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Appointaents end Resignations 
llaaill, Roswell : 

Letter of resignatico •••. . ••••••• . •••••••• ••• • •••• .•. · 1.35 242 
. a) FDR 1s acknowledgment - 8/22/38. ....... . ......... ~41 

- c -
Chinn 

Chen 1 s health prevents trip to l'laabington; Nicholson 
disoussea substitutes - 8/10/38 ••••••••.••• • •••• ••. . • 

Bullitt letter to FDR coocemlng proposod grey-goods 
and f lour credit to China- 8/8/38 ••••••••••••••• ••.• 

a) FDR 1 s aeaorandwo t raouitting Bullitt's letter 
to Magill - 8/16/)8 .•••••••••••••••••••...•••••• 

b) Magill 's answer to FOR- 8/18/JS ••••••••••..•••• 
Coast Guard 

llagill confers with Admiral Land (CbaiMIILn, lhlited 
States Wari time Commission) concerning power of 
Coast Guard to designate a labor adviser in connection 
with training school- 8/23/38 •••• • .••.••.•••• : ••..••• 

Conference; present: llagill , Admiral Lend , Geaslin 
(General Counsel, tle.r1ti1"e Commission), Admiral Waesche, 
and McReynolds - 8/24/38 ............. . ........... . ..... . 

a) Oliphant wishes final approval withhold until 

78 

183 

182 
180 

230 

toor• s return....... ................... ............ 24.3 

-F-

Financin&, Government 
9/1~/38 - II!Ur cables rll1 oeet with Open Market CoJDDittee 

T ursday, Septed>er 1st; expec ts to ll&ke public offering 
Septed>er 7th.... .. ................................. .. .. 253 

France 
See Stabilization 

-
- G -

Great Britain 
See Stabilization 

- H-

Holland 
Reported Dutch banking credit of seventy-five a1lllon 

norins to French Governcent discussed by Cochran -
8/8/ '38 •............................................. . . 0 • • 

' 
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.Magi .ll, Roswe.ll 
See Appointments and Resignations 

r.!ari tillle Commission, Oni ted States 
See Coast Guard 

Netherlands 
See Holland 

Revenue Revision 
Magill reports on 

" " " 

Social Securi t;y Board 

- ll -

- R -

conference with YDR- 8/15/.38 ••.• ..• 
" • Harrison - 8/15/38 .. 

- s-

Treasury r equested to ll&intain, in banks which are a 
pe.rt ot ita depositary system, balances which are 
sufficient to c0111peosate the banks for services in 
connection with checks dr awn upon benefit pe;yment 
accounts in Ststo tmomployment funds which are also 
maintained therein- 8/24/.)8 •••••.•• ••.••.•••• . • ..•. 

Stabilization 
France and Great Britain: 

Exchange market movements resum4 •..•..•.••••• ••••• ••••• 

Czech and Russo--Tapanese situations siven aa 
principal reason tor gold rush- 8/4/38 •.••.••••••••• 

Butterworth vacation postponed because of demand for 
gold and tbe dollar - 8/5/J8 ........ .... ........ .... . 

International political disturbances create serious 
situation (Cochran r eport to HloiJr nt Antibcn) -
8/5/38 ....... . .. . ....... . ...... . . .................. . . 

Conviction that there is · "overvaluation of ster ling 
in terms of the dollar influencing acti vi t;y in all 
Continsntal centers• - 8/8/.)8 ............. . ..... • .. .. 

Reported Dutch banking credit of seventy-five rrlllian 
nortns to the French Govert~~:~ent discussed by 
Cochran - 8/8/.)8 . .......... ................. .. .... • .. 

Yarebandeau-Cochran conversation- 8/10/.)8 •••••••.••••• 
Bullitt reports on conversations with llarcbandeau and 

l!arcbandeau 1 s anxiety that HWJr iuue stste:nent 
denying joint devaluation of dollnr, pound, and 
franc- 8/10-11/38 ••••.•••• • • • ••.• •...•..••••...•.••• 

a) HWJr reports to Taylor and Hu.ll disappr oval or 
individual statement but wUlinsness to negotiate 
on joint one to be i ssued simultaneously by ~e 
three countries- 8/12/)8 •••••• ••••••••••••••• • . 

b) HIIJr adviaee Taylor "~!Deliah will go along; 
Bullitt surprised' ·- 8/12/38 ••••••.••• • • • •.••••• 
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stabilization (Continued) 
France and Great Britain (Continued) 1 

Fournier may replace Marchandeeu as Uinister of 
FinAnce - 8/11/38......... . ...... ........ .......... 135 110 

French Covernment informs Bullit~ "if pressure on 
franc per sists, it may not be possible to continue 
very l ong sacrifices implied by t.he percent, 
within the present ".>'stem, of t.ho existing 
monetary level" - 8/12/)8.......... .... . . . .. . . . . . .. 111 

Cabinet discussion of internntionol monetary 
situation (~gill memor-ndum)- 8/12/JS............ 123 

FOR given memorandum by Teylor SlliliOlariZing gonetacy 
situntion at ~r's suggestion- 8/13/38........... 127 

French Covernment changes mind w1 t.h regard to fon>al 
note to United States ud Great Britain nnd 
necessity of cOII!:Ion statement - 8/13/JS........ . ... 131 

Bonnet requests t.hat note given Bull itt on 8/12/38 
be tranSZ!litted to United Statoe Covenu:ent as 
offi cial note- 8/13/JS............................ 131 

a) Translation of note . . • . • • • • • . . . . . . . . . . . . • . . . . . 132 
b) Cochran confers w1 th Rueff, and Bu t ten•orth 

with Phillips; Phillips ngroeo firat and 
second parts of note aro incompatible with 
British and Americnn viewpoint - 8/14/38. . . . .. 136 

c) Taylor and Lochhead confer lfi t.h Le1-oy~eaulieu, 
French F'tnancial Attachd - 8/15/38............. 1.41 

d) FDR and iRa gill acree it ' s probably too late 
for joint statement to be effective - 8/15/38. . 1.0 

e) Bullitt e.r.d Kennedy advise H..Jr against 
statez:1ent denying rucora concerniug supposed 
negotiations - 8/17/38. ........................ 159 

f) Phillips reports to Butterworth Britisll anSll'er 
,;lven ~o :Janick; L:onick diogruntled - 8/17/JS.. 174 

Taylor clarifies wit.h st:~te Departcent that all ;>resent 
conversations are on f1nanc1al level - 8/15/JS....... 139 

Comple te change in Br itish sentiment r eported; may be 
only temporary - 8/16/JB. . • . . . . . . . . . . . . . . . . . . . . . . . . . . lSJ 

Butternorth confers with Phill ipG concerning French 
situation - 8/17/JS....... ...... ... .. . .. ....... . . .. . . 160 

Daladier statement a s given to preso- 8/18/38... .... .. 207 
a) Bonnet and Bullitt discuss statement 
b) l!l.IJr asks FDR and Rull whether it is not best 

to "zit tight l!lld do nothing until after Daladier's 
announced address on Sund~y"- 8/19/J8.... . ....... 215 

Cochran suggestion to !IMJr: To avoid break-up of 
Tripartite Asreemont, Unitod States, in conJunction 
with Great Britain, should buy tutur~ f r ancs against 
a gold or equivalent dollar guarantee - 8/20/38 ••..• • 216 

a) Cochran "''""oranda clarifying auggestian......... 260 
b) ~r asks for im=ediato reaction of Taylor, 

Lochhead, and ~bite - 8/20/'JS........ ... ........ 216 
1) Taylor reports to 1DR- 8/22/JS. . .. . ....... 220 
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Stabilization (Continued) 
France and Great BriteiD (Continued) 1 

Phillips to meet RJIJr at Rouen; Butterworth to be 
present- 8/23/JS.. ............ . ................... 135 223 

a) IIIIJr'a cable concerniDg meet1Dg - 8/24/38..... 252 
b) Butterworth reports on meet1Dg to Taylor -

8/25/38. .. .. • • .. . .. .. .. . .. . .. • . . • .. .. .. • .. . .. • 255 

- T-

Taxation 
See Revenue Revision 

- u -

Un e.ployment Raliet 
Parran reports on progress of nutrition studies -

8/22/38.............. ... .. . . .. .. .. .. .. .. . . . .. .. ... .... 226 
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P.ARI.PIIRI.U OJ' TR·II'lii'M RJ:OJ:IVJ:D 

ftlOM: 

DUJ:: 

l.aerioan l:ll'b&eey, Paria, J'rance 

Auguet 1, 1938, • P••• 

1198 

1ROK COCBJWI. 

1 

Very quiet Parie exchange lll&l'ltet. London and Bwitser

land closed. llany French operator• are away on their 

vaoatione. Beyertheleee, the f rano at 178.15 hae required 

eome aupport by the stabilisation fund. There ie continued 

d.and for gold coins, and it ie practically Ulpo88ible 

to get Uni ted Btatee eaglea. Decline in franc depoeite 

is reported by Paris-American banlte; there ie little in

clination on their own part or that of their clienta to 

renew Treaa~.ry billa which mature. The general lll&l'ltet 

belle! is that rrenoh Treasury will haYe to draw on the 

Bank of France before Bov .. ber and ver y likely by early 

Oct ober, varying datee b eing euggeeted. Today there ie 

a elighUy whiter Dutch florin beoauee of publiehed etory 

of continued Dutch econoaic receeeicn. 

In the pre88 reporte it 18 i ndicated that the french 

foreign Office anticipate• early ieeuance of a co.-unique 

on the favorable t rend of rranco-Oeraan nesoUatione 

on .lu•trian loan aerYice. The present tendency of hoarding 

gold ooine 1a atreeeed by I.GDOJ: J:OOIOMIQUJ:. !hie paper 

suggeete 

• 
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Wli••h ~-~ oCNDUiee of ~he '1'r1p&n1h 1Jla~ea4 ot . 

e~er111s1Jlg gold would do be~~•r by pu~~ing 1~ 1n~o o1r

oul&~1oD. 

!here are ~r• ot negoUa~ione tor a 300,000,000 

trano oo .. eroial credit fro• French banta ~o Bulgaria. 

WILSOJ, 

' • I ... 

2 

\ 
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SEcr Etary of StatE, 

Washington. 

709, August 2 , 6 p~m. 

GRAY 

London 

Dated August 2, 1938 

REo 1d 1 : 30 p. m. 

FOR TREASURY FROM BUTTERWORTH. 

ThE dollar rtas hEavily in dmar.d today. ThE British 

oontrol gavE support prior to fixing ~t $4. 91 . ThE 

Br1 tish fixing was so largE, 545 be.rs bEing sold, 
.. 

strengthEnEd sterling for thE timE bEing. 

But thE British control h~d to 1nttrvtnE again 

at ; 4, 90-5/8 prior to NEW York openi ng. It should bE 

notEd that although thE pr Emium at gold fixing was only 

one-half penny tht British authoritiES did not g i vE any 

gold aftEr fixing and thE pri cE rosE by ~ pencE, 

There waa both a vcrr heavy commercial donand for 

dollars and a speculativE donnnd basEd on rumors 

pertaining to the SudEttn-Cztch situotion. ?rom 

Amsttrd~ also manatcs a r umor that Japan is contemplati ng 

i mposi ng n moratori um on forei gn debts . 

KENNEDY 

PEG : RR 

3 
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P.AR.t.PBRAU OJ' UUQIUM UO&IVED 

J'ROll: A.mer1can Dtbauy, Parh, France 

DATK: A.uguet 2 , 1938, ~ p .m. 

