"P''C:K COWWUNICAT10N 

DATI June 20, 1938 

,. Seoretar~~nthau 

l.lr. Baa~ 

Subject: The reduction in prices on galTanized steel sheets. 

The reduction of $3. 00 a t on in the base price for gal­
vanized steel sheets announced on June l~th by the Carnegie 
Illinois Steel Company and followed by other companies, aerely 
gives ottioi&l affirmation to price oonoeeeione which, accord­
ing to trade reports, haTe ruled in actual transactions for a 
number ot weeks. This follows the customary procedure in 
marking down steel prices. Official prloe r eductions haTe 
usually r epresented tardy recognition of reduced competitive 
prices in the actual market. The present reduction, according 
to t he Wall Street Journal, does not reflect the full amount 
by which actual prices recently haTe been marked down in indi­
vidual transactions. 

According to various reports , prices on other steel prod­
uct s have &leo been weak recentl y, which some believe may 
presage a general out i n steel prices when demand st arts to 
improve. Reinforcing bars are reported t o han been unusually 
weak. Two St. Louis companies, according to the Wall Street 
Journal, have out prices $5.00 a ton on this product, With 
some sales reported as much ae $10.00 a ton under the regular 
mar~et . Price cutting on tin plate, the most important prod­
uct in steel company reTenuee at present, was recently 
mentioned by the American Can Company. 

A eignifioant point about recent price reductions, offi­
cial and unottloial , ie that they are being made Without 
corresponding wage reductions. 

From the Tiewooint ot its meaning 1n the business picture, 
price cutting at this time is taken in the steel trade as evi­
dence that some real business is beglnnlng to coae ln. The 
previous stability of prices was due in part t o a lack of 
orders in sufficient volume to teat the price structure. In 
the absence of any substantial buying there would be little or 
no 1noentivs for cutt ing prices. A sharp upturn in new orders 
reported by the u. s. Steel Corporation during the week ended 
June 9 apparently confirm• t rade reporte that buying ot steel 
is increasing. 

nr 
,J.l 
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TREASU"Y DEPARTMENT 

...... ~ 20, 1.9311 

TO 

no• 

Secretar,y~nthau 

J(r. ~~ 
subJect: Sales data tor the Atlantic and Paoitio Tea Company 

The Atlantic and Paoitio Tea Company is reporting its 
mont hly sales currently to the Department or Oommeroe, wh1oh 
uses tbsm as part ot an index or chain store sales, under the 
grocery chain group. The seasonally adjusted index or sales 
for this group tor recent months, in comparison with last year , 
is given below. 

Grocery chain store sales , dollar values 
1929-31 • 100. adJusted 

January 
February 
Karch 
Aorll 
KAy 
June 

!2.3! 
96.? 
93.6 
94. 6 
91·5 
93·5 

The relative stability or ohain grocery sales, in com­
parison with sales or certain other trpes or chain stores, 
may be seen by comparison with the f ollowi ng index: 

January 
February 
Uarch 
AprU 
Uay 
June 

Indexes or chai n store sales, dollar values 
1929-31 • 100, seasonallY adJusted 

Combined index , Apparel store Vari ety store 

~0 ohalns 1' sales aalee 
1 3! 1 37 193! 1937 193! 1937 
106.7 105·3 107.6 11?.0 96.1 94.4 
106.4 110.0 108.8 117.0 94.1 97·4 
103·3 108.6 116.0 126.0 97·2 103·3 
105·2 110.0 116.0 130.0 92·9 96.2 

112.0 124.0 89·3 98·3 
114.0 117.0 105·9 

l/ Include s slles ot J . d. Penney do . , w. T Grant do., and 
three r estaurant ohaine in addition to grocery, apparel , 
and var1et1 ohalne, tor wh1oh detailed tigures are given . 

Sf 
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seoretarr Korgenthau - 2 

Sales b7 grooer.r ohain1 are probabl7 ot relat1~el7 l ittle 
•elue as an 1nde.x ot bue1neae oon41t1ona, 11noe (1) tbe7 ten4 
to rama1n atable throughout the bu11neaa 07ole; (2) tbe 41~er­
a1on ot oonsWIIr purohaaea, 1n t1aea ot 4epreaa1on, to oha1n 
grocer.r stores troa the aore expena1~e etore1 11&7 41etort ooa­
par1aone; (J) relat1~117 w14e tluotuat1ona 1n too4 pr1oe• 4e­
orease t he a~1t1oanoe ot change• 1n grooeey selea . 
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SiCkET ARY MORGENTHAU SAID TODAY HE HAS.• SERVED NOTI CE ON ALL PARTIES 

CO:JCi:~NED • THAT AGREEMENT MUST BE ,REACHED ON A UNIFORM BANK EXAMINATION 

~OLJCY OR HE WILL SUBMIT A REPORT TO fRESIDENT ROOSEVELT WITHOUT 

c~:CUA~ENCE OF FISCAL AGENCY OPINIONS. 

6/20--R330P 

ADD MORGENTHAU 

MORGENTHAU SAID THAT IF AN AGREEMENT IS NOT REACHED BY HIDNIGHT 

oEDNESDAY HE WILL BEGIN PREPARING HIS REPORT AND SEND IT TO THE PRESI­

DENT, PROBABLY FRIDAY . 

"IN DRAWING UP THIS REPORT THE FDIC , THE COMPTROLLER OF THE CURRENC~ 

AND THE SECRETARY Of THE TREASURY HAD JUST ONE THING IN MIND -- THE 

INTERESTS OF THE DEPOSITORs, • !HE SECRETARY SAID. 

AoSENT FROM HIS STATEMENT WAS MENTION Of THE FEDERAL RESERVE BOARD. 

6/2Q--R333P · •. 
ADO I'IORGENTHAU . -

MORGENTHAU REfUSED TO COMMENT ON THE ATTITUDE Of THE FEDERAL RESERVE 

~OAriD BUT SAID HE HAS CALLED A MEETING FOR TOMORROW AfTERNOON AT 

~HJCH THREE MEMBERS OF THE fEDERAL RESERVE BOARD IN ADDITION TO 

ECC LES HAVE BEEN INVITED . 

FDIC CHAIRMAN CROWLEY AND MARSHALL DIGGS, ACTING COMPTROLLER OF 

THE CURR ENCY, WILL BE AT THE MEETING IN ADDITION TO THE THREE fEDERAL 

kESEr<V£ MEMBERS, RONALD RANSOM, JOHN MCKEE", AND CHESTER DAVIS . 

6/20--R338P 
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MORGENlHAU AGAIN DENIES DEVALUATION RUMORS- ~ 

TO REPORT ON NEW BAN~ EXAM I~ATI ~S TO ~ 

ROOSEVELT FRIDAY - TREASURY ~~~SATE REACHES ~ 

NEW LOW ~ 
WASHN - SECRETARY MORGENTHAU AGAIN TOD AY 

DENIED RUMORS OF IMPENDING DOLLAR DEVALUATION 

-1 OON-T ~NOW HOW LONG PEOPLE WITH ANY HORSE 

SENSE ARE GOING TO 

LISTEN TO THESE RUMORS - WH EN THE PRESIDENT OF 

THE UNITED STATES AND THE SECRETARY OF THE 

TREASURY SAY THERE IS NOTHING TO IT I THIN~ 

THEIR WORD OUGHT TO BE GOOD - THE MAT TER RESTS 

BETWEEN TH EM- SECRETARY MORGENTHAU ASSERTED 

-SPECULATORS ALL OVER THE WORLD HAVE BOUGHT 

THESE GOLD STOC~S AND WHEN THEY HAVE SOLD OUT 

THIN~ YOU WILL SEE THAT THESE RUMORS STOP -

BUT I SUPPOSE BOYS WILL BE BOYS- SECY MORGEN­

THAU SAID 

THE S EC Y AS CHAIRMAN OF THE I NTERDEPART­

MENTAL COMMITTEE ON BAN~ EXAMINATIONS SAID THAT 

HE HAD SERVED NOTICE THAT THE COMMITTEE MUST 
'· 

HAVE A REPORT BY WEDNESDAY MIDNIGHT AND THAT HE 

WILL PRESENT IT TO THE PRESIDENT ON FR I DAY - I N 

DRAWING UP THE REPORT -THE FEDERAL DEPOS I T 

INSURANCE CORP THE COMPTROLLER OF THE CURRENCY 

AND THE SECY OF THE TREASURY HAVE JUST ONE 

THING IN MIND AND THAT IS PROTECTION OF THE 

DEPOSITOR- MR MORGENTHAU ASSERTED 
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HE SAID THAT HE HAD CONSULTED FD I C CHA I RMAN 

CROWLEY AND ACTING COMPTROLLER DI GGS BEFORE MAH­

IHG THIS STATEMENT BUT THAT HE HAD HOT CONSULTED 

RESERV E BO ARD CHA I RMAN ECCLES - MR ECCLES THE 

SECY OBSERVED HAS MADE PUBL I C HIS OP I NION ON 

BANI( EXAM INATIONS BUT THE SECY AD DEO THAT HE 

WAS NOT SURE WHETHER THE BOARD OF,GOVERNORS OF 

THE FEDE RAL RESERVE BOARD HAD EXPRESSED THIS 
OPINION 

HEW YORH BAHHS TODAY BIO ON A 100 000 000 

OLS OFFERING OF 91-DAY TREASURY BILLS AT AN 

AVERAGE D I SCOUNT OF 0 016 PC COMP ARED WI TH AN 

AVERAGE OF 0 027 PC A WEEK AGO SECY MORGENTHAU 
_4NNOUNCEO 
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J\me 20, 19:18 

Seeretarr llorgenthau invited to his ho11111 at 8130 p.m. 

Y.r . Jones, Mr . Crowley, Mr. Diggs, llr. Oliphant, llr. Gaston , 
and Mr. Upham . 

The suggested revision or the investment securities 

regulati on or the Comptroller or the Currency, particularly 

that section dealing with eecurities which do not have a 

public distribution (probably thought or as securities or 

s~all local conoerns) was under consideration tor some 

time . 

Mr. Jones urged that the maturity or such securities 

be a maximum or fifteen years . Mr. Diggs was not willing 

t o go beyond ten years. Mr. Jones urged that the maximum 

limit or 25 per centum of capital stock and surplus which 

might be represented by loans or this character be eliminated. 

l:r. Diggs agreed to t h is . 

14r. Jones urged that the wording "established commer­

cial, mercantile and manufacturing businesses" be changed 

for the sake of uniformity to the language employed in the 

Reconstruction Finance Corporation Act tor industrial loane, 

•established commercial or industrial busineseee or enter­

prises.• Mr. Diggs agreed to that. 

Regraded Uclassified



- 2 -

It was urged that instead or requir~ng that the 

securities be "tully and ade qua tely aeoured, • that they 

be "of such sound value or ao aeoured as reasonably to 

assure i ts paJment.• This was agreed to . 

I t was urged that complete runortitation by maturity 

date be not required. Mr. Diggs agreod to a 75 per cent 

amortization . 
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GROUP /.IEETING June 21, 1938, 
9:45 A. lo( , 

Present: 

B.ll.Jr: 

Gaston: 

JQ.otz: 

H. ll. Jr: 

White : 

B.M.Jr: 

White: 

H.ll . Jr: 

White: 

B.!l.Jr: 

White: 

B.lii . Jr : 

11r . Ol.iphant 
llr . Gaston 
llr.Baas 
llr. tJpbaJD 
llr. White 
llr • Loc bhead 
llr . GibbOllll 
llr. McReynolds 
llrs . IO.otz 

Good morning, gentlemen. 

Good morning. 

Oh, I d idn't get a chance to ask you - Mr . 
ll)'rda1 i s 1n town today, with Hury Hopkillll, 
and he is still willing to come back again on 
the twenty-ninth, if you want the Professor 
to. 

Is that the Swede? 

Yes. Yes, 1f you•re pressed at all for time , 
I think you should prefer to have it the twenty­
ninth. 

Will he be her e tomorrow? 

He didn't say he would. 

You tell him to stay over tonight if he '"ants 
to see me. I'm free tomorrow night. 

I ' ll take care of it. 

Tell him I'm tree tomorrow, anyway, 

That will be fine, U he can stay. 

We had another good meeting last night. I think 
we got somewhere on t his bank exam1natiollll . I'a 
surprised at all the publicity, I called up 
llr , Jones at eight o'clock this morning and 
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f!.M.Jr: 

Upham: 

B.ioi .Jr: 

Upham: 

H. ll .Jr: 

Klotz : 

B. ll.Jr: 

Gibbons: 

B.U. Jr: 

Upham: 

H.!.t , Jr: 

Upham: 

- 2 -
105 

asked him if he would postpone going to New 
York and come to the meeting this afternoon. 
I thought he would be helpful . I told him I 
thought he could handle Yr. Eccles bett er than 
I could. He said he'd try and arrange it. Now, 
I 1 ve got a very tight thing this morning • , ... 

(Telephone:) HeLlo . No, I can't take it now. 
Well, just a minute, Mrs . Klotz wiLl talk to 
him. (Krs. Klotz talks to Yr. Feis.) 

Are those things going to be written up this 
morning? I mean, the Comptroller' s own • • •• 

He ' s working on that now, 
i t ready. The others , oi 
~Titten up sometime. 

and I asked him to have 
c. .· !fGeb!we been 

-. 

When you have those, will you let me know? 

Yes . When I have the regulations. 

When they are v~itten, I 1ll see Oliphant and 
you. 

(Low to H.M. Jr . ) 

If it ' s Haiti - her e , let me t alk to him. 
(Over telephone. ) HeLlo. Is it Haiti? What? 
Yeah. WeLl, you want to come over t oday? 
Eleven o'clock? All right. You 1re sure it 
isn't Haiti, and it i sn•t the Hungarian debt? 
All right, I'll see you then. 

Couldn't get a smile out of him. 

It ' s probably an Austrian - taking a Customs 
Agent out of Austria and sending him t o Italy. 
He called me about it . I asked Feis for a report. 

Anyway, when you•re ready, let me know. 

Smyth was her e yesterday. Do you want him this 
afternoon? 

No, just want to let him know what we're doing. 

There's only one member of t he Federal Reserve 
Board who isn't coming. 
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R.M.Jr: 

Opbam: 

H.M.Jr: 

Opbam: 

H.!I. Jr: 

Upham: 

Oliphant: 

Who is that? 

Sz)'liCzak. 

- J -

Oh, tor God 1 s sake - let • s have hilll. Call h1lll 
up, and - let•s have him in. 

Call h1lll up. 

Will you do that? 

Surely. 

• 
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I hope we get that in time to Have a little 
talk about it, because a phase of it has occurred 
to me since last night. 

Opbam: 

H. J.I . Jr: 

Suppose I stick a penny in it then. 

Then I can see you right after Feis leaves. 
We want to be as near right as we can. 

Mac? 

McReynolds: This letter Danny asked me to bring in to you -
Doc Putnam, telling me to sell some property. 
Be didn't know anything about it. 

H.ll.Jr: (Telephone . ) Hello. Hello. 

llcReynolds : Had a letter from Traynor 1 submitting his 
resignation. 

R.M.Jr: (OVer telephone.) All right. Hello . Ah, July 
twenty-third, between t en - well, that's close 
enough - between ten and eleven on the twen~­
third. Thank you. How many hours on the train? 
o. K. Thank you. (To llrs. IC.otz - inaudible.) 

McReynolds: You don't know ~ reason wby we shouldn't accept 
Traynor's resignation, do you? 

H.ll . Jr: 'llbo is he? 

llcReynolds: He worked for Ros llagill. He ' s r r oa the Coast . 

Oliphant: University or California. He's going back - just 
according to the agreement . 
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H.!4.Jr: 

Oliphant: 

B. hi .Jr: 

llcReynolds: 

H.r>i.Jr: 

McReynolds: 

llcReynolds: 

R.M.Jr : 

- 4 -

That's all right . 

Be's done an awfully good job, Mr. Secretary. 
Ought to give him a nice letter . 

Give him a nice letter. 

And have it for the Secretary's signature . 

Wbat else? 

Frank Wilson has his supervising agents in 
here yesterday, today, and tomorrow. Wonder 
if you have time to see them? There are only 
about fifteen of them. 

It would have to be sometime this afternoon. 

Be could bring them in any time. I suggested 
he ought to have them in. 

Why not, 
of one. 

say five minutes or one? Five minutes 

McReynolds : Twelve fifty-five. Be can bring them in here . 

R. Ji . Jr : What else? 

llcReynolds: Of particular importance, you asked to know how 
many cases they had telephone supervision on, 
the other day. Fifteen •••• • 

H.M.Jr: Well , tell me that afterwards, alone, please. 

McReynolds : That's all. 

H .~.Jr : Here, put it on a piece of paper . 

(Nods to Mr. Gibbons.) 

Gibbons: I have nothing. 

R. t.I .Jr : (Nods to Mr. Lochhead. ) 
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Lochhead: The exchange ma.rket has a very steady tone today, 
after the gold drop from 35.02 yesterday to 
34.92 today . 

(Mr. Oliphant shows a letter to B.M.Jr. ) 
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Well, the coiDIIIent - another comment we bs.d here 
from London said t hat "Korgenthau' s press 
s t atement considered very strong base ." 

H.M •• rr: (Laughing) Old ostrich. Ostrich Oliphant -
or is it Oliphant Ostrich. 

tlcReynolds : Well, I should think he wouldn r t want to know 
now. 

Oliphant: You, you, you, you •••• 

!lcReynolds : I'm a little surprised at his sending a man up 
t here. 

B.Y.Jr: Is t hat letting nature take its course? 

UcReynolds : That's what I wondered. 

Oliphant: Which man - what man? 

McReynolds : Foley. 

Oliphant: No, no. 

R. Y.Jr: Are you kidding, Mac? 

llcReynolds: No, I'm not kidding. He went up and tal.ked to 
one of the Senators and got him to ca11 Mr . 
Oliphant. 

Klotz: Somebody said something tunny. 

!lcReynolds: I didn't .. ... 
H. M.Jr: All right. 

llcReynolds: I didn ' t think it was funnY· 

H. M.Jr: Do you know which Senator it was? 

McReynolds: Wagner. 

R .~.Jr: Huh? 

McReynolds: Wagner . 
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B.M.Jr : As the boys say, •Interesting - if true.• 

McReynolds: Of course, I don 1 t know that Kr. Oliphant knew 
that he was doing it. 

Oliphant: Yes, he did. 

H. ll .Jr: Let's the three of us talk about it afterward. 

Lochhead: The co1nments from London that came over the 
cable this morning were •Secretary Morgenthau•s 
press statements consider ed very strong base . • 
That is interesting • ••.• • Americans and 
foreigns came in pretty well on the foreign 
side also. 

Baas : Bspecial]TFrance. 

Lochhead : 

R. ~J .Jr: 

Lochhead: 

H.U. Jr: 

Lochhead: 

B. ll . Jr: 

White: 

B. lf. Jr: 

WhJ. te: 

France 1 yes . France and England . 

Have you some way, just for my own information, 
of watching the gold stocks today? I'm curious -
Montreal and New York. 

Yes . I ' ll do that. 

Would you? Anything else? 

That ' s all. 

Harry. 

Two little things . There' s an Interdepartmental 
Committee, which you probably know about, to 
promote better relations among L&t in American 
countries and t he United Stat es . 

Radio? 

No, all sorts of things, I think. And t hey 
requested, through Wayne Taylor, who is not here, 
that a report be made by the Public Health 
Department on what the United States is doing ID 
promote those good relations, and what tl!8y are 
doing to help. That report is supposed t o be 
r eady Thursday. Nobody seems to know about it. 
Shall I - do I have your permission to take it 
up with Parran? 
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ll. loi.Jr: 

White: 

!l.!l.Jr: 

Tlhi te: 

Upham: 

R.M.Jr: 

Upham: 

i! . :.l. Jr : 

Upham: 

R.!.I. Jr: 

Reas : 

H. r.t.Jr: 

- 7 -

Yeah. 

The other matter is a meeting of the Munitions 
Control Board yesterday with regard t o tin 
plate scrap - increasing the export quota. The 
Chairman of the Comm.ittee asked us to take it 
up w.ith the respective Secretaries . We said we 
would, but the matter is very 'Wlimportant, and 
I 1d like to drop it a t t hat. 

Anything else? 

That's all. 

(Nods to l&r . Upham.) 

I think you agr eed with Sm.i th and Hanes, and 
t he bankers who were here, t o submit to them 
any agreement that y;as made. I v;onder where 
we'll fit that in. 

110 

I don • t think we have t .ime now. We can l et them 
have it after we send it to the White House. 
I don' t think we'll have time . 

Through White, you were going t o get t he agree­
ments • • • 

Through ~Dite, yes. But we just can't - we 1re 
doing t hem the courtesy of l etting the.m have it -
maybe you can do it over the phone with ~Dite . 
White's t he .important·fellow. You rem.ind me or 
that. 

Surely .• 

{To ur. Baas . ) I'm sendi ng a copy of your this 
week's business report to the President. 

Thank you. I •ve got a few things , Mr . secretary -
some of t he things you asked for . A l i ttle more 
on that, this week. 

Let me just see - you know I told Peoples 
l ast week Surplus Commodity bought five hundr ed 
thousand cases of grapefru.it and five hundred 
thousand pounds of beans, but nobody would 
believe me. This week they bought a few beans, 
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ll'h1 te: 

a.u.Jr : 

White: 

H.!.!.Jr: 

"'l.otz: 

Haas: 

H.M.Jr: 

Klotz: 

Haas: 

H.M.Jr : 

Haas: 

H.U.Jr: 

Haas: 

H.M.Jr: 

- 8 -

some butter, tobacco, some flour , •• • • 

Was that chewing tobacco? 

Nobody can find out . • •••• some oranges, 
just a teensy bit of potatoes, and one can 
of tomat oea. 

No strawberries? 

No strawberries . What l 

That ' s v1het' s the matter. 

.... ~ .. J-.t)a~'l'ett a fewiothehr thiulngds
1
. 1kDant Bhaell sent you 

a 'l'e er say ng e wo e o ve your 
estimate of revenues for revised budgets . On 
the twenty-fifth, he says he has to have it. 
We have some figures for ·your consideration aoy 
time you want to go over them. 

Let 1 s fix him up between now and tomorrow. 

Ten thirty - tomorrow. 

Ten thirty. Thank you. 

(Telephone . ) Hello. Ylell , I'll be in a meeting, 
but I can step out . I' l l • • ••• • 

What else, George? 

Some time ago Wallter, of Sear s Roebuck sent you 
a letter commenting on the Forum F. H. A. used 
in moder nization l oans . As a result of that I 
sent it over to them and they crossed out eight 
of the items . 

Send a letter to Walker . Gee, that ' s something, 
isn't i t ? 

They didn' t do everything, but they crossed out 
eight items. 

Are you taking care of General Wood? 

McReynolds: I •ve got a report, which i s terrible. It 
i sn't good at all. 
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Give me a letter to sign, to him. Let• s -
I want a l etter to him, please. 

KcReynolds: All right . 
• H. IJ.Jr: George. 

Haas: I went over, with Dr. Parran, his report . Did 
you want me in at that meeting? 

H.M.Jr: Yes , very definitely. Ten forty-five; and I 
want KcReynolds in too. 

McReynolds: He 1s coming to my office before he comes in 
here. 

H.!.l. Jr: How did you find out bef ore - bow do we give him 
ten thousand dollars? Does t hat go through 
Bell? 

llcReynolds: He 'd have to get it through regular application • . 
H. l.I.Jr: Well , you mind finding out about it? Will you? 

I mean, it's like - the ten thousand dollars -
he'd be as likely to get it if he was asking for 
a million. 

Haas: 

H.II..Jr: 

Gas ton: 

H. L! .Jr: 

Gas ton: 

B.I.I . Jr: 

Gaston: 

H.JA. Jr: 

Gaston: 

What else, George? 

That's all I have. 

(Nods to Kr. Gaston.) 

Wenchel expects to fi.le a stipulation in the 
Mellon case at ten o ' clock. 

Walter? 

Who? 

Walter? 

Walmer? 

Walter. Walter Winchell? 

No not Walter - Phillip. A stipulation in t he 
Keilon case is going to be filed at t en o'clock, 
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11" - "" 

- 10 -

and we ' re getting out a release, which is a bare 
statement of facts. • • • resulted in the comple­
tion of assessments of foreign amounts involved 
in the Mellon case . I suppose Fra~~ Hogan will 
probably put out some publicity about the same 
t ime, also . 

All right. Anything else? 

Gaston: That's all . 

H .~ . Jr: (Nods to Mr. Oliphant . ) 

Oliphant: One of the important things going on its way 
through the shop now is a proposed veto message 
for the Railroad Unemployment Insurance Syst em. 
It passed through my shop . 

McReynol ds : DallilY Bell has it. We gave them the dope. 
The Security people were over yesterday, and 
t he Labor Department was over yes t erday t oo. 
Vle're suggesting that it ' s not good legislation. 

H. !.I. Jr : Will you take the chance of telli ng me about it 
sometime today? I don't know a thing about it. 
Will you? I'd like to know about it. 

McReynolds : !lolly Dewson ca:lle over to see me l ast Yleek -
Friday and Saturday - and told me she had talked 
to t he President about it before he left. On the 
assumption, see - as soon as t he bill went 
through the House - since it was Pat Harrison's 
bill I knew i t would go through t he Senate - I 
phoned t he Security Boa.rd and t old the:n I thought 
they ought to be consieering it . She talked to 
the President before he left - told him they 
would be inclined to recommend that it not be 
approved . 

H. l,( .Jr: Still, I ' d like to know a little bit about it. 

Oliphant: 

R. :A.Jr: 

Anything else? 

I have her e a r eport on t he Associated Gas and 
El ectric . 

I •d just like to be amused - t o knOI7 who the 
l atest l awyer is. 

-
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Herman, do I do aDTtbing with that (letter )? 

Oliphant: Bo . 

R. li .Jr: Hub? 

Oliphant: 

H. M.Jr: 

Oliphant : 

B. li.Jr: 

Oliphant: 

a .:l .Jr: 

(Bods "Bo.") It's one or tbose requests tor 
an opinion. 

What do I do with it? 

Let me hav~ it. There is a brier report on 
the Harri son-Williams tax case it you want to 
look at that. Bo other information. 

Aeything else? 

No. 

Mac and Oliphant will just stay, please. 
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June 21, 19~ 

At the group meeting this mor ning the aubjeot 
or wire-tapping by Treasury enforcement agencies wae 
Oiscussed and the Secretary invited Ur. McReynolds and 
~. Ol i phant to remain after t he meeting for fUrther 
discussion or t he subject. They d1d so and Mrs. 
r.!ct~ was also present. 

Mr. MoReynolde said to the Secretary, 'I am 
carrying out your orders, Mr. Secretary. You told 
us to ' let Nature take its oourae ' and to do nothing 
ae far as the pending legislation was oonoerned and 
I told my men to carry out your wishes. • He added, 
•I understood that Ur. Oli phant was going to do the 
same . As a ma tter or fact , Mr. Oliphant told me that 
he had so informed Senator Wagner, but I understand 
tha t Mr. Foley went to eee Senator Wagner and told him 
to call Ur. Oliphant. • 

At this point Mr. Oliphant became very angr)' 
nnd said, •rr Foley went up to see Wagner and made the 
suggest ion t hat he, Wagner, oall me, I knew nothing 
about it.' 

The Secretary i nqui red what the Department of 
Juat 1oe was doi ng about wire tapping and when neither 
Mr. Ollphant nor Mr. loloReynolds could give him t he 
information, he telephoned to the Attorney General 
and a record or their conversation is attached. 

l!ll,Jr. t hen gave Mr. UcRe711olda t he f ollowing 
order: ' After July 1, I want t he Treasury Department 
enforcement officers to wind up all wire tapping oaeee 
and if t hey feel that there are some very extraordinary 
cases where wire tapping is necessary, I want to know 
about t hem myself and unless I give my pereonal per­
mission I want them to atop all wire tapping. • 

• • • 
Attached is Mr. ~Reynold•' memorandum to Ur. 

Graves incorporation t he above inst ructions or the 
Secretary . 

• •• 
Mr. MoReynolde came in to see Mra. Ilotz later 
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1n the da7 and gaYe her the following intol'lllll.tion. 