•o.: 1303 

FROM OOCIUWJ 

Freno etrengtheu.ed '\oday to 178.02 wUh aterl1Dg 

4 

much offered for dollars. However, the fra nc bad returned 

to 178.1~ this afternoon. Thh morning there wae no n1-

denoe of the etab111zation fund baYing acquired sterling 

on the Yery tb1n market. The gold 1aport point of both 

t he Slri•• frano and the belga wae r•ohed fr011 Lolldon, 

which sold 5&5 bare at fixing. There ie a strong deaand 

for gold coin a f or illllllediate del1Yery. Almost no gold eagle a , 

are ayailable, and the premi\111 on them bas riaen to 8 per

cent. Two and one-half dollar pieoee are being eold by 

dealers, wb1cb practice bas heretofore been al.Jioet unknown 

to boarders of gold. There is cout1Duation of aOYereign 

sb1p111ente from India. 

Kore offering of forward frano; apparently the 

stabilization fund 1a supporting it at three months. 

In general, there is uncertai nty on the market, 

accentuated by the confliot b etween the Ruesiena and the 

J'apa.neae. fhe -~et aDd the public are turlbcaore oon

Yinoed tbat 1D the autum there will be monetary -.nipula-

tione 
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t1om• or 1a'erQ&t1oaal ourrenoy Desot1at1oD•! wbioh fear • 

081U10t be el1.1l1D&te4 by ot f1o1&1 deD1&1•. 

DD BIO!ICIJ on. 
IILBOI. 

ll: LIW 

5 

' 
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~B 

SEcrEtary of S~att , 

Washington, 

OAAY 

Paris 

Dated August 2, ~938 

Rtc •d 2:55 p , m, 

1203, August 2, 4 p , m, (SECTION TWO) 

In thE issuE of thE quarterly L' Activit£ Econom1quE 

which appEarEd today ProfEssor CharlEs Rist wrott tht 

following Editorial : 

ThE sEcond quartEr of thE yEar has c~osEd undEr 

mort favorablE conditions than thE first . From thE 

international point of view thE Amtri~an deprEssion 

has bEEn chtcktd momEntarily at ltast. Its rEpErcus

s i on, which we fearEd threE months ago would extEnd 

r apidly to thE countries producing raw materials, 

has on thE contrary not yEt bEEn fElt. It has bEEn 

limitEd so far to thE ~industrial countriEs , including 

England and EVEn Germany whosE tradE balancE has again 

becomE advErsE , ThE rEcovEry ot Wall StrE Et i s pErhaps 

thE signal ot a rEal rEvival of production, 

In FrancE , thE favorablE dEVElopmEnt of Exports, 

notwithstanding thE world situation which rEmains 

dEprESSEd, 
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2-#1203, From Paris , Aug.2,4p,m, 

dEpress ed, is a very encouraging sign . If nothing is 

done to stop such development and if , moreover, through 

the increasE of ce rtain agriculturul quotas (for 

cxrunplc t hose on vegetable products) , it is possiblE 

to prevent a t oo sharp rise in the cost of living, 

the year 1938 may show considErable progress over 

last year , ThE good Effects of a large return of 

capital following the l a s t devalua t ion have been 

apparent c lready i n thE interest rates . ThE stat£ has 

endeavored corncatly to succeed in both on lEss burden

somE terms . Its efforts will bE succe ssful or unsuccEss

ful dEpEndinG upon whethEr i t succEEds in dEfinitivEly 

rc~ssuring the public a s to the future of thE currency, 

1f succe:.:~!'ul , the lowering of thE interEst ratca will 

be rapid and decisive. Any other means of obtaining 

this would , of . coursc , bE usclcss . Thcrc i s thE kEy 

to the nroblem, 

WILSON 

PEG 

VIWC 

1 

• 
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PART UL P.ARAPHRASIJ. SIO!IO. '1'HRD, •o. 1303 or 
AUGUST 2, 1938, rRuK PARIS, 

8 

1 The reeetabllehamt of public fin&ncee and the u

tene1on of the labor capacity in J'l'ench eoonoay are alCIIIle 

capable at t hh •erJ m011ent we are in of guaranteeing the 

duration and tl:le d~~Yelopment of aoqu1red reeul h 1 • 

In an article entitled •.t. aupvfluoue Central Bank• tile 

FRAnP'URTII:R ZIITUJIG of JulJ 31 r~~Yifted the credit polioJ · 

followed bJ the federal Reser"Ye Banks during the laet twmtJ 

Je&rs and ga•e three reaaone which are beli~~Yed t o be reepon

sible for the diecrepanoy between the principles and the re

sults of the American credit policr namelr: (one) the lack 

of a concrete and detailed prcgraa of action; (two) the 

restricted field of operation (three) the doubtfulnese of 

the basic prinoiplee. 'ftle paper then quoted ao•e explanat1o. 

of the pollCJ ae gi"YIID in the annual report of 1923 and 

professor cassel's criticiu of such a policJ. The United 

Statee, the pap•r continued, s ince 1934. hae suffered fro• 

an over-eupplJ of central banlt money, reeulting fro• con

s iderable gold iaports reflected in O"Yer-11qu1d1ty of aaber 

banks. Since there ie no great d-d for redieoouat faoil-

1 tiee, lederal Reeu.e Boards d1eoount and ope .arket 

pollo1ee ha•e beoo•• praot1callJ ineffeoti"Ye. The infllleDOe 

whioh 
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which the Treaaury exeroh .. on the oredU structure of 

the United statu through ita financial and gold pollo)' 1a 

eo great that the influence of the J'ederal R .. ene Banke 

is reduced to a •in~ One of the wealteat pointe of 

.&aer1oan ored1t organization ia the exoeu of legialation 

· and oourta gOYerning the banta. in addi t1on to the diTided 

responsibilit)' for the superTiaion of the banking syatem. 

Today I bad lWlob with de Oaatellane of the Banltera 

Trust. Be aa1d t hat be feara t hat unleaa T1goroua atepa 

to r•edy the l'renoh eituat1on are taken by autus. there 

will be 1neti tuted eo .. sort of exchange control. 

END VJ'S!U GJ:. 

WILSON. 
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SECrEtary of StatE, 

Washington, 

RUSH. 

' 

l 
I 

GRAY 

London 

DatEd August 3 , 1938 

REc ' d 9 r20 a . m. 

FOR TREASURY FROM BUTTERWORTH. 

This morning ' s gold fixing was notrnorthy both for 

thE numbtr of bars, 1048, and for fact that thE British 

author1t.1Es wipEd out thE prou.1um, ThE dollar brokE $4. 90 

which probably mEans furthEr impEtus w.111 bE givm to t hE 

SpEculativE movEmEnt to push .it towards thE old parity 

point, 

ThE EXtraordinary dEmand for both gold and dollars 

SEDDs to bE vEry widEsprEad and thE movonEnt ls acquiring 

hazardous momEntum. ThE major propElling factor .in my 

op1n1on .is thE 1ntrrnat1onal political situation. ThE 

rEalization is gEnEral and this summEr pEriod i s a 

PECUliarly diffi cult onE and thE rECEnt GErman dEfEnCE 

mEasurEs havE nullifi Ed thE momEntary confidEnc E i n financial 

circlES inducEd by thE appointmEnt of Lord Runciman as 

mEdiator bEtWEEn thE SudEtEn GErmans and thE CzEch 

Government 
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GovernmEnt . Small indications tell their talE, such as 

thE requEst by a 

banks that thEir 

number of cliEnts or the joint stock -, 
sEcuriti ES bE hEld in non- London branch 

offic Es , thE duplication of book rEcords , tt cEtEra. A 

minor but important factor is thE EVEr p ers ist ent rumor 

of dollar dEValuation which dEspitE dEnials reoccur in 

one form or another. The market f or thE most part 

accEpts thE denials as being true and valid at the moment 

but thE conviction ronains in cErtain quart Ers that 

devaluat i on v1ill nEvErthel Ess bE rEsort Ed to at some 

pEriod sincE it i s bEliEVEd that wbtn pump priming 

has cEased mort drastic pri ming mEthods will havE to 

bE USEd, 

JOHUSON 

HPD 

11 
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,I:OERAL RE81lAVE BANK 

0, H CW YORK 
12 

FFICE CORR ESPONDENCE 

co•PIDini.&Io ru.a8 

04Tl" 
..... ~ .. ~ 
Coa•a .. uoa wsu. 

1. ·w. lkleoa ------

At 10111 aa, our tlae, toda7, I tole..,_.. llr. loltoa 

at tM a...lt tar ~aM aDd aak .. Ilia wbat waa COina OD Oftl' U..HJ 

raporta raaterda7 1D41cated tbat tbay bad bad a ••rJ bua y day 1a 

cold and uchana••· Bolton npl1ed that tba dea&Dd tor pl•, llotll 

yesterday aDd toclar, bad ben laraer ~ 1t bad been t or ~ 

eontba. At fill:i n1 t b e tllla •rnlnl tbeT bad dealt l.n abcnrt 

u,ooo,ooo ln 10lcl (appro:daataly IU,ooo,ooo) . ro Ilia tt • .,. 

paarecl ~t tor the prealllt at leaat, tlllDII .... , Ylr'f oalaJ be 

could not 1111daratand 11tQ' ,eopl.a -r• worklnl tboaaalY .. UJ 1ato 

.sucb aa axetted atata ot atlld. 

I -uoeect to lleltOD tbat 7•atarda7 •• ot ov

Sll"t'1ea bullatlna bad reported that tba atab111saUon autborltla l 

in London bad ratused to 1111 10ld attar t 111q ,. .. tlrd&¥ 111 tb tbe 

reaul t tha t tbara ba4 bean eona1dar abla c0Dtu1lon due to tbe laek 

of ottal'lll.p, aDd I would lf.lra to kw.w 11hatber or not tM7 bad 

cbancad tbatr uaual praotlca wttb racard to cold epera tlona attar 

tlzlnc Uaa. Bolton ra,llecl t hut 1t ao llllappeoecl ,. .. tlrd&¥ tbat 

tbay bad been acU •• 1a tb• 1old aarll:at attar t1ld.DC, deal 1Ja1 

• 

tbroup one If looodonla lldlnl! bullion bNII:IU (I PHI_. be Htarr .. 

to Bothw!!UA). B.,....s tba t be dld not atate -.tbu II' aot 1t ... 

thatr praet1c1 to deal 1a cold we1'7 da7 atur tUina. 

l aall: .. lleltoa 11ft Culpll wu Mklnl out. .. \l!oqllt 

Cartpal lad l.eat •"-t ll,ooo,ooo ted&¥ 1a an au..,t to ...u t111e 
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0 1"" N£W YORK !.J 
FICE CORRES PO N DENCE o ... n ••II"' 1, 1771 

COIIIPan&L rnu S UIUICTr__ltelL.elllbii_....C_ ... II.~ ..... ,~.tSAoa--•d'**-

1. w. ·.rna 

---true. hlua ••1• \bat Parla bad ll•• ll:r tar \M 1ar,.., 
bu.:rer er &014 1A tlM t.o.doa ...-Jtet with tM reaaU tut haDe• 

were T&r:r ~ aca1ast ater11q. Jhrer701H OD tbe -tlAent ... 

.,.,., o.ODCe~ aboat tae CncboaloY&Idu a1t~~aUoe. 

l aa'ked .lolt.oa t.o JUke a cae81 ae to tae ...,., or cold 

boarded 1A loendon at tile preaeat tlae. le replied tbat •1"' 
apeoal.aUOil• ••r·•U•c. ete. hla cu••• ... a'beat nae,ooo,ooo. l 

,.de turther rwter enoe to a Dawa MI'Tloe lNlleUa ot :reaterda:r 

wtalob a tatM that tile llacl1u l!ychaace 8tal1Uhat101l "-d ~ 

l eat apprexiaatel:r IIO,ooo,ooo 1a cold 4urlnc tile laat two eoatba. 

Jlolton atatad tbat ttcur• waa r141culouaJ tae:r bad las t allout 

no,ooo,ooo 1A cold. •• aatd tbat tbe:r bad DOt ll•• able to tlDI 

out about tae ahlpplac coata or cold troa Parh t.o •- 'for'll: Yla 

pareel poat but would latoN - tull7 1n ov Deltt eot~TeraaUoa. 

I told .loltoa tb&t tba lapaaeae ~ report .. allout 

lll ,ooo.ooo lD cold oa tbe .. tar en route to taa aatt .. Statea, 

Belton aa14 \bMt the l apaneae bad beaa atea4:r aellera or •ollara 

tor the put tortalC)lt, -•t ot the ueN.•ce ao1q lllto at erllAC 

balancea. 

lust Miera d.Nlac oar eoDTaraauoa • .lolt.oa aald taat 

at tbat parUeular n nt. cold ... all terelp aTrluac .. "" Yar:r 

qldet 1a I•«•• 
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JR 

Secretory of Stott , 

Wnshington. 

RUSH. 

717 , August 3; 9 p. m. 

PLAIN 

London 

DotEd August 3 , 1938 

REc 1d 2 :46p. m. 

FOR TRE/.SURY FROII B~ERWORTH . 

ThE drmond this morning for gold ond dollars rrportEd 

in my 713
1 

August 3 , 1 p. m., continuEd unabated during 

thE aftErnoon. Apparently most of thE gold that vtos 

modE ovoil~blt for shippi ng went to hoardErs nnd 

many of thosE who pUrchas Ed for arbi tragE chosE to 

SEll artcr fixing Qt thE 2d. to 4d, pri CE incrEOSE 

\7h1Ch dEVElopEd. ThE Briti sh authoriti Es continuEd to 

gi v E gold frEEly ot lt d. f,b ovt thE fixi ng pric E 

until about midofttrnoon then nt 2d, abov E. BusinESS 

uns donE in gold soverEigns ot 35s . 4d. which i s a &i de 

r i sE ovcrniaht. 

The markEt st£s no s i gns othEr thon o. conti nued ond 

ptrho.ps i ncrEasEd demand f or gold. /,s for ns thE dollar 

i s concErnEd i t i s frEEly bandiEd about that it is only 

in thE initial or ot bEst middlE s t agEs of its rise i n 

terms 

14 
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tErms of sterli ng. ExchangE dEalers rEPort n strong 

bonn fidE commErcial dEmand augmentEd by somE Stock 

ExchangE monEy as qEll as a vEry largE speculati vE and 

politically-minded purchasEs . It is notewor thy that 

thE guilder another repository currEncy for refuge E 

and smart money is likewise undEr prEssure. ThE flight 

from thE franc has also bEEn l argE and the French fund 

lost very substantial ~ounts of stErling. The one 

month franc moved out to a discount of 1 -1/8 and tbt 

thrE E months to 3l• 
Incidentall y there is a good deal of talk about 

the adversE trodE balancE with thE UnitEd StatEs in 

connEction with thE undervaluation of thE dollar. The 

otot~ent in thE FEderal ResErVE bulletin for JunE that 

the hil;h levEl of /lmcrican Exports to British countriEs 

and thE drastic rEduction in imports from those are::>s 

YIErE primarily rcsponsibl E for tht shift in thE UnitEd 

StatEs tr~dE balancE has bEEn widEly quotEd. 

•· type of statistic::>l calculation <1h1ch i s cited 

may bE or intErest . OnE of thEBE shoTIS thE total 

importo and exports of sterling area countriES aport 

from thE UnitEd Kingdom and thE British Eopirt with 

a combinEd Export balance of ~ 86 million, January to 

May 1937, uh1ch was turnEd 1:-:to an import balanCE 

of 

15 
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August 3 , 8 p. m., £rom London. 

of • ~illion in thE corrEsponding pEriod of 1938. This 

revErsal it is arguEd i s duE to th£ UnitEd Sto.tEs 

r£cEss1on tmd occurri ng Vli th thE rEvErsal in thE Uni t Ed 

StatEs tradE balancE plays a part in thE pr EsEnt moVEmEnt. 

IncidEntally thE Parli~Entary MonEtary CommittEE hAs 

just issuEd a rEpor t taking t o task thE GovErnmEnt for 

no t alloTTing thE pound t o dEprtoint E ~thEn hlnErican pricEs 

bEgan to fall l ast y£ar . 

JOIUJSON 

HPD 

• 
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At !h'e o' cloolt thh .-rening I ta.llted w1 th the Banlt 

of rranoe. Ky friend at the Bank is on vacation just now, 

but h111 substitute said that during the day the stabili&ation 

fund had lost 1,750,000 pounds. During the morning the 

rate had been held around 178.19 but this evening it ha4 

bean held at 178.39. Considerable weakening of forward frano. 

Ky contaot attributed the pre11aure mainly to the interna

tional political situation, &II today both the Rueeo...,Japaneae 

and the German-Ozeoh affairs seeaed to be more serious. 

On the market my contacts eephaeize that even before 

the latest international political developments gold hoard

ing was of considerable aagnitude. France are being du.ped 

today by speculators and hoarders. 'lben they find that 

gold co11u Ca.Dilot be obtained, ra~er than hold rranoh 

franca they take dollars, sterling, belgaa or othtir curren

cies. 

The gold demand whioh is ao strongly demonstrated on 

the London ae.rk" co~~ea froa all aides; however, the wealt

ness of the Frenoh frano as compared with other continental 

currencies 
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currencies as well as wUh sterling an4 the dollar sua•~• 

a tear tor thill ourranoy greater thaD tor the others, and 

anticipates that in aut\IIIID there w111 be a IIIOD-'ary change. 

The article by Riat which I quoted yesterday -· 

slightly optiaiatio, but IIIO'at obaer•ere tail to see that 

the J'reDOh trade tigurea otter auch baeia tor Rist 1 a e

courageaent. In the Bailie publioat1on other tables and 

articles uli:e clear that Yery little eoono.ic reoo'fery has 

really been experienced in J'ranoe, and that the financial 

probleae ot J'rance haYe nat been aol•e4. DhappoinUrag 

atatietice !(U iron and llteel haye ju.at been published • 

. U present so many goyernaent o!ticiala a.re on •aoatiora 

that obser.era tear that the deciei•e leadership necessary 

to cal.a the market 1a lacking. 

Ten and one-halt percent preai\8 now reached on gold 

dollars'. .Ul J'renoh rentea are w-.raed with the exception 

ot those which ha•e an exchange ~antes. 

This atternccn I bad a talk nth Rue!! c! the J'1D.&DOe 

Kiniatry on the financial and cc-ercial agreement between 

J'rance and Gerii&D.y which -• signed ye~erday neD1111 at 

Berlill. Rue!! did not think that the terl would be published 

in the JOURJIAL OJ'J'IOIJ:L; howner, he said he ~ giyen to 

the preea thie noon a 0< mique tra. the KiDiatry ot 

nnarace . The following 1a a tranalaUora c! thie Us* 
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•the negoUaUone op•ed in .JUDe at Parh 'betw

J'l'ance and Ge!'II&Jly to eettle the eocnoaic probl•• arieiq 

troa the IUIJleJatiOD of .lu.trta ware purwed t heee laet f .. 

days at Berlin and haTe j1111t reaulted in an agre•ent which 

filtes chieny the baeee of the worth of .Austrian ~md Ge!'II&Jl 

debts in France. 

1.le concerns the •ustrian guaranteed loane 193:5-1953 

&lid 193.,..1959, t'he Geraan GoYernaent will reiaburee t o the 

J'l'enoh GoYemaent t h e aaounte whioh the latter aigh* haTe 

to adYanoe owing to ita guarantee. ror the eeouritiee of 

theee loana not coTered by the guarantee of the rrenoh ~ , 

ern~~ent (non-J'l'enoh tranohee of the 193:5-1953 lou) and for 

the aecuritiee coTered in part only by tbe guarantee of the 

J'renoh GoYernaent (19a....l959 loan), the Gel'lllen Oournaent 

undertaltea t.bat the alrTice will be paid in any oaee ill 

faTor of J'l'enoh holdere 1n poaeeeeion of their eeouritiee 

on July 1, 1938. 

•ror the other .luatrian debte (.teeion) lr811oe, Ge~ 

offere the oreditore eettl .. nt on the - b&"e ae that 

o! the Oeram debte other than the Touna and Duree loaae. 

•Ae concerne, particularly, the fiTe percent 19311 

Auetrian fll.n41.ng, th,, fiTe perc•t 1938 Auetrian fundill& Ul4 

the four percent 1903/1931 Oi ty of Tie- bODde, whioh are 

Ueted 
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11ated on the Parle Bourae, the aenice will be paid, UDdlll' 

t he same conditions, :tor aeouritiea belonging to J'renoh holdca 

on .luguat 3, 1938. 

'Furthermore, negotiation& will be held before Octo

bill' 1 5 , 1938 , with the organiza'l: iooa concerned :tor the con

cluai on of settlement& relatiYe to loans handled by the 

Caisse Oo..une o:t holdera o:t t h e former Austrian and HllD

garian public deb t and to the bonda of the Danube-Bava

Adriatique Company. 

•The German Government offers J'renoh holdcs o:t the 

Youpg loan an intarsat r ate of ~ and the inatitution o:t 

& cuaulative amortization ~nda of one-half percent aa 

from J une 1, 1940. It o:t:tca J'renoh holders of the Dawea 

loan a rate o:t intereat o:t f ive perc ent and the inatitution 

of a cuaul&the amortization :tunda o:t two percent as 

f r om April 15, 1938. The oper&tiona of c erti!ioation o:t 

eeourities of the French tranche o! the Young loan will 

be resuaed, the expiration o:t the new delay being fixed 

December 1, 1938. 

'The trana:ter of the proceeds from J'renoh cred1 ta on 

Genany, othlll' than the Dawes and YollDg loan a, will continue 

t o be made within the limit o:t determined ratea. Aa con

ccna, ohiefiy, the bolide the i ntereat will be trana:tcrecl 

at the rate of a 11&11- of three pcoent1 • 

I w&a 

• 
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I •• •ol4 bf Rueff 'ba' ~· Oo- roe 111D1•'r7 wo'll14 

probablJ 1 .. a• a •••••m• oa ~• •ra4e JIM"• of ,.._ acr
••n• •o.orrow. On •u 1oUl •enioe b.e •••• •o lie fairlJ 

well aaU•f1e4 w1 ~ •b.• acr•••'• parUo'lllarl7 •• ha110e 

prooare4 a ra•• of fiT• pero•• on •u heaob. haDOb.e of 

the Touna loan, while the BrUhh ill 'heir acr•-• w1 ~ 

Qe~ were giTm olllJ four an4 oa.-b.alf peroea•. 

DD or KDIAGI. 

WIL~Cm. 

Q Vl1 11 

... , 

..... .._, 
ZlzLI'I 

L 

-
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FS 

SecrEtary of StatE , 

Washin<;ton. 1 

RUSH 

718, August 4 , 1 p . m. 

PLAIN 

London 

DatEd Auguet 4, 19.5 8 

REO ' d 9 : 45 a . mo 

FOR TREASURY FROM BUTTERWORTH. 

I saw Phillips a t thE British TrEasury this mornit;~S 

and askEd him What hE thought of 121£ present situation. 