Kr. Ollphant eent llr. llolle:rnolde a oop:r ot the 
111e110re.ndua wb.loh he t1..s .. nt to the Seoretar:r reporting 
hie telephone oonYereat1one w1 th Senatore Wagner and 
Wheeler. (Cop:r ie attached hereto.) In the ManUM, 
howenr, Heeter oa1111 in to eee MoRe;rnolde and told hia 
that he wae sitting 1n Oli phant'• ottioe when Senator 
Wagner called and heard Oliphant tell Senator Wagner 
that t he 8eoretar7 wilhed to ha•e the b1ll killed. 
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Upon heari~ t hl.e, Heeter ea1d he interrupted Jlr. Oliphant 
to relll1nd hUa that l.t wu Me (Heeter1 e) iapre18ion that 
the Seoret&r1 wanted to 1 let Nature take ita oouree•. 
~. Oliphant then told Senator Wagner that we did not 
want to influence the legielation one w&J or the other. 

llr. MoRe;rnolde also told Mrs. Xlotz that Heeter 
had told h1a that Pole:r went to eee Senator Wagner and 
told the Senator to oa1l Jlr. Oliphant. In other worde, 
th1e wae Oliphant 1 e ,.,. ot keeping tal th w1 th the Seore­
ta.rJ and not contacting the H1ll , but the H1ll contacted 
h11D. 
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TREASU"Y DEPA"TMENT 

INTER OI'IFIC& CONNUNICATION 

,. Secretaey llorgentlau June 16, 1938 

'""" Rerman Olipbe.nt 

Por your infor.ation 

At 12117 this apm.ing, Senator Waper called ,.. , Be wu a good 

deal exercised about tbe wire-tapping bill which bad passed tbe House an4 

11od gone beck to the Senate because ot a House uendaent. Be reterred to 

the disputa iB Mew York and said be , personal.J.7; telt there should be no 

wire-tapping w1 !bout a court order i n adftnca or such tappiBg, I told hi a 

tho t , while the Depa.rt..ent was conrlnced or the soundnens ot the pending 

bill , 1 t wo.s standing aside eo tar as thia legislation WftO concerned iB 

vi•w or the great hportanca which the subject bad asa..ed because or recent 

dcvelop,ents , such as t hose in !lew York. lie asked it be ldght tall thio to 

Senator l'lheeler , &nd I told h1a he could . 

Within a few ldnutes, Wheeler cslled .e and I repeated to h1a 

tbo t ... were standing aoide ao tar as t 'Ue legislation ..,.. concamed. 

lfllllcler said that he would not pueh the bill e.a be bad no special i .ntereot 

in the c&ttcr si.nca be had been handling it for ua. I upresaed to h1a 

appreciation of hie belptul cooperation on tb:l.s and other uttere. 
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BMJr: Hello. 

Operator: The Attorney General. 

ijNJr: Hello. 

Bomer 
CuCIIllings : Hello, Henry. 

HI!Jr: How are you? 

c: 
RlJJr : 

C: 

BlUr : 

C: 

eMJr: 

C: 

I!MJr: 

C: 

Hl!.Jr: 

C: 

H~'Jr : 

C: 

RW'r : 

C: 

Grand . Bow are you? 

I'm all right. 

That's g ood. 

Ah - Homer - ah , in Tiew or what happened on our 
so-called 8 wire-tapping" bill in· Congress ••• . 

What ' s that? 

In view or what happened on the Hill in regard to 
the "wire-tapping• bill •• • 

Yes . 

• •• and every thing else, I wondered whether you'd 
care t o advi se us informally on wire-tapping and 
Just Wha t you people are going to do yourselves from 
now on . 

Yes, I'll be gl ad to do that , Henry. 

I mean I don't want any written - Jus t purely informal. 

All right. Are you in any particular burry ! or it? 

Ah- no, I mean - I don't ••• • 

The trouble is I ' m going away today - up to New York 
and will be gone the greater part or the r est or this 
month. I'll be back about the first or July or the 
thirtieth or June. 

No, I'd like to get· i t cleaned up before - all I'd 
like you to say to me is- ab- "Henry, I 1d atop it,• 

or •I•d continue, • or WWe 1 re doinc it,• or WWe 1r e not.• 

That 1 a what it amounts to. 

Well, ab - I can tell you that now. 
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Vlould you, please? 

~ . Yes . Ah - v;e a r e cutting i t out. 

t"J r : You are? 

c: 

~!"Jr : 

C: 

ii!/Jr : 

C: 

R~'Jr : 

C: : 

.. 

C: : 

H~l.Tr : 

(' : 

EIIJr: 

Ye s , we are . Ah - ah -
of it .... 

Yeah . 

we h&ven1 t done very DliCh 

Ah - but - ah - I' m - of course you can cont inue 
i t in c e rta in - ah - certa in pl aces I suppose, but 
not in t h e Di s tr i ct of Co lumbia a pparently and not 
inte r s t a te and not in Sta tes t hat forbid it by their 
ot.n law. 

I see. 

But in Sta t es t ha t a re silent on the subject it can 
be done but i t should b e done with the utmost d i s ­
creti on and only in rare cases under - where you 
knov: a viciou s crime has actually been committed . 
But gen e rally speaking we l ay off and off i cie.ll)' r re 
out of the game . 

Vlel l , i t ' s awfully hard - of course , •1e have been 
doing it - I mean and - and - llh - and I IV&S going 
tot ell the boys t o either c ontinue or stop it . 

Well , Ph - the only thing y ou can you cPn tell 
them - I' ve told Db' peo;>le to I've dran; t heir 
attention t o the decision of the Supreme Court • •• 

Yeah • 

And t old them to cbide by the l s ll . 

Yeah. 

And then I've left it that way . 

Vlell that might mean that Hoove r might continue under 
t h&t instruct ion . 

No, he won •t . H!! ' s been t old t o obey t he l aw and 
he 'll obey it. 

I see . 
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RIIJr : 

C: 

!ILIJr: 

C: 

IU'Jr: 

C: 

HL!Jr : 

C' : 

HIIJr : 

C: 

RMJr : 

C: 

RUJ'r: 

C: 

RliJr: 

C: 
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But - 8h - I ' ve always had in mind the possibUi t)' 
that there might be some change ot attitude or some 
new developaent or some extraor d inaey situation 
develop that - ah - t here - I might wink at it 
possibl)' . · 

I see. But it ' d have t o be an e xtraordinaey 
s itus . .... 

Yeah. So otticiall)' we ' re out. 

I see. Ylell , that that • s all I want to know 
and I am going to take it under seri ous cons i derat i on . 

Yeah. All right , Heney. 

Because I think it' s (laughs) going to get a hot 
potatoe. 

Yes . Yes, it is. It - in some ways it• s r ather 
t oo bad. Ah - for ins tance, t ake a kidnapping 
case . Suppose we got a - could get a message ove r 
t he wire fromyk i dnapper to another • .. ~ 
Yeah. \ 

It' s just too bad. 

Well, itt s been terrificall)' usetul to us with 
counterf eiters. 

Oh, and - your counterfeiting and narcotic cases 
and all that - 1t • s been very. usetul I suspect . 

And i t • s been very usetul to your District Attorneys 
to help make the cases. 

Yeah, but you can ' t use the evidence anyhow, - if 
:you got it . The only advantage in getting it would 

. be to get in!oraation t hat would lead to certain 
activities but you can't use the - the transcripts 
ot testilllony over the wire or anything o! that kind. 
See the courts have ruled that out now under the 
d irection ot the Supreme Court •• •• 

I see. 

1n interstate cases. 

Uh bub. 
And most ot thea are. 
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BIIJr : Well , thanks so aucb. It's Jus t what I wanted. 

c: All right, Heney. 

R~'Jr 1 Thanks so llllCh. 

C: Goodbye. 

• 

Regraded Uclassified



!!!!!!!!!! 

.. , -· lwew 

.... -· 7 a ewU. 

I Man .. .&a .. IarroW; ate - '• 

tM JIOlltr M 1lo Iolli II t.a Ulo fl Z17 •• 1 '-. . 

lir _,.. t otft- Sa tM - el .. Ht' I .... ---. 

..& •*r•- e1 nsnu&dw e1 wu- ta ... ,~,~-· 
ftc tunotu7 u ........ , an.~ lat. w 

no u&atw et Wru • • ..-... wU• ls-

11ow4 Q' "'..," 5:.- ...... 
e& wwtt •• ld8 ,..., 'woiiil • 

........... -.., .. ~ al ... , .... ... 

-· ': ,. le ...... ,., ,, ..... p..a.t ... ... 

--' .. bt et ~ ltr tile ;u;su .t ol '• 

•-elatoctn ••---wr· 
iClU J1W 1lo .... II af to P: .... .ao 

....._..'- te ol.l "'-tu; ,.., el t.wbll.. 

' . ...., ... .. ., . ....... 

• 3 • 

Regraded Uclassified



June 21, 1938 

10: tS a.111 

Present: 

Dr. Parran 
Dr. Haas 
Mr. McReynolds 

Dr. Parran: I ha't'e a oopJ or the aemorandua 
here, and ha't'e ampllt1ed 1t . 'l'lle Waeh1~ton stud)' 
18 alread)' under way. 

HK. Jr: What 1t bolla down to 1s rou need 
~1 , 0001 

Dr. Parran: Between il,OOO and $2,000 will 
De expended th1a rear and tor that purpose we ha't'e 
some balances that will oarr)' . 

In this further stud)' wh1oh I have recommended 
to get some basic 1ntormat1on oonoern1ng neutr1tion 
1t w1ll cost approx1111&tel~ $:51,000 eo roughly tor the 
next t 1aoal year we need ltO , OOO. It we are to get 
t h e real picture 1t will take a rear to do 1t. 

IDl Jr: You 1111ght aa well ult tor tso,ooo and 
not have to go back and aek tor eo11111 1110re. It' • a 
white collar project, ian't itt 

Dr. Parr an: Mot in any aubatantial amounts. 

Hlltsir: I told Mao to rind out how we gat t h1e 
moner. we get 1t trom Kopk1nat 

the 

Mr. McReynolds: 'l'he only way. 

HK,Jr: Doee the President ha•e to appro't'e 1t1 

Mr. McReynolds: ~ee. 

Hll;dr: Does it go~ Parran to • to Ball to 
Preei nt to Hopk1nat 

Mr. ~znolda: Mo. 'l'lle aPPlication will 
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to oe made to Hopkins; come back to Bell, and then to 
t he President, but wbat Doc wants ie not a white collar 
proJec~ he wante money to spend ae an adD1n1etrat1Ye 
expense; be wante to~b1re technical people. 

Pr. Parran: On the larger budget, the last page, 
~31,000 Is for eight physicians. 

HK,Jr: Better leave it as you said, t4l,OOO, 

Mr· WoBeYnolde: or course, Doc has in that bill 
some money to pay for hoepi talization. Only got half 
ot what he asked for. I! you can get t he Comptroller, 
as Corry Gill says you can, to pay billa direct !or 
hospitalization , then you have a leeway on adm1n1stra­
t1ve expenses that you can pay th1e out ot. 

HK,Jr: The President ie only going to be here 
two days. I would like to get it cleaned up this week. 
What's the first move? 

Ur. McReynolds: We had better put in an appli­
cation tor a request !or this allocation. Two things 
he will do: get up a reques t !or this allocation to 
Lake care of this proJect and that will expedite it, and 
try to get it rhough. They may not be able to do it. 
At t he same time I will take up w1 t h the Comptroller' • 
o!!ioe the question c! their approving the payment ot 
Hopkins tor the hcspitalization o! the people who are 
on WPA rolla. It t hey can pay Public Health on the 
basis o! coat chargee out of that , then we don't have 
to pay out ot the administrative allotment . 

HK,Jr: Let's do i t this way. llake it number 
one , and when you need a little help, call me. 

Dr. Parran: All right. 

Hll1Jr: But let's s ee it we can get it through 
t his week. 

Dr. Parran: That takes care o! one ot t he t wo 
pol nts . 

The ot her ie , actual distribution ot tood. Wh1b 
we do not know the tull extent ot malbutr1t1on, we know 

Regraded Uclassified



there are grou inequities and I hoped we could get 
the gaoh1nery ot the Surplus Commodities Corporation 
working in • • •• 

MK,Jr: Let ' s call up Wallace and ask him to 
call a meeting and I will come over to h1a shop. 

Dr. Parran: I hope we can move on that front . 

MK,Jr: Are you ready? 

r . Parran: Yes. And I have written on page 2 
the oon~tione w i oh I t hink need to be met it Surplus 
Commodities are to be of any value to relief people. 
It starts t here at the bottom ot page 1. 

"Through the Surplus Commodities Corporati on, 
purchases of t oodstutta should be made with an eye o 
both to the a cuteness of t he surplus of a particular 
rood and t he nutritional needs of the population. 
This will r equire a radical reversi on or the policy 
whi ch has been followed up to this time . 

•ot equal l.Jiportanoe is to arrnnge tor t he 
orderly distri bution ot roods. To be of value, t he 
f ollowing condi tione need to be met: 

1~5 

1 . Local relief agencies ehould know in ad­
vance the amount and kinde of food which will be avail­
able tor distributi on. 

i n 
2 . The products will need t o b~/utilizable to~. 

For example, families cannot uee dried ski mmed mllk aup­
plied in bulk; there is great difficulty even in uti­
lizing white flour because of the l ack of other ingredi­
ent s and ot cooki ng facilities . 

3 . There should be continui ty of food distribution. 

4. The amounts or food t o be distributed should 
appr oximate the additions to the relief diet of t he par­
ticular locality whi ch are neoesearr t o maintain health. 

5. To a ooomplieh the above purposes, it would 
seem desirable that a medical officer and a person 
tam111ar with relief mechanics be attached to the Surplue 

• 
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•oommoditiee Corporation with authority to influence 
policy and organize prooedure 1n t he d1raotione indi­cated. • 

Rllllber 5 h particularly ~rtant. 

llli . Jr: 'ft~T don't I oall up WallaoeT 
trols Surpl ua Oollllllodi t1ea. He oon-

Dr. Parran: A doctor ahould be on the Board. 

HK Jr: I would -h rather haYe him there in a ooneu~' e oapaoity beoauae I would not want any 
Treasury people on it. Frankly , I don' t wa.nt to get 
blamed. It he ie t here ae a consultant and they don'.t 
take our adYice , 1t1 e too bad, but it he ia on the Board we can get blamed. We are Jointly r eeponeible. Aa 
tar as the reapona1bil1ty ia concerned, I will lea'l'e it there. 

Dr. Parrant Do you think ordera will be taken 
unleae ther are orders trom the White HoueeT 

· 101 Jr: No. I will put it up t o t hem. I will 
say we ~ like to come over to r our place and tallt 
about it from t he atandpoint or adequate diet and if I 
don't get anr plaoe I will go t o t he White House. I thought I would do i t thie war t1rat. 

Dr. Parran• Mlea Lonigan made a yery good point 
that someone famiiiar with the mechanioa o f relief ahould 
be on t he Board. Someone familiar with how relief ia 
handled in a particular oi ty ehould be a 'l'a1lable to ad't'i:ee 
on that score. 'rha local relief pe~le han no one to turn to. 

(At thia point, HY,Jr apoke on the telephone to 
Secret ary Wallace and a record of their conversation ia attached. l 

Dr. Parra ns 'rhie money that Hopkina haa t or direct riliet aay be a tund which would aaka thia whole 
t hing work, and wi t hout it it wouldn' t work. 

IQI~Jrs Yea, but tlo,ooo,ooo out or t2s,ooo,ooo ia going or clothing. 
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Dr. Parran: I thi nk the 1110at important purpoaa 
to put some ot that 1110ney is to rent a store 1n Cleve­
l and, put in a aocial worker, because the whole ~~ach1nerr 
has broken down. There ie nobody in Cleveland handling 
rel ief who can Ket t he commodities out to the people. 

llll ,Jr: 1 <1 on' t think Harey appreciates 1 t and I 
know Wallace doesn't. 

Mr. ~cReynolds: It should be one of Harey's men and 
not Mles LOn1gan. 

llll,Jr: No. No. No, lllaa Lonigan should not do 
1 t. 

Dr. ParrAn: Not in Cleveland. 

Wr. WcReyn~ldl: Not any Treasury person. That 
belongs to Harryop ina. Let him take his own responei­
b1lity. 

llll,Jr: I think you will tind that Harry will say 
that is up to the ci ty administration. He won't touch 
o1rect rel1et. But let's tind out. 

Dr. Parran: I don't t hink we can pursue this muoh 
rurtner here. 

oOo- oOo 
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TREASURY DEPARTMENT 

PUBLIC HEALTH SERVICE 

WASHINGTON 

Juae 18, 1938 

lleliOr&Ddu. for tbe S.cret&r7 ot the tr.&a1117. 

Subject: The llutrition Problea • 

.U tbo\lih acientitic data ue not coapleta ill re.-.al.ill& 
~ 

the full extent of aalnutrition ill the OMtad States, there b 

con'fi.ncillg e~nce to abow that diete of' relief' and low 1Dcoae 

faalliea are groaa4 i.lladequata ill aaoUDt &Dd ld.Dd or food aa 

c011pared rl th tha dieta of' faa1liea above the eubaariill&l econoaic 

group. 

there 1a adequate nid....,. , u.o, to show tbat tbe diet 

of the Nation aa a whole 1a lacld.J>& 111 e81enti.&l nutr1t1oDal el-nta, 

especi.all7 tboae contailled 111 a1ll< and a1ll< producta, ~r&en .,.&etabl .. 

end whee t sera. 

In Tin of tbe faot that there 1o a lar&e aurplua of certain 

f'oodetutta 111 the Ol11tad Stataa, particular~ wheat and other cereala, 

it •bould be poaa1ble to -.Q theae aurplua .. aT&ilable to tho" 111 

need, both dirac~ and tbrouah conTertJ,ion of' •urplua cereal• into 

mlllt product& and -t. Such a policT cer~ 1a duirable troa 

the • tandpoillt of Da t1oJial bMl th. !bare are we coura.. ot procad1lre 

which ill aT op1111on •bould be pursued aiaul taDeoualT: 

I. Dilt£1.bgt1oa of l'oo4• 

ftrouab the Surpl• Cl IliUM Corporat!Ga, purdla- ot 

toodatutf'a abould be ...sa rltb u qe both to the aoutueaa of tba 

• 
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1urplWI of a particular food and tile nutritioD&l needa or tbe popu­

l ation. This rllJ. requin a radical reT&rdon of the policy which baa 

been followed up to thia tiae. 

129 

or equal iaportaoca is to arrance f or the orcarl,y diatr1bu­

t 1on of foods. To be of n.lua, the followiD& coDdi tiona need to he aat; 

l. Local relief aaenciea ahould know in adnnce the 
amount and ld.Dda of food which rllJ. be a'f&Uabla for d1•­
tr1bution. 

2. The proch•cte rllJ. need to be in ut.lllaahle fora. 
for uuple, fu&i.liu C&MOt. 1181 dried alr1mrd ll1.U: ~ 
plied in bull<; t.bera 1& cre&t d11'fieulty eYeD in utill.si.JlC 
whi t.e nour beeauae of the lack of othar io«redieDt.e and of 
cool<i.JlC facilltiu. 

J, Thera ahould he contiDuity of food ~atribution, 

4. The IUIOIIDta of food to be distributed should approxi­
aata the additiou to tile relief diet of the particular locality 
which are oacaea&r)' to Mintain health. 

s. To accOIIpllab the aboTa purpoaaa, U would a- desirable 
tllet a MCU.cal otticar and a paraoD f••111ar with relief aecbaDiea 
be attached to the Surplwa eo-xtitiee Corporation with autbor1t7 
to ionii8Dca policy and oreanbe procedure in tile diractiou in­
dicated. 

II. Fur tiler Stp;liaa of NutritioD&l St&tl!l and Nteda. 

Thera are three atp;liea which abould be aade to £&iD aeaant1al 

knowledie or tile nutrition problaa. 

1. In a 11parata ~- I be•a ra-nded tllet a apot 
at~ be aada in the Cit,y of •aabioitoD, and in three other citiaa, 
or the actual food atatWI uoq relief and low incOM fu&i.liu. 
(Cow attached.) 

2. Sl.lll1lar apot atp;liu ebollld be aada in •'Y&r&l rural 
areas . Data are now a'f&Uable u an incident to a at~ of 
tubercu.loaia which the Publlc Health Samoa 1a ll&ld.Di in ona 
Alabtaa county and one TaDDaae•• couot,r. Tbeaa data will he 
e-nsed u 80011 u poaeibla. 

' 
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;l • .l 110re COIIpr8banaiTe atUII,y of the relation or 
nutrition aDd pbJwieal baaltb should be carried out. 
(A deteUed ateta.nt eonearniD& tba propoeed studies 
1a attached.) 

WUl ,-ou not pleaea 1Ddieate wbatbar tba above outline 

ot a proi"ll or action aDd a atud;r proi"ll ... ta w1 tb your ge1111ral 

approval? It eo. pleaea 1Ddieate tba "¥• 1n wbicb I can be or 

aaaiatenca 1n 1n1 tie tin& tba procr• or action. aDd auggaat •*J'• 
or f inancin& the at~ progru . 

/) ' .. 

~ ~w •• :.2 · 
Thollu Parran 
Suraaon Ga1111ral 

130 
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June 16, 1938 

~esorandua for tbe Secretary of tbe Treaaary. 

SubJect: Proposed stud.y of dieta a.oac low 1Dc01111 and 
reliat taailies . 

FollowiQa ;your •uaaes t ion, I have considered with ~ own 
staff and with representatives of tbe Bureau ot Hoae Econoaica 
and t he !lllbenk ll .. orial Fund tbe stud,y ot dieta UODI low 1Dco.e 
and relief f8Ailha i n lfubington. It 1a recolllllendod that this 
etud;y be e>.'tended also to tbree additioMl. cities -- Detroit, 
Atlanta, and O..ba. 

It is planned to ulte a spot studr of taail,;y incoae, uoUDt 
spent for food, aDd actual food consuaption in approU. tel7 60o 
f....Uies in each c i ty. About toro :10ntha will be ,.eded to coa­
plete the inveetiption and prepare a report. Prel lalnar;y result& 
fr011 llaahington, howner, should be available within four o.r fiYe 
weelta . 

The coat of this a tud;y will be $10, 000 and a budget 1a 
attached. 

I t 1a recouended also that spot atudiea such aa are planned 
in four cities later be extended to a n1111ber of rural areas. 

111 addition to tbe atudies which are reco=ended, the nutri­
tioMl. uperta point out that the cuaulative effects of a poor diet 
on ~. aantal and p~aical developaent, resistance to disease, 
and general health are poorl7 Wlderstood. Recent evidence indicatea 
tbat there are subclinical and DOt eaail;y recognized cases of aal­
nutr ition which are e r esult of long continued inadequacies in die t . 
A detailed statement concerning these more complex a nd urgently needed 
studies wi ll be submitted within a few da7s. 

EYen bafors theae studies are completed, I hope ;you and I can 
continue to preea for prooopt -.odification in the policies of the 
Surplus Coaaod1 ties Corporatio.n so t het tha distribution of food can 
be geared to the obvious r eliaf aDd nutritional needs in those cities 
where local r elief aacbiner;y has broken down. 

' -
(Sgd) 'fhOm&• rarran : ;er. 

Surgeon General 

TP: AIIll 
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moo!T. 

Esti.ated coat or the collection or 600 acbedulea iD each ot 

the 4 cH.iea - llaab1Jic'toG, D. C. , Detroit, lliob,, AUante, Ge.., and 

()saba, Nebr. 

10 en•eratora tor 2 weeks at $30 per week - -4600.00 

1 au.per't'iaor tor 1 aontb at $200 per eo. - - 200.00 

Ineidenteh - - - - - - - - - - - - - - - - 200.00 

Total tor 1 ci t;y - - - - - - - - - tlOOO.OO 

Total for 4 cities - - - - - - - - $4,000.00 

Eatl.ated coat ot the au.perrtaion of the field and proceaaiDg 

work, and the preparation oS a report on tba 2 ,400 schedules to be 

secured iD the four cities: 

20 atatiatical clerlta for 5 weeks at 
$30 per week - - - - - - - - - - tJOOO. OO 

1 super't'ieor tor 2 aontba at JJOO eo. - 600.00 

1 aaet. au.perrtaor tor 1 110. at $200. 200.00 

Space - - - - - - - - - - - - - - - - - - JOO .OO 

~avel- - - - ~ - - - - - - - - - - - - - 1500.00 

Equipeent and auppllee- - - - - - - - - - JOQ . OO 

Incidentela - - - - - - - - - - - - - - - 100.00 

Total - - - - - - - - - - - - -$6,000.00 

Total cost of tbl •tud¥ - - - tlO,OOO.OO 
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PROPOSED STI1Dr OF PIIISICAL IIULTH .um NU'l'RITION 

Erldence 1a not a....U..ble which abowa whether or not, or to 

obat extent, growth &Dd health or the eeneral population 111 beille 

~ffected by 1nadequat. diets . It becOMe nac .. aary, therefore, to 

determine precisely what pbyeical and mental 1epairaente might be 

corrected by the ialpronaant or diets . X...adiatal,y woeful knowledge 

on these questions probably can be obtained b-oa atudiea which include, 

broadly, tba siJiult..naoue in'Oeatiption of food& conallled and the ateta 

of health. The etfec te of subnormal diets, bcwuer , are coaplex, a.nd 

pr ob&bly ciiDIUlet1'0e. Moreover, t.hesa effects can be maaaured accurately 

only by very complete individual health and dietary atudiee, made at in-

ter vala over an ext ended period !'?f tiae . In addition, it may be aaal.llllad 

that tba JOOat prono\Uiced foru of aalnutrition appear in cb1.l.dren ainca 

erowth and de'OelOjlll&n t 1epoaa added dietary r equir ... nt a. 

Sat1.afactory 1tudiea of tbia cbarectar abculd include tba 

followi.og: 

1. Record• of tood consumption, made eitbar eontinuowoly or 

at fr·equent interY&la durin& the course of Oil& )'&&r. Such record• 

would perait u aY&luat1on of iaportant H8aone.l nuct~ationa in diat­

ariea and would re'Oaal tba extent to which daf'1c1ant dietaries are 

cona\Dad tor proloneed period& of tiaa. 
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2. eo-plata pi~Teical neelnetiona, 1Dolud1Jii tboae a~cial 

..aauruents aDd teats which detect tbe onaet ot deficiency cli.aeaae 

before they ban reachecl tbeir uDiteat or aevere ategea . 

). Cont1Duoue or repeatedly oollected recorde ot JIII11Jical 

and mentel effio.ienoy duriDg periocla ot one year. Such date rM:T be 

expected to reveal the lowered vi tell ty aDd lose of proclucti vi ty whioh 

»¥ constitute an ijaportant 11&111.faatetion of iDedequate diets . 

~ 
The approech to tbe general prohl .. of nutrition baa to1o 

1. To obtein a~cific information on tbe act\ISJ. i.apairalente 

of health which result froa the consumption of subnormal 

diets. 

2. To deTalop a practical routiDe .,.thoclology for uae 1D 

appraiain& nutritional atetue . 

J. study, !l-Oll tbe per~ctin outlined abon, ia proposed aa 

a cooperatiTe UDdertald.Jlc rlth tbe Depertllente of Pediatrics and Pre­

ventive llediciDe of tbe Cornall Medical Sohool, Tbe IIUbank !lemorial 

Fund, and tbe Public Health Service. Obaer't'lltiona would be collected 

froa atudente 1D the Seward Park High School 1D !law York Cit7. Tha 

&roup ia aalacted bec:auae tbe chUdren to be atudied are predoe1 nete1J 

froa raliaf aDd low inca- faaillea aDd bec:auae it 1a known that tbe 

echool health a&r"ficea can be adapted readilJ to auoh a atud;r. Recorda 

for tbe tollOrini would be collected! 
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l . Dietary hiatoriea 

2. Recorda of il.lneaa a¥ or school progreaa 

3. Medical hiatoriea aDd pbyaical e.nd dental uamil>aUona 

4. Spee1Al pbyaiological .,...,,,.tiona 

a. Dark adaptation teat tor Yit&ai.D-A 

b. GaJ.YaDie ranex teat for Ollei,. 

e. !DthropoMtrie -....--ta; height, weight 

d. Roentgenographa or wriat and hand 

s. Spac1Al. blood namlnet1on 

a. R&IIOglobiD 

b. Red blood count 

e. 'llh1te 

d. !11fferant1Al count 

e. Aaeorbic aQid 

t . Bl.ood. nt.ew1n._! 

g. Blood pboepbat&ae 

b. Ser.- eele1 .. 