22 

HE btgan by pointing out that thErt was a "pause" this 

morni~ but hE did not f££1 that it was anything mort than 

a pausE 11 with thE dollar at thE present figurE" . HE went 

on to say that thErE wert in his opinion thrEE considEra

tions at work strengthEning the dollar. In thE t1rBt 

placE therE was tht dtcidtd falling off Binc£ thE first 

of the year i n Amtri can imports which hE maintained was 

sufficiEnt i n itsElf to causE thE dollar to strEngthEn 

dtci~Edly 1n terms of stErling at about this sEason of thE 

year. In t his connection h£ showEd m£ tables which hE 

"had got togethEr fer another pur pose" which demonstrated 

how the American demand for imported raw mattr1nls such 

as rubber and tin had fallEn off as compared to tht rtB~ 

of the world in thE first six months of thE year ; in thE 

second 
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sEcond plact hE sllid thE' major immEdiatE factor -.s thE 

gEnEral fear ~n thE continEnt or troublE arising out of 

thE' Czech- Sudeten situation and to a lEsser extent thE 

Far Easttrn situation. Thirdly, thErE was thE large 

spEculativE dEmand basEd on thE bEliEf for onE reason 

or another that thE dollar would bE strong 1n tErms of 

stErling which, in turn, as tht _dollar strengthenEd, bad 

thE EffEct ~r stimulati%1(; thE a lrEady substantial cCIIml£r

c ial dElnB.nd . As i n past peri ods the commErcial buyers 

fearing a rise coverEd thEir rEquirEments much further 

ahEad than was eithEr necEssary or dEsirable. 

Phillips was wary about prEdicting how much momEntum 

thE movEmEnt was acquiring but hE said that hE "though~ 

it might mEEt a b it of o. chEck at around dollars 4.86". 

23 

Phillips commentEd on thE mixEd charactEr of thE 

rEactions of diffErEnt o~crators and of diffErent cEntErs 

and pointEd out for ExamplE thnt thE Swi ss wErE· mainly 

SElling stErling and buying thEir O'llll currEncy whilE thE 

Dutch SEEmEd morE inclinEd to go into AmErican sEcuritiEs . 

HE said that thE franc had bEEn undEr grtat prEssurE and 

thnt thE FrEnch fund had loot about two milli on poll1lds of 

stErling YEO tErday . HE said ao far as hE knEw purcbD.sEa 

or gold in London by British nationals wErE nExt to nothing. 

End 

• 
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End of report of conversation. 

Gold fixing was smallEr, 833 bars being dealt in. 

Although tb£ price was callEd parity it was actually at 

about l/2d discount . The exchan3E dEalers b;r boldoff 

tactics pushEd tb£ rate as low as dollars 4. 88 5/8 but 

very little business was don£ at that figurE and tb£ 

dollar tb£n Wtaktm:ddtcidtdly as tbt dealers and sane 

operators ~loaded bEforE thE largE gold arbitragers 

such as th£ Hational City Bank bEgan selling their 

dollars tbt rate moved up to dollars 89 3/8. ThE Bri

tish authoritiEs continuEd to give gold frEEly after 

fixing at slightly incrta.std prices yet maintAining 

thE parity l ~VElo 

ThE undtrta'IE rcmn1ns much tbt samE . 

It SBCDa to mE that in rECEnt do.,.a tbl: British 

o.uthorities helvE been mov1ng somtwbllt bEtwEEn two possiblE 

courses of action EithEr (o.) pushing gold out in such 

quo.ntitiEs as not only to oblitEratE thE prEmium but o.lao 

to forcE thE flow o.cross the Atlantic and thus makE 

dollars availablE in largE quo.ntitico or (b) orcntE auoh 

n pr£1!11um ns ~o mnkE some gold flow from thE UnitEd 

Sto.tcs . J.l'~tbcrmorc tb£ mo.rkct, justifiably or othtrwis~ , 

ho.d n sEnse of unccr to.int1 o.bout thE offioio.l opcro.tiona. 

However , 

2~ 

Regraded Uclassified



FS 4- No, 718, August 4 , 1 p . m. from London 

HowEvEr, Bolton bas bErn back frcm lEaV£ long Enough 

to ~t th£ t'E£1 Of thE situation and th£rE is alrtady 

somE sign tJ::at a fi.rlll£r band 1s at th£ hElm. 

Both b,EcausE thE s1tmti on SEEmS to warrant 1t 

and btcaus E of Phillips 1 statEmEnt a 'bout "a b i t of a 
. 

ch£ck at around dollars 4 . 86" I venturE to say that 

it' a stand is to b£ madE that lEvEl for psychological 

and othEr rEasons 1s a suitablE onE but thE stand muat 

b£ firm and strong (stE last stnttnc£, paragraph onE, 

my 628, July 13 , 6 p . m. ) . 

wwc JOIDlSON 
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JR 
GRAY 

London 

Dnttd August 41 1938 

Rto 1d 1 p, m, 

Stcrttnry of Stntt, 

Wnohington; 

... 

RUSH . 

719
1 

August 4 1 6 p. m • 

FOR TREASURY FROM BUTTER\IORTH. 

Vtry li ttl t bar gold he~ bttn dtnlt i n during tht 

eft trnoon end tht prict or sovtrt1gns dtclintd to 35 

shilli ngs 3 ptnc t . ThE doller wtek tntd ct onE timE to 

4 . 90 dut to sptculnt1vE covtr1ng on t op of doller selts 

by crb1tregtrs . Tht pr tssurt on tht frcnc has shovtn 

no s igns or ltssEDing but thE French fund hos not l ost 

quit£ os much sterling os ycsttrdny. 

JOHNSON 

ROC :Hl'D 

2S 
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JR 

SEcretary of StatE, 

Washington. 

RUSH. 

720, August 4, 6 p. m. 

PLAIN 

London 

Dated August 4, 1938 

Rtc 1d 1 :05 p .m. 

FOR TREASURY ?ROM BUTTERWORTH. 

l 

Tht prEss today is unanimous in placing ftars arising 

from thE Cztch and thE Russo- JapanesE situations as thE 

principal causE of thE gold rush. ThE wEaknEss of 

stErling in tErms of thE doll ar though admi ttEd to bE 

in part affEcted by transfErs of rEfugEE funds from 

s tErling into dollars is genErally considErEd to bE 

mort a rEsult or tht tradE bslanct posi tion. An 

Editor ial in tht FINANCIAL NEYIS for EXamplE .ass Erts : 

II EvEn art El' thE rtad justmrnt which followEd thE 

Tripartit E AgrtrmEnt and thE gold bloc dEValuat ion it 

r1as clEar that sterling \VO.S ov:rvaluEc! in terms of thE 

dollar yet sincE thtn AmErican pricES havE falltn much 

furthEr than havt British pri cES whilE tht British tradE 

bal ancE has had to bear th t addtd strain of rearmamEnt 

imports which comE in almost rEgardltos of thE cost 

factor" . 
Tht 
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' 
ThE FINANCIAL TIMES discussing t hE diffi cultiEs of the 

monet ary authori t ies ' task statts "if they do not put up 

some real resi stance to the fall in the pound Oontincntnl 

quart ers 1mmtdi attly jump to thE conclusion thot our 

authoritiES ar t anxi ous for tradE r Easons to r oncdy thE 

manifest ov Er- valuation of sterling ," 

ThE City Edi tor of thE TillES attribUtES thE wcalmi!BS ' 

of sterling to "thE impression that sterling is ov er-valued 

in relation to the doll~r" but considers the present tradE 

balancE position to bE duE to transient factors chiEfly 

thE fact t hat cyclical movements in diff crcnt countriES 

do not coincide, thE United states havi ng prec edEd 

Great Britain i n recessi on and noYI i n rEcovery. 

Tht city editors of most papers note that in spit£ 

of thE official dEnials rumors of a coming adjustment to 

~4 ,85 or ev En lower persist . EINZIO comments on this 

attitude by asserti ng that though thE United States wi th 

a largE aport surplus could afford a lov~tr sterling 

dollar rat£ American circlEs erE convinced that a 

sterling depreciation would hove a dEflationary Effect 

in the United Sta~es so that "there can bt no depreciation 

of sterling v1i th America ' s consent and it i <s inconceivablE 

that the British Oovcrruncnt nould o.llow otcrling to fall 

much btl on :)4 . 86 \/i thout i t , " 

HPD 
JOHNSON 

28 
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P.ilW'IIRASI or TILJ(IW( RIOIInD 

:ntOK.: Aaer1oan Jaba .. y, Parh, J'ranoe 

DATI: .luguat 4, 1938, 4 p.a. 

lfO.; 1217 

:ntOK OOOIIRAlf 

29 

Apparently the J'renoh stab111sat1on fund had a hea~ 

morning supporting spot frano at 1?8.3!5 to the pound. 

This afternoon the pr .. aure on the franc haa been lighter, 

but the rate baa re-1ned about the ... e aa 1t •• th1a 

morning. There was aleo off1o1&l 1nter?ent1on 1n three 

aonths eterl1ng. The praiua thereon waa reduced to three 

franca ( 1 t wae three and one-half franca). There 1e not 

80 much demand for dollars and gold oo1na aa there waa 

yesterday; howe'Fer, sentiment . 1a at1ll nervous. Th1a 

morning there were iaportant aalea of franca 1n London. 

The atateact for the BaDlc of france aa of July 28 

ahowe4 large increase of diaoounta for the end of -th; 

OOYer&ge waa 47.11 Yeraue 47.158. 

BULLlft. 
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London , J.Ugllat 5, 1938 

Dear Mr, Seoretary: 

Attar returning trom my very pleasant via1t to 

Par1a, I gave your mesaage to t he Br1t1ah Treasury and 

I have received i n turn a letter whioh reade aa tollowa : 

"The Chancellor or the Exohequer would be 
gratetul it you would be good enough to let Mr. 
Uorgenthau know that he quite underetande why a 
meeting ie not poaaible on thia oooaeion and 
that he l ooks forward to a meeting at aome tuture 
time." 

The demand tor gold and the dollar has reaohed 

suoh large proportions during t he paet taw daya that 

I have postponed, t or the time being, my vacat ion 

but I atill hope to have the pleasure or s eeing you 

at Antibes i n the not distant tuture. 

With kindest regards to Mrs. Morgenthau and to 

you. 

Sincerely youra, 

JO 

IJ~J...v~ []~.,_4:: 
Henry Xorgenthau, Jr ., Eaq., 

Hotel du Cap, 
J.ntibes, :rranoe. 
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The Chancellor ot the Bxchequer 

1a greatly looking torwar4 to meeting ur. 

Morgenthau during hie Tiei t to B\ll"Ope and 

Tery IIIUCh hopes that betore sailing tor 

BUrope ur. Korgenthau will be able to tix 

a date on which he will giTe the Chancellor 

the pleasure ot seeing him in London. 

Parliament is likely to continue till 

Thursday 28t h or Friday 29th ot JUly, attar 

which Ministers will be separating i n all 

directions and the August holidays will begin 

at once. It Mr. lllorgenthau could be in 

London tor a day or two in the week 24th to 

29th July that would sui t arrang8111ents at 

this end Tery well. 
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Paris, August 5, 1938. 

Dear Mr. Secretary: 

This week bas witnessed a strong rush tor gold 
and into the dollar. The peak was reached on Wednesday 
when 1,048 bars ot gold were offered at London on 
fiXing. Yesterday the number was 833. The price 
established at fixing was the equivalent ot ~34.77 
per ounce, that is, the export shipping point from 
England to New Yor k . On each day ot the week, a 
premium on gold bas developed above the fiXing price 
and, so tar as I am aware without definite information 
trom London, there beve been no gold shipments con
tracted from Great Britain to the united States. The 
British Control bas been giving dollars importantly . 

The dollar, in turn, bas been sought eagerly 
trom t he Continent as well as from London with a 
consequent strengthening of its level against all 
currencies on this side. The franc has weakened 
vis-a-vis sterling more than have other continental 
currencies since this appea.r s to be the most vulnerable. 
The French Cont rol lost approximately 2 million pounds 
on Wednesday and 1 and 1/2 million pounds on Thursday 
defending the franc . 