Aa a preli.ldD&rY to thia iDYeatigation, it ia propoaad to 

include 1n tbe dietary aurveya of relief taa1li•• 1a waabiagton, 

Detroit, Atlanta aDd Omaha, a pbyaical examination h7 competent pbyai­

eiene o! a sample o! tha population ~DftBaad• Two pbyaiciana 1n each 

cit)' would en•1na eppro:r:iaatel;r oa.-!i!tb of tbe 1nd1Y1du.la covered 

h7 tba BllrY&7. 'l'beH pby&ioiau wo\llc! eond~>~~t carefUl pbyaical uaa1-

ll&t1ona, toaetber ritb -·~nte o! beight aDd night aDd .. tiatea 
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ot nutrl.t.iollal etatua. Tboo r .. lllta ot thie auppl•••lltar7 in­

veati&at1on would sbow oalJ the ee?ere ettecta ot di•tarJ depri?a~ 

Uon aDd wUl point the wq tor the 1m·diata correct1n -.uree 

that NJ be .oat ur&•nt.lJ Dudecll . 

Sal&r1•• • • • • • • • • • • • • • • • • • • S2s~.oo 

1 Director • • . . . 
3 Teelmieiena. • • • • 

1 Jlutri Uoniet • • 

3 Clerke • • • • • 

llatari&l aDd nppli••· 
Traftl aDd per d1.. 

. . 
• 

• • 

• • 

s,ooo.oo 
7,200.00 

3,800.00 

4,32().00 

• 

. . 
• $ 4 ,800.00 

• $ 1, 500.00 

total . • • . • . . • • • • . . $)1.,420.00 

13S 

' 

Regraded Uclassified



TREASURY DEPARTMENT 

P UBLIC HEALTH SERVICE 

WASHINGTON 

June 16, 19:38 

le:oorand.,. for the Secret&r)' of the Treasury. 

SubJect: Proposed study of diets AJIIOng low incolll8 and 
relief familiae. 

FollowiAc your &U&Beetion, I have considered with ~ 
own aWf and with repreaentet1Tes of the Bureau of Rou Econoaiea 
and the Mllbo.nlt IAeliOrial. Fund the s tudy of diets &laOng low 1nc011e 

nnd relief familiae 1n Washington. It is reCOillllended tba t this 

study be extended also to three additional cities -- Detroit, 
A tlente, and OIU.ha . 

It 18 planned to sake a spot study of f~y inc.,.., 

MIOunt spent for toO<!, and actual food cons1.11pt1on in approxi.alately 

600 f8lllll1ea in each city. About two ~nontbs wUl be needed to COII­

plete the investieation and prepare a report. Preliminary results 

frca Washington, however, ahould be available within four or five 

waeka . 

Tho coat of thia atudy will be $10,000 and a budget ia 

attached . 

It ia r ecOJIIlended also that spot atudiee such as are 
plAnned in four cities later be exteDCied to a n.,.ber ot rural areas. 

In acldition to the a tudiee which are re0<81endod, the 
nutritional exparta point out that the CWilulative eftects of a poor 
diet on growth, mental and peysical developunt, roaiatance to disease, 

all4 general health are poorly uDCieratoocl . Recant artdence 1Ddicatea 

U>at there are subclinical and not eaelly recognized cases of :oal­

nutr1 t ion which are a reaul t of long contl.Duad inadequacies in diet. 
A detailed statement concerning these 11ore caoplex aDd urgentl7 needed 

s t udies will be submitted within a few days. 

Even before these atudies are co•pleted, I hope 10u and I 
can continue to preae for proept liOdi.fi cation in the pollci .. of the 

Surplus Co:uO<Iitiu Corporation ao that the di.stribution of food can 
be ;;eared to the obrtoua reliat and nutritional needa in those citiea 

where local relief uchineey bea brolc~wn. _ - ) 

/ - - ..... • 7 _.4,; ,. 

Sureeon General 
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Eetl.u.tecl coat ot the collaotlon of 600 achedulea 

iD eaob or tiM 4 c1tiea - llaabiDcton, D.C. , Detroit, llicb. , 

.1. tlaDta, a.. , Uld OM.ba, Be br. 

10 -ratora t or 2 waaka a t .30 per weelt - tl>OO.OO 

l auperYiaor tor 1 aontb at t200 - - - - - 200.00 

1Dc1dantala - - - - - - - - - - - - - - 200.00 

total tor 1 cit7 - - - -- - - - - tlOOO.OO 

Total tor 4 cities - - - - - - - - - u ,ooo.oo 

Eatiaated coat of the aupervbioD of tbe field aDd pro-

cea&iDi work, &Dd tba preparation of a report on the 2, 400 acbedulea 

to be Mcured 1D the four cities: 

20 ataUatieal c1erka for S waaka at 
$30 per weak - - - - - - -

1 auperYiaor f or 2 .,Dtbe at .300 per 110 . 

1 aaabt.ant auperrtaor t or 1 IIODtb 
at t200 per aontb- - - - -

apace - - - - - - - - - - - - - - - - -

traTe1- - - - - - - - - - - - - - - - -

equi~nt and auppliea- - - - - - - - -

1Dcidantala - - - - - - - - - - - - - -

.)000.00 

600.00 

200.00 

)00.00 

1500.00 

100.00 

Total - - - - - - - - - - - - - f6,ooo.oo 

total coat ot the ~ - - - -tlO,OOO.OO 
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HJJJr : 

o:er• \.or : 

H"Jr: 

Henry 
rellPce: 

Ht.'Jr : 

\' : 

Jt'Jr : 

I : 

HYJr: 

v:: 

~.lMr : 

H~'Jr: 

' .. .. 
Hl'Jr: 

1': : 

HlriJr : 

\~ : 

Hello . 

Secret e ry 1'/al.lace. 

Hello . 

Bello, Henry. 

How are you? 

Fine . 

Tuesday 
J une 21, 19.38 
11: 0.3 a .m. 

Ah - I ha ve Doctor Parran here in ~ offi ce and 
we t."ould like· to suggest t hRt if you would call a 
little meetine together on the question of adequate 
d iet why Doctor Parran and I ' d like to come over. 

l'iby, you mean you want to hFve sone of our leaders 
in, or what? 

Wel l , I mean, the • ••• 

You mean sever a l of your bureau ch iefs or • • • • 

Well , whoeve r I mean it 1 s in connection with 
the Surplus Commodity Corporation. 

On, i t centers a round that? 

It centers around that. And - ah •• • • 

You mean looking into the • • • • ? 

Well, the point • • •• 

• •• the quantity of d ifferent products? 

v;ell, ah - to get - ah - wha t we 1ci like to present 
is Doct or Parran' s viewpo int wh ich is a questi on of 
ade<cuate d iet - ab - and if tha t could be vrorked in. 

Now, we should ha ve some one f r om Harry Hopkins' 
outfit 'too? 

Very much . 

And who shoul d we have from there y,·ould you think? -
Aubrey or Harry or ••• ? 
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H~•Jr : Well, I 1d try Barry. 

You ' d try Barry . Yean. 

:nJ:: I'd try Barry . 

\ : 

.. .. Jr : 

' : 
n:•Jr: 

\' : 

All right . And Barry and I suppose J esse Tepp end 
J esse Tap!) and \'.'U cox? 

And - ah - I don ' t know ,·,hether 
I suppose . 

Oil yes , Dr . S t anley. 

Yeah . 

~~ - i s Parran with you no~~ 

Pardon me? Pa rran 1 s right here now. 

Dr . Stanley 

Yeah . Now v.ould he would you r sk h i m i f he 
thinks of anybody who ought t o be there? 

H'IJr : Just a minute . (Shor t pau se) 
Dr. Parr en says he t hinks 1t 1 s important to h11ve 
Hopkins but if not whoever i s t.cting for Hopkins. 

, .. . . 

All right. 

See? Because, now, here ' s the point ~hich r.e ' ve 
got right up here in the Tr ecsury 1\hich i s - which 
i s - I' C: l ike to d i scuss at t l, i s meeting - bring i t 
up . ~:e do the buying -.s you kno"" , for l!opkins . 
He ' s got t wen ty-five million for relief and he 
expects to take now - t o t ake ten milli on out of 
th~t tv.enty- f ive for cloth ing . 

Yeah • 

''"J:- : But that would only l eave flfte en . Hello . 

H''Jr: 

I : 

Yeah. 

So - ah - I me:m they ' r e mo ving nfully f ast r nd 
1f t hey mo ve in t hat d irect ion t hnt throws all th e 
more burden on you, you see? 

Yeah. V/ell now, •ne 'll try f or t h i s s ome time 
t omorrow mor n ing and c all you beck. 

• 
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lll&J'r : 

VI: 

R~\Jr: 

\" : 

RW'r : 

r: : 

awr: 

V' : 

R!I.Jr: 

W: 

RloiJr s 

1'1: 

RliJr : 

!;: 

- 3 -
141 

Ylell , you want to • •• • ? 

Bow are you fixed on tomorrow morning? 

Well , ah - I could come any time bet.ween ten-thirty 
and eleven- t hirty. 

Ten-thirty - all right. I 1ll see i f Barry can come 
some time between then and clll.l you back as to what 
time suits best. 

And you let us know and I 111 •• •• 

I guess you ' d have to be out ot here by eleven-thirty, 
i s t hat i t? 

WellL I - I - well , I could stretch i t a 
No, ~ mean, I 'll keep - I mean, I 1d like 
from your pl&ce not l a ter than t welve. 

Not l a t er than t welve? 

Yes . 

All right . 

Goodbye. 

I'll cbeclt wi th Barry and l et )'ou know. 

Thank you. 

Goodbye. 

little bit. 
to get out 
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My dear lll'. Pr .. ldeta 

I t~ought th1a report OD 

budn .. a condltlonl by GMrae Baal 

wu pa.rtlou1arl:r lntere•tl:al 8D4 

quite ChHI'flllo 

Your• •lnoer•l7• j 
. '·'' .... . . 

'!be Prealdet, 

Dyde Parlt, !few "Yorlt. 

I 
I 

, 
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0 

- :.t.45 

c~ 

.Jwte 20, l 93t 

liP . .... 

lkl'bJM\1 'the a.-sa ... u•auoa, well elldla& Jae 18 

CtMl !!lM! 

the eoau....a PlM ta McecU\1 prteee r. · -,. !lle&rl1 three 
wuh hat 'bMe u_,..te4 'lit" aa 1l'j)t111'1l ta aew o~e.n tor eUel 
AAd o\ller proau.-a, aliA ltr e~er ~"••e• or aa 11rJ)Nftllea\ ln 
'bu•tn .. • eenUaea\. !be al•n atYG"eal fMl~ a few "'k' 
-.o that 'bu.I1MII wow\d .. aune \o 4Mllae •'U lde nufl' 
hu 'been 110dlt1114 lt1 deftla~u .tlhb Uft 1011e a ;>pell.l'anee of 
lftdluUJII a \ura. Aao .. \ hr\ are the felll'lltiiC I 

(1) AdoaoltUe aalu reeeaU7 llan been ltet\er 
than J)l'ttYlouelJ exoeo,ed, and produe\ \ on bat b een 
tao,..ae84 for •b• IIHII4 ...... 1.,. ... t . 

(2) the rete of e\eel 01)1'1'1\loae bae rteea 
•lli lnlJ t.t a .... oa wbea ••'Pd -14 aona111 lie _,,...u.,, aa4 a f'lln'*' t-•• te • .,..nee! lt7 
an ap\111"11 la aew ......... 

(3) Conatrue, toa eoa,rae\ award• lla•• reeeatlJ 
ebowa a lharp lwpro,..ea\. 

(~) eeuoa 11111 ut1YU7 ehowe4 an ta..,.aee 
d\1'1'.\ .. *', wMa , .. , .. al 1anu•••• wult aall tor 
a ""llae, aa4 baa L.,•••• tufthar clurtq 1111'17 
JUlie, 

(51 rretp' ... lea«t-ae -u ... w n•, 
••~~tetaU, la tae .. ,.. elpltloaat atM•:U-•• 
ele .. lttoetloa, after reuhtas a l" ••• la'"" PIP' 
ef April. 

(6) II- \....aeMJ \oftl'd l lll)POYiaea' llu 
a~eare4 La IU'\alll ...... 

(7) ne ,.tee euoue\u.re ll t.,.m.,. ...,,_ 
Un H~t\J prte" ... rtllaa, eUil ,.,.__" 
\a tile et a\le,teal peet•toae of a .ualtaP ef ee .. .al­
u .. , *lla n .. l prllll ... WakOilq, 
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l ew or~ere l !prOYe 

' r obabl7 lnfl ueaeed ~ the etrong vpturn l n eo~tty 

?rtoel ow~r t he ~••t two ... ka , aew ordere durin~ the aeoond 
wuk \n J uM tUJ"ned VJ)ward , .. eordlns t o our we i ghted 1ndex, 
; 0 ; ne h\ gheat lewel alnee \be laat w" k ot ~pr11. ( Sae 
Char; 1 . ) Ordere tor at .. l , tazt1laa, an~ eleotrlc&l equ1P-
ent ahowed aubat .. tl ~l 1neraaeee . 

Steel aottY1tJ hl rher 

A 1-·'0lat l!IPI'O,. ... t la Ule rate of at n l operett ona 
on r t he pout t wo weeka, wbtle rela Uwly ••11 (J,8 pereent ) 

~· al gnlrloant a1noe (1 ) Steel operatlone are ueaall 7 
r.ot 1ng at thla " aeon. (2) The ap turn waa apparently 

oted ln MDT quarter•, alMe • • r"ent l7 aa lla day or 
th1 1 weak t be J oarna l or c .... ree ... ttoned t ha t • t oungatown 
11 bwzel y hol ding t o 1 t a rate or 25 ~reent or ea~aolty. 
The 1nduatrz la eY1dentl7 worktng down to lta pro~rbtal l ow 
of t be year aroldld IndenendeMe D&:r '111\an a paoe • • l ow u 15 
oero~t woul~ not be e\U'pl"lstng, • ( J ) A rurt llltr t noreaee 
•• •~• l n nroapeot, Ju~glng troa the wPtarn ln aww ateel order a 
b et week t o u equlwlllant or J7 peraant or oa~Mlty. 'l'he 
Youngatown d1at r1ot 1• aeheduled to retae operatl ona t o 29 
.,trcPnt next w .. k , wl t h a f'UJ' t hPr upturn non 1ble bttfo re t he 
end of t he wee"!: . St eel aera" or1eee be we l S!'rowed. 

A r eduott on or •J.~O a t on on sal•~n\ aed at eel ah~~ ta, 

gl w\ng ot t tetal reoognttton t o pr t oe l had t ng t h&t h~~ been 
~r••~~nt t'or 10~0 week•, t a t aken l n t he tra~e a e ewtdanoe 
t h• t buyt~ 11 bep;lnn\ ng \o ao.,e..r \n aut' ttolent wolUIIO t o 
ten t he ':>l'loe struoture. A t urt>,.flr ten or price• \a ex­
~ec te~ t o co~e when the auto.obl le eo~~lel besin aeettng 
nuot~ttone on st eel tor their t al ' re~ \r..antl. 

So .. ll"'rowennt bepnnt ng t o l '?l'Hr 

tbl l e eertaln taetorl ln t bl prt l ent b.atneaa al t uat 1on 
continue unt awor&bl e, the•• a.ra, tor t he 1101t part, taetore 
•btch are well known, wn1oh h ' YI bee n .. 11 adwer,lled, ea4 
"'r oba!)l7 pr e n z - 11 dtaeouat <td , !oM ewtdenee t ha t thl7 are 
t:ecozt ng .. 11 dlaeo11at ed ap?elll'l t n tbe atabt l1t7 of ta«ua­
tr\al ~roduotton owar tbe paet aeyeral ... ,ha • • ban, 
theref ore , thouCht lt a4wteable ln t hl l atate•e•t to l let tbe 
tae~ora wnloh .. , lndtoa te a eo.tag uptwra. 

Such tadleaUoal h&we reeeatlT 'bl-• eon --••· 'l'he 
\Dcr eaee ln aew ordera 1• war\oua ll••• dwri81 the '"aad week 
1n June , a t endeMJ tow.r4 \~~pro,...ll\ la the ~,,. prtoe 
ct ruoture , aa4 a aoatn-1 ealoaal r1ee ln •t"l eperat\oae, be we 
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alnllill7 M• ..ntoa... OU.. fniDnble faetore, of sreater 
or 11 .. lii))N'Ua .. , iMbte ~ t.Untaca 

(1) Aat-Mle 'D~o•t• 'late -lt 11M1'8118M 

to 111,800 ath, 'Qe· nnad. -•ut" 1-••• r.o. 
the 1o• OlR'Oilt Of 27,000 IUlUI 4W"111J tile .. IIOP1&1 

Dq -~~ . u ealee 1a tAle _,..,. aad a!D'ofl4 ~" 

beet~ ~~a1ata1ae4 at a b1per 1 ... 1 Cll.aa ~·••17 

expeete«. Pro«•Uoa la .1'1117 11 aow OlrJ'8e'eo! to be 

aet Reh lo"P tlaaa ill J'ae. 

(2) Coaetl'\leUoa -tnet a....Se ~ .... noent17 

1bown a aarked. aptWPII, partl~laP17 tor ~ubllo work1, 

aoAPel14elltlal !lll4 publ l o "'111t7 oroJeo''• ...tth 

... ueatbl eo"'"''' 1'111q t o aw ronaah17 l .. t 
rear'• le .. l. 

()) aeperte to the Bntloaal ~eeoalat\on ot Real 

Setate eoal'4e 111~1o&te t hat ealee ot bo•• e1tes 

••~1 tor baU41111 tla" lleen 1norou1Jig thro~hout 

the oaatry ~IIC ~· ,. .. , twe -the, &ad aro aow 

eqaal te, or cr-ater thall, thoee of 1aet ~ ln the 

aa jol'lty ot ett1ee. 

(II) Pl'oduetloa \11 T&P1a.e ooneuaer goode t ndua­

tl'llle hd 'll..zoe&d7 tUJ'll..a. liJ'WU'd. 

(a) Cotton •111 aet1Y1ty, whiah otten rteee 

ta a4ftlloe ef the ~neral welaeu tread, ehoftd 

a -•••-••••011&1 inoroaee chll'ln& "'aJ, tbe l"\11 

ad.JudM tadex rhln& t o 81 ae eo~~paro4 wUh n 
t n Apl'll. 'l'be Jle. fork 'f11Me WHl:17 111dex ehowe 
a tvtbu' laereaee 111 eouoa 11111 aoUY1t7 111 

earlJ Joe. 

(~) R1 11na trollde 111 boot aa4 eboe J)Z'Odue­

t\011, and 1a pi'Oduet101l o t -1 &JIC! elllc &Qodl , 

hawe been uader way tor eeyernl aoathe. 

(o) Aet lY1tT la the paJ)II' la4aetll'7 ISli...Set 

avt111 ,, . 7 , u4 hal -.." aalatalll.. to u::i 
app&l'•t17 8&1'!11:1111 a tva la tM ...... II 

~ .... !le14 wp well, ... 'lw la~~ peeUlell 

hae 1JII)PO'N4 . 

(5 ) Oarloatl~~p ~we eo11Uaae4 to Pin 1 attn 

•••eOil&l a4Juet-•) ,....,. tMlP loW roallll·t _,. the 

ea4 of April . Le .. lqe ef lll"dlM.-e fNlltlt . 

ehleh h 'MlleYet .re elplfl-' •• u U4u ., 

'buetaeu, llae ••• .. _. .. u~• , .. ,., a '· 
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...,..,11'1 ............ -5 
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the Honorable Henry llorgenthau, 
Secretary of tho Treasury, 
Tiuhl.ngton, D. c. 

Jq dear Secretary llorgenthau1 

June 17, 1938 

Jr. • 

I talco pleeaure in gi 'f'ing you the foUoldng • .,.,._, 
or our regular weekly "high-spot" buainesa report to Wr . Rentschler : 

General inventory pooition maki ng slow but steady 
improvement . CollllllOdity prices firmer. Steel mill opera­
tiona steady at 26- 27 per cent; other indexoe sideways to 
alightly downward trend. Department atoros averaging 17 
per cent off ; expect further decline during SUillllor, turn 
for better about September. General view r egarding indus­
trial activity is not much ahead for su:m10r , but moderate 
improve~ont consumer goods induatriea in tho Fall with hoayY 
industrieo continuing sluggish . :U,y building figures en­
couraging, tota l cont racts ahead of laot year duo to public 
worlca; reaidential even with last year • Crop pros pects 
paoture oondi tions faTorablo on the whole but wheat eatiloatea 
considerably reduced due to low threahing outturn and crop 
damage. Bonds fir.a except rails woalcor on failure relief 
legilletion. 

Geo · a. Roberta 
Vioo-Proaidtmt 

• 
... 
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June 21 , 1938 

10:35 a. m. 

~r. Helvering , Mr. KcReynolds, Mr. Schoeneman and 
ur . Uraves met with the Secretary. 

157 

Wr. Helvering called to the Secretary's attention 
t ne fact t l~t t he Bur eau had d1acovered on a revi ew of 
the production in the various Colleotorls offices, that 
so~e adjustment would be necessary aa t hey were overmanned, 
part i cularly with clerical employees and deputy colleotora, 
due to t he fact that Social Security re t urns are now being 
oade quarterly inatead of monthly. Hel vering said that 
it was neceaaary, t h erefore , to revise t he allocation of 
funna to the collectors who have been put on notice that 
they would have to come down to that level and instructed, 
In reduc~ng their personnel, to drop the people least com­
petent . Helvering also said they had received compliance 
fr om 34 offices out of 64. 

The Secretary said he was receiving some complaints 
and was fully aware of the fact that t here was goln~ to be 
'a little rough goi ng• , but he told Mr. Schoeneman Go t o 
it; you have t h e Commissioner and me behind you. • 

Mr. Schoeneman left t he Secretary's office. 

Ur. Helvering gave the Secretary, for his infornat1on, 
a-eepy-ef the attached memorandum on Kellen's case. He aaid 
he nad a l so given a carbon to Oliphant. 

The Secretary reminded Ur. Helvering that t he Trenaury 
was giving out a statement on this matter at ten o'clock. 
~cReynolde reported that Kr. Helvering was entirely familiar 
with the contents of the statement. 

Regraded Uclassified



TREASURY DEPARTMENT 

WASHINGTON 

June 18, 1~8. 

11e1110rondum t o the Seorotncy: 

There ..-ere t ,;o lll&jor iasues involved in the Ricbll.rd B, 
Uellon Estate; (1) whether certain transfers of property by 
the decedent were mcle in eonte01plat1on of death, and (2) the 
'9Ulue of the eo111110n stock or the .Uoxite Corporation (a boldins 
compeny) whieb was involved in those transfers. 

The B11reau took the position, to whieb 1t adhered in the 
final settluent, that certain treDstera , particularly tboae 
includin& the stock of the Aloxite Corpontion, were •de in 
contemplation of death and that the value of the stock thus 
transferred was greatly in excess ot the value placed thereon 
by the executors. The executors bad the assets of the .UOxite 
Corporation valued by the Standard Statistics CompaQy which, 
attar en extended invest~ation lastins 22 months, arrived at 
a Tllluation tor the .Uoxite Corporation stock or $64,000, 000.00. 
In the final settleaent eff ected with the executors, this stock 
1res given a valuation of $75,499,06S.ll. 

The tax shown by the executors' Nturn was $1,745,1543.89, 
The tax det ermined by the Bureau before allowance tor credit 
on account ot peyment or State inheritance taxes, amounted to 
$37,567 1602,59. The deficiency in tax thus detel'llinecl after 
illowance for inheritance tax credit .-ounted to $22,500,000.00, 
The additional. tax collected as a result of' this defi c iency, with 
interest thereon, amounted to $25,4$7,969.12. 

In ~ opinion the aettlezent effected in this case would 
not have been so favorable to the Con~nt bad it not been 
tor the wide publicity ginn to the incolle tex caae of' Andrew J, 

llellon. The .ovi.ng eoneideretion which, in .:r opinion, proaptecl 
the r epresentatives of the R. B. Mellon Estate to aocept the 
Govern.ent 's determination was e very distinct understanding I 
bad with a representative of Riebard liellon, Jr. , that there 
would be absolutelJ' no publicity ginn to the case. 

~.dfLt 

150 
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Jill! IIOIIDIAi'! PJI·14S!!, 
tuesd81• June 21 , 1938. 

f aahin,t;ton 

Preoo Serrlce, 
l!o. 13-69 

159 

Ooc:aisaioner of Internal Rnenue 0~ !!!. Beherinc announced toda;y that, 

br a&"e-nt w1 th r epreaontati veo of tho taxpA,Yer, n ot1pulat1on baa boon filod 

rith tho :Board of Tax AppoBle e.ccoptinc eottlo..,nt in tho amount of $485,809.49, 

plus interest of opprox1111D.toly $182,23), or n totnl ~nt of approxiantnl:r 

$6&8,000 , on account of doticioncioa i n tax po,vmont by tho 1nt o Andrew W. llol .1on 

tor tho cnlondar :ranr 1931. 'rho a t1pul,.t1on invo1voo ~roocant that no oppanl 

In thla cnso will bo tckon either by t ho Oovornmont or b;r tho tnxpeyor. Action 

on tbo ll'm bceia has bean t t'.kon in tho cnooe of tbo eatato of R. B. llol1on, 

C. D. llnrahall nro H. H. llcClintic. 

Undor docioion of t ho :Bonrd of Tax Appoola n doficionc:r of $403,053.85 

••• found in the coso of Andrew W. llollon involvin,t; tax l1nb11H:r for tbo 70:l'l: 

1931. While tho Oovor nmont hnd under eonaidoration tho appool of tb.h decision 

rcpreaontot i voa of tho eetot e of tho taxpt170r concodod tho principal question 

or low t hnt would hnvo boon involved in such en oppool. 

Doficioncy in Arldrow w. llollon ' s tax pn;rccnt fe r t ho colendJ.r :ronr 1931 

•n• eaeorted by t ho :Buroou of Intornol Rovanuo in llnrch , 1934. Hearin,t; of tho 

case by t ho :Board of Tax AppoBla becan in Pi ttaburgb on J'obruar;r 18, 1935, nnd 

•oa concluded at Wnobington on J'Obt'UlU"J' 12 , 1935. Tho :Board' e opinion wna pro­

culcatod Docombor 7, 1937, and tho t1ntll o~or •a• antored on lll'.rch 24. 1938• 

Tho facta o11cito~ and tho pr ocodonta sot in tho llel1on coso havo boon 

of u oot 1mportonco t~ tho :Buronu in tho doteroinntion of other ccsoa. .A.a n 

result, dofiei oncioa bnvo boon aooortod nnd oo1lcet1ona ondo in ~unta auch 

luger t bm thoao 1nvolvod in t hla cnao. 

' 
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TREASURY DEPARTMENT l GO 
INTRR O,.,C8 COMMU NtCATtON 

TO Secretery Morgentbau 

,.ow Hennen Ol1phent 

For your i nformntion -

Onder the pending Work Relief Bill two opportunities tor a grede- croaei .oa 
•11 •· .tlon progr- present themselns: 

( e J Onder TiUe I or the bill , $4tU,roo,ooo ('f!bich JUJ.'Y be in­
r rea ted b)' not to exceed l:JJ',_.!.•.!•, $72 ,675, 000 through tbe t ranafer 
or amount s from o•ber cjass e a or p»eJectel i s made avai labl e to lPA 
to• "h lt:hways , roads end streets .>~> ~ae J'roJects will be constructed 
1 Hh WPA lnbor - t he rights-of- t<ay end 1111terials t o be provided by 
loeol public sponsors. Assuaing t he Comptroller Generel boles this 
lbncuego t o be broad enough to 1nolude grede-eros oing oliminatione, 
it >auld appear tha t b consi derable grade-cross ing elimination program 
coul~ bo developed in tbe rural areoa wbare tb e rights-of - '"".Y costa 
~ ould not be substantial . Ho>rever , it i a doubt1\tl 1f lllUCb of a progrM 
or tb15 cbarect er could be put under l<O.Y in tbe met ropolitan 8l'eos 
•·horo the r1ghts-of- •:•o.y costs ere conoidereble and tb~ delay 
i noident to t he acquisition or the lend cons i der abl e . 

(b) Under Title II or the b ill , $965 ,000 ,000 is mode available 
to P'• A to be used , among other t hings , for loans and gront s to States 
Wld public agencies. The projects to be finGDced in this """f ore 
1 l"l ted to u seful public works or the kind '"'d cberecter heretofor·e 
'it.tlllced by PI';A . This language i s brottd enough to incll.:de grede- croaa­
lng elt-inettoa projects . Howe•er, the extent or tbe p~ ·~uld be 
ll&i ted to t be nurbe:- or epplicotiona tor loans ud gJ'tU>ts for web 
·roJec t" r ece i ved by P'I1A fro<~~ eligible borro~rers nnd grantees. An 

addi tiCnnl deter ent is 8 provision in th~ laws of SOCIAl of the states 
•rovidin'g for a substantial proportion or the cost to be borne by tbe 
ra llroud those right-of - way would be improved (the New York Constitut i on 
1•e, uires ~ oe the cost to be borne by the railroe.d , end the remein­
lllg ~ to be apporti oned bet>~een the Stote end the county or city in 
lhich the gr ade-crossing to be eliminated is locat ed), I n the 
1 uecnt s t ote of railroad finances there •ould appeor to be little 
llkolihood or ·rery mn.y r oods b eing able or "'illing to odd to their 
olrecdy overburdening debts for thit purpoae even though 
th~ money may be borrowed by tbe roads frolll tbo RFC. In tbe 
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80tropolitan areu it 1a po111ible tbat there ~'be a tn 1arp 
gre.de-eroaaiDc eliJDiD&tiOII projeote 'lbich the a1 tiea ud 00\llltiea 
cen finance with tba help ot the railroacU. llonnr, ODlT a 
relatively e-.ll propert1011 of the I'D _.,. bu 101111 tor ~ 
ero••iDc ellaioatioa 1D ' the paat ud tbare appaare to 'be little 
likelihood of a n r,o ais ... ble propu of thie character UDder tba 

pendin& bill • 

161 

.t.o ot June 1, 1938, t he Bureau ot Public RoadJI had $78,000,000 a..Ulable 
tor grode-eroeaing work and an addi tiooal $:<D,ooo,ooo bee011eo aftl.lable trw 
tbo regular appropriation Oil Jan1aey 1, 1939. Thia aaenc;y conteaplatee a 
program or approx:lately $98,000,000 tor gn.de-eroae1na elilliu.tiOD duriDc 
tho naxt twalve -the. Acoo:rdiDC to Captain curtia of the Bveeu of Publ.lo 
Roeda a grade croeeU>& tilaiJlaUon pro&:raa of IIPPl'O:riM\al~$57 OOOLOOO 
•• carried on bJ that eaeooy 4ur1na "'' t•lT• .-ontu prert to Jue 1, 
~. ~ 

----.. 
' 

• 
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H. U. Jr: Hello. Hello . Hello. 
Put it on this line. 

Oper nt or: Go Ahead. 

H. u. J r : Hello. 
Jesse 
Jones : Good morning, Henry. 

H. U. Jr: Hello, Jesse. 

June 21, 19~8. 
11:05 A.ll. 

J : I ..,.,nder if you wouldn 1 t tell l.!arehal and Upham 
t ., get those things ready . I ' 11 call y.,u about 
ten and ask you to send me copi es --

H. " Jr: Yea. 

J: He aaid that Kelly hadn 't oome down and he 'd 

H. :.! . Jr: 

J: 

~ . u. Jr: 

J : 

H. u. Jr: 

written Kelly to redraw them. 

Yes. I haven't got one yet either and I've been 
waiting. 

So be eaid be thought he 'd actually redraw them, 
and I suggested that he go ahead and do i t. 

Who ' e going to - who's doing the work? 

L!arehal. 

Oh. 

162 

J : Hie lawYe.r, Kelly, was going to do it, he said, 
but Kelly hadn't Cltle down, eo Uarehal volunteered 
that he would come down and do it. 

H. U. Jr: I eee . 

J : And eo be - I thought that you'd jog him up a l1ttle 
maybe that - you needn't tell him that I told you -

H. t!. Jr: I know . Now, what are your plans tor ue today? 

J: we 11, I • m coming over whenever you eay. 

H. U. Jr: Well, are you coming over at 2:~? 
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J: 

H. u. Jr: 

J: 

H. !.! . Jr: 

J: 

H. :!. Jr: 

J , 

H. u. Jr: 

J: 

H. ., Jr: 

J: 

H. !.L J r : 

J : 

H. '. ...!. Jr: 

J: 

H. ,. Jr: 

J: 

1' . u. Jr: 

J : 

H. !J . Jr: 

J : 

H. " -· Jr: 

- 2-

Yea . 

'lfba t ? 

That ' s when you asked me. 

Yes. 

All right . 

And , I 'll- I'll do thi s at once . 

Yes. 

And I 'll call Digge at once, and eay that you 
an~ I are waiting t or a copy. 

That ' s right because I need t o &tudy them a 
little betore we get over there, you see. 

All right. 

And t hen -

1G3 

Do you thi nk we should get together before that ? 

Well, I might come a little earli er. 

Why not come , say , two o' clock? 

Well , I 1 11 t r y to do that. l'lha t. - have you got 
a luncheon engagement? 

We l l , I- I kep t it o' en tor you. 

You di d , eh? 

Yes . 

Well, w~ don't I come about 1: 30? For lunch -
Wo uld that be t oo bad tor you? 

I ' ll split the difference with you - 1:15. 

Well , I 'll t ry to make it 1:15 then. 

All right. 

' 

• 
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J : 

H. u. Jr: 

J: 

H. !!. Jr: 

J: 

- 3 -

And we'll haYe lunch end Juet go r1gbt on 1n to 
the meeting. 

R1ght. 

All r1ght - thanks. 

All r1ght. 

Good bye. 

164 

Regraded Uclassified



June 21, 19.38. 
11: 07 A. M. 

165 

H. u. Jr: J esse Just ca lled and be said he's sitting there 
waiting tor the revised report or the Comptroller's 
Office. He can't get n copy , He doesn 't want 
Marshal Diggs t o know t hat he called ce , but he's 
sitting there wai ting. 

Cy Upham: Yes . I don't even have one yet myself , I eent 
him the - the 

H. :.: . Jr: '''ell, put the 

o:· The material on bar.king examination. 

:: . · · Jr: t.'tel l., put the heat ~n , will you? 

0: Yes. 

H. ~ . Jr: Just see that Jeese ge t s one. 

U: :> , K. 

H. :.i . Jr: And Jesse is coming t o our meeting a t 2:30 

u: Yee. 

H .. Jr: What about -

U: I'm ef-eid Jesse's going t o be sym,ethet ic 1n some 
p~tlcular with ~errlner. 

Jr: 

U: 
::.. ,. J'r: 

U: 

';'fell -

But maybe not. 
all 

Better ~Pve them e ll her er they•r~/appo1nted by 
the President. 

Sure , sure, 0. K. 

H. t!. . Jr: And, what about thi s fellow rrom Chicago? Is be 
coming? 

U: Vlbo? __ I don •t know anything about anybody rrolll 
Chicago, 

H. !l. Jr: Oh, the rellow with the Polish name . 
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0: 8Z)'IIC zak? 

!1. u. Jr: Yea. 

Oh, Ronald ea1d he would aalt h1JD. 

!! . U. Jr: Oh. 

I couldn 't get Marriner. 

H. U. Jr: Well, I can't -

Ronald ea1d they 'd include him. 

~. ~ . Jr: Well, we'd better ask Jesse here and then he ' s on 
, . .ue inside 

Yea, o. K. 

H. u. J r : And I'd rather have h1m on the 1ne1de than on the 
outsi de . 

OK. O.K. 

H. i.l. Jr: And when you get thllt thing, let me know. 

All r1ght. 

!! . 11 . Jr: Thanks. 

16S 
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H. :.l . Jr: 

O,lers. tor: 

!! . ~!. J r : 

Opel'S. tor: 

R: 

i!. . I . Jr: 

R: 

P. . !.:. J r : 

'1: 

H. :.1 . Jr: 

R: 

H. !J . Jr: 

R: 

H. .. Jr : ~. 

R: 

:! . .. .... Jr: 

R: 

H. L~ . Jr: 

R: 

H. u. J r : 

R: 

Hello. 

Llr. Rane CXD . 

Hello. 

Go ahead . 

O~od corning . 

Hello, Ronald . 

Henry ~orgenthau. 

Yes. 

June 21, 19:58. 
1:15 P. !l, 

Two things : I've got the new revised regulations 
tor Comptroller. 

Yes . 

I just got them a f ew minut es ago . 

Yes . 

I want to get them over to you fellows eo you 
can have a look at them.betore. 

Yes . 

And as near as I can tell , they've gone a long 
way - -

Yes . 

Towards meeting whet you fellows have in mind. 

Yes . 
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In tact, I think that as tar as I cen tell, with 
one small exception t hey've almost got everything, 
see7 

I eee. 
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r. . :: . Jr: 

!\: 

- 2 -

tlow, we had a oeeting l ast night and I think 
they ' ve gone a long, long way. 

Yes. 
because 

168 

H. :1. Jr: I wanted t o give this thought,/! think you and I see 
eye-to-eye on thie thi ns, -- I mean, , trying to 
wor k this thing out . Supposing this - supposing 
t his is 75% of what you fellows want. 

~: Yes . 

r.. .. Jr: 75' of what Jones wants, see? 

R: Yes. 

:! . .. Jr: '1hy couldn 't we go along and then se.y we 1 d ceet 
after Labor Day and ta~e an~ther l ook a t them 
ags 1n7 

'l : 

H . .. Jr : ... 
:\ : 

H. ] ' Jr: 

1: 

u Jr: ... 

~ . ... J r : 

H. ' Jr: 

!1: 

At the r egulations? 

At the who l e bueine~e . 

At the whole thing1 

Yes . 

Not P bad idea . 

I mean, Just let's say tha t this is - I think 
what cy boys. tel l ce t hat th1e wee 75~ of wha t 
y?u fellows wanted , caybe 9~. 

Yes . 

!low, we 're not GoO, Almighty . We can 't sit down 
and write s - hand out the last word on anything. 

Not yet. 

And whet I say is take 11 look a t the thing, is 
this ?fff, agreeable? We 're 1111 eupoosed t o be 
working f or :tr. Roosevelt. And t hen. we can 
say , well, we'll take another look at it efter 
Labor Day. 

Yes . 
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!!. .. .. Jr: 

R: 

H. J r : 

R: 

'! . 
., 
~ . Jr: 

!l: 

H. .. Jr: 

1'\ : 

!!. ,. Jr: 

'l : 

~-
. . J r : ·-. 

R: 

~. :.l . J .,.· 

'l : 

H. •• J r : -· 
q: 

- ~ -
1r1t 

That -- I - - In tha t aP I 1 m go 1ng 
the meeting this afternoon. 

Yes . 

t o a pproach 

And I wanted t o give you that thought before you 
came over. 

All right. Now you're going t o send your r e-draft 
or regulatiors right e.wey? 

I'll have it there - where - could you tell me 
where - a messenger will leave here 1n ten 
minutes . 

All right. It . he 1 l l bring it to my office it'll 
be br ought to me at once. 

\'Jell, let me ask Cy, he' e e1tt1.ng here -­

Yes . 

He 'll send a messenger . It will leave at once. 

I '.11 s end the messenger t o Cy' s office or to yours? 

No , he 'll come to your office • 

The messenger will come to my offi ce . 

At the Federal Reserve . 

169 

All r ight then, I'll submit it t o the Board immediately. 

Thank you. 

All right. 
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J~me 21, 19&8 

Dear l!enrys 

I !lope the finer 6&De1b111t1ea of 701Jr 

oature ~ere oot offeoded b7 t he pieturee~ue 

l&Dguoge to which you refer. 

It u7 be poasiblo to revb e the record 

when I eee a tr&Dseript of the proceocUnga. 

Siaceral7 ;yours, 
(~ed) J- B. Joooa 

The Haaorable Heorr A. lfallo.ce 
Secretar;y of Agriculture 
WaehiagtoD, D. c . 
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JUDII 21, 1938, 

T<>• 

mll: l!r. Cle.atcm 

SUBJZC'I': A Cocpt.riaon ot the Voluce of Bulineaa of tho Federal 

Reserve Banks and the Fann Credit Administration, 

\'lhl.le the Fann Credit ldelnl atration has • .,..tiaea been 

described o.s "A Federal Reserve System for tho Fe.r.r, • t ho 

charnot er or tho bueineu of tho t1IO institutions 1a 10 ditf.ront 

t hat CQ!!IP&rieon 1e difficult, 

'!'ho Federal Rosorvo belll<e at proeent oporato u (1 ) Banka 

or issue, (2) Depositories for member bank rooervos, and (3} Fiaool 

aoe:tts of t ho Tru.aury. Their lending function under pro sent con­

ditio!!$ 11 unimportant. 

Ao of tla.y 25 all Federo.l Reserve banks had on deposit 

roservo accounts of member be.nlcs in tho amount of $7,716,362,000. 

"'l'otol Roeo rve bo.nk crodit outsta.Dd i ng"a.s or that date •• giYOD 

ao ~2,583 , 138 ,000, But thie included linitod States Governca!lt 

oecuriti es cmnod by tho ba.nlca in tho 110ouut or ~2,564,015,000, 

so that oradit aotuo.Uy extended to tho member ba.nlas a.Dd through 

t!10:1 t o t le businooa of the country .....,untod to only ~19,123 ,000 . 

I:n their function u bonlca or issue, tho Podoral ReserYO 

banks had outs tanding on that date Federal Reaervo notoo in tho 

o.oount o r 34 , 116, 876,000. While tho h.w ponnita the pled;:;e 

or co=eroi al · a"OOr and united Stat .. Govoi'IIDIDt securities behind 

f'ederal ltoaem ;,otoa and require• only 40 po roont bt.oldng 1n r;old 

certificat es, tho raot 1a that at tho present t!Joo tho &~:~ount ot 

Federal Reserve no t oe outetandin~; 1e more than 1()() po roont aeourad 

by gol d cortiticat .. a.nd the banko hold gold certifio&tol am cold 

oertificat o creditl 1n a.n """'u.nt ooro tha.n double the outoton!iq; 

Poderal RoaorTW notoa . 

'l'ho tot al loau: and innetmonts of all roport1n<> metlbor 

ban:<• or t he Federal ROSOTTW Syato .. a• or .t.pril 30 were $3) , 819,000,000. 

The relation of mot>ber 1natitut1ons or tbo Fam Crod1t Systca to the 

Farm Crod1t Adminietration 11 quito difforant r roc that or tho ...,.ber 

banko t o tho Federal ReiOM'O bo.nke . In the 0&10 or tho land be. like . 

thoir capito.l ia in part 1 ubaor1bed by tho Oonr1110odl: and 121o1r aouroo 

or loanable fundi 11 pr inoi pally tho •al• or obli&&tiona through tbe 

contral offices or tho F&~~:~ crodit .t.411dniltr&tion. In part, thea• 
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oblic;ationa o.re> guo.ranteed by the Govenment and t hos e not guar­
anteod aro in practical e ffect Government obligations . Commiaaionor 
leMa aro C\1\de from public funds, Quite 11m1lt.r relo.tiona exiot 
e.• to othor orgeDir.e.tials in tl>o System, ac that o.ll loo.no of t!-.. 
vo.ri cuo crgan1 ... t1ono in the System may be considered o.s Fara 
Crod1t Adm!.n1strllt1on loo.ns • Tl>o totel of theao loo.na to ft.r.:10ra 
a.~cl ran:IO rs or &an1 ... tiOM ... or December 31, 1937, -· $3, 538,000,000, 
.. CO::IJ'o.rod to the outstendinf; credit or tho Federal Re serve banks 
of &pJ'TOx:bately ng ,000, 000 • 

The 1 te.:U ... t1on of loans or the Ft.r1:1 C"'di t .&cb1n1otration 
e.s of December 31, 1937 , 1a ao tollowaa 

Land banks 2,035 millions 
COIOI:U'. loans 813 n 

Pr odn . Credit .&sons . ua n 

Banko for Coops . 8B • 
• Int . Crodit Bo.nka 177 n 

Crop e.nd Food 115 n 

Drought roller 67 " 
R • .&. C. C, 16 " 
RovolviD& Fd • .&g .~ • .&oct . 99 3, 538 million• 

•Exclusivo or Pr oduction Credit rodi eoounts . 
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!l.r.I .Jr: 
George 
Haas: 

H.H.Jr: 

H: 

!!.U.Jr: 

l!: 

H.:I.Jr: 

II : 

R,!!,Jr: 

H: 

H.JA.Jr: 

H: 

H.U.Jr: 

H: 

H. U. Jr: 

R: 

H: 

ll , !.t,Jr: 

Hello, George Haas? 

Yes, sir . 

June 21, 1938. 
2:19 P. ll. 

You know, George, this thing of having a meeting 
and the finding of what the revenue is going to 
be was just in the middle of what may be an 
improvement in business. 

Yes. 

I think it 1 s silly. 

Yes, it's very difficult. 

And - I don't - wbo the hell wants this anyway? 

Well, Bell wrote you a letter as Director of the 
Budget asking that he have the estimates by the 
25th of the mont h. 

Well , he can•t have them until after the first 
or July . 

Uh huh; 

And I'm not g\)ing to give t hem to him. 

Uh huh. 

And I - I'll meet with you fellows after the Fourth 
of July and we ' ll take a look at it. 

o. !C. 

And this means that we're right in between. 

O, K. But you•re right - it ' s very difficult. 

Oh, it •s s i lly, Geor ge . 

Yes , I know, But I'll just- I ' ll •• • • 

You can tell Dan I say it' s a silly thing, and 
after the Fourth of July we can take a look at 
it. 
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H: 

H. !L Jr: 

H: 

- a-
Yes . 

\'/e 1 11 take a look a t it. and by that t ime, I mean , 
it this thing should out ot the speed 1t'e going 
now, but if it s~uld keep thi s upward trend -

\Ih huh. 

17S 

H. ~ . J r : Between now end the Fourth of July well, then we ' ll 
know aomethtng of where we ' re at because then it would 
be a month ol d . 

H: 

.. . . , Jr: 

i! : 

E. ·· Jr : 

~ : 

That 's right. 

Is teat r i ght? 
absolutely 

That's right . That's right. You're/ri ght. I 
think that will work out probably as well for 
h1s purpose too. 

I agree wi th you lao%, George . 

All right. 

i! . .• . Jr: Thsnks . 
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RE BANK EJWUNATIOliS June 21, 1938 . 
2: 30 p .m • 

Present: 

II. :O: .Jr: 

Ransom: 

a .:t.Jr: 

Eccles : 

B.~ . Jr: 

Diggs : 

H.:t.Jr: 

Diggs : 

. llr . Gaston 
M.r. Upham 
Mr . Eccles 
llr. Ransom 
Mr. Szymczak 
lolr. McKee 
Mr . Draper 
lo!r. Diggs 
Mr. Crowley 
Llr. Jones 
Mr. Oliphant 

Well, here we are. I thi.nk the easiest way to start 
would be maybe to let the Acting Comptroller read the 
latest revision of his rules and regulations How 
would that be? • 

Yay I have one of your pencils? 

You may have two. 

We got this digest already. 

For those who haven' t read it. 

I think everyone has seen it, Ur. Secretary. I 
just gave them copies here. 

Well, why don 1 t you read - well, bow would you l1.li:e 
to do it? 

The only change that has been made at all is in 
Section C - that is, C under Section I . •In case of 
investment securities for which ~ public distribution 
as set forth in (a) or (b) above can not be so pro­
vided, or so made, and which are issued by established 
commercial or industrial businesses or enterprises 
that can demonstrate the ability to service such 
securities, the debt evidenc~tbereby must mature not 
later t han ten years after the date of issuance of the 
security and must be of such sound value or so secured 
as reasonably to assure its payment; and such securi­
ties just, by their terms , provide for the amortiza­
tion of the debt evidenced thereby so that at least 
75% or the principal will be extinguished by the 
maturity date by substantial periodic payments: 
That no amortization need be required for the period 
of the first year after the date of issuance of such 
securities. ~ That ' s the only cbange. 

Regraded Uclassified



UoKee : 

ll.!l. Jr : 

!.!c.< eo: 

Diggs: 

llcKee:. 

Diggs: 

:.!cKee: 

Jones : 

:.lcKee: 

Jones: 

Eccles: 

Jones: 

Diggs: 

Jones : 

Szymczak: 

Diggs: 

-2-

Is this an open forum, Mr. Secret ary? 

Completel y. 

170 
I 

May I ask the question why that last "provided" i s 
necessary, just to get your thinking? 

That is, not for the first year? 

Yes. 

tu~1. it was thought by the staff and those who 
worked ~nit t hat paying for the first year mi ght 
work e bat•dshi p on the company borrowing tbe money 
or issuing tlie se~tles, and 'Ne'd make it as easy 
a s we could. It was even suggested there not be any 
paid for two or t hree years, but we thought that ona 
year was sufficient . 

The only thought I bad was that you get away from the 
ordinary form of debenture that is amortized from the 
date of issue. That's ••• , • 

John, I think a great many borrowers, particularly 
for planning improvement and things of that kind -
they figure t hat they wouldn't get into pr oduction 
during the first year; have to have a year to get 
started, to get prepared, and then a year t o get i n 
production. 

But isn' t that figured in the loan? 

It doesn•t need to be. I t can be . It's •• • • 

I t • s optional. 

this i s merely an optional ..••. 

It need not be required . 

I thought give as much latitude a s you can. 

In other wor ds, they may make a payment the first 
year . 

Oh yes, may pay it out in five years. 
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Eccles: 

Jones: 

l:.ccles : 

Jones: 

..lc.Cee: 

Eccles: 

Jones: 

Szymczak: 

Jones : 

tizymczak: 

ii • ..I .Jr: 

Szymczak: 

Jones: 

H . ·~ .Jr: 

Cr owley: 

Jones: 

Cr owley: 

-)-

Well, this 75 percent in etfect means a 12; -
about a 12!-, 13-year - that ' s what in etfect it 
does. 
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~hat's about the equivalent of that . I think it's 
good enough. • 

Xes, I do. I think it's all right. 

It's a good starter. I 1d like to have had it a 
hundred years, but couldn't get it. 

Xou ·and Korris Cooke • 

On the ten years, it was based on somewhat - Congress 
ha s already a cted on mortgages; they have said t hat 
up to - can' t be made l onger than ten years, but in 
tha t period they must be paid down to at least 40 
percent. But I think that•s all right . 

Having stock, Yr. Secretary , in more banks than 
anybody else - I own several thousand banks - I 
think it's all right. 

' 

Jesse, are you speaking of the whole regul.ation or 
Just this section? 

Well, I think the whole thing, as far as I can 
see. I•ve read it over two or three times, and I 
don't know how I could arrive a t any better, and I 
haven't 'Kritten this . 

Xou say tha t w1 th a smile. 

B~t be helped. 

He smiled when he sa i d that. 

I think it ' s a pretty nice - pretty nice affair . 

Let's go around the room and see . Leo? 

I Join Jesse. Jesse , as the insurer of these banks, 
I 'll go with you. 

Xou•re behind more ot them than we are. 

I think it' s all right. 
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H.:.l .Jr: 

Crowley: 

Eccles : 

H. lo! .Jr : 

Eccles: 

ll. 'LJr: 

Rtnso:::; 

d. li . Jr: 

Eccles : 

H.M. Jr: 

"-ccles : 

Jones : 

H . ~t .Jr: 

Jones : 

:.lcrl:ee: 

Jones: 

!4cKee : 

H. o! . Jr: 

Eccles: 

H.U. Jr: 

Oliphant: 

-4-

You're satisfied? 

E-ntirely satisfied. 

We ••• • 

Ronald? 

£xcuse me. 

No, go ahead . Would you r ather •••• 

I'd rather defer to the Chairman, Wr. Secretory. 

All right . 

Well , I was just going to say t hot 

I ' m just going around, but if .... 

180 

I t's all right. We had obout a na l f, three-quar ters 
of an hour, end we got the digest of it, and we all 
agreed that this met the thing very sa tisfactorily. 

I think i t ' s very helpful. 

Now, is that -anybody from the Federal Reserve 
Board want • ••• 

J ohn McKee, do you tbink it ' s all r ight? 

Yes . I ' d like to see ••. • 

When J ohn agrees , everything ' s al l right. 

I'd like to see it in fewer words , but you can' t 
do it , I guess. 

Well, then, you were saying 

It's a question of lawyers - the words . 

Well , the l awyers have been over it, at least my 
counsel. 

We had them all together. I called George in, and 
Marriner direct . 
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Eccles: 

H.M.Jr: 

Jones : 

!I.!I .Jr : 

Jones : 

H.!I .Jr: 

Szymczak: 

H. :.I . Jr : 

Szymczak: 

Jones: 

l!. :.!.Jr: 

Upham: 

li. !d.Jr: 

UphuUI: 

ll.!J.Jr: 

lici<ee: 

181 
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I •d say the questi on of ver biage has been left up 
to the lawyers anyway. 

Well, then 

Mr . Reed ' s out of t own, so I couldn't cal l our 
counsel . 

Well, Mr . Hughes is in Europe, so I couldn't call 

Call :yours . 

.... 

No, I called mine, but I couldn't ask for a. ruling. 
! o I 1ll take mine as I have alwa:ys . 

Well then - this leaves me sor t of breathless. 

Takes you off :your teet . 

I don't like it. 

(Hearty l aughter) 

!.lust be some tiling wrong. 

Kind of f r amed up on :you, Henr:y. 

All I want to sa:y - I congratulate C;y Upham. 

• 

Al l right. Well then, we can send one piece of paper 
over that's unanimous . I thlnk we ought to call in 
t he President r i ght awa:y. 

Now, what ' s the next piece, Professor Upham? 

Well, I .... This is t he . : . 

I ' m still kind of breathless, but it ' s all right . 

~his is the sta tement of the agreement that the 
Comptroller and t he F. D. I . C. reached. 

Well, b~ing us up to date . How long si .nce t his bas 
been gone over? I !Dean how long has it been in this 
form? 

The reason :you don ' t put dates on it . 
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Upham: 

Crowley: 

Jones: 

Szymczak: 

Cro..rley: 

Jones : 

SZ)'lQCZak: 

Oliphant: 

Szymczak: 

H . .. . Jr: 

Upham: 

Jones : 

Olipnant: 
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No, there isn' t any date on it. It's been in this 
form tor a week, I should say . 

Wonder if I might suggest, Mr. Secretary, that Mr. 
Upham read a statement that was prepared at the 
Comptroller's office and that the Federal Deposit 
concur in . 

Is tnia it? 

No, before this. A sta tement es a preamble to this. 
Is that right, Leo? 

Tha t's right. 

That's the second; tnat 1s Just a •••. 

No . 

Yes . 

Yes. 

Yes, it has to be filed. 

I thought this was it. Here, this is it, I guess. 
Is this what you're goi ng to read? 

No . I don't have copies. 

Suppose you speak extemporaneously. 

Or read it 1n your best elocutionary manner, with 
gestures. 

That's the statement of the issues that are i nvolved. 

"Bank Examination Program. 

"The Comptroller of the currency and the Federal 
Deposit Insurance Corporation, together ·.vith the 
Executive Committee of the National Association of 
Supervisors of Stat e Banks, have agreed on a program 
of uniform standards in connection with the appraisal 
and classification of loans and securities in bank 
examinations. These standards have been adopted 

• 
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with a view to promoting a wholesome recovery and 
pr oviding permanent high standards in bank examina­
tions and bank supervision. 