With the fear in !"ranee of f urther devaluation 
of the curr ency, accentuated by the international 
political disturbances of this week, there bas been 
a tendency to sell Treasury obli gations and to cash 
those maturing rather than renew them. This trend 

The Honorable Henry Morgenthau, Junior, 
Hotel du cap d'Antibee, 

Antibes, A. M. 

bas .. 
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has been so strong that the Bank or France has been 
obliged t o cease open-market operations which i t had 
instituted a rew days ago on a modest s cale. If this 
week ' s tendency should continue, t he Treasury would 
naturally sutter, as would also the Stebilization 
Fund. Market observers realize that the French 
Treasury must raise almost 20 billion francs between 
now &n~the end or the calender year. It the market 
continues up- set this need will surely be serious 
enough to cause a crisis or some sort during the 
autumn. 

;/hile t he dollar has been the favored currency 
during t he pressent week, the tact t hat gold has 
been sought to such an extent, even with a premium 
ot 10 to 12 percent paid tor gold dollar coins in 
Paris, gives evidence or the conti nuing rear that the 
dollar is to be devalued further , either in a joi nt 
realignment or the three major curr encies or as an 
inevitable consequence or the American spending 
program. 

The weakness or sterli.ng is pertly psychological , 
in t hat t he reeling is so widespread that there will 
be international negotiations in the not t oo di stant 
future toward reestablishing parities between the 
t hree ma jor currencies, with sterling t o be considerably 
lower to r emove the alleged over-valuation or the 
pound vis-e-vis the dollar. The favorable trade 
balance of the United s~etes averaging over 
$100 1 000 1 000, each or the peat 6 months , is used as 
the main basis ro~ the argument that st erling is 
overvalued. Ttie other factors which contribute to 
sterling weakness ·are: the s train on the British 
budge t result i ng from the armament program; the 
increasing unfavorable trade balance as more or 
Great Britain's export industries are devoted to 
military purposes; the injury to ster l i ng, as a world 
trading currency, that comes from so much or the 
universe being in war or civil strita; and the seasonal 
pressure on the pound due to payments tor agricultural 
products imported i nto Great Britain at thi s time or 

the year. 

There iS a growing cempe tgn i n the 
for some sort or currency stabilization 

European press 
or a firmer 
character • • • 

33 

• 

Regraded Uclassified



character than that achieYed through the Tripartite 
Agreement. I haYe heaitated to communicate to you 
on your holiday in regard to the exchange aituation, 
and I reel that the aboYe pointe require no action 

34 

on your part at preaent . Laat night and again tbia 
afternoon I haYe had long tallca with GOYernor J'ournier. 
He is seeing lolinieter Merchandeau when the latter returna 
to Paria next Monday. We ahall then probably get 
together again. \'fhatever your plana may be, I 
aincerely hope that I may haYe one good talk with 
you alone before you sail. 

With Yery best wiahea, believe me, 
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FEDERAl. AI:SI:AVC: S A NK 

0 ,. NllW YORK 

CE CORRESPONDENCE 

PUoU 

.,.., .. ,.... 04Tt _ _____ _ _ 

s u aJEcr !•'«r'· • C!ewerut'• _,,,. 
luk of •• , ... 

At llal8 aa, cnar tlae to4q, l t el.-p' a., to 

Ill'. Belton at the Balik ot ._lAM, u11 alkeC ~ Mw M na 

aullla out t odq •• l thought he lllcbt be ~er1•otna -

d1tt1eult7 duo to tho decllDe 1n the ater11q rate. .._ to 

117 slll"Jrho be aaicl ~· were YU7 quiet ill lormclon teclq. 

There hacl boa a lara• d-d tor ao:U bat - t ilde ot t -.at 

oxcbana•• wore ••1"1 quiet. 

centerecl at1rel.T ill Paria. 

Be aaid the t l"'u!llo waa -

The tr&DC -uauect to be 'CIIIIIIIIer 

pr eaeure, with the J'l'endl lara• b~qere ot coW ill the lion'on 

aal"kot. Pr•~• hat loat cone1dorablo exob&nco toda7J ho ••

t1aot .. it U. CO l t Cal"llll01 OYOl" &1,000.000. 

l to14 Beltoa n were .,-op&Nd to lin Ida .... _ 

clltlonal ol'dor t or coW, aoocl tor todq &Dd '-l"l"'W• i.t u 

t boucht 1 t wore nooUI&l"J• but lie Coo11llecl the otter "1"1 

aracloual7 _. aa14 that u 414 aot th1Jik the7 WOlll.cl MOcl lt. 

llownor, I told Ida - WINld l'e .. cnar oHer ~J'I'OW, aoo4 t or 

next net. 

l .. uoaect to Belt. that oao ot ov -• eerdco 

tlckou u. •aaiD ro.t'ono« to the Brltbh -...uauoa ,_. 

wha the7 report .. •There wro aoUooa'blo lipaa tlaat the 

BrlUIIl ~u.lbatioa J'led waa ..ullac to reloaM turthel' 

· -te ot pU.• •on-.•o,• reJli .. Beltoa, ._ ..

ott1olall7 oell aeld to ....,.... .. uao oa1T - 'ba tt•, 

....... u.. !1M)' are lar co operator• ill tile lioacloa .al"kat.• 
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,.KD IE..RAL. RU&JitVI: 8ANK 

0 ,- HI!W YO RK 

.Jb 

3' 
C E CORRES PO N DEN C E 0 4n ....... , ~ 

S UBJIC:T 
reht' • C•awv .. u- wltll 

. ···- Bua~rer .. ,,., • 

.. Mit ,_tbw)tUt -U..• .,.raW tv tbelr- •easel, 

llollUt. Atrtoa'• ac-t, laak er a.,laaf'• aexat, ., otMra. 

I illto~ Bolt• that u.. aot aon-taa •a•lt&l 

aoY-t tor tJM wook Olldid J1&17 Iff iltJawJI aa wtnow of 

tlDl• ...-ttar to hO,OOO,OOOJ alx taal we !tA4 "*• Dttut .. 

of two *l,._ta ot pl4 tota11'QI h,IOO,OOO r.. t!te a..Jt .r 

c ...... 

··- .. ~ 
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Secretary of State , 

1'/asl"!i.ngton. 

727, August 5, 6 P• m. 

GRAY 

London 

DatEd August 5, 1938 

ncc 1d 2:20 p . m. 

FOR ~!lEASURY FROH BUTTERriORTll. 

37 

558 bars were sold at fixing at 142 shillings which 

gavE a pE~~Y prEmium. Dealings after fixi.ng wErE small, 

thE British authorities 0iv1na gold at two pence ovEr 

thE fir.ins price . They likEWisE supplied dollars but 

thE demand today had dEfinitely lessened. ThE trend, 

however, hils by no means changed. 

Incidentally thE Bank 01' England estimates th.llt 

thE nmount of gold hoarding in this morkct since the 

first of the year has about equaled thE net importations 

to date which aggregate approximately 90, 000, 000 pounds : 

with hoardings arc included gold purch.llsEs by thE small 

central bnnko if they do not appear as such 1n thEir 

statcmEnto . 

ThE prEssurE on the franc uno considerable during 

thE morning but caacd in thE afternoon. Today' s ottrling 

losses ncr£ again l ess than thE prcviouo day. 

JOHNSON 

GW: WWC 
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JRCil: .&llerioan lllbassy, Paris, J'ranoe 

DATE: Augu.-t 5, 1938, 6 p.m. 

)10.: 1334 

JROll OOOHIUB. 

On Wedneeday the J'rench stabilisation funr' lf&'t 

approximately 3 million pounds; on Thursday tbe lossss 

were approxi~~ately 1 1/3 a1111on pounds, and today, 

Friday, appro~tsly 1 million. This morning the 

ll&rltet opened quietly but in offioi&l session turned 

unfaYorable to the frano and. this afternoon this reaction 

baa oontiDUed. In the three monthe ~~arltet there -• 

official ioterYention apinst sterling, both in London 

and in Parie. London wae an aotiYe seller of three 

110nthe franoe. 

BULLift . 

IA:Lft 
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StcrEt nry of StatE, 

Vlashinoton, 

? 32, August 6 , noon. 

London 

DatEd August 6 , 1938 

Rtc'd 9 : 00 a . m. 

FOR TREASURY PROll BUTTERWORTH, 

Only 261 bars wErE _dEalt 1n a t gold fi:Jc1ng at a 

prEmium of a half ptnn1J thE prict was almost f1xtd at 

parity rut 17llEn the: dtmand shor:td signs of 1ncrtasing i t 

was raisEd a half pEnny to 142 shillings li pEncE, ThE 

prEssurE on thE franc still Exists but the: dollar markEt 

i s quiEtEr ~nd morE sEttlEd, Paris b Eing closEd and thE 

wEathEr hot . 

JOHNSON 

RR: 

• 
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0,. NEW YORK 

ICE CORRES PONDENCE OAT< Awpet .. liN 

Jlr. BoltOD ot the Ba!lk ot les&].and t olopbont4 .. at 101&1 aa, 

ou UM, tod&)', BDd aaid that the)' bad bad a Tory llootlo &M 

dlttlcul t U.o 1D tho London toro1p aa.o~o IIU'kot dvla& tho 

procodiDc hour and bo wantol to lot •• kaow about it. 8torl1Da 

and franc• wore Tor y wou acainat tho dollar. 'l'hua tar toda)' 

Bolton baa had to ro to tho support ot tba poUIUI to tho extent ot 

.. 111n1 about 11,000,000 acainat our cold ordor} ba balloT .. ba 

would baTe to aoll considerable aoro botoro tho d&)' waa oYer. 

BoltoD aaid that Par1a cont1Duo4 to bo a Tory luco 

bU)'er ot cold and dollara in tho London u r kot. I auo4 h1a 1t 

thoro .. ro an)' n .. roa1o~1 ~or tho turtbor decline 1D atorlina. 

Bo said that thoro wore no new reaaonl} he tboucht that tba bol1ot 

on the continent waa that storllnl wa1 OTilrTalu.ad 1D Tin ot tM 

adTorso trade balance ot Groat Britain ud cenoral UDsottlod coe

d1t1on • on tho continent. Boltoa aaid thAt atorlillc wa1 boiDc .. _ 

toro4 1D all torelp oxohallco centers with tho o:a:ooption ot Paril. 

Thoro -~ not tho aliptost lip ot aD7 alara 1D London, aDd he 

be lined tba t oao ot tho roaaona tor tba laok ot an:a:iat)' oa tho 

par t ot tho Br1t1ab pooJ).o waa that tba7 lmn tho)' could obtaiD 

all tho pld Ul4 dollar• the7 ....... 

I told Boltoa that aillco oar laat teloflhoDO ooanraatiaa 

~ 0 

on Pr1d&f toraip oxobancu had boon Tory quiet ill ~ .. York} &lao 

that tho lapanuo hod ro,ortod about 16,1001 000 ill rold oa tho •tor 

ea route to tile Uaitod 8tatoa. 
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REB 
GRAY 

London 

Dated August 8 , _1938 

Rtc'd 2 :50 p , m, 

Secretary of St~tt , 

Washington. 