• This program, which is the resul t of careful study 
and of coni"erences extending over a period of several 
months, is a substantial step forward toward attaining 
a high degree of un11'orm1 ty in future examinations of 
banks of all classes . A better coordinati on of bank 
supervision and a greater degree of protection to the 
millions of depositors in the nati on' s banks are 
thereby assured. 

"An important aspect of the program is the proposed 
abandonment of the term 'Slow • in connection with the 
classification of loans in bank exami.nations . The 
confusing nature of the terc 1Slow1 is evidenced by 
the present requirement of the Federal agenci es that 
a loansbould not be so classified if its ultimate 
repayment is reasonably assured, even though the l oan 
is slow in a literal sense. The adoption of numerical 
captions for the loan classification units, with eac~ 
classi fication uniformly and clearly defined, should 
do much to eliminate this confusion. 

"It has long been recognized that the lending of funds 
to sound and solvent borrowers, small and large, for 
reasonable periods, is a legitimate function of a 
commercial bank, provided there is proper provision 
for the orderly or ulti.mate payment of such loans. 
Bankers should be willing to assume reasonable risks 
and should not be criticized for so doing . No loan 
should be classified in a bank examination if the loan 
is sound in view of the valuable net worth of the 
maker or endorser, his earni.ng capacity and character, 
or the protection of collateral of sound intrinsic 
value . All of these steps add up to more reliable end 
trustworthy bank examinations. 

"Tile abandonment of empnas"is upon quoted market prices 
as a basis for valuing investment securities · · ··" 

Would you mind- you say •tbe abandonment • •• • 

"The abandonment of eapbasiS upon quoted market 
prices as a basis for valuing investaent securities 
is anotber constructive aspect of the program. • 
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That ' s all right . 

"Both appreciation and depreciation in securities 
of this quality are to be disregarded. The use of 
market values has not proved satisfactory as a method 
of appraising high grade bonds. Approximately 85% 
of the securities presently held by banks are of 
investment quality, and appraisal at cost will give 
recognition to the principle that such securities 
are investments and ar e not intended to be continually 
turned over in the market. 

•Securities of speculative quality, although not 
c .. !c•Jlted, .. represent about 10~ of bank holdings. 
Conside~~r net depreciation in these securities 
in determinfbg a bank' s net positi on is necessary if 
the risks involved in specula tive securities are to 
be appropriately reflected . Defaulted bonds and 
stocks are approximately 5~ of total bank holdings 
and net depreciation in these securities ls an esti­
mated loss which should be charged orr. The present 
practice will be continued under which premiums on 
securities purchased must be amortized . 

"Another important part of the program relates to 
the treatment of profits from the sale of securities. 
Until losses have been written orr and adequate 
reserves established, the use of profits from the 
sale of securities for any other purposes wil l not 
be approved. The present practice will be continued 
under which the establishment and maintenance of 
adequate reserves, including reserves against the 
securities account, are to be encouraged. 

"This treatment of profits is a sound procedure which 
many well-run banks have been f ollowing for some t i me 
past . It will tend in some measure to di scourage · 
speculative i n-end-out trading in the bond market which 
is a practice to be criticized and penalized. Too many 
bankers have viewed their bond holdings not as invest­
ments but with a view to obtaining speculative profits 
from turnover and this condition has contributed to 
the instability of the bond market. Furthermore, the 
so-called profits from security sales ar e in many 
instances not actual profits but merely write-ups in 
book value . This r esults from the tact that a banker, 
in disposing of securities at a profit, frequently 
reinvests at appr oximately the same price levels. 
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• In connection with the Regulation of the 
Comptroller ot tb.e Currency governing purchases 
of securities by member banks ot the Federal 
Reserve System, purchases of local issues of high 
credit quality will be permitted, provided there 
are sound provisions for the regular amortization 
of such debt by the obligor, and provided further 
tha t such issues are not held in excessive amounts. 
The Federal Deposit Insurance Corporation will con­
tinue its present practice which is i .n line with 
the above. 

"This program, viewed as a whole, is believed 
sound and work.able. The nation• s banking system 
is a strong factor in the present situation and 
the merited confidence of the depositing public 
in this system must be preserved. Th.is merited 
confidence cannot be preserved unless bank super­
vision is courageous and r ealistic . • 

That ' s a statement supporting the agreement on that 
mimeographed sheet, as I understand it. 

'Nhat's your pleasure, gentlemen? 

I don't see how anyone can disagree with the state­
ment; that is, stating the general obJective that is 
to be f ollowed. The quest i on gets down to the ques­
tion as to wbether or not the proposed procedure of 
the majority report here really meets or carries out 
these objectives. That's where we disagree in 
certain ... . 

You mean whetber this fits that . 

That ' s right . That ' s the whole question. 

This. 

In What way doesn' t it? 

I was going to say, there are certain points where 
there is some disagreement. 

What, for instance? 

I want to say 
CoiiiDiittee was 

this tbat the Board, even before the 
appotnted, gave a good deal of 

• 
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consideration to the whole question of examinations, 
as well as the question of regulations wi th reference 
to the purchase of securities . We spent considerable 
time on it, and we brought down some people from New 
York who had experience in both the m~rket end also 
the examination, and the program that we worked out 
we were unanimous on - with reference to it. 

Now, as r say, that was really prior to the appoint­
ment of the committee. It was done because of the 
feet that we were asked to participate in the Presi­
dent's recovery program, and in decreasing t he 
r eserve requirements it was done with the expectation 
that there would be some modification to meet what we 
felt was some of the conditions that seemed to exist. 

There had been a very substantial deflation in loans 
during the l est six months throughout the country, 
and it seemed to us necessary to Ty to stop that. 
~here had also been some liquidati on in securities, 
and as the market in certain bonds continued to go 
down, pressure was increased on banks with r eference 
to it. And in reviewing a lot of reports from New 
York - I have a whol e sheave of t hem - the comments 
of examiners were deflationary as the dickens; that 
they were putting pressure upon the banks to lilt rid 
of their sub-standard bonds and constantly calling 
their attention to slow and doubtful paper . J!nd it 
was the opinion of those from New York that the 
action was very deflationary . 

Now, 'Ne recognize the need, the desirability, cer­
tainly, of coordination. 'l'le a.lso recognize the 
difficulty of three bodies being able to agr ee 
entirely on every detail, and that some compromise 
or some modification is necessary. We felt, however, 
in tbis instance, that outside now of the Comptroller ' s 
regulation which has gone a long way, that in ell the 
rest of it1 there wasn't a single point in the thing 
that we had made that was accepted- I mean that we • • • • 

You mean i .n t ais? 

Yes. Now, with r eference to the question of loans, 
this is possibly an improvement over the present 
pr oposal . We have all bean anxious to get rid ot 
the classification of "Slow.• It was a misno•er, and 
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there was a lot of paper that during peri ods of 
t hi s sort got into "Slow" and as that column built 
up in t otal, presaure • as brought on the banks and 
there was always an effort to try to reduce that 
total . 

'l:bis does get rid of •Slo•" but it does do - bring 
in two elements, two classes of "Doubtful." We 
might say •Very Doubtful• or •Tinged with Doubt. • 
:tou' ve s till got your three columns of •Tinged 
wi th Doubt" and "Very Doubtful" and •Loss n and 
that's what these numerals really mean; i~ effect, 
that ' s the definiti on. We had felt that •Loss" 
and "Doubtful" were sufficient, tha t a loan or a 
portion of a loan could be a loss or a doubtful 
loan, and that those columns - that definition 
spoke for itself without the use of any numeral s 
or without writing out a definition. 

\Vell, be doesn' t classify this Number One. 

Number One is •Good . 11 But it 1 s T•11o, Three 1 and 
Four, Jesse. It ' s Number Two takes the place of 
"Slow. " Two t akes the place of • Slo-.. 11 

Well now, let's see - •Loans or portions thereof 
which appear to involve a subs-tantial and unrea­
sonable degree of risk to t he bank by reason of 
certain unfuvorLble trends and other unsatisfac tory 
characteri stics no t ed i n the examiner ' s comments.• 
That ' s Number Two. •There exists in such loans the 
possibility of future loss to the bank unless they 
receive t he careful and continued at tention of t he 
bank's management. No loan is so classified if 
ultimate repayment seems reasonablY assured i n view 
of the sound net worth of the maker or endor ser, his 
earning capacity and character, or the pr otection or 
collateral or other security of sound intrinsic value .• 
Now, that you don't- that ' s your slow loan. 

That ' s right, but if • • •• 

Now is it? That ' s t he very question t hat I' d l i ke 
to ~sk, Mr . Secretary, if I may, right ther e at tbis 
point . As I understand this Roman numeral I, it would 
be the position of the examining authorities that they 
would not commit themselves to the fact that there was 
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a single sound loan. in &J:I7 bank that they exaained. 

I don' t think so at all. 

Because you sll)' "appears reasonably assured . " 

We understand that this is our One. It you' re golnc 
to give a1:17 resard to the good securities, you ha•e 
to classify them. Jlow, you don't olassiry your 
Number One loans, your A-grade loans, at all. You 
don' t menti on them. 

Ob. That is, clearing your thoughts, that ' s the 
A-grade loan. Wny not say that they ' re good loans, 
without saying they "appear reasonably assured•? 
or all the qualifying words I ever heard put together, 
that seems to me to head the list . Aren' t we willing 
to s ay that a bank has a class of loans that are good? 

Yes, they're sood. 

"by not say that Class One are good loans? 

You don ' t list Class One loans at all. 

No, but this thing reads so that the impression 
on the bank is that the examining authorities do 
not really believe there is a single good loan in 
the bank. 

It I was a bank examiner, I wouldn't examine a~ 
bank and Sll)' that the loans were good. 

Then what you ought to do is to Sll)' what• s bad. 

All you ao is take the definition of that type ot loan 
as having a reasonable chance of payment. Now, you 

won't make the loan ••• 

If it ' s a collaterally secured loan or 17,000 with 
$15, 000 worth ot Governments, does your answer still 

reJD&in sood? 

Well, I think you•re soing to an extreme. 

I don • t aean to embarrass the Secretary, because his 

name i s on the notes. 

' 
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You can't eabarraaa •• when you talk about 
Governaenta - not today. I don't know about 
toaorrow. But you can't eabarrasa ae. We aold 
an all-summer bond, don' t f orget that. 

It better stay sold. 

All slllllll'er. 

Ronald, wouldn' t this be - got ~ lot of stuff 
to c over - • •• 

189 

I know, but we can co•er it •ery quickly if we wil l 
just deteraine whether or not the exuining authorities 
must think it necessary to throw a shadow or doubt on 
all the loans in e•ery bank. 

I think you 1re just raising e straw man to knock down 
there, Bona.ld. I think every security you have in a 
bank bas a reasonable doubt as to it. 

But you don't went to atete that in the report. 

Isn't it a f ac t that you wouldn't want to call your 
Class Two loan as Muaber One? 

You don ' t want your Class Two loan - that's a 
different loan. 

In other words, you wouldn't want to call it a 
Class One loan, an A-One loan; that's the whole 
thing. It' s the numerical order that we •••• 

Gentlemen Mr. McKee makes tiae suggestion that 
we do the' thing next which it would s eea we might 
get together on first. That ' s the approach on the 
question of securities. And let the one on the 
loans go to the last. 

Well now, wait a minute. 

I think we ' re awfully close to an agreement on thia. 

Let's go right down the line. 

Awful cloae to an egreelle.nt • 

Go ahead, Ronald. 

' 
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I just think 'tha t there are two or three t houghts -
if we'll get them clear in our own minds, there won't 
be very much issue. First, whether or not, if we 
think it necessary to substitute the Roman numerals, 
we do intend that Roman numberal I to mean loans that 
ar e not specifically criticized or commented upon. 

That's right . 

Now, I would much prefer language that was definite 
rather t han by implication throw a doub t on all 
existing l oans . 

- ., 
Lo~ l!ubject t o no criticism • 

Loans subject t o no cri t icism. 

Now, there are two or t hree - I would like to ask 
t his question. Mr . J ones raises a very important 
point. He said he understood Number Two to be really 
slow. I don ' t so under sta nd it. 

VIe say - if you read your defin1 tion there ••• 

I don ' t think i t means slow. 

I f you r ead our statement, ·11e said that a loan, 
Ronald, even though it may be slow, if it was being 
amortized and the payment was not in question, that 
it would not be listed at all. Now, the only loan 
you list •••• 

That would go in Number One. 

That goes in Number One: Now, the only loan you 
list in Number Two i s your 

In other wor ds, you r eally have two • .•• 

The ones that ought t o be further collateralized 
and put in better shape . 

Need comment or criticism. 

You really have two doubtful classes, Two and Three . 

That • s right . Your Three are more doubtful than liwaber 
Two. 
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But Two is doubtful. That ' s all right. I personally 
like the words "Doubtful" and •Loss, • but if we're 
going to abandon tbose, let us abandon the.m with an 
understanding amongst ourselves that Two and Three are 
"Doubtful" and Four is "Loss• and that the definitions 
are simply refinements of tbose two simple words. 

I think, Ronald, that "doubtful" and •very doubtful" 
is what they mean 1n our own minds. 

All right. Mr. Secreta.ry, I'm through, s ir. 

You 're through. You mean you take Number One as is? 

I'm through clearing up the point that I thought was 
raised by Mr . J ones• asking if Two wasn't slow paper . 
Mr . Crowley and Kr. Diggs I understand to have 
answered t hat they do not intend that to be slow 
paper, but doubtful paper of a somewhat less 
doubtful class than Three. 

It ' s the same kind that has always been in the 
"Doubtful" column since 1934. 

In otber words, your NUlllber One loans are not 
sub j ect t o criticism. Period. 

I think that's the way to describe it. 

It does.n' t make any di!tere~ce, that ' s the essence. 

Gentlemen, where are we now? You1 re taking Nuaber 
Two . 

We're taking - we're t hrough with NUlllber One and Two. 

Can't do anything else about it. In substance, 
NUlllber one means • loans not subject to cri t i cism.• 

I understood both Kr . Diggs and Kr. Cr owley that 
they would accept "loans not subject to criticism• 
as the definition of One . 

Wait a minute Ronald. We agree with that thing 
you say, tnat'you think the word •reasonably" in 
there - and now let ' s go through this thing and see 
what else we•ve got. 

• 
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Oh, all right, I '• perfectly willing. 

Now wait a ainute. Do I unders tand 1n luaber One 
that Ronald Ransoa will take it or lle•s changinc 
the language? 

Be'd like the wor d 8 reasonablyn cut out. nLoans 
or portions thereof the repayment of whicll appears 
assured." 

Wants t o leave out the word •reusonably.n 

ll.akes it just slightly doubtful . 

I just don• t like that .... 
It's 8 af ter midnight.n 

Let's have it either a virgin or 

Could you say "Chasten? 

.... 
• 

When we•re going back and t hrowing back these so-called 
"slow" loans into Class One that have been in the bank 
a bell of a long t ime, although we think they're good, 
there i s a little bit or a reasonable doubt as to 
whether they're quite. as good as some other loans. 

In One? Wait a second. 

We•re just disregarding them, tllrowing them back as 
good, but there is a reasonable question in your mind 
whether you' d like to see a bank have too manY of 
them. If you have a bank that has 50 or 60 percent 
ot their Grade One loans in ten-year loans or five­
year loans, now you can' t say that that bank is an 
A grade bank; there is some doubt , because you're 
getting a freezing process going on there t ha t 
ulti.alately may get you into some difficulty . That 's 
what I aean, Ronald. 

Well, Leo, now you•re getting to the question of 
liquidity instead of soundness. 

Tbat is, in your own mind . 

We're only talking here - I think in your mind there 
is a question too . Now, it's just a question es to 

I 
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tbe balance of the bank's portfolio, i sn ' t it? 

~es, in the total bank portfoli o, not in Two or 
lnree or Four; and lots of times tbey•re going to 
be very bad in course of ti.me, but are no t bad 
now. And words seem i .mmaterial to me so long as 
tbe language doesn ' t cast a doubt on the entire 
portfolio . 

Well, you don't di:;agree on tbe Two, do you? 

No . 

1 want Yarsball to hear this on Number One. I just 
suggested for consideration •Loans or portions 
thereof the repayment of which appears assured 
are regarded good and are not classified in the 
examiner ' s report . • 

Right. That's all right . 

Now, I like the word • reasonably . " 

Well , better take it out. 

You fello·ws a r e so contentious that I'm willing to 
take it out to get along . 

fait a minute, let's go t hrough this thing. 

Maybe you need another classificati on, five instead 
of f our. 

llo, be doesn' t. 

l:lelp it a lot. 

Might need tb.at all right, John. 

Go into five classes . 

193 

I like Mr . Ransom' s • loans not sub ject to critici sm. • 
I think this says the same thing . 

It says it a little more specifically. I like what 
llr . Jones suggests more t han I do my 01111. 
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I think • oo .. ent• is better than •criticisa.• 

Let•a co ahead With thh thing. Let's DOt • • • •• 

I think we can do one at a tiaa. 

Re wants to trade, see? 

Bo, we•ve worked six, seven or eicht weeks on thh 
thing; you bring it in hera aDd in 15 ainutes kick 
it all to bell. 

No, Leo . l ow • . • • 

S~ymczak : Bo, Leo . 

H.K.Jr: Up to this ainute •••• 

"zymczak: 

Jones: 

Crowley: 

Jones: 

Crowley: 

llcKea: 

Diggs 1 

KcKae: 

Diggs: 

Going along lovel)' now, Leo. Don' t let ro~rSwedish 
get the best or you. 

I belong here with you and I' ll vote with you in 
the final analysis, but • •• • 

Bow, 3esae, you know a~ tiae you get yourself a 
little bit • • •• 

.. 

"-Loans or portions thereof the repayaent of which 
appears assured are r egar ded good aDd ar e not classi­
fied in tba exaainer 1 s report.• 

Bow wait a minute, we•ve got a hell of a lot of things 
more iaportant than this one. 

I'd like you to hear the Comptroller of the Currenoy1 a 
suggestion. It ' s s tapl e and I think it covers every­
thl_ng you' r e ta1klng about. 

I don• t liie the word 1 good1 if rou•re going to chance 
it: t o aq ther•re good. I'd rather sq that •loans 
or portions thereof are not subject t o ca.aent.•. 

That's rich£. 

•Loans not subject to comment. These loans are not 
cl assified i n tba exaainer 1 s repori~.•~ If •e•re coinc 
to change it at all, I ' d rather not sa)' amfthing about 
•cood. 1 
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You wouldn't use the word "criticiaan instead? 

I 1d rather have it the way you've cot it written 
tban that. I think it would ••• 

I'm willina to take it as it is, don't lllisunderstand 
me. 

I am, but I was just trying to get along with these 
contenti ous fellows over here. 

It•s a daan aaall aatter. 

Not being contentious; I'• simply suggestinC to you 
that you' ve got language in there that's goinc to 
come back and give you a certain amount of trouble. 

Since itt s 1111nor, I tbinll: we lllight pass on. It 
we agree on this •••• 

There isn 1 t any argument 1n Two. • 

Who's got any question to raise about Two? 

Who wants to raise anything on Two? Gentlemen, 
anything on Nuaber Two? 

I think it 1 s too damn lone . 

But beside that, M.r. llcltee? 

Bow about Number Two? 

When you speak or unfa~rable trends, do you speak 
ot unfavorable trends in the bank or in the country, 
or both? 

Unfavorable trends is unfavorable trends ot the 
assets or the business, ot these loans . 

or that particular business. 

Bow about the eondition at the tillle - the economic 
condition ot *country? 

We got not a daan thin& to do with that aonetary 
or credit thinC • 
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I'm not talking about monetary. How, you know me 
well enough to know I 1m not talki.ng about that 
subJect. 

Never heard the word. 

If you go in and examine the poi.nt whether they're 
losing money, whether their inventory i s made up 
of a type of assets that i s depreciating at the 
time, that ' s your trend of a financial statement. 

That ' s the trend ot banks as well; and yet you•ve 
seen them come back • 

Crowley: - All right, but I don' t think you can write a 

ltcKee: 

Crowley: 

Szymczak: 

Crowley: 

Szymczak: 

Crowley : 

llcKee: 

bank examination report for 90 days or six months. 

I don't think we can either . 

We 1re trying to work out something here for bank 
examinations in season and out of season. It a 
lot of banks are in difficulty and the condition ot 
the country is such that their banks are in trouble, 
then I think you•ve got to determine your poli cy 
after that. 

Well , you don•t - Leo, you don ' t want the examiner 
to be deflationary-minded during a deflation period, 
and you don' t want him to be infla tionary-minded 
during an inflationary period. I mean that unfavor­
able trend- you do~'t want him to be ••• 

I don ' t think we're - we ' re agreeing here to these 
so-called slow loans that are not , not being 
criticized; we're going a long ways against 
deflationary trends too. 

You mean on Number Two. 

:.be only thing that's going in Two is a really 
criticized asset. It they put it ln that column 
and then get some payments on i t , it goes out ot 

Column Two. 

Let • s be frank. That t s whs t you think is going in 
there. What ' s going 1n there is what the exuiner 
ls going to have ti•e to put in there. 
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But you've got examiner•. What are the i to d ? ~ y go ng o 

Xhe same tllings yolll' ~~Diti:'lera do . 

"e've all got to take this thing in the spirit in 
which it's written. · 

But you ' re not going to be the fellow that examines 
the bank. It's the other fellow who' s going to 
interpret what you say about this thing. 

All right, I•m willing to have t hem examined on 
that basis, John. So are you. 

See, that "certain unfavorable trends" is the 
general. term. that may be ta.ken any way by aey 
exam1.ner. 

That ' s 11ke the trade winds . 

Exactly . 

You can change the 'Nord1ng . 

Who wants to change it? I don•t. 

Who wants to change Two? 

I think that if you 're going t o have Two and Three 
and Four, that they ' re about all right as they are. 
What we - our position has been that you'd wan t 
"Doubtful" and "Loss" - toat either a loan is 
doubtful at all or in part, and r ecord that fact; 
and loans then that r equire - may not be t he best 
l oans, but they haven't reached a stage of doubt; 
that they would merely be loans for comment, and 
you'd l.ist them in the report and they would be 
loans that would be sub j ect to requiring close 
attention, but t hey haven't reached the doubtful 
stage . Now, that was our position. However, if 
we're going to accept the three classifications, 
two classifications of "Doubtful," one of "Loss ," 
it seems to me this i s all right. 

lfell , as I understand it - do I understand it you' re 
talldng now for your group and you go along on 
Two, Three, and Four as it's written? 

• 

Regraded Uclassified



Szymczak: 

Eccles: 

li . l.l . Jr: 

Eccles: 

B. J.Jr: 

llcKee: 

H.lol. Jr: 

licKee: 

198 

-22-

In substance. 

Yes, if we're going to nave the three classifications. 
Our preference bas been tnat we have nooubtfulR and 
"Loss n and that ' s all wfPut on that sheet. 

Tben it gets down to changing Number One in some 
way and then we' d all be togetber, is tbat rigbt? 

Well , we ' d •••• 

Say we've reacbed a compromise . 

I don' t tb.ink that's quite the right interpretation, 
Mr. Secretary. 1 speak for ~self- that 1 baven•t 
seen anytb.ing pr oduced in tbese conferences that has 
in ~ opinion met a different approacb to tbe 
examination problem, one that gets away from putting 
the responsibility on 8 man - now this is particularly 
effective against SJU.ller banks - a ma.n wbo bas to do 
8 job in a limited time, to go in there and tbrow 
notes promiscuously from on.e column to tbe other, 
mindful all the time that be ' s going to probably 
be followed up by another examiner and b.is record 
is going to be criticized if and wnen that examiner 
shows a different report of tb.at bank 's condition 
within the next six months, Now, th.at - you can't 
help t hat; that's organiution, and i t ' s been i .n 
or ganization tor )5 year s. 

Now, the wb.ol e approacb t o this examination problem -
and we 've f oll owed and studied this thing since 19)2 
with one thougbt in mi nd, tbat some day we could make 
people conscious or t be atfect of the examinat ion. 
I don' t think you got tbat, because none or you seemed 
to have grasped it, because maybe you haven't seen 
wbat we bave seen - now I 1m speaking of ~self - t ha t 
sooner or later you're going t o find out t hat this 
approacb to examination is not a question of loaning 
the bank funds; that tbe banker is s till r esponsible 
to bis stockb.olders for his capital, and that that 
banker is going to consider first the protection of 
his capital in advancing funds; you can't make bim 
make loans, no matter how you r egulate bill . 

You and I agree. 

Now, the approach to this examination bas always been, 

• 
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accelerate it on a downward trend of gener al 
conditions; first, by whet? - market; second 
by the complex of examiners infl uenced by ma~ket 
on their appro~och t o the cl.assification of loans· 
and thirdly, because they themselves bad a record 
to ma inta in with the office of the superYisor in 
hashington so that they may be able to keep their 
Job . They go out into a little bank; they go in at 
three o 1 clock in the afternoon; t hey ' ve got to get 
t he 7:.30 train to get to the next town. They've got 
to exa.mine that bank. 

Now, I'm not worried about the big bankers. Now, 
here ' s a nother thing that I aon• t know whether 
you•re conscious of. The big bankers are not 
interested in this. You t alked t o them a.nd we 
t alked to them, but we know they weren't interested. 
Why? The big banker - when the examiner goes into 
his bank, he doesn' t look at any loans under 
$ 50,000 . The little fellow isn•t penalized in the 
big bank if he loans him any money, but it ' s t he 
little fellow with a million dollars of assets that 
they look at every nickel and dime he 1 s got on his 
books. 

And it's that little examiner, far removed from 
Washington, who goes in to examine these little 
banks, that dries up your credit in these small 
communities. Now, that ' s where it started in 
1929, and it went - it ' s gone on from one depression 
to t he other . 

Now, unless you're goi ng t o look - and maybe this 
i sn' t the time, but unless you're all ready to sit 
do~~ and think of this thing seriously - now, don't 
misunderstand me, I ' m not for liberalization in a~ 
ki.nd of times or contraction in other times, but I m 
for a fair and Just approach to this situation, and 
I don't think it has ever been done by the form of 
examination we had heretofore. 

May I answer you briefly? 

Yes . 
There ' s no di sagreement, see? But don ' t l ose sight 
of this, t hat what we ' re t rying t o do her e isn't t he 
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last word that 1 a going to be done on bank examina­
tions . -All that we ' re atteapting to do is to make 
a star t to move - all or us to aove in the same 
direction, Just as a start, that ' s all. 

And then take inventory later. 

Now let me answer that question. 

Just a second. Now, as I was saying before, there 
is no reason 1n the world that if after - l et's say 
we come to an agreement by give and take - that 
after Labor Day, if necessary, there ' s no reason 
why we shouldn' t teke another look at this thing; 
no reason we shoul.dn' t take a look a t this thing 
four times a year, or as often as necessary. And 
I don't think anybody, no matter what their experience 
is, whether they come from a small or a large co~un­
ity - to t urn out a group of regulations which i s 
going to be the last thing in bank regulations -
anybody that thinks be can do it, I think, is Just 
dwnb. 

But I do think that the importance of the thing is 
that out of Washington all of us here appointed by 
the President should try to make a start . 

Be uniform and cooper a tive . 

As I said facetiously, if we only agreed that we•re 
going to use pink paper and blue ink, at least all 
of us - that we all have the same kind of 
stationery; if we simply agree we 1 re all going to 
use the same color stationery and the same type of 
ink - if we just di d that, I'd say it was a step 
forward . 

But I say here and now, in answer to John McKee, 
that I would be more than delighted if you people 
want to sit down after Labor Day and take a look. 
Now, that's ~ approach. And where we•ve never 
done this thing before, I think we've all got to 
give ern take and, as I say, turn out something so 
that in the minds of the depositors of the countr y 
and the bank management, t hey ,reel that at least 
Washington knows which way it s going. 

Mr secretary at that point, after Labor Day, let• a 
sa¥, using ~t Just as a sort of tentative date, 
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who would call the agencies together to take a 
look at this thing? 

If the President wanted me to, I would. 

201 

In other words, somebody will initiate this, so 
we Just don't ••• 

If anybody felt ••• 

No, I think it1 s importnnt to do the actual •• • • 

.. 