739, August 8 , 6 p. · m, 

FOR TREASURY FROM BUTTERWORTH, 

ThE demand for thE dollar persists and with it thE 

btlitf, as this WEEk ' s statist puts it, that "all funda

mental factors in t he situation suggest that thE improvE

mEnt in thE dollar must cont inue" . At thE samE timE tht 

pound is wtak against thE Swiss franc and the Dutch 

guilder, In··this connection thE following statement in 

todayt s FINANCIAL TIMES may bt of inttrtst: 

"It has to bt admi tted t hat distrust of thE pound 

played no mtan part in t ht activitiEs of continental 

centres , For long tht continent has bttn convincc·d of 

tht over- valuation of sterling in terms of the dollar, 

But having bttn preoccupied by other matters it has waited 

for indications that our authori tiEs had abandonEd tht~r 

dtftnct at the ltvtl which has obtainEd for many wttks. 

ThE several dtnials and disclaimers by Br itish, French 
and 
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REB 

2-#739, From London, Aug, 8 , 6p. m, 

and AmErican officials havE failEd to rEmovt tht imprts

sion that tht pound i s dtstintd for its old parity l£V£l 

and that an all around dEvaluation is probablE , It is 

now said that mid-SEpt£mbEr may bE thE timE for this 

latter EVEnt, To what lEVEl thE currtncits art to b£ 

lowErEd is not mtntionEd, in fact i t is almost impossiblE 

to stat£ (?) trut parity bttw£tn tht dollar, st£rling 

and thE franc , " 

Th£ dtmand for gold for hoarding continuEs but StEms 

to bE mainly confinEd to FrEnch buyi ng. 549 bars wErE 

sold at fixing at about ont-half pEnny prEmium and thE 

British authoritiEs gavE gold thErEaftEr at a slightly 

incrEaSEd price in consonancE with thE strEngthEning of 

thE dollar, LikEwiSE thE Briti sh authorit~Es ~avE 

substantial amounts of dolla rs at dollar 4, eet. ThE 

volumE of trading in dollars has bEEn fairly htavy and 

largEly concEntrattd in thE aftErnoon, 

Gold sovErEigns haVE rEturnEd t o thEir formtr high 

pricE of 35 shillings 4l ptnct , ThE f r anc has again btEn 

undtr considErablE prtssurt and thE f uturt ratEs havt 

movtd out; thrEE months to 4-11/16 and six months to 

ovtr 10 frr;.ncs , 

JOHNSON 
W'IIC 
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PARAPHRASE OF SEOTIOB OlE 

OF TELEGRAK Bo. 1233, August S, 4 p. m. , trom Par i s . 

FROio! OOOHJWI . 

17S. 38 wae the rate at whi oh the exobange mar ket opened, 

but heavy pressure during the afternoon torced the rat e 

quickly to . 45 with etabUizaUon f'und having to yield larger 

quantities ae it retreated. Three months premium on sterling 

spread to tour trance. Belga, Dutch norin and Swiee tranc, 

all stronger against the tranc. The tendency ot last week 

ie thus continuing ot franc weakening against sterling, 

tne pound lower against the dollar, and gold strongly 

sought . The main reasons would seem to be thoae already 
this autumn 

mentioned, wi th e=phaais on the market conviction that/ther e 

is to be realignment ot lead.ing ourrenoiea. In addition, 

Franc ie witnessing a recurrence of labor troubles among 

lolareeille dock workers . Some little encouragement oan be 

drawn from the Frenoh July trade returns whioh showed a 

deficit ot one billion, 215 million trance as compared with 

a deficit ct over one and a halt billions each ot the t hree 

preceding months . The improvement is a result ot shr~e 

in imports exceeding the decline in exports. 

BULLITT 
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PJJUJ>HRASI. SIOTIOI TWO OJ' TJ:LIGIWI 10. 1233 of 
August 8 , 1938, fro• t.be American llllbassy, 
Paris . 

·14 

With reference to the press report of the Bulgarian 

credit mentioned in my telegram No. 1198 of August 1, ~ p.m., 

I have received in confidence !rom an official of the 

FortJ.gn 14in1etry of Finance oe'~tain data auppl•entary 
I 

thereto. Three banks - Lazara Freree, the Banque de 

Paris et dee Pays Bas, and> Dreyfus - backed by the French 

official •assurance cred1't1 , have agreed that they trill 

finance delivery to the Bulgarian Government of French 

goods to the amount of 375,000 ,000 francs at an interest 

rate of 5 1/2 percent, trb.ioh goods trill be principally 

armament and railtray materials. The goods is to be de

livered within two years fro• the date of credit contract. 

Payment for the goods is to be made wi thin ten years froa 

the date it ia delivered.. 

The same official and President Trip of the letberlande 

Bank have given me the following details w1 th regard to 

the exaot nature of the report ed Dut ch banking oredi t of 

7E,OOO , OOO norins to the French Qoyernment, which I 

nentioned in my telegram of July 26~ No. 1176. I was told 

that the Dutch banking group bad an option for placing 

in the Netherlands the IU!IOUDt of 75,000,000 fiorins; 

actually t hey have placed 35,000,000 norins 1D the 

letberland~ia stated that this limit will not 

tiler .. be ( 1 tuuto4. The banking group baa placed outaide 

of 
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of the lfetherlanda aQ.OOQ.QQQ flor1Jla . ThJ.e part of 

the ieeue oarriea an option of ' paJIIent in u.s. dollare. 

BULLift. 

SECTIONS THREE AND FOUR. 

I wae told that the oredi t i e for three monthe, and. 

can be extended f i ve times, for three months on each 

exteneion. The part of the credit which hal been placed 

in the Netherlands hae facility of redieoountability with 

the Jlether lande Bank, but thia facility can be renewed 

only three tiiiiBe. Therefore, 55,000 ,000 flor1Jle ie the 

total of the credit up to the present time. The Treasury 

doee not get any nn money out of the oredi t - it ie merely 

a substitution of the State for the French railway& a a a 

• debtor vie-a-vie the ban??~ on a loan which ia 

to mature. There is a (~~ower rate of interest 

under the nn arrangBIIIent than under the preceding one. 

The tenaa of the credit are better than could be obta1Jled 

in France, 

I had a telephone conversation with President Trip 

that 
of the letherlande Bank ::"ie afternoon. He oonfinaad 

by royal decree the .~:;:~existing a1Jlce 

Sapt•ber 36, 1938, h today r8110ved. Befor" this exoep-

tiona to the ebargo were -d• upon •••s.,)iii~SIItlililra;ot:•~~eppraYal 

• 
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of, the let.herlaDda BaJlk tor indJ.Yi4u&l traneaoticma 

brought before it. The Dlltch ha.Ye 1Dtro4uoe4 a ••.u.re in 

Parliaaent, which will probably be paue4 in Sept•ber, au

thorizing the Betherlanda .GO'Iernaent to reiapoae an eabargo 

quickly if it ahould be neceaaary to 4o eo. There ia no 
insofar aa gold policy 1e ooncerne4 

other change made by the decree/except the one ment ioned 

a boY e. I waa told oontidentially by Trip that gol d co1na 

will be the only gold which it 1e anticipated to support 

under thia new arrangement. 

EllD or llESSAGJ:. 

BULLITT. 
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Sccrctcry of Stott, 

Washington. 

743, August 9 , 6 p. m. 

PLAili 

London 

Doted August 9 , 1938 

Rcc'd 2 :30 p. m. 

FOR TREASURY PROM BUTTERWORTH . 

ThE dollar opcncd nt ~4 .87·7/8 c qunrtcr undcr NEW 

York ' s closing and movEd down to $4. 87· 6/8 nt which 

point thE British authoritiEs made availablE fairly 

lcrgc quantities . When the control went out it touched 

6/16 but later reacted to 3/4. ThE main demand was i n the 

morni ng. The techni cal rEnction in t he dol lar which 

ooourr Ed this aft crnoon Y/!IS duE to profit taking. >'lhil t 

tht assumption stems to bE gEntral on tht Conti nent that 

thE dollar should go past t he old parity mark and thErE 

art not o. fEW here who concur, neverthelEss thErE is a 

consi derablE sEcti on of opinion which looks t o thot level 

ns s stopping point , at lEast for tht timE bEing. As , 

such profit taking from thE v cry lnrgc spcculativE cl ontnt 

may wEll occur . On the oth~r hand if support i s not 

manifest at around 487- 6 a n~1 wav E to push tbt dollar 

further ~ill doubtlcos be engendErEd. 
The 
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- 2- #743, August 9 , 6 p. m., from London. 

ThE l/2D pronium t7as maintained at gold fixi ng 11t 

which 826 bars wtr£ dtolt in at 142S 7 l/2D. The British 

authorities offered gold at a lD and 1 l/2D increase 

aft er fixing but not a great dtol of business was done, 

The gold sovereign moved up to 35S 6 l/2D. 

Concurrently the franc bas bEen undEr incrEaSEd 

pressure. ThE French fund bas retreated to 178 29/32 

ond in thE process have lost subst11ntia l amounts of 

sterling. Phillips states that British Tr•osury has 

rEcEi ved no indicat i on directly or indirectly that tbt 

French Treasury is not prepared to continue to stand 

firm but ht thinks that they must bt feeling somEVIbat 

unhappy. 

As statEd in our tElEphonE conversation I lEave by 

a ir tomorrow morning to join Mr. Morgtnthau at Antibts 

and Phillips has agreed to get in touch with mE if 

nEcEssary. 

Bri t i sh unemployment f igurEs for thE month Ending 

July 18 record a small cnti - scnsonal improvemEnt duE 

l argely to resumption of nork aftEr holidays in the 

textilE tradES one to t he incrEaSEd hol i days- wi th- pay 

movement which creatco onploymcnt 11t resorts and 

curtail s the register of unEmployed . SomE recovery in 

tin- plate Employment but mor t than seasonal increasEs 

in building unEmployment werE nJ.so recorded. ThE 

uncnploymcnt 

• 
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-~ /1743, August 9 1 6 p. m., from London. • 

uncnploymcnt returns art generally rEgarded as i ndi cating 

no further detErioration i n t h£ gtntral position but at 

t h£ aamt timE arE not indioativt of a turn in thE tidE. 

JOHNSON 
·'!f 

HPO 

' .. ;~ ..,. 
(;, 

r • ' 
~ 

... 
• 
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PARAPIIRASl: OJ TZLEGR&K RIIOIIVXD 

J'JlOK: A~U~rioan lll'baaay, Paria 

DATI: Au81J.8' 9 , 1938, 5 P ••• 

10.: 1240 

J'BOil OOOIIR&Jf • 

so 

.t.t four p .m. I paid a viaU to the Bank of Franca. llar

cnandeau, llini ater of finance, returned yesterday t o Paris 

and consulted Fournier on a ccount of the financial situation. 

In turn, Governor Fournier called Cariguel 1D today froa hie 

hol iday for a conference. 

The etab1l1zat1on fund t his morning lost 1,000,000 pounds 

even wi t h letting rate move f r om 178.43 to .90 and bAd yielded 

730,000 pounds by f our o 1 olook. In add1,1on the forward franc 

was offered heavily and it was only by official interTenUon 

•hat t he spread on tBree months sterling waa r educed to four 

and three-quarters france . For eaon of the last five or siX 

r ull bu81Deee days, t he cost of ~tervent1on 1n spot frano 

mark•• had been close to a,ooo,ooo pounds. There has reoen•lr 

been an increase f r om 400,000 •o a,ooo,ooo pounds in forw&rd 

market comm1 tmente. Between 13 and 14,000,000,000 france of 

gold ard foreign excllange oaloulated on today ' • level or ti:B 

xrano are still being held 1D the etab~lisat1on fund. 

Cariguel replied, 1n answer t o the Governor's question, 

tnat he did not know what t echnical steps could be taken by 

• 

t be contr ol to oorreo1 tbe eitua,ion. The demand for sterling, 

1f the rate is moved 'baCk toward 178, would presumably ~uoreaee, 
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since the market ie conYinoed that bot h sterling and frano 

will go lower and would qu1okl y ia.ke ad.antage of the oppor

tunity to acquire sterling at a cheaper rate. The pledged 

rate of 179 would be passed if the f rano ia per mi tted to 

go lower, and my friend assumed that the other t wo parUee 

t o the t r1part i te would be unoappy should tnie ooour. 