All I 1 ve done a t any point here- haven't tried to 
put ~ ideas down on paper; I•ve Just acted as chair­
man. And I'm more than Willing, if the President 
wants me to, to do it again. But none of these 
ideas are mi ne. I•ve kept •••• 

Way I ask the Secretary one question, one thing? 

Does that answer you? 

Yes. 

One thing that bas impressed me is that you want 
t o be fair with your customers. 

Yes. 

Now, these banks are what - the customers we're 
talking about. Do we want to have one approach -
a dllferent approach every 90 days? 

No, not a different one, but 

All right. ~by shouldn't we be sure before we go 
ahead? 

Listen, you' re the bead of a hundred thousand dollar 
business or a ten million dollar business, and in 
these times can you plan your sales campaign, your 
advertising campaign, and your credit campaign for 
more than 90 days? 

No . 

No . 

' 
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lio you want to break down all the good in the cha118e 
tha t you're going t o do by creating uncertainties 
in the minds of bankers that we got one type or 
examination now and one again in September? 

You wouldn't want that t o go out to the public, 
the s tatement you•ve Jus t made . 

No . 

You want to keep that in your mind . 

No, but I'm s aying tb&t what ' s happened here - I 
mean duril18 the l est two months , the uncertainty 
that's gone out is the delay in trying to get you 
fellows together. When 1 say you fellows , I mean 
everybody . Tn&t• s the uncertainty . 

Let me make this s uggestion, that in accepting , 
say, this proposal , in ans;verlng the question that -
the problem that John makes, which is an 1ml)ortant 
one; unless from time to time the examination agen­
cies send out letters of instructions, ·because vf t e r 
all there is the C{Uestion of examinati on, which should 
~ossibly r ecord the f acts, and then ther e is the 
c;uestion of t he supervision- you don't want the 
examiners to go into the bank and attempt to manege 
tnem, tell them what to do and what not t o do . Let 
t hem r ecord what they s ee to be the f act s . Then 
the supervisor s can use discretion as to what ought 
t o be done with a given situvtion at ~ given time . 
That gives ybu elasti city. 

That ' s what goes on anyway. 

I was just going to say, with that understanding, 
now, I • m very much impressed with a letter th11 t the 
Comptroller sent out Oct ober 26, 1933, wi th reference -
and I want to just read tnis secti on of it, because 
it goes right to the r oot, it seems to me, or t he 
way these things should be approached. For ins t ance, 
it says, "After the bank holiday , Natiooal Bank 
examiners were largely engeged in the examination 
of banks which did not receive a l icense for the 
purpose of reorganization. It appears that some 
examiners , in making examinations of the l icensed 
banks, have become what might be t ermed _reo; ganization­
minded and have lost sight of the Presiaent s 
recovery program and its rela tions to l i censed banks . 
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It is the Administration' s desire tbat credit 
channels be opened tbrougb licensed banks and 
this policy cannot be accomplished if exa~era 
follow a deflationary policy in exaainations. 
We are all·concerned with insolvent banks but 
there is a wide distinction between the p~tential 
and intrinsic values of assets of a going concern 
a.nd liquidating values. Examiners, in appraising' 
and classifying assets of banks, will not apply 
liquidating values, but will appraise on the basis 
of fair values on a recovery basis .• 

Now, that seems to me to state the approach, for 
instance, if it is deflationary, and you can' t 
write all that out i .n instructions or in a thing 
of this sort now. 

Now, be came a.long later, lfarch 1.3, 19.34, and be 
said, •Reports of exaainations r eceived by this 
office recently clearly indicate ~hat some of the 
examiners throughout the country have not fully • 
grasped the meaning of the instructions communi-
cated to the Ch.ief Examiners under 'date of October 
26, 19.3.3, and are making more drastic classifica­
tions of assets of tbe banks exuined by them t ban 
is necessary under the circumstances, and more 
severe than is conteaplated by the instructions 
contained in office letter referred to above. If 
there are in the Federal Reserve district any 
exam.iners who in your opinion are making unneces­
sarily drastic classifications of assets, please 
confer with themp-omptly looki.ng toward having their 
classif.ications as l enient as cir cumstances in each 
case wil.l permit, and in order tbot they will be 1n 
accord with the policies of this office. ~bile you 
are familiar with the character of the examinations 
made by your exam.iners, i t is suggested, in deter­
mining whether or not any of them are too severe 
in their classification, you give particular atten­
tion to their appraisals of banking bouse, furniture 
and fixtures, and loans secured by real e state.• 

Now, the bad loans and the bad investments are made 
.in good to boom times, when there is a lot of 
optimism. They are seldom made in the depression 
times. And it seems to me that you can necessarily 
shift and change a th.ing of this sort, the fora of 
examination report as sue~, but you can, by instruc­
tions that mey be sent out by all of the a&enoits 
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combined to the chiefs, see, in their districts 
keep them i .n accord with what may be the Presid~nt • s 
or any recovery program. 

There's no argument about that, 

That does give the thing a deg.ree of flexibility 
without saying so to the public, wi thout talking 
about laxity . We ' re not f or laxity . We 1r e for 
appr oaching the thing in a perfectly realistic 
manner and trying t o s top the pressure of 
examiners when- you don't improve assets very 
much in times of this sort by bringing pressure; 
you don't protect depositors . If such had been 
the case, we wouldn ' t have n&d the banking 
collapse. We got the bankin& colla pse largely 
through the effort t o get liquidity, through the 
effort to protect depositors. And it destroyed 
depositors. 

Let me ask you a question. But you can' t make 
banks stop paying dividends and build reserves 
and things like that unless you get a true classi­
fication of their picture . 

Of course, I•m for stopping paying dividends. 

You've got to get your pi cture first. 

Well, I just wanted to say that ••• • 

Well , I think that ' s a very good point. 

Now look, as I understand it, nobody is entirely 
satisfied, but if every person could be 75 percent 
satisfied, I would say it was a good day. NowL they 
seem to be satisfied with the Two, Three, and Your. 
•hey want a slight change in One. Now, Diggs, how 
did you have it over there in Number One? 

•Loans not subject to comment. These l oans ore not 
classified in the examination report." 

Say it again, please. 

•Loans not subject to co1111ent. These" loans are not 
classified 1n the examination report. 

' 
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Why not Just aay •Loans not subJect to co-ant•? 

Plus the l a st sentence. 

That doesn' t perait the examiner to debate whether 
they're good or bad - Just claasi~ thea. Be uy 
not know. 

Is that all right with you, Leo? 

I think you're wrong on that. The way you got i t 
is much better . 

Wby? 

I know tbe difficul ty the bank exuainer will baYe, 
Be1ll set a little consolation out or this tbiDc 
the way you go t it written, but if be ' s got to 
say whether John McKee's no te i s good - be doesn't 
know whether it ' s good. 

But he doesn't say "good. • 

If he doesn't put him there, he'll put it down bare. 

Wbat obJection is there to Jess e's language? That's 
perfectly acceptable to me. 

There was no disagreement on One, as I 
wi tb IllY of the three Chief Exuiners. 
agreed. 

unders t&lld, 
They all 

I'm agreeable like it is. Don' t misunderstand me. 

Wb1 don ' t you accept it? 

It binda - these fellows made a study of this bare, 
they worked for six or saYan weeks; if we're soiDC 
to baYe to kick the thin& apa.rt for soae little bit 
or a thinS - there • s aore impor tant thinSS on tbe 
nut pase . 

You oan use better lanluese or use what I beve, but 
I think the substance or it 1S all right. 

In other words, there are loans in a bank's portf olio 
that are not in Juaber One. 
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Oh no. 

Well, everything you don't classify is !n Number 
One - everything. 

That's right. 

Nell , why can ' t you accept that definition? 

You don' t '"ant t o assur e - you want t o guarantee, 
don•t you? 

No, of course you don' t want to guarantee aQYtbing 
that ' s in the bank. 

Well now, let's see if we can't get on this once, 
so we can get of f this page, Leo. 

Ur. Secretary, I'm sorry I brought up that point. 
I t' s perfectly clear t c me that it 's inevitable 
that the examiner is going to gr ade all loans as 
bad until somebody proves they're good by paying 
them, and maybe after all that ' s the real test, 
so we might as well l eave i t on that basis. 

Then we have three "Doubtful" and one •Loss.• 

That ' s all right. 

In other words, you start ~tb this: that every 
loan in a banlt is doubtful . 

I think in view of what .John says about these 
Chief Examiners and these fellows - I think leave it 
like it is. 

Leave it like it is as far as I 'm concerned. By 
God, there are more important things 1n life than 
that . I Just want to be sure that it is the 
examiner 1 s point of view that all loans are bad 
until they are paid. 

Sa)' •Loans or portions thereof the payment of which 
is assured." I t is assured at this tille . 

You can' t say that t bey1re assured . 

That•s going t oo tar. 

Regraded Uclassified



• 

207 
-31-

Oliphant: Marriner, it 11171 •appears,• that•• wbat it 1a7•· 

Szymczak: 

Oliphant: 

Szymczak: 
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Crowley: 
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Jones: 
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Ransom: 

H.li.Jr: 

Oliphant: 

Ransom: 

"Appears assured." Strilte out •reasonably.• 

Strike out "reaeonebly." 

Agree to that, Leo? 

All ri&ht. Well, hell, don't aean a daan tbing. 

hverything that "appears" is "reaeonably. " 

That ' s a think word - "We tbinlt." 

Too long a word. 

Boys, keep your guns 1n your poc~at, because l'a 
afraid we're being traded. 

You let me know how we're being traded . 

I'd like to say, though, this wbole thing as tar as 
I ' m - we're concerned, is a compromise. We accept 
it, but we ••• 

You can come back next spring and look at it again. 
I think Labor Day's too early. 

One, Two, Three and Four a.re cleaned up. lo doubt 
about losses . 

No, there never was. 

low, !!here are you? 

Aren' t we throuch with this page? 

Two paragraphs •• • 

One more point . 

God, we've been one hour on one word. 

And we struck it out. 

The word •trend• appears 1n Classification Two, 
I auc&ested to llr. Crowl81 tbat it be •certain 
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untavorable developaenta in connection with the 
particular loan.• 

lbJ not s•y •an untavorable record or other 
UD8atistactory characteristics•? 

Say it again. Jesse didn't hear it. 

•By reason ot an untavorable record or other 
unsatistactorr characteristics .• 

Check. 

Verr good. 

God, Ronald, you1 re doing swell. Anything else, 
Ronald? 

No, I 1m satisfied. 

Or other what? 

208 

The same as it is - "or other unsatisfactory charac­
teristics noted in the examiner's report.• 

Would "factors" be better than •characteristics•? 
Tllat's a long word. 

Wbat 1 s the word? 

11Factors.• 

I don't like •tactors.• 

All right, I'mragreeable. 

All through on this tirst page? Good. Going. Going. 
Sold I 

Wbere ' s the llaiDIDer? 
All right, next page. What's your pleasure, 1 entle•en? 

I aove tllat •• • • 

low wait a ~te. 

(Beart7 laQ&hter) 
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Who said this was a Democr at ic convention? 

You (Jones) h ave my vote tor President. 

209 

I want to say this, that on t he first page I want 
to leave the last part t or consideration when we 
get over to the question ot sound capital . You•ve 
got at the bottom ot the page "Present practice wil l 
be cont i nued under which the totals ot III and I V · 
above" - which are the doubtful, see - •are 
duducted 1n computing the net sound capital ot 
the bank." 

I was afraid you were going to -.iss that tor a 
minute. 

Let Marriner make a statement on that, Leo . That's 
very important. 

I ' d like to come back to it when we get through with 
the bonds, because t hat ' s the last part of t he 
s t atement. 

Fair enough. What ' s your pleasure , gentlemen, on 
page 2? · 

The motion's brought out . 

And I disagree with i"t. 

Tbe whole page. All r ight, we'l l leave page 2 out. 
We'll skip page 2 . 

Well, who doesn't like a word in page 2? 

I•d like to make a statement on this wbole bond 
question here . 

All right, go ahead. Don' t mind if I take it standing. 

Now, don ' t make it too long, Marriner. 

Goddami t, you don • t recognize he used t o be a preacher • 

Bell yes , gi ve me a little credi t. 

lte ought to know that souls are saved 1n the first five 

minutes . 

.. 
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Let ' s read it before you make a statement. 

All right, r ead i t. Go ahead and read i t, Cy . 

lie ( Jones) want s to r ead it to nimself. 

210 

In other words, gentlemen, on your Group A bonds 
you show neither appreciation or depreciat ion, 
Just siJ!Iply • .•• 

All right . Bow, Humber Two. Depreciation in the 
secunities in Group Two - don't show that either. 

You show that and you deduct it. 

Take that plus part of Group One. 

The fourth grade of gener al market obligations is 
in Group One . 

Now, in substance tnis is 
approach of examination. 
in this room. 

a tightening up of the 
Now, nobody can deny that 

Yes, if Folger were here he'd deny it, and I suppose 
I ' ll have to for him. 

But how ca.n you JustifY it? 

You said couldn' t deny it. I ' ll stop. 

All right. 

What you have - you have two groUPS of securi ties. 
You have Group One, which are satisfactory or 
eligible for purchase and ere l ooked upon as sound 
investment securities. Now, in Group One are the 
first four cl asses of rated bonds. Those are all 
of the A' s and the first class of the B•s . 

Does t hat mean f ourth grade? 

No, you see, you have your r atings, you have ~lo!nd 
of classes. You have your three - AAA, your • 
A; B, BB, and BBB . 

"Y • come over here a ainute • will you? 
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So that what you have in Group One are considered 
sound investments tor banks, and they do include 
the first tour classes, and according to the tour 
r ating bureaus all or those classes are considered 
good. 

l:low would you change this thing then? 
tion? ' 

The spplica-

What I a:uld. do - I • ould eli11ina te the ft except the 
fourth &rade or general 11arket obligations.• 

From Paragraph One? 

That ' s right. 

What else would you do? 

Well, I - what I would like to do is when you get 
to the next group I 1d like to list them at book 
and get away !rom following a ticker tape. 

You mean Humber Two . 

Can I g iva you an answer in a few words? You see, 
this •neither appreciation nor depreciation in Group 
Oneft and so forth - now, you have always given credit 
tor appreciation when you consider depreciation. 

In this statement, right here in Paragraph Five or 
Four, you say, "The abandonaent or eaphasis upon 
quoted market prices as a basis tor valuing investment 
securities is another constructive aspect or the pro­
gram. Both appreciation and depreciation in secur­
ities or this qua~ity are to be disregarded. " You 
don't do that. 

Yes, we do. 

' 

Excuse me Leo, we don ' t do that. We disregard the 
appreciation and we only orrset it by the depreciation 
in a group where, by God, there isn't a~ depreciation, 
do you understand? But then1 you1 re going to penalize 
the sound capital structure oy not giving credit tor 
the appreciation but deducting the depreciation in the 
lower grade. See what I seen? 

r 
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Now, nobody is - we're all of one mind on the 
Group three and Four, wb.ich is defaulted bonds 
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and stocks to ba charged to market and considered 
l oss. But the point at issue is that, Leo, and 
tbe Comptroller' s office wants to disregard appre­
ciation in your Government bonds and everything 
else, but charge depreciation in your second group 
or bonds . 

On tbe basis of a ticker t ape. 

Now, if tbis paragraph in this memorandum means 
anything, you' re inconsistent in tbis progru . 

What about tbat, Leo? 

All right. 

Do you agree? 

Let me say this. What you want now is One and Two 
treated alike . Right , Marriner? 

Yes. 

Now, you don't object ••• 

But we . .... 

Wait a minute. You don't object to Tbree and Four, 
do you? 

No . 
And wpresent practice will be continued under which 
premiums on securities purchased at a premium must 
be amortized ." You don't ob ject. 

No. 
And you don' t object to tbe listing or the bonds 
as long as •••• 
but not at the market. Don't want to r~llow it. 
Don' t ·• ant to gat to a da,y- to-day quota ion. 

Wbat ' s this , you agr ee with him? 
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Wait a minute. 

Yes, he agr ees . Sold. 

So we understand one other . What he wants is to 
disregard depreciation in the B-AA bonds and treat 
the~ the same as you do your Group ones . 

In the second group or bonds. 

Well, in your Group Two; in ot her words, the bonds 
that your Comptroller' s r egulati on recognizes. Is 
that right? 

No, no, you' re not 
B-A, C-AA and C-A . 
bonds . 

I'm l ost . 

going - your second group is 
That's your second group or 

No, you' re not lost. Now, wait a minute, he's 
t alking about one thing and I'm t alking about 
something else. 

Let ' s talk on the same sub ject. 

You're (Eccles) talking about combining One and 
Two and treating them alike . 

That ' s right. 

And Leo wants to take one i ssue out or Group Two 
and include i t. 

vy let me ask you this . As I understand it, in 
th~ B-AA bonds and up - it r epresents about 93 percent 
of tb.e securities of our banks. 

Nell, I bel ieve t hat ' s your figure . 

That ' s what they said. 

That's what I understood, 

Now the balance of them is 7 percent. Now, what we 
originally talked about , John, was disregardiDC the 
depr eciati on 1D the B-AA. 

• 
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What was your percentage? 

9) . 
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No , you're including Governments in that. We're 
not talking about Government bonds. 

But it ' s on their security portfolio. You•ve got 
to talk about that in order to get your percentage. 

Aren ' t we talking about corporat e bonds subject 
to the Comptroller ' s regulations? Bas he ever ruled on 
Government bonds? 

He1 s ruled on B-AA's. 

Yes, they're corporate bonds. 

1'/e 1 re willing to go along with any bonds tba t are 
bought under the Comptroller ' s r egulation of B-AA, 
but if you're ever going to make these fellows con­
scious of the fact that they ' re bU¥1ng bad securities,• 
you can't let them go in and bU¥ this stuff and then 
as soon as the market goes out from under them let 
them sit in the same f avorable position as the man 
who bas bought good securities and been satisfied 
with a lesser yield. 

Aren't you going to try to police your reserves to 
protect your defaults? 

We'll agree on all AA bonds tor to t reat them without 
showing any depreciation on the urket. On anything 
lower than that - t hat we'll treat as a doubtful, and 
the Threes and Fours be treated as a loss. 

What's the difference in your net sound capital 
picture? 

We have never gone on t he theory that "Doubtful" 
impaired a bank's capit al. 

You show it. 
but legally we don• t . We don' t serve a notice of 
impairment. 

You scare hell out of the sanagaaent. 
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Examination report doesn't deduct •Doubtful" in 
determing net sound. 

Wait a minute. Karshall , are you sure of that? 

Wait, it does for net sound. 

But it does not for impairment of capital. 

It does for net sound. 
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Net sound is impairment f or all practical purposes. 
Xou can' t send that out to a Board of Directors and 
have any other effect. 

Nell, the way we •••• 

Listen here, what you want - what you have done , you 
have said that the first four grades of bonds are 
sound investments, and t hat's what the four r ating 
bureaus say. They get down to the fourth grade and 
they say they •re good, see? Now, when you get below 
that, you get into what may be termed speculative 
or unsatisfactory securities. I would say that you 
list your bonds with the four classifications -
bonds and stocks - defaulted bonds - stocks in one 
classification, defaulted bonds, two; and what we 
.term inferior - I t hi !\At the t 1 s a good word to use -
inferior securities or bonds; a nd t hen the other, 
the higher grade bonds. Xou would charge orr the 
depreciation in your stocks and in your defaulted 
bonds in the second group and the third group - I 
mean t he second group and the first group. 

Nhat I'd like to see done - and I ' m wil l ing to 
compr omise it - but I'd like to see it done, and 
I think it ' s a good thing to do it, and that is 
get away from listing the market, because the market 
today in one bank is not the market tomorrow or next 
week in anot her bank, and you tie your benks to the 
market . Now, it seems to me that it should be 
enough to l ist those as inferior bonds, see, and 
in the recap to show the total of interior bonds 
Just like you show the total of doubtful paper. 
But why on earth follow • • •• · 

*ell, aren' t you going to show - make them set up 

• 
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reserYes to take care of that depreciation? 

1 1 d make thea aet up a reaerYe based on total 
amounts tbey 1 ve sot invested in that classifi­
cation, Just like tbe total amount of doubtful. 
I'd make them set up a reserve, but I wouldn' t 
say that -here's a aarket bare today hard to 
justify on these securities; next day or next 
month, it 1s an entirely different market. And 
I t hink it1 s ti.lle that we•re gettins away trora 
t hat, having banks operating on a cash basis. 
•nd when you tie it t o a market, you•re tyins the 
banks t o Wall Street, you•re tying them - their 
valuation of their assets to Wall Street. And 
it does seem t o me that - and you know just as 
well as I do that that market does not mean a 
market 1n wb1cb you can sell aey substantial 
number of bonds •itbout tbe bottom going out of 
t hat market. There's a great amount of these 
bonds •••• • 

Excuse me. How would you price them, Mar r iner? 

Book value. And then I would show tbe total, 
just 11ke you take a loan at the book value, 
class it as doubtful or loss. I would take 
your bonds •• •• 

Now look, old men, a stock m1ght - lots of 
s t ocks, say, have a book value of 20, but t hey 
might be sell1ng at JO. 

I •m no t talk1ng of stocks. I'm speaking or bonds 
that have a f1xed maturity. Stocks - I'd put them 
right down to tbe aarket. Banks are not • ••• 

Weit a mi nute, will you? This seems to be a day 
or comproaisa . Would you boys be willing t o t orcet 
these first and second groups that you have bad 
heretofore in your report or examination and go 
down to C including B, and Corset bond deprecia­
tion and take everything else and cbarse it ott? 

No . 

Why wouldn • t you? 

• 
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God nol 

Now listen, don' t forget you're passing up tbat 
depreciation, Leo. 
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but the first thing you do here - you Just pass a 
Comptroller ' s regulation recognizing that banks 
should buy a B-AA bond or better; now we ' re willing 
to compromise ourselves and say that anything that 
is bought under the Comptroller's regulation -
that we'll disregard the market, alld tbat tkaes 
in a large percentage or all bonds. 

Yes, but you haven' t got any yardstick any longer 
if the Comptroller amends his regulation. 

Listen, wben it1 s all said and done, the fellow in 
the bank is responsible for the colldition or that 
bank. Now, if he's gone out and tried to buy when 
they were trading in and out or these industrial 
securities, and he's finally sold and pai d out his 
profits to the stockholders, and now he's got a 
list of bad bonds, why in the hell should the 
depositors or the F.D. I .C. pay that loss? 

It you've got an adequate reserve on the total 
bond - corporate bond portfolio . • • • · 

It'll take these fellows 20 years to build an 
adequate reserve. 

Have it transferred so it can't be used for something 
else. 

Now, I haven't asked you mucb on that, if you'll 
look at that, but you' re Just closing your mind to 
it, see? You forget your first and second group or 
bonds and consider it all as one group of bonds. 

What good is the Comptroller ' s regulation, then? 

You' r e changing the Comptroller ' s regulation. 
The Comptrollet•s regulation isn' t going to 
refer as I understand it - correct me i f I 'm 
wrong'_ to any group or bonds or all)' grade or 

bonds . 
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Just in the background, to be kept in the background. 

Let me tell you someth.ing, that the Banking Com­
missioners of states like Mew York, Ohio, Penn­
sylvania, and Illinois, those large states, will 
laugh at the Federal agencies if they say tnat 
t hat type or a bond 1s a bond that ought to be in 
our institutions . Mow, the only r eason that they 
are there is because the f ell ow bought tnem nnd 
he can't get rid of t hem, and you're willing to 
tolerate it as long as necessary, but you mustn't 
encourage b1m to buy an¥ more • 

•. re you thinking of yourself or are you thinking 
of the bank, Leo? 

I'm thinking of botn. 

All right, I ' m trying to tnink or the public in 
gener al that's got - if you're going to continue 
a profit system 1n this country and a capital 
market , you've got t o have a capital market . 

Now, Marriner, you' re going farther than you were 
going Friday afternoon on these securities . 

No, not at all. 

I • m making that suggestion. I 1m not binding 
anybody. 

Just brought it up. We haven ' t discussed anything. 

What do you (Crowley) want, tbinking out loud? 

Take the B-AA group bonds"and ignore t he bond 
depreciation. That ' s a compromise on all those 
bonds below the - you might say, the Group One. 

It isn' t as far as the Comptroller's office are 
concerned. They never di d consider that before, 
and - unless you're d oing it now, are you? 

B-AA 's? 

Yes . 

• 
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You're putting tnea in and deducting tor net 
sound capital. 

Are you doing it now? How long bave you been 
doing it? Since ' 35? 

136 - I think ' J6 . 

Don' t you agree with tbat , J ohn? 

Tbat far, but be ' s no t ott t he page yet. 

We agr ee with the balance. 

We got on.e page. 
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Listen, Comptroller, you better get in on this. 

I better look. 

We 1 ll agree on the other bonds to take - except the 
'.lbrees and Fours - take t he market and deduct tbat 
f r om your net sound capital, make tbem set up 
reserves to take care of it. 

liow does t ha t st.rike you? Say it again . 

Going to give them aiiY credit on appreciation? 

No, don' t give them a damn cent credit. You 
wouldn' t either, John. 

Well, if you're going t o t ake something a way from 
these fellows •••• 

We're not taking it away. They bought tbese bum 
bonds themselves, J ohn. 

Wait a minute. 

Wait a minute . 

I want to see how far apart we are. 

Tbere's about 7 percent of the bonds bere tbat 
are in these bonds that are of a low-grade status, 
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and we say that we want aoae r eserve set up to 
take care or that. In order to aaake thea take 
care or it, we want to deduct that trom the net 
sound capital, but after we deduct our lose, bike 
it end make them build reserves to take care or 
that depreciation in order that they will not tie 
those kinds or securities together . · 

That's sort of punitive. 

Yes . That ' s right. 

This is a tina tiae t o do it. 

We 1ve always done that t o thea. 

We 've never done it. We've never done that • . the 
Comptro1ler didn't do it until •J6. 

I don't think it mell:es a great deal of ditfarence. 

Let me say this to you fellows. Marriner, your 
banks that you supervise - New York was here, and 
they agreed to it; Ohio was here, and they agreed 
to it. 

You're speaking of the supervisors. 

Yes, but they're your banks. 

Yes, but the New York banks didn't agree to it. 

But Leo, you di dn • t get t hem drunk rirst? 

We should have bad a bottle here. 

Bow tar - you•re not very t ar apart, are you, Jobn? 

If be can cet himself down to B there and Just forget 
these two classifications - you've got some mighty 
good bonds down at that level that I have full 
confidence that tbe public is goi.ng to get a hundred 
cents on the dollar ; either that, or your country 11 

Would you tallows pass a resolution that t or the next 
ten years you will di scount tboae bonds at par? 

We• 11 aall:e adYances aga.inat thea. 
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At par? 

Not at par. Use them as collateral . 

What the hell - what do you mean by collateral? 

Listen, we can' t • • •• 

Oet money for f our months - collateral, or anything 
else. 

You want us as an insurance corporati on to insure 
the depositors of these banks on these bonds at 
par or cost, but you won' t loan the Federal Reserve 
money on that same basis. 

~e haven' t got any authority to loan money, Leo. 

I don't think we have any authority to let those 
banks operate that way. 

What we •ve got, as far as the Federal Reserve Bank 
is concerned - Ood, it' s opened so we can take 
anything. We got Regulation A, in which we put 
a • • • . 

ihey haven' t been using that. 

(To Jones) I'm talking about 18 percent plus 24 
perce.nt of the portfolio . Now, Leo wants to include 
46 per cent of l.~; I want to i nclude this other 18 
and 24 in there. If you' re going to take away their 
depreciation trom them, see, I say that depreciation 
you're going to take away will wash itself out 1n 
this credit he ' s going to give them. Now, I'm just -
I know I'm sound as bell on that. 

bounder than bell. 

John, they're caucusing on you there. Better look 

out . 
Oet some dice. Settle it with the dice. 

How you going to arrive at a value, »arriner? 

~he value changeS every day. 
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But you're going to make changes. 

Now, what Leo is t alking about is a l ittle bit more 
conservative, isn' t it, Uarriner? 

It 1 s more conserve ti ve than t he way you • re doing now. 
I t' s deflationary . I've got a bank here. The real 
difficulty here •••• 

No, this is a big liberalization or what we're doi ng 
now. 

Tell me how, will you? 1 1m interested in that. 