My friend thinks t hat eterl1Dg will go below 4.88. 

The frano is a weak our renoy oompared with sterling. There

f ore, it would be exceedi ngly difficult to hold the frano 

at a fixed rate of 179 while t he pound depr eoiatee. Ky 

1riend wae in agreement with t he opinion eXPres sed to me by 

tne Governor last week t nat France needs a currency whioh 

is not float i ng and which is roughly on gold. However, 

Fr ench economic condi ilona have not become stable. 11\l.rther, 

in the present oiroumet ancee, my f riend doubted t he wi lling

neee of the British to tie the pound defi nitely 1n any sort 

01 an mt ernational agreement. 

END OF KE88AOE. 

BULL IT! 

• 
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I'EDERAL RESERVE BANK 
0,- N EW YOR K 

OFFICE CORRESPON DEN CE 
C9nDatuL PILB8 .. .. ... 

O A T< MaaO\ lQ, 1111 
s uaJEc T !ole~ c,ayeraaUoa 111t:ll 

BNlQ11o do l'r&Deo 

At 1011.1 .. , ov u.a, today, I t olopboaect Jlr. Carlpol a\ 

t he BNaquo do Prance. Be bad been away fi'OII the Bant Oil an ext-.dod 

b.ollda:r aDd ba4 retlD'Ilect to hla dull OJIJ.y :reab:rcta:r. !'beretora, be 

baa not bad tiae t o roYi .. tb.oroulbl:r tha toreiiD excb&Rce a1tuat1oa. 

h aa1d, bowner, tha t be thoucht tl:liDJa "" not COiDC alODC Yerf 

wellJ that tbe UDdertoae ot the tranc n s aUll nr:r weak ... that 

t he entire Prancb d tuatiOD waa t a r !1'011 aatlltactor:r. Yeataria:r he 

.. 

los t about two aillioa poUDda aDd already t oda:r about one 111ll1on pouada. 

It appaara to h1a that i t will be Yer:r ooatl:r to bold the t'ranc ai'OIIIId 

t he de facto rat e of 1'78 to tbe pcr~Dld. / IDadctltlon, t here baa been a J 
great deal. o r bu::rlng or &old 1n tha London aarket b:r J'reDOh nationals 

tor boardiDI purposes. ~s he considorect was a Yery bad diD~ 
I told Carlcuel that excbaD&oa had bean Yer:r quiet here tor 

t he pas t wook and that a t present a.l.l eyea .. r e on Part. and London. 

I askect hla u· be n a .. ttatiect with our exch&nce oper atiou tor btl 

account aacl he aat• •Yer:r aa t 1atact ory. • ~WeYer, he aa1d Yerf ea.

phat 1eall:r tbat Wuader no c1rcua1tance1 w at we perait tha tranc to 10 

higher t han 1'71.80 to the poUDd 1D 1 .. York.• .Uthoulb tba de r acto 

r ata 1a 1'78 to tba poad, be t1curect that the r a te ot l'78.i0 na Juat 

abollt as tar a• be waatect tho tranc to co a t lea at tor tha present. 

I told hla Uaat " weald · be onl:r too pleaaod to &a1'J7 out hl• wlabea 

lapllcttl:rJ &lao that lt dli1"1DC 111&7 attuM• (1 .. York ttaa) , wbUe 

workiq - bla wctor, the t'r&De abotad bee- oxceaslnl:r otterod, I 

would tala_.. b1a a t bls bo.a laaectla tal:r. Be wtaa nr:r pleaaod at 

tbll ·~·eltlOil. 

JWMCK :DOC 
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fFE:.D IUtAL. AE-SI: .. VC 8ANK 

O P' HEW VO"K 

FICE CORRESPONDEN CE 

<.OIPIDJITIAL riJ.88'!L ___ _ 

J ........ . 

DATE ...... lfJ ~ 

I telopboaecl •· :loltoo at tM BaDJr ot .. ,,..,. a t lOaN •• 

our time, toda:r, aDd aalted b1a bow thin1• wore .. lac alQDC O't'e:r 1a 

Loadon. ~ adcl that the:r bacl h.ad &D G~J' quiet "-7J that 

t bere bacl be& a sl1&ht reaction a1a1D.at tho clollu lilld thAt aoat 

continetal curreDciea nro )1.1Jhor. le bellnecl tbe pace hM aot 

t oo bot for the speculator•. 8e tboqkt tba pollt1cal dtu&Uoo waa 

the tuDd ... ntal 'baala tor tbe receDt clHllao 1a tba a.ont"fne•ta.t. C'U'

ronc1ea, particularly aterllnl• ~ d_.... tor told bare &DI colaa 

bad abated •-•bat, aDd tbe Q\1Gtat1oa for cold na lower tlaaa at 

t he t1ld.AC price t)IJ.a 1101'1lin1. The true bacl beaD 185er 't'Ory atzoooc 

preu ure 110s t o r tba dlaJ'. Bol too .. elect •ov t:r10D.cla aaron tbe clulaael 

are atUl 1a a bd ~·· 

I told Boltoa that the not ahort-tel'll capital •••ont 

for the ne1t end .. .&~acu•t & showed a IIOclerate tnrlow or tua4a, about 

t&,OOO,OOOJ bowe't'er, security tranaact1oaa abowed an outtlew ot •J

proxtaatel7 ta,ooo,ooo. 
I broqbt up tbe queaUoa ot told lb1,..nta fi'Oa Ln«• 

to Parb to 1 .. torlt na parcel poat troa Parh. I told lolton 

tbat acoorcllaC to t11UJ'81 n had :ree&UT o'btaiaM, 1t ... profitable 

to b1cl •• )IJ.p a a M.eo (ov b1f M. n looDdon to 1 .. ~rlt rla r:retlht) 

ror cold 1a to.doo 1t ,.. e.W.cl e btala tM taau:ranco to shlp na Pvta 

to 1 .. Ion liJ' pa:reel" poat. Beltoo aaU Ulat t1&urO na app:rezlutelJ 

correct wt tb.At :rou cnl4 ol;t&la 1Juuraaee ••••r.,. liAlJ fer Mall 
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uounta u4 1ll adcUU- tu bare bad to be NliP ... 1D11rlduallr. 

1 told Bolton 1tock1 ware ~uie\ thla IIOri&SaC b'llt t»\ 

bustn• • • 1Dtoroet1 wore Tory aDCh ooacarne4 recar4iae ~ tuture 

IO'fnent• of aterl111C• #vBoltOD ap1D ..,aa&ahed. tbe t ao\ ~t M 

hl1o'fod tho f'lmdaaen\ll. 'baa11 tor tM ree~~at clowllRN ~-•Dt 

wu purolJ pol1Ucal. aad that a t tU aU.J)ltolt lapro..-t 1ll tU 

!)Ol1t1cal picture aterl1DC woul.d won h11Mr• 
/.- -L (. . ,t.. 

' t:f.,. .,. / <!.. / o . · "" t<-c ~ <~ .,; ....-J ~ j T' .7 •• ,-.-

~ i7( f< _.~, .,.; ' /' • 

f ( . trf::>' ,., .. .,.. ~ ~· (.; 
r rr , . .-1' C'"' 

~ I 

4/(,;{.-:)ffb~ 

lQCSa!IIC 
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SPECIAL GRAY 

Paris 

Dated Augus t 10 1 1938 

Rcc 1d 2 :15 p. m. 

S ecreta~y of State, 
1 

Was!l.i.~bt-.on . 

1246, ~~us~ 10 , 3 p. m. (SECTION ONE) 

FRO!'. COCt:RAII . 

Minister of Finance !larchandeau called mE to his 

officE at 10: 45 this morning where h e spokE to me alone 

along the following lines . 

He recalled that he had promised to hold the franc 

a t 179 to the pound but that in so doing hE had not 

a ssumed that therE would be any such depreciat i on in 

s terling as had occurred the past few days. He stated 

that this nEW weakness of sterling was dragging down the 

French franc , the latter being the weaker of thE two 

currencies . HE Emphasized that the French stabilization 

fund and the Bank of FrancE had no r esources comparablE 

with those of the Bri t i sh to defend their currency in the 

present crisio. 

BULLITT 

HTil : PEG 
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REB 

Stcrttary of StatE, 

Washington. 

SPEClAL GRAY 

Paris 

DatEd August 10, 1938 

REc'd 4 :23 p. m. 

ss 

1246
1 

August 101 3 P• m, (SECTION TWO) , 

Ht said that if htavy prtssurt continued against tht franc 

ht would hav t to choosE bttwEtn letting thE ratE slidE bEyond 

179 or calling Parliament in spEcial sEssion to imposE 

txchangt control . HE was not at all surE that ParliamEnt • 

would votE ExchangE control or that a rEquEst thErtfor 

might not givE rist to political and othEr complications . 

MarchandEau said thE gEntral Frtnch situation bad 

btcomt dEfinitEly bttttr in rtotnt wEEks . HE said wE 

both knEw thE wEak points thtrEin and that hE would not 

tskt an ovErly optimistic atond. At tht sam£ timE hE 

thought a rEal turning point had comE and that tht country 

might look to bEttEr progrEss in tht futurE . Ht tmphasiztd 

that August was a cri tical month ainot in this month 

thErE maturE many of thE thrEE months TrEasury bills in 

which much or thE 16
1
000 1 000,000 francs capital of funds 

rEpatriated in May werE invtstEd. If thtsE bills art WEll 
rEnEWEd 

• 
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2-#1246 , Prom Pnr1s, Aug. l0, 3p1m, 
(SEO o Two) 

rEnEwEd thE Tr Ensury onn, w1th the nddEd nss1stonc£ of 

the nnt1onnl dEf£nsE loan now running nnd w1th thE CaissE 

d ts DEpots utilizing its snv1ng bnnk deposits to subscribE 

to governmEnt securitiEs, get along through OctobEr without 

borrowing from thE Bnnk of FrancE. If prEssurE on franc 

contimtcs, renewals wi ll bE out down, draw1ng on thE Bank 

or FrancE w1ll bEcome nECE3snry nt an advanced date, and 

this in turn will further injurE thE currency. 

NPL 

HDH 

(END SECTION TWO) 

BULLITT ' 
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REB 

SEcrEtary of Stat£, 

Washington. 

SPECIAL GRAY 

Paris 

DatEd August 101 1938 

REc ' d 3 :65 P• m. 

1246
1 

August 10, 3 P• m. (SECTION THREE) 

Th£ MinistEr said th£ intErnational po1iti csl situa

tion playEd somE part in th£ prEsEnt crisis but that th£ 

prinoipa1 oaus£ of thE movEmEnt from th£ franc is th£ 

conviction on thE part of market opErators that thErE wi11 

bE a changE in tht t ripartitE agrEEmEnt in thE autumn. 

Ht said thEy continuEd to bEliEVE that SECrEtary Morg£nthau 

had conducted monEtary nEgotiations in Paris ; that hE 

58 

and Ambassador KtnnEdy wtr£ mEEting on thE RiviEra to 

conti nuE such nEgotiations with thE British; that thE 

Stcrttary wou1d go into SwitzErland for thE sam£ purposE 

s i ncE that country has adh£rtd to thE tri partitE agrEtmtnt 

and is natura11y intErEstEd; and that EVErything wou1d b£ 

timEd for a new tripartitE announcemEnt upon th£ SEcrEtary' s 

arrival back in thE UnitEd Statts . Mar ohandEau said that 

or coursE all of this prEss and markEt gossip was fantastic . 

At thE sam£ tim£ hE said hE was racing a sErious situation 

with thE franc and wou1d apprEciatE thE SEcrEtary' s hE1Po 

(END SECTION THREE) BULLIT'l' 

NPL-EDA 

\ 
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REB 

SEcrEtary of StatE, 

Washington. 

SPECIAL GRAY & GRAY 

Parle 

DatEd August 10, 1938 

REo ' d 3 :30 P• mo 

1246, August 10, 3 P• m, (SECTION FOUR) 

ThE MinistEr's suggEstion was that SEcrEtary 

Morgtnthau might SEE fit t o givE out a statcntnt at Antibta 

rtitErating thE holiday oharaottr of his trip to FrancE and 

dEfinitEly dismissing thE abovE-mEntionEd gossip as wholly 

without basis . If thE SEcrEtary should do this , thE 

MinistEr would thEn rEfEr to thE SEcrEtary ' s rtmarks 1n 

o. prEss statEMEnt ~thErEin hE would insist that thESE 

foolish rumors bE stoppEd o.nd that a friEndly forEign 

offici al visiting FrancE bt pErmittEd to tnjoy FrancE' s 

wEll- known hospitality without bEing annoyEd. 

lolarchandEau rd'Errtd to thE intErviEWs which hE o.nd 

PrimE MinistEr Do.lad1Er had with thE prEss yEs tErday. 

ThErE wErE no official conununiquES givtn out but thE 

following is a translation of thE AOEllCE ECOllOAUQUE 

account today of thE intErviEWs: 
"YEstErday 

ss 

• 
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REB 
2-#1246, From Paris, Aug. l0, 3pomo 

(SEO o Four) 

"YEsterday EVEning Monsitur Daladitr dEniEd that a 

Council of MinistErs might bE convokEd for th£ purposE 

of Examining thE f i nancial situation. 

' ThE latttr1 h E dEclarEd 'was not df5\u1Eting . WhilE 

at this vacation pEri od Each yEar th£rE i s usually an 

incrEasE in withdrawals from savings banks, thErE is this 

yEar , on thE contrary, an incrE~sE of dEposits as comparEd 

with withdrawals . At th£ somE timE subscriptions to 

national d EfEnsE bonds ar E continuing in a rEally satis

factory mannEr' • 

PEG 

HTll 

BULLITT 

• 
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Secr etary of State, 

Washington. 

OMY 

Parl e 

Dated August 10, 1938 

Rcc ' d 4 s30 p ~ mo 

1246, August 10, 3 P• m. (SECTION PIVE) 

Sl 

Thtn questi oned as to tht rumor of a n tw monetary 

alignment by a further modification of the t r ipart i tE 

agrtoncnt, the PrEsidEnt of tht Council appEarEd to bt 

surprised at this quEstion. Ht remarkEd t hat thE rtocnt 

risE 1n thE dollar is i n contradiction with thE possibility 

of a ntw alignmEnt of t hE AmErican currEncy with thE pound 

and t hE f ranc . This risE 1n thE dollar 1s ExplainEd hE 

sai d by thE n EW Amtr1can f1nano1al policy which tends t o 

rtndtr acti vE gold previously sterilizEd 1n banks 1n thE 

United States . 

1I do not know why' concludEd Monsieur Dalad1tr 1ntws 

is announced htrt at home. I f on£ wishEd to takt th£ 

t roublE on£ could writ£ optimistic articlEs for thE 

newspapers and onE would bE nearer thE truth'• 

Monsieur Marchandcau conferrEd l ate yEstErday afternoon 

with Monsieur Fournier , GovErnor of thE Bank of FranCE• 

ThE assistant dirEctor of thE gEneral movement of funds 
attended 
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2-#1246, Prom Parts, Aug.l01 3P•• • 
(Sec . P1vt) 

attendEd this 1nttrv1£W which supposEdly concerned thE 

exchange situation. No communiquE was issued. 

In this connecti on 1t was rEmarkEd at the Ministry 

of Fi nancE that nothing just1f 1ta thE present pressurE on 

our money. Rumors of monetary manipulation which accom-

pantEd the voyage of Mr . Worgcnthau to PrancE wert plainly 

denied by Mr. Horgtnthau himself. If thE Secretary of thE 

Treasury had envisaged any mod1f 1cat1on whatever 1n thE 

tripartitE agrEEmEnt thE French Government certainly would 

hav e bttn acquai nted with thi s intention. But dtf1n1ttly, 

declares thE Rut dE Rtvol1 , thErE 18 nothing to 1t. 

Nothing, 1t 1s concluded, can justify thE ptss1m1st1c 

rumors put into circulation." 

NPL 

HDR 

(END SECTION PIVE) 

BULLITT 
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REB 

SEcrEtary of StatE, 

Washington. 

SPECIAL GRAY 

Paris 

DatEd August 10, 1938 

REc 1d 5:35 P• m. 

12461 August 10, 3 P• m. (SECTION SIX) 

ThE MinistEr thought thESE statEments had donE somE 

good as thE markEt was a littlE EasiEr whEn I was· with 

him but hE fEared that thErE might now b E a littlE profit 

t aking and thEn another recurrEnCE of the attack unlEss 

somEthing furthEr is donE to convincE thE markEt that 

no changes arE contEmplatEd, I told thE Minister I would 

co~icatE the following to Secretary Morgcnthau and givE 

him any rEsponsE , At 11:30 I tElEphoned this to thE 

SEcrEtary at AntibEs and am to discuss thE mattEr furthEr 

with him this EvEning. 

I talkEd at noon with CariguEl who has stoppEd his 

vacati on and rEturnEd to duty. HE said hE was not having 

to yield much stErling to hold ratE at 178. 90 but that 

undErtonE is still nErvous . MarkEt tradEr tells mE sam£ 

tEndEncy Exists this aftErnoon with control bringing thrEE 

month stErling down from 5 1/8 to 4 7/8. 

Agtnc£ 

63 
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REB 2-#1246, From Paris, Aug . l0, 3p. m. 
(Sec . Six) 

Agtnct Economiqut Et Financier£ yesterday reproduced 

extracts from thE prEface to the yEar book of t h e REVUE 

D' ECONOMIE POLITIQUE for 1937 by CharlEs Rist i n which 

hE analyZES t hE causes of the recrudescEncE of thE crisis in 

Fr anc e in 1937 . Although h e quo t es somE s i gns of i mprove

ment in thE second qunrtEr of 1938, Rist is r Eserved as to 

future developments and he indicates two main obstacles to 

real Economi c recovery: (one) In France, thE conti nued 

strengtheni ng of t he policy of prot ection, despite a 

completely alt erEd economic situati on brought about by 

suooEssivE devaluati ons , which causEd French gold prices 

to f all below world market prieta; (two) thE Briti sh gold 

policy, which prevented thE increase i n gold producti on trom 

playi ng its economic role, thus paralyzing an upward 

tendency of world markEt prices . This ht contrasted with 

recent American policy. 

NPL 

LMS 

(END OF MESSAGE) 

BULLITT 
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SecrEtary of St~tE , 

Washington. 

745, AU5USt 10, 6 P• m. 

FOR TREASURY. 

GRAY 

London 

DatEd Augnst 10~ 1938 

REo 1d 2 :35 P• m. 

cs 

This morning's prESS continuEd to attributE yEstErday's 

hEavy gold dEmand to thE txptctation of tht thrEE-pOWEr 

dEvaluation, ftars for thE franc and thE bEli ef that thE 

authoritiEs wished to realign thE sterling dollar rate 

at thE old parity. ThE Effect of thE rEturn from holi-

day of both DaladiEr and Chamberlain was also interprEt Ed 

1n somE quartErs in thE market as cc.us£ ror anxiety on 

thE international poli tical situation, though prEss opin

ion deprecatEs thE validity of this anxiEty and strEss£~ 

thE \ml1kE11hood and futility or tripartitE dEvaluntion. 

Today thE tEndEncy has bEEn somtwhat changEd and 

thE dollar has bEEn offErEd, the markEt being lEss ntr

vouo than in thE last two or thrEE days With lEOO demand 

for gold. 533 bars wEr t dealt in at fixing nt 142 

oh1llings 6 pEncE reprEsEnting ont-half penny premium, 
thE pricE 
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LMS 2-No . 745 , August 10, 6 P• m., from London. 

the pricE aftEr fixing r taching 142 ohillings 7 pEnce 

out now droppEd to 142 shill1ngo 5 pence . Bri tish 

authorities sold aftEr fixing at 142 shillings 6! pEncE 

out demand was lEss than during th£ last fEll days . Th£ 
• doll~ was offered at thE opEning at t4. 87- 3/4 r eacti ng 

to ~4.87-3/8 l;lEforc fiXing , being $ 4. 88 at fiXing and 

closing at ~4.88-1/4. ThE tranc was s t i l l under pressurE 

OUt lESS panicky, tOUChing 168.7/16 at ODE tim£ out fa~l

ing back to 178 . 8 . Both controls operated early 1n thE 

day . ThE d iscount on the forward franc touched 5l when 

the ~ontrol opEr~Ed . It wEnt to 4- 3/4 finally closing 

at 5 . Th£ pri ncipal featurE of thE day was thE oelga 

which wEnt to 28. 98 and 29 duE apparentl y to speculativE 

operati ons based on dtvaluation rumors . ThE t hrEE months 

bElga was offErEd at 46 . 

Today's leading editori al 1n th£ T~ES is devotEd 

to th£ financial outlook. AftEr pointing out that so 

for this financial yEar ' s ordinArY revtnut is up pounds 

6 million on th£ last yEar and expenditurE up pounds 

37 milli~n, the writer says that the dtmands of rEarma

mEnt bav£ put thE balancing of bud~Ets out of th£ question, 

and that thE real qucrits arE how far industry 1s otanding 

up to thE tax ourdtn and what ore th£ effEcts of borr011-
1nga 

• 
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LMS :5-No. 745, August 10, 6 P • m., trom LOndon. 

ings on th£ national crEdit . AnsWEring th£ first, th£ 

rEcEssion is admittEd, but attribUtEd to morE intErna

tional tEns i on and Export tradE difficultiEs than to 

dEflationary EffEcts of high taxation. On thE sEcOnd 

point, thE growing publio d~ tor tl1mination of 

waatttul rxptnditurE couplEd with tull willingnEss to 

carry thE burdEn of ESSEntial EXpEnditurE is strESSEd, 

whilE significantly it io stattd that th£ govErnmEnt 

cannot bE aokEd to suspEnd "thosE of th£ social sErvicts 

which arE as ESsEntial to thE wEll bring of tht nation~ 

and indEEd to nati onal dtfEnsE, ao o.rmruntnt thtmsElvts . " 

BorroUing _io acctpttd i n Britain o.s nEcEssary but tht 

importancE of forEign contidtnoE in British crtdit io 

ObliquElY suggEStEd by 11 £Vtry pi£OE Of EVidtnCE that 

no.tiono.l unity 1S far mort widtoprEad than thE fo~ of 

politi~al ~o~trovErsy might ltad th£ uninstructEd to 

suppOSE • • • haS 1nstant and oalutary rtactions upon 

fortign EstimatEs of British financial strtngth. " ThE 

tditorial conoludts "abroad therE may bt occasional 

flurriEs dut to EXpEctation of morE than minor fluctua

tions of th£ ~aluE of stErling in tt~ of gold, but 

thErE i s no ftar whatEvEr that tithEr th£ British 
GOVErnmEnt 

• 
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LM5 4-No. 7~5, August 10, 6 P• n ., from London. 

Govtrnm£nt or thE British ElEctoratE will loa£ th£1r 

htado . That is thE background againot which thoo£ 

reoponoiblt for our financial