Xou take your bond:o~ today 1n your various states. 
l hey•re making these f ellows put up - these stock­
holders put up to t ake care of depreciation in 
anything below your A grade bonds . 

Allow t hem appreciation on it? 

No, they don•t . No one has ever allowed it. 

Xou 1re talking about s t ate bank supervisors . 

We would never have got these banks in any kind of 
shape a t all, as Jesse will t ell you, unless we went 
in and tRade them r ebuild their bond portfolio. They 
had a terr i ble mess with them. There ' s not very 
many of tha t kind of secur ities 1n your large state 
members, Marriner. I t' s mostly 1n your smaller banks . 

That's wby you don't want the deflation. 

Let me tell you about defla tion. Do you realize ••• • 

Xou agreed with me the other day that on this bond 
approach, Leo, you don't l ike them at the market. 

I don 't want t o list the market on these AA bonds. 

Any bonds. 
I'm perfect ly willing to go with you on what you wer e 
t alking t he other day, if we can agree on reserves . 

Well , gentlemen, where do we differ? 
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The Comptroller and Leo here want to t ake only the 
J. - the t hree upper grades of bonds end ignore the 
market, i ncl uding Governments. Now, t hose are the 
group c£ bonds where there is appreciat ion. 

Appreciation? 

a~preciation. They don't want to allow t he taking 
of the appreciation at all in that group. Now, you 
get down to all bonds that come below that group, 
incl uding the BBB 1 s , which are the first grade 
bonds below it, which the Comptroller says are 
eligible for investment, see, but yet they're 
expected to take the depreciation in bonds which 
they say are acceptable, and the depreciation in 
a ll other bonds in that group. That depreciati on 
doesn't mean anything, because it's based upon a 
market, and that market changes; therefore, the 
amount of t he depreciation changes from daY to day. 
That tot al depreciation - they want to deduct that 
in the recap in showing what is left of the capital , 
see? 

Now, what we want to do is to take and put in the 
first group of bonds all bonds in the three A 
classes and the BB, put that all in. 

Now, you agree on that, don't you? 

fte agree on that. 

And we don't want t o take market on those at all, 
just list them at cost, see? The bonds in the 
next group would be listed separately end would be 
termed inferior bonds, see? 

Sub-standard . 

You don't take the market on those 
Well, we - that 
eit her . See, I want to get away • ••• 

\'lei t a 
that's 

ith th m on that; mi .nute . You don't agree w e 
where you differ. 

That ' s right. 
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!lay I make a suggestion, possibly, on this third 
group. As I get it, you1 re getting down to two 
groups, because on the first two - you' re going t o 
lump them. Now, on the inferior, where you seem 
to be apart, let me make a suggestion. What 
Governor doosevelt did in New York, the way he 
saved the insurance companies - as I remember, he 
took the average quarterly price of their invest­
ments - I think it was either the previous 18 or 
24 months, and averaged them. 

Something like that. 

See? As I understand i t - I think that White , the 
superintendent of New York banks, when be was here 
made that suggestion. 

Sensible . 

That's what Governor Roosevelt did in New York, and 
if he hadn ' t every insurance company would have been 
closed up . Now, I 1 m just offering that as a sugges­
tion. .lind White, the superintendent of banks, I 
think, made that suggestion when be was here. 

hxcept this, that Governor Roosevelt took it on all 
of your bonds and then be bad the benefit of the Ones 
and the T·~ros. Now, we're allowing them the deprecia­
tion on the B-AA ' s , end if you take your average on 
your so- called BB•s and on down, you're going t o get 
a f alse picture of your bank a t t he time . Now, I'm 
perfectly willing to •••• 

Excuse me a minute. 

Let him finish. 

We're down here, Marriner, to a group of bonds that 
represent a very small percentage in the total, but 
it represents a hell of 8 large percentage in 8 
lot of small banks of five oundr ed thousand and a 
million dollars in this country. 

Well, you don't want to put the pressure on now. 

Now wait a minute. Here's wha t those f ellows do. 
They went out in 19.34 and they bought in and out and 
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in and out, and they wanted to pay back their 
debentures and their preferred stock out of their 
bonds profits, and we wouldn' t let them. They 
paid dividends and r aised salaries and everything 
else on the profit that they made . Now they find -
they 've given up guaranties that the directors had 
in the bank to help t ake care of impaired capital -
now we find they've got a large percentage of these 
damn bad bonds, end Just as soon as they get in a 
little trouble they bold up their hands and we say , 
"Now, fellows, you shouldn't have done it, but we're 
going to go along with you." 

• he only way you can make t hese cashiers of these 
small banks realize they can't buy those securities 
is to penalize them for it. The smell banks really 
shouldn't buy any ind~trinl corporate securities at 
all . 

Uey I ask you one simple question? Now, listen to 
this . 

~he; way Marriner 

I was Just going to say ••• 

May I ask you one simple question? If and when you 
classify securiti es as you suggest , what's going to 
be the final answer of the new classi fication on 
today •s market as compared with the old classifi ca-
tion? 

I think 
someone 
discuss 

if we get to that point, 
can call us t ogether and 
it • . 

t he Secretary or 
we can sit down and 

That isn't the answer t o my questi on. Penalizing 
them for appreciation and classifying as is sugge~ted 
in the second page of that memorandum, what will e 
the total answer of your portfolio? 

You've given up every damn thibng y~u~: ~;ein!!~~:ent 
for 1n getting these banks t o uy o 
quality . 
You don' t come out dollars and cents with •• yet. 
I ' ll give you the answer: t hat it ' s going t o be worse 
than it is now. 
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That's just a statement, John, that's not a fact 
because you take - in your own examination it ' 
won't be a fact. 
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Leo, what happens - they make investments in the 
bonds the Comptroller's regulation permits, first 
four upper grades, during good times . Those bonds 
will get into bad times and will be dropped by 
these rat i .ng bureaus, and they will rate an A 
bond down into the BB, and an J.A to a BBB. 'lie 
say, • rt•s perfectly all right f or you to buy tnese 
bonds when t hey 1re 1~0, yielding J! percent, but if 
they drop down to 50, when they mey be a buy, then 
we say that you 1 ve got to take your l oss on t hose 
bonds.• Now, if you bold those bonds and those bonds 
go bac.k again, just as has happened - those bonds thnt 
are rated up here in A, they'll drop do\'I'Il when earnings 
drop down, and they come back up with an improvement, 
and what you want to do is tolet them take them when 
they can buy them high, when they ' re selling a t par 
or at 3t yiel d; t he mi nute they _drop down, because 
of t he Compt roller ' s regulation/the yield i s from 
3~ percent on the upper group to7 percent in the 
lower - there is just a demarcation just that 4Uick. 

We favor the big business, we give them easy aedit , 
we give them the high r ating, and .. .. 

Uarri ner, two thirds •••• 

uo a head, I can ~ait . Go on, Jesse. 

As I understand, Leo, toe only thing you're talking 
about is these low-grade bonds in your little banks. 

That's right, below the b-AA ' s. 

All r i ght, suppose we agreed with you; then whet, 
in your opinion, would be the result? 

It would be a penalty on s ound capital . 

.. 11 1 ht then what happens? The bank exeminer goes 
in a~gex~ines this little bank and be says, •You ' ve 

kn k tf two thousand dollars here off your 
got to oc obecause of this bond depreciation.• 
sound capital 
:.hen what you going to do to him? 
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Then he's going to say, 11 I can't pay interest 
dividends on lillY debentures to Jesse Jones.• Going 
to raise tbe rate troa Jt to 4 percent on thea. 

I don't believe that that works that way. l'a 
talking about now • ••• 

So am I . When that fellow can• t keep his articles 
of association current with you, be's penalized in 
interest rate . Now, this is going to penali ze him 
more, because he 1s going to have to take b!s earnings 
and charge tbat stuff ott. 

Bow much - how many dollars involved? 

Ob, 1n tbe little banks, Jesse, there would be from 
four t o five hundred mill ion dollars . 

What percentage is that ot ..• 

In their bond accounts, no, Leo. 

I •a talking about the entire United States. 

Then you' re still high. 

Then 1t I •m high it doesn ' t make any difference. 

You're talking about something t hat doesn't cost •• 
a~ 11oney . 

I'm not saying ••• • 

Only got about a hundred million dollars involved. 

You mean of bonds of that type? 

'II 11 let • s say two hundred million dollars • 
I e do~' t thi.nk it ' s going to affect ~body much. 

But Jessat'toyoutbcanp~l~l~~ti~o~~~e'~o~ ~~~i!~;:ard 
state11en e 1 iti 8 you• r e going to 
bond depreciation on al sec~sio: ~ confidence ot 
have an ettect o\~t~~e~ows anything about 
~~~:t.:~s a~ ~~inc to laU&h his bead ott • 
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But at the same time you1 re not going to give them 
any credit. · 

Look, what we ' re talking about now is lower grade A 
bonds. What's the matter with that suggestion I 
raised, that you take these lowest-grade - I don' t 
know what the practice is in New York State - and 
you average them over 18 or 24 months, the average 
price. \Vhat•s the matter with that? 

All right, we• ll do this with you. 

That sounds very good and feasible. 

Wait a minute. Where•s Marshall? 

"Where are ~ glasses?" 

Onder the table. 

Supposing we do this. We agree on the depreciation 
in B-AA and better bonds. We 1ll agree on the other 
bonds, except defaulted and the stocks, that we' ll 
take an 18-months average of the market and put that 
in, deduct that from their net sound capital after 
we charge off the losses . 

lbat's on the second ••. 

That ' s right. 

On Group • ••• 

On Group One, we just ignore t he market. 

I move it. 
I think that's all right, because you have an 
18-months • ••• 

That sounds reasonable to the public. 

You're giving them an average on it. 

I could understand that. 

They're not legal 1nvestaents for National Banks. 
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But you can treat what is alreac¥ there in that 
fashion . 

When you say legal •••• 
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Can't buy now under our regulation; even with the 
change, still can't bey them. 

That's true, they can' t buy t hem; they acquire t hem 
when they're A and when t hey ' re BB they drop •••• 

How, gentlemen, you all right on this? 

O.K. 

O.K. 

Leo, I want to figure Just e minute now - we'll take 
that- let's see about this net sound capital both 
on loans and investments, whether or not that should 
be actually • • •• 

~xcuse me one second . How are you going to take it? 
Take what they do in New York, or are you going to 
take 18 months, or are you going to take in quarterly 
dates? 

No, we're going t o t ake it 1n 18 months. 

That t s fair. 

Just wanted t o mow. 

That won't hurt us &D7• llarshall. 

Month's-end averages. 

Well, tbey•ll work it out. 

Give me that sheet here. 

This next thing is, we get down to tbe question of 
what ' s sound capital. 
And what relation it baa t o unimpaired capital. 

1b1s is the last thin&· 

This is tbe last one. 
Four sUbJects, and you•ve 
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covered three of them. 

1ne last page. Now, let•s read the last page here . 

•Until losses heve been written ott and adequate 
reserves established, the use of profits from the 
sale of securities for any purpose other than those 
will not be approved.• That ' s O.K. Agree on that ~ne. 

"Pres ent practice Wil l be continued under which 
estimated losses must be charged orr .• Agreeable -
both loans and investments and stocks - agreeable. 

• Present practice will be continued under which the 
establishment and maintenance of adequate reserves, 
including reserves against the securities account, 
are encouraged ." Well, that's more or less a repeti­
tion of tbe first one. There's no objection. 

• Present practice wil l be continued under which 
speculation in securities is criticized and penalized . f 
No objection to that. 

Why leave tbis third in bare? Don't see that it 
means anything. 

Let me get back to the reservation I aade on page 
one at tbe bottom of the page, as applying on both 
loans and securities . 

"Present practice will be continued under which the 
totals of III and IV above are deducted in computing 
the net sound capital." 

Now I don ' t know, you've overlooked one thing and 
that is, the present practice would be continued of 
deducting the market depreciation on the inferior 
securities· they do both, a e, that is, both the 
doubtful b~nds and the doubtful loans . And right 
there is the point where we disagree. 

Now, where do we disagree on this? 

J o . 

d di Leo wants to deduct that 1n 
Yes, we o sagree. 
determining tbe sound capital. 
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Deduct what, Marriner? 

The doubtful paper. 
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flere ; s what they a,greed to, llarriner. Here ' s a 
bank s capital. ~bey deduct their loss . Then the 
make a footnote showing the amount of this so-call~d 
note; I tem Two is not deducted, you understand. This 
here is not deducted . It's only - it's 1n Three 
that's deducted. ' 

That's doubtful. 

Doubtful and loss. 

But you deduct all the doubtful and ••• 

Well, that's the extremely doubtful, not the slightly 
doubtful. 

Just a minute. You deduct that doubtful and then 
you also want to cl!duct the depreciation on this 
second grade of' securities. 

That ' s right, because that's a doubtful item. 

My point is, why deduct it? Here's the f'orm of' 
statement. Look here, Jesse; it 1 s 1n the recap; 
there's no objection to listing, we've agreed to 
all the listing. Now, when you bring up the recap, 
here ' s what you bave . You have your surpluses j)Ut 
in here, undivided profits, and your reserves, and 
so forth . There ' s t he total capital structure as 
shown by the books or the bank when the examiner 
goes in there. See? Now, deduct here your losses, 
see, both on your loans and also on your defaults 
and your stocks; and then put down here capital 
structure after the deduction of losses. 

But what they do - and we don't, and never have done 
it· it was never done by them until 1934 or '35· , 
Ne didn' t start until ' 34 · 
He didn' t- the comptroller didn't do it. 

He says he ' s never done it. 

.. 
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They've done it since then. Now, they co.e in 
her e and they enter 1n here the depreciation on 
these securities, that is, the market deprecietion 
on this sub-standard group of securities. they put 
t .bat in here and then they take the doubtf ul iteaa 
1n the loans - they're not loss they're doubttul 
and these securities are not lo;a yet; they're ' 
depreciated and they're sub-standard, it's true. 
But they want to deduct those t wo items as well, and 
t hen they don• t make them charge them ott, but so 
far as the r ecap is concerned, they come and they aey, 
"Then this is the sound capital.• 

Now, it seems to me 

'libat you're talking about i s this doubtful 1tea. 

I'm talking about the doubtful loans, because t here 
is always a lot of recovery. And instead or deductinc 
them and showing the sound capital, let thea do that 
on their work sheet. Let them write a letter to the 
banks if they want . I would lis t that in a meaorandua 
right here, tor instance. I'd put •total deprec1at1on 
on securities of sub-standard value, so much aoneyJ 
total doubtful loans, so much" - call those to the 
special attention of the examiners. But don't take 
and deduct them here. 

libat you got to say to that, Leo? 

You can' t do that. 

ibati s out. You made a good speech. 

Well, but r •a just saying that it ' s something that we 
didn't follow. 

What r elation has your net solvent capital to your 
unimpaired capital? 

!lot at all. 

That ' s important. That's all right. 

Are we through? 

!fo, it's penalizing them. 
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John, you•ve got t o penalize these fellows some place. 
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You've giving them notice, Leo, that what this 
amounts to is tbeir - the law provides that when­
ever a bank • •• 

Well, we can come bac.k and have another meeting. 

Don't want another meeting. Let ' s finish it. 

Si.x months or a year from now - if t hey holler about that. 

I thought you meant now. 

Let me esk the Secretary, has there been hollering? 
The answer i s, yes , some of i t . 

Yes. 

I s ay when you cqme out today you haven't made one 
i nch of progress . 

Well, I think you•ve made some. 

~o I understand your suggestion, Marriner, tha t 
instead of putting t hat a t the bottom of that form 
you' d put it on a separate sheet of paper t hat went 
to the back? 

I would put it as a memorandum . I' d advise the 
directors. But here ' s what it does . Our lawyers 
say tbat t hat ' s a serious ~uestion 1f that isn1 t 
e4uivalent t o a legal notice, Berman; that when 
you write it in like t his and you•ve served notice 
on tbem in the repor t, you' ve served notice in the 
repor t her e thet they•ve got an impairment, whereas 
a s a matter of fact ••• 

Your aucgestion is t hat you look at the r P.port and 
if you decide t o make a comment on the report, then 
you put it in a separate letter ins tead of putting it 
i n the recap. I Just wanted to see what the question 
•••• 
That ' • rtcht. But t his is not doubtfUl, it ' s recovery. 
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Can' t you get those fellows .. . 
Do you deduct all your doubtful? 

We do this, Jesse. We take and deduct for tbe pur­
pose of determining bank capital all of its lost 
paper and all or its defaulted bonds and all of its 
stock down to tbe market . Tben we take their doubtful 
paper and we total it up and we deduct that in deter­
mining what portion of their capital is lett as a 
cushion to tbe depositors , assuming that, you've got 
enough recovery in your doubtful stutf to belp take 
care or some of this stutf that's in Group Two; because 
there's more losses in Group Two, you•re not setting 
up any doubtful in that at all. 

You couldn • t take halt your doubtful? 

That 1 s what we did bare to capitalize banks. Rer~ember? 

Tb.is isn't - tbe fellows have all agreed; we 1ve gone 
with you on bond depreciation. 

Wbat do you mean you 1ve gone witb us? 

llarriner and you fellows are all satisfied on that. 

Mbo said we were satisfied? 

Tbat's wba t your chairman said . 

'lie accepted it, that 1 s all. 

We can' t go with you on the doubtful, it's out of 
tbe question. 

Bow can they do it? 

Marriner, mY dear sir, most of your banks are doing 
1t right now. llost of your banks are doing it right 
now, and it hasn't caused aey bell of a • •. You 
can't stop these •••• 

Our examiners are not doing it. 

Some ot them are. 

They're doing it one place, and t hey' re doing it down 
in Dallas. Hew York obJect to it very strenuously. 
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Just the last two months Mew York hasn't done it. 

Because they never did it before. 

You mean the doubtful. 

No, no. 

Now listen, Leo, before you came t o town nobody did it. 

Well, by God, it was a good t hing we came to t own. 

Kay be so, but before you came to t own - maybe you 
did it. 

You fellows are just • •.. 

Half or it, in order t o arrive at a point as to the 
r ati o of capital to deposits •••• 

Sere' s what happens. 

I'm with you, but I 1m not with you on that doubtful 
business. 

As the depression proceeds, the amount they have 
thrown in the doubtful incr eases . 

As the depression r ecedes. 

I.isten, fellow, have you seen the stock market t he 
last two days? 

I•ve been t oo damn busy. I 1ve been too busy. I 1 ve 
seen it do that before. 

Because Leo Cr~wley i s getting liberal. 

The amount in the doubtful increases , Leo; the amount 
in the second grade bonds drops down, and as it does 
it temporarily impairs the capital structure. To 
put directors on notice tha t the bank can' t accept 
deposits- now, that's just the same as a legal 
notice, and I say, why not give them a legal notice 
and call it a loss while you1 re a t it? Bow, !ra 
perrectl.;y willing t o put it as a ae.orandua itea, 
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but wily you sbould go so f ar · as to say tbat your 
sound capital is thus and so, and deduct t he 
doubtful and deduct the depreciation on these 
securities, which is a market matter, Just doesn' t 
seem to me to make sense . 

Well, you want to take the doubtful out entirely, buh? 

I'd like to take the doubtf ul and t be· depreciation 
out as a deduction. I'd Just like to take the 
capit al structure of so and so, as sbown by tbe 
books, and then deduct your loss and then list 
the other as a memorandu. item. But don't serve 
notice tbat the sound capital is so and so, which 
might show an impairment. 

I got a suggestion t o make. Suppose you said tbat 
instead of deducting the doubtful items - say tbat 
tbe sound capital is X dollars, with the footnote 
that "this includes X dollars of doubtful items . " 

You mean on your front. · 

Right along- included ••• • 

Aren't you going to sbow your directors tbe condition 
of their bank? 

But you don't make a figure of sound capital. 

Put it in there right alo~ the side. 

What's the use of trying to hide it? 

• nat you do, Leo, i s deduct it and write in here 
your sound capital. It says only so much. 

That ' s all it is . 

Kay I say one word, please? 

I • d li.ke to see aeybody stop you. 

Boys, it ' s exactly an hour and - 4:22. 

If you nave any lou - nobody is penalizing your 
exaatner and puttin& it in the loss column. low, 
the reaaon be's got it i n the doubtful col\IUl is 

• 
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because be's not so goddam sure whether be's r ight 
or not . Isn't that right? That ' s the reason it ' s 
in the doubtful. If he thought it was a loss, i t 
would be in the loss column. 

I ' ll tell you t he reason. A hell of a l ot of it 
ought t o be over in the loss, but by God, with thiS 
idea of monkey business with examinations, you t hr ow 
it back in doubtful so you don' t show an impai r ment. 
A bell of a lot of it ought to be loss. 

I 'm not in favor of monkey business . If it ' s loss, 
put it i .n the loss. But when it ' s determiue~ on a 
man' s opinion as to whether it ' s collectible or not , 
t hen it's doubtful. How, if he can' t assure himself 
that some part of it is loss, then he can't afford 
t o put it in there. Then it shouldn't be penali~ed 
as far as the capital is concerned . Now, is there 
aeyt hing unsound about that argument? The thing 
that you're not sure of is that your bank examiners 
will oper ate that way . 

I •m not so sure as- of my own as of the other 
fellow's, too . 

Let's do t his - let•~ compromise this . 

You mean let's compromi se by agreeing with Leo? 

Instead of deducting all the doubtful - see, when 
you deduct it all, that means that it' s all loss­
let's compromise by deducting half the doubtful and 
deducting half t he market depreciation. No~t, you 
deduct it all; we go 50-$0 . 

Wait a minute, you're going t og et us both ways 
here. We took the Secretary's 18 months. 

That ' s all right. We 're t alking now about whether 
you're going to deduct t hat depreciation and this 
doubtful paper in arriving at sound capital. Now, 
you wa nt t o deduct it all, we don ' t want tohd~~uc~ 
any. I say let ' s compromise it and deduct a o 
the depreciation. 

Let me ask you a question. 
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Wait a ainute. 

.Be agrees. 

Let me ask you a questi on. You said that your 
lawyers said that tbe doubtful would have to be 
an impairment of capital if it was deduct ed. 
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Our lawyer said - I didn't get a written opinion ot 
this - be said that putting that in, in his opinion, 
see - offhand opinion was tbat that was equivalent 
to serving notice to tbe di.rectors that tbat was 
tbeir sound capital, and 1t it showed an impair11ent 
and tbey a ccepted deposits after tbat pe.riod, tltey 
were liable. 

Tben in your mind that.' s something tbat impairs 
their - tbat would impair their capital. 

Well, I don' t know. 

Not in bis mind - I don't want to speak for Marriner -
I mean in tbe minds of tbe directors. 

One time be tells us they don't want to do it because 
it ' s a notice of impairment. 

You don't •••• 

All right, then be says SO percent. When I get ready 
to say I' ll agree to tbe SO percent, providing he ' ll 
consider that as notice ot iJipat.taent a.nd make thea 
improve their capital, be runs away. 

No, I'm willing to do - tbat 1 s perfectlY all right. 

All right, Leo . 

..:ome on. Sold ! 

All right . Sold. 

I aove it. 

You pulled me back to ••• 

I ow r estate it, so tbat you see where you are. 
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Crowley: That we take the total of the doubtful assets we 
split it in two, and we carry 50 percent of the 
doubtful paper over . 

Eccles: • That's Number Three doubtful. 

Cro1rley : No, not Number Three doubtful. 

UcKee: My God, you' re not going to take Number Two and Three. 

Gaston: Number Three classification. 

H.~.Jr: Start over again, Leo. 

J~nes: If you let bim repeat it 

Crowley: 

Eccle~J: 

Crowley: 

Eccles : 

Crowley: 

Eccles : 

Crowley: 

Diggs: 

Eccles: 

Crowley: 

Eccles: 

That we take the so-called doubtful paper a.nd we 
total it; we take 50 percent of the total, we deduct 
it in the net sound capital. 

Same as you do losses . 

And if that deduction snows an impairment of capital, 
we shall consider it an impairment of capital. 

That's O.K. And tbe same with the depreciation; 
50 percent of tbe depreciation. 

That - no, now we're taking the Secretary' s provi­
sion on the depreci ation - 18 months. 

'e're not going to deduct that at all. 

That goes 1n as a loss. You agreed to that. 

That ' s a loss. 

You mean the whole amount of that - are you going to 
deduct that in showing - arriving at sound capital, 
or showing impairment? 

Arriving at sound capital. 

I don ' t want any misunderstanding. I ' m not sure 
I thoroughly understand that . Now, here's tbe 
ment. Let's just see now we•re going to put that 
there . 
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You get down there and show him, 

Where• s Marshall? Get aroWld here, llarshall. 

Now~ you' re going to continue this. All right 
you ve got - there ' s your capital structure , 
Now1 this in here - what you•ve put - see this 
dountful item? Now, that, your doubtful item is 
on loans - one-half of Number Three classific~tion 
would be put in there. 

'i bat 1 s right. 

All estimated l oss on bonds be .,ut in there. 

Less this depreciation arrived a t •.•• 

~·hat 
also 
on n 
damn 

I•m contending is that all of this should 
be put in there. Then t his should be figured 
basis of impairment . Not fool ourselves a 
bit. Let's actually figure it. 

'Nell, all right, what you want to propose to do is 
to take half of doubtful and half of e st1ma ted 
losses and figure sound capital. 

I mean ell of loss and half of the • ••. 

Let ' s do this, Marriner . Let's wait - let's do 
it - all right, let's agree on that i n principle, 
but let's wait until we get our technical men t o 
work it out. But we don' t disagree on the pr inciple. 

Take the doubtful item and the loss item and you could 
say, •Capi t el structure shown by both"; then you could 
say, "Less one-half of the doubtful , less estimated 
loss,• here, end in which you would then show, •This 
is the sound capital." Then you could \\Tite, •In 
addition to this, there is a depreciation on these 
securities which should be taken into account in 
considering the condition of the bank," or something 
of t hat effect . 

Let me say this to you. 

And you've got your actual sound capital. 

Let me make a prediction. I bet it won't be 48 
hours after you get your technical fellows on thi s 

that you'll be back and want it our way. 
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You mean balf of your depreciation. 

You ' ll come rignt back to our proposition. 

What you ' re talking about is belt toe doubtful . 
That is, 1n lumber Three . 

Why do you say tbat? 

Because you' re going to impair a nell of a lot of 
your banks tbat we never intended to 1apa1r . 

Tbat may be true in some ceaea . 

But the point is, you impair it this way. Tbat ' s 
the point I ' • making. 

Gentlemen, will you - Jesse, YcKee, just listen a 
minute, please . What I would suggest, so there be 
no misunderstanding - the press has been out tnere 
for two hours; if it's agreeable to you, I'd like to 
ask them in now, see, right in here. • 

Let ' s wait a minute. Why not- why not • • •• 

Just take our time. 

I was Just going to say, why not say tbat we•ve 
reached a compromise on this thing? 

Agreement, not compromise. 

We•ve reached an agreement. We've reached a 
unanimous agreement on this and that. As to what 
it is, we'll be able to say later. And then we

1
l l 

get together for the purpose of writing up the 
announcement of what it is. Now -I mean it's a 
lot of stuff; they ' re goi ng to be interested in a 
lot of detail, and I don' t think we should discuss 
it . YerelY say - l et the Secretary say to toea -
we don' t need to be here - ··· 

I want you here . I want you all here. 

•• we•ve reached an agreement. As to the detail of 
it, I don' t tbinlt we ought to get into a di scussion 
of tbat now; tbat the three agencies should get 
together and agree upon the • • • • 
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Well, we 1 ve already agreed. 

I know, but what I mean- as to what • • •• 

We•ve reached an agreement, and the Secretary will 
make a statement. 

Marriner, is this what you mean: "We ' ve reached an 
agreement a.nd turned it over to the t echnical men"? 

No, no . What I 1d like to say is this. Going to 
say, "We've reached an agreement - a number or 
changes - and we're going to have this thing written 
up, and it ' s going t o be - we 1 re going to take a 
look a t it tomorrow afternoon, end then Thursday 
we'll send it to the President." 

After it's submitted to the 
it. We can't do it before . 
said about the details . 

President, we can release 
And nothing should be 

Now, may I say this, looking at the light- I'm 
not looking at anybody in particular - that t here 's 
more leaks on this thing than anything I've ever 
had. I don' t know where they come from, but there 
have been a hell of a lot of leaks. llow, t his time 
I don ' t - hope that everybody will impress it on his 
subordinates that until the President gets this - now, 
we do him the courtesy of not letting it leak; it 
becomes a White Bouse document, and when it becomes 
a White Rouse document •••• 

Be might have something to say about it. 

You bet your sweet life . 

So I don' t see why we should ••• • 

Say you have reached an agreement on your recommenda­
tion to the President. 
'Ne no longer speak of a minority and maJority; that's 
out. 

That's out. 
Reached .manimous agreement on recommendation to the 
.Pr esident. 
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No such thing as a minority. 

Mr. Secretary, may I any something to you? I don't 
like to leave here with the thought that we're co~ 
to leave any impression with tbe press that you're co~ 
to after Labor Day s tart this 

I'm not saying anything about that . 

Now, couldn't we have the Secretary say tnis, that 
we ' ve reached an agreement, that we•re 1n accord on 
loans , t~.e • re 1n accord on bonds of invest:llent 
quality? 

Don't get into any detail. 

No, no, I think the important thing, 1f you don't 
mind, is to s ay that after consultation the various 
agencies involved have come to a unanimous agreement 
on a report to be submitted to the President . 

Just exactly . 

~ unanimous report. 

the staffs have come to an agreement. 

the people in ·the room here . 

Now let' s have it understood, though, we•re not going 
to have any backing 1n on this loan business. 

~hat do you mean? 

On this business of • • • 

We•re not going to go back; we ' ll stick with you on 

that. 

You want t o see them alone? 

No, no,_ I want - very much want you people here. 

(On phone) Tell Kiss Chauncey and »rs. Klotz t o 
right in, please. 

come 

.. 
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llay I say to you all, I appreciate - I •m very 
serious now - the spirit of give and take, and 
I ' m delighted that you all •• • 

We feel the same way about it, 14r. Secretary. 

244 

I want to s ay this, llr. Secretary, that this is 
a great r elief to me , b ecause, damn it, I've been 
put on a hell of a spot. 

You're off it now. 

And I felt quite embarrassed, and I ' m appreciative 
t o you for the way this matter has been handled, 
and the r esults. I speak for myself as one member 
of the Board; I ' m v ery well s atisfied with the 
entire outcome and t he spirit in which this whole 
matter has been handled. 

hnd no more speeches and no more statements . 

I want to make a statement . I want to congratulate 
Leo; I want to congratulate Leo for being so amenable 
and so agreeable to everything. 

(llrs Klotz and Miss Chauncey come in) 

You say being so mean? 

I t hink this - I really was t erribly worried, because 
I've sai d right straight a long I think t ha t the thing 
t hat would be most harmful to the Administration 
would be to have a r eal break between any of these 
agencies, and I was terribly worried tha t we were 
going to have one, and now I find that we 1 re not. 
And I think the r eason is, we•re all more interested 
in the success of the Administration than we are in 
ourselves as individuals, and 1 think as long as 
t hat's true, why, the country will have confidence 
in us . But they can ' t have a great deal of confi­
dence in us if we can' t get together ourselves. 

Yr. Secretary, doesn't it mean too that these agencies 
can continue their study with a better understanding 
of one another ' s points of view from thiS point on? 

I t aink so . 

Regraded Uclassified



Ransom: 

a.M. Jr: 

Szymczak : 

Eccles : 

B.!.I .Jr: 

Gaston: 

il . :.t. Jr: 

A: 

' . , . 

A: 

(1 : 

245 

-69-

Isn't tbat really the most important achievement 
that has been attained? 

I think we all owe a debt of gratitude to Yr. 
Upham . 

Cheer, cheer. 

Be ' s very patient. 

All right, now, Yr. Gaston. 

I summon the press . 

lGaston goes out ) 

p ace oo s so nea t and so quiet al.l of a sudden. '.l.'he l lk 
All the scars of battle removed . 

(Gaston r eturns with new~papermen) 

Vlell , gentlemen, in behalf of the men pr esent, t hey 
have asked me to make a very brief statement, end I 
am pleased to announce that the four agencies - five 
agenci es r epresent ed her e have all come to an agree­
ment and we are now drafting a unanimous r eport whi ch 
will be ready for the Presi dent when he r eturns to 
Washington. I t hink that it's a very constructive 
move . 

Give us any details? 

No, it now becomes a White House document, and I 
think you' ll have to wait until t he President 
releases it. 

Can you s ay, Yr . Secret ary, whether it pertains to 
anything more than s t andards of - unification of 
methods, particularly as to liberalization of loan 
policies? 
No, I think, if you don't mind, now that we 've come 
to an agreement, it becomes a ~bite House document, 
and that it • s up t o the White House to decide wb.etber 
it's acceptable and what disposition they will •·ant 
to make of it. 

If the Pr esident approves it, why, then you' ll put it 
into effect automatically? 
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:lea . 

Requires no legislation? 

No legislati on. 

2~6 

Can you say, Mr. Secretary, whether the unanimous 
report differs in any important respect trom the 
one that was tentatively agreed to by the three 
agencies? 

•lell, we arrived at a unanimous report through the 
democratic form of give and take. 

~hat does that mean, sir? 

Just what I say. 

Yr . Secretary, might I ask Governor Eccles one 
question? 

You can ask him t hree, or anybody else. 

Governor, does it take care of the situation that 
you mentioned in your l e t ter to Senator Vandenberg 
when you said that one of the reasons that credit 
was not flowing into credit channels was the severe 
restrictions? 

I don ' t think it advisable for me to make any state­
ment at this time. I would prefer that the report, 
after it bas been acted upon by the White Bouse, 
speak for itself. 

Any idea about the state people on this thing? 

No . 

Vlell , they weren' t consulted about this meeting, were 
they , sir? 

No Ne haven't bad time , but we will send them a -
I t hink we will send them a copy of this r eport. 
"e just haven't bad time to think the thing through, 
but ;ve most likely will send t hem a draft, in 
confidence, because they have been very helpful 
during the last two months in advising and consult-
ing with WJ , 
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Mr. Secretary, when you said five agencies, were 
you counting the Treasury and the Comptroller 
separately? 

"ell, there is really - as chairman - i t • s really 
four agencies. 

lhsnk you. 

It's four agencies. It 1 s the ~omptroller of the 
Currency, F . D. I. C., Federal Reserve Board, and 
R. F . C. - f our agencies . 

How does the R. F. C. come into t his particula r 
picture, Ur . Secreta ry? 

Mr. Jones is Chairman of the R. F . C. I thi~ he's 
about the l a rgest holder of bank stocks in the 
United States, and as tha t , plus the f act tha t 
he ' s bad a lot of experience, why, I felt that 
his counsel would be helpful, and it was, and I 
invited him t o join the group. 

~o further meeting is necessary, tben? 

Well, we're going to meet again tomorrow afternoon 
after we've got this thing down formally, just t o 
take another look a t it. But as to the principles -
we 're all in agreement as to the principles. 

When will it be submitted to Mr. Roosevelt? 

It will go t o Kr. Roosevelt at once. 

At once? 

I mean it ought t o go t o him tomorrow night or 
Thursday morning . 

The changes would be made effective, Mr . Secretary, 
at what time? Any particular time? 

I don 't know how those things are done . 

That's a matter that wasn't discussed- as t o the 
details and the mechanics of putting it into effect. 

Say witnin a reasonable time. 

' 

Regraded Uclassified



<.: 
Crowley: 

Eccles: 

Q: 

A: 

Q: 

A: 

llccles: 

"': 
B.M.Jr: 

All: 

248 

-72-

There is some discussion of July 1 . 

Take at least 30 days before it takes effect. 

~ay Just as soon as we can t ake care of the practical 
mechanics or the thing. 

Kr. Secretary, does this unanimous report include 
the possibility of supplemental or concurring 
reports from any particular agencies? 

Nell, it's sufficient unto the day. 

Beg your pardon? 

~ufficient unto the day. 

Well, Mr. ~ccles, will you r eport anything to the 
Pr esident beyond what will be in this report? 

This report will speak for itself. The Secretary 
has reported that i t meets the unanimous approval 
of all those present, including the Board, so 
there is nothing further to report. 

I see. 

All right, gentlemen? 

Thank you very much. 
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The Classification of Loans in Bank Exalll1114t1ons 

The preoent captions of the classification units, namely, "Slow," 
11Doubt.rlll, 11 8lld "Loss" are to be abnndonod; 

The classification units hereafter will be denignated numericallY' 
and the following definitioM thereof will be printed in 
eYAmination reports: 

1 , Loans or portions thereof the repayment of llhich 
apooars reasonably assured . These loans are not 
clusifiod 1n the examination report. 

II. Loruts or portions thereof llhich appear t o involve 
a m1bstant1.al and unreasonable desree of risk to the 
bank by reason of certain unfavorable trends and other 
unsatisfactory characteristics noted in the examiner• s 
cocrnents . There exists 1n such loans the possibility 
of fUture loss to the bank unleos they receive the 
careful and conl;inued attention or the bank ' s manage­
ment . flo loan i s so classified if ultimate repayment 
seems reasonablY' assured 1n view of the sound net worth 
of the maker or endorser, his earning capacity and 
character, or the protection of collateral or other 
security of sound intrinsic value. 

III . Loans or portions thereof the ultimate collection 
of l'lhich is doubtful and in llhich t1 substantial loss is 
probable but not yet dofinitely ascorteinable in amount. 
Loans so classified should receive the vigorous atten­
tion of the l!SJI3&"ment with a viow to salvaging whatever 
value t:Jay re ... in , 

IV , Loans or porticos thereof ro£8rded by the exacinar 
for reasons set forth 1n his cQIIIDilnts as uncollectible 
8lld as estimated losses. Amounts oo classified should 
bo promptly charged off , 

Prosont practice will be continuod under which the totals of II, 
III , and IV above are included in tho r ocnpitul.ation or oummar:y 
or oxnmincrs' classifications. 

Prosent practice will be continued untlor llhich tha totals of In 
and IV nbove aro <Wductod in computing tho not sound capit-31 of 

tho bank , 

251 

• 

Regraded Uclassified



Tho Appraisal of Bonds in Bank Exo.minntions 

!lei thor appreciation nor depreciation in Group I 
aecurltiee (except the fourth grade ot soneral market 
obligati0nn) will be shown in tho report, Neithnr will 
be taken into account in fi&-uring net sound capital of 
tho bMlc. 

Net depreciation in the aecuri Uea in Group II 
and in the fourth grade of general mnrlcot obligations 
will be deducted in compu.Ung the net sound capital of 
tho bank. 

Present practice will be continued under which 
doprociation in the securitieo in Group III und Group IV 
defaulted isaues and stocks -- are clossified ns loss, 

Prenpnt pract ice will be continued under which 
premiums on aecuri ties purchased at n prcmium muat be 
Ql:lO rti zed, 

Present practice of listing and pricin& all securi­
ties will bo continued. 
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The Treo.tment of Soouri tioa Prot'i ts 1n Bt.nk Extuninc.tions 

Until lessoa bAvo boon writton off ond ndoquc.to r oservoa 
LO~bliahed , tho u&o of profito from tho anlo ot sccuritieo 
for tony purpoao othor thc.n thoso, will not bo npprovod. 

?roaont pn.otico •<i 11 bo continued under which oatuatod 
looaoa must bo cncrged oft . 

Proocnt practice will bo continued under which tho 
oat~bliahmont nnd mn1ntonnnco of ~dcquato r oacr7us , including 
roaorvoa t.go.inst tho scouritioa a.ooount., nro oncouro.god . 

Prooont practice will be continued und~r which opocu­
lntion in socur1tio3 is eri tic1aod nnd ponc.li•od . 

' 
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!!. L!. Jr: 

Operat or: 

U: 

!!. ,1, Jr: 

U: 

!! . :.l Jr: 

l' : 

H. .. Jr: . '· 

U: 

H. 1!. J r : 

U: 

l! . . , ... Jr: 

U: 

H. ., J r : 

U: 

H. l.l. Jr: 

U: 

H. H. Jr: 

U: 

H. !.!. Jr: 

U: 

Hello , 

Uphlllll. 

Hello . 

Cy . 

Yee. 

Go ahead. 

June 21, 1938. 
5:09 P . U. 

In the exciteoent, I went to make it plain I 
expect this group to be btck at 2:30 tomorrow . 

All right • 

And then I expect you to have certain documents 
for them. 

All r ight . 

If that isn ' t puehing you too hard . 

No, I ' ll do t hat. 

256 

And then after that , you'd better take a holiday • 

Llr . Crowley suggested tha t I come over to hi e 
office end we'd both or us go over the work to­
gether so t hat White would know tha t he was in 
agreP.ment. 

Fine. 

e o I thought I' d humor him that wey. 

Well, you know, that ' s a l l right with me. 

All right. 

What 1 

All right. 

And - that's all right, anyway they want it. 

sure. 

\ 
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H. u. 
U: 

H. !.! . 

U: 

!!. 14. 

U: 

R. :J . 

U: 

:!. :L 

U: 

H. !' .. . 
H. J! . 

U: 

Jr: 

Jr: 

Jr: 

Jr: 

J r : 

J r : 

Jr: 

- 2 -

And - are you in Crowley'@ office? 

Yea. 

He's sa tisfied, isn't be? 

I think so. 

I think he should be. 

I think eo . 

I think everybody 1e. There was a fine spirit 
all around . 

Yes. 

Right . 

I 'm very wel l pleased. 

I am too • 

Good n,1gbt. 

All right . Good n,1gbt . 

• 
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P.Al!.!UL P.t.RAPJDU.U OF ULDU.W R.IOIIVED 

JROil: Allerioan llaba .. y, Paris, France 

nlTI: June 21, 1938, 5 p .a. 

HO.: 973 JROil OOOHIWI, 

258 

In late trading aner filing of my 966, June 20, 5 p . m., 

franc yesterday 8't'ening a'lireng'l;hened to 177 . 9"· .lt 177.93 

this morning French control acquired considerable amount of 

sterling but yielded some this afternoon at .95. By half 

past three Guaranty had purchased $1,680,000 for t he control 

at from 35.8525 to . 875. National Bank of Belgium acquired 

some gold in London. French rentes and shares better; 

market again t&ki.ng Treasury billa and National Defense bonds. 

# B&.nk of Italy representative, Pennachio, thillke that 

/announcement of French closing of Spaniab border and p rospect 

of more favorable Franco-Italian negotiations baa been a 

help in iJBprov•ent of atmosphere here. The co~~plete and 

formal denial of dollar devaluation i nt entions by Secretary 

Yorgentbau delighted Jay of Morgana and other Paris-American 

bankers. They bel18't'e that this has relieved tha f r anc 

from fe&rl of upsets in currencies. I had a telephone 

conTera&tion this m.orning with Jacobsaon o f the BIS. He 

is still convinced that June is to witness the upturn in 

world economic trends, and the latest rise in American wheat 

and cotton delighted him. 

END SIOTIO!l OHI. 
BULLI!!. 

EA:Lft 
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P.utTUL PA!W'IIRAP OJ' DOTIOI TlrO T.ELIGR.lll 10. 973 
OJ' JUJE 21, 1938, 1'110111 PARIS. ' 

Local. obeen-era note inoreased pressure on reicbaurlr: aa 

clearings are threatened beoauee of Ger1118.1l attitude on 

Austrian debtw and particularly upon tourist mark with un­

favorable pro~pect for touriste in Germany including Austria. 

At the last meeting of the BIB director•, one German banker 

regretfully admitted that it would be expensive for Germany 

to incorporate Austria. He said that Austria at the &al:'le 

time would no longer draw in so much foreign exchange from 

tourists or from loans as when it was an independent country. 

European press not surprised at Ambassador Kennedy' e 

denial of stabilization plan since f.tnanoial writers gen­

erally recognize t his as premature in present ciroums11anoea. 

Some French oircles are disappointed since they t hought they 

saw an opening for possible favorable settlement of war 

debts and/or abrogation of Johnson law. 

END OF laSSAGE. 
BULL ITT. 

EJ.:Ln 
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Sccrct m•y of Statt• 

' t n<Jh1ngton. 

318, ~E 21 , _6 ~.m • 

ORJ.Y 

Btrl1n (par\ air) 

Dated June 21, 1938 

Rlo •d 8 120 a.m. 1 22bdo 

2GO 

.. 
l 1b nssy 's 313, Jun e 18, 1 p . m. , paragraph number t wo . 

FO'i! TREASUI\f i''RO!~ HEATH, 

Al thc..IJ . .,."h ns far as thE 81•1 t i sh Embassy hEr£ knows 

th£ o~r~~Ums hav E not submi tt Ed a d£f1n1tt nEW 

propos1t1cn witb. r£gor rl t o t hE Austrian and Gtrman dtbts 

fnllo•.'l'l.ng thE Briti ~h rEfUsal of thrtr l ast offtrs tht 

An~lo-Gcrmon trod£ and negotiations will bE res umed t~ 

weE~. It is surmi sEd htr t t~t Lt1th- Ross conftrrcd with 

th~ QLrm~n Ambassador 1n London and thE eonclus1on 

r • uh l ' l nas Ghr.t botb s i dES wtr£ ncar enough to ogr t:Elii"Cnt 

to ~ ,.,. cify mEEt~ng l.n final negoti a tions, As n r uul. t 

o Gn-mon t r :>dE en d financia l d tl Ego. t ton undErstood to 

c on •. ut o f. snmc 1 4 £}' p £t't u including WiEhl, Dtrcotor 

of t h £ Oommerci~l Policy 01vioion of the For ei gn Offi o r , 

and Btrscmonn, Br1n~kmnnn 1 s right hand mAD in t he 

Eoonc-mic s l!inie try arE l E::.ving for London. L£1 th-Roes 

told ~· c hEr E t~c weeks ogo tha t thErE was no real 

diffrrtn~E bctn ccn thE t \IO dt:lt:gntions os regar d s tht 

tro.d t 
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- 2- g318 , June 21 , 5 p . m., rrom Ber lin . 

trn~ E s idt or the p01ymrota agrcmrot: th£ Gtrmnnll bo.V£ 

or act\cally ngrttd to tak t aomtwhnt largEr proporti ons 

.... t)f• !lortly nnd compl EtEly manutaoturtd goods thnn thE"' ,. ' 
havE in thE past. 

ThE Bri t i sh regard thEir paymtnte agrtcnEnt aa thE 

~oat gtnt~ous arrangcntnt for Germany that that oountry 

hcs ~Etr. ~bl£ to concludE and that vi ew is practically 

admitted in the REi chabank ~nd Economics MinlstrJ. 

Durinf t hE nrsot i at i ons the GErmans admittEd that 

thE ~gr t Emcht provided t hem dur ing 1937 with 40, 000, 000 

rcichnn~.rks of tr ee forei gn £~changE . Tbt Bri t i sh 

dtltg:.Hon bElievEs that the f i gurE wns considErably 

hiz,htr . Th E surplus on tr~de account in f avor of 

Otrmuny v•as 123, 000, 000 rtichsmr.~rks . This surplus 

· · ~ rtductd by d tbt pnymtnta of 52, 000, 000 rrtchSIIliU'iB 

r m·o .:s rr.'~in:; (~:--,ro~imat£ figures) p11ymrots on the 

tn .. ta locn 10,000,~00 ; Youns l oan £ ,000,000; pot11sh 

lo~n 8, 000, 000; s tandstill agrrontnt 16, 000, 000 end 

funding bonds 9, ovo ,ooo ~r.icha~arks . ThE Germans 

clai m that t h EY alao pa l u for f reight royaltiEs , 

Hctn~ c
3 

'lnd miuctl'-:meons i tons 30, 000,000 -· tichsmarks 

morE to t hE Briti sh thc.n thEY rec Eiv Ed f or corr t spondint 

sErvi.cc r.; . 'J.'his t t t i m,,tc is contest Ed by thE BritiSh 

It 
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- 3- #316, JunE 21, 5 p .m., rrom o_.·l.1 ... . 

It was lc~rncd today thAt the GErman- Swi ss 

negotia tions rEspecting the inclusi on of Austria hAve 

been suspended. I understand that negotia t i ons broke 

down over the question of t he amount of free exchange 

to b£ m~dE av~ilnbl£ to the Rcichsbnnk. The Swiss 

262 

arc understood to bt awai ting the outcome of thE Anglo­

Gtrm".n negotiations before resuming di scu.ssions . The 

S1•1ss continue to r EfUsE to ch"\ll€'t thEir present clcar1nJ 

o.rrangcmcnt ·::ith Germany ! nto a pnymmts arrangement 

along the l i nes of the present Anglo-Crrman arrangement. 

Vi!LSON 

KLP :CSB 
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PARfiJ.L PARAPHRASJ: OJ' TJ:UGIU.l! RJ:OJ:IVJ:Il 

FRCII: Aaerican llllbassy, Paris, France 

nlTJ:: June 31, 1938, ll a.m. 

110.; 969 

Reference is made to telegram No. 377 of June 17 

263 

f r om t he Department. When it was r eceived Cochran telephoned 

to Jaoobeaon in the BIB, By a personal and confiden~ial 

letter dated June 30, he sent the following reply: 

• In r esponse to tbe question whiob you put to ~e over 

the telephone I am now able to give you t be folloWing per­

aonal answer . 

•In t he annual r eport of tbe Reichsba.nk for 1937 pub-

lished on llth llarch 1938 the following sentence appears. • 

• 1 German commercial debt s arising out of clearing 

agreements and out of special accounts with foreign countriee 

f or domestic payments (aski) were redeemed by appr oximately 

150 ,000,000 reichsmarks at tbe end of t he past year t o 

313,000 ,000 reicbemarks for the most part through deliver ies 

of German goode to foreign countries. 

•We beliBYe t bat t he indebtedness of 313,000 ,000 

reicbsmarks is a gross figure i.e. that auob surpluses on 

oertain clearing accounts as are bald by Germany bave 

( begin underlining) not (end underlining) been deducted. 

A fr i end of mine at tbe Reicbebank t old me at t he beginning 

of this year that the net indebtedness would be about 

200 ,000 ,000 reiobemarke but I quote t his figure from memory 

a nd therefore with due res ervation. 

END SJ:OT ION ONE. 

Y.A: L'fW 

BULLITT. 
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ll£B 

Secretary of State , 

Washington. 

SPECIAL GRAY 

Paris 

DatEd June 21 , 1938 

Rtc 1d l p , m. 

969 , JunE 21, ll a . m, (SECTION TWO) 

264 

Tht 313 , 000, 000 rc~rcscnts thE indEbtEdnEss in respect 

of co~odit~ trn~~ect1ons only. This figure doEs not 

include for instaT\CE thE indr.bt~encss of thE German 

state railways to Polund in respEct of transit traffic. 

It should morEOVEr b E noted that thE clearing accounts 

only Show such paymEnts as art duE and that commErcial 

crtdits ma7 havE been givtn which art more important 

than the clEaring dEbts . It was found at onE time that 

the GEITJ.S.D clEaring dEbts to thE He thcrlaods wErt morE 

than covered by German credits grant ed to Dutch importers 

of German goods . 1'/c havE no Estimate of thE total of 

German commercial credits s rnr.t td in rEcent yEars but 

it is \mown that 1na.ny Get•nul.~l cO!!ll r.rcial and i ndustrial 

fin.ts havE givEn crEdits to thEir foreign exporters for 

t:~t£, sLx and twElVE months . I should pErsonally not 

be astonishEd to hear that th£ total of thESE crEdits 
is 

' 
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REB 
2- #969 , Fr6m Paris, JunE 2l,lla , m, 

(Sro . Two) 

is a bovE 1 ,000~000,000 rtiohsmarks . Sucft cr Edits art 

almost indispEnsablE for Otrman Exports art of a naturE 

that thEy can only bE bougbt if thE customEr is givEn a 

cErtain amount of crEdit (as for instancE in thE cast 

of salts of machinEry to Balkan countriEs ) , 

BULL ITT 

KLP 
' 
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JR 

SEcrEtary of Stat e, 

Washington. 

SPECIAL GRAY 

Paris 

Dated JunE 21, 1938 

Rto ' d 1 :25 p. m. 

- 969, JunE 21 , 11 a . !ll. (SECTION THREE) 

266 

I am not ablE to gi vE you any detailEd information 

with regard to the debts to difftrtnt countri Es 

exclusively, if one goEs through tht information of thE 

position of thE clearing accounts in Italy, Cz echoslovaki a 

and othtr countri ts on t may bE abl t to m.akE up v cr y 

roughly the German total . Wr. Conolly who as you know 

deals with thts t problEms will bt back at thE b eginning 
you · 

of July and hE may give/some furthEr information at the 

time of thE next board mttt1ng. The German clca-ing 

debt to Austria was of the magnitudE of about 60, 000, 000 

schilling and that have all been repai d presumably at 

tht ol d rat e. 

In relation to Italy, Germany has a credit itDD 

which about a month ago amounted to 831 000, 000 lire. 

In thE Austrian Italian clearing Italy was also ~n­

dl btcd to Austria to thE extent of about 300, 000, 000 

lirE 
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LMS 2- No. 969, Jun1 211 11 a . m., SEc. 3, from Paris. 

lirE i .E.-, about 9o,ooo,coo aohillings . It has bun 

rEportEd that an agrEEmEnt has bEEn oonolud£d with 

rEgard to thE Italian indEbtEdnEss but I am not ablE 

to furnish you with any dEtails ot thE sEttlEmEnt . In 

somE casts arrangEmEnts havf bEEn u:adE tor rEpaymEnts 

ovEr a prolongEd period as tor i nstancE bttwEEn GErmany 

and DEnmark but it i s thEn difficult to tEll to what · 

EXtEnt thE mllounts duE arE still bookEd as clEaring 

dEbts . 

BULLITT 

CSB 

/ 
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PIJIIJAJ. PUAPIMI& or uotiCI roua or U UOMII. 10 ... 

rl .nil& 111 u•, raCII PAIUI. 

2CO 

1 la r ol&Uoa h \hoao onat~loe wltll wbloll pa,.eat _,._ 

..... iiiRI -0111 OOIIAihlcl .. DO 011&~1q clO-h UO UldQ& a&cl 

.. t h of owree ono of t bo aCYantac .. of \ bo pa,_t _,._ 

a aato. 

1 I aa ef\on a ekocl wbolhl~ t be ex11\onoo of olear1n& clobt o 

llao ao\ !all.- Oerll&llf 1a reaon\ rear• \ o .. 11 her proClub 

to, for la1taaoo, D&lk&D oOUA\~loo a• \boeo OOUA\r1oe aro 

a~o\ c~oUM h '1N7 oeraan pocla 1a orclar to aM.l \11-

ool• .. palel. nat 11 proba-11 oo but u _ _. not be forao"•n 

\llat _, •-'~1•• are \rybc to cli·n~t t hou \~o hoe 

Genlaaf to o\ller oouav1ee in orclar t o gtr\ • eclel Yalat•'· 

It oer ... J lla4 a -cl ov.nenor u cl woll14 be able \o par oaeb 

1 per aoo&llf '-1\.,o \bat ell• wOillCl o-t&l n a e\111 gr~&ter 

~· of \bo tft4le of tile oou\rlee in Sollth•narll lllrope. 

'I aa ah'alcl \bat 11 aU I oan g1Ye fOil for \ llo -•t. • 

&.aot D••-or \ llo Doputaont rooo1Yocl a oopf of a •­
ef Oftelta' aa -, CoaollJ wll1oll pn ooriala data 

1a ~h upM. .u proMD\ OoaollJ h •hlUa& -•al 

~- .. aetuy oatere. Oil J llU •s whoa ooohfta -

lila at aaoel, he •14 tbat a-.ut J•• !0 lle -ul.Cl oal1 at 

\Ill parte ..._..,. .U tllat tlae ba w1U M •• .. to 1ft 

w.nlll~ -, the uao of tho Jlllr •-'iiiC euoll t~anller ... 

a1 Ill •J be able W ooUoot. R1akt DOW IOJ• h la It ·e•e, 

•IIN\a h la PUll u4 O..llf lo \I'P011aa, &Del Y&rf ebort.1J 

1 ....... 11 ._. '- be abMD\ tna BaollJ \huofne wUb 

leebl• 
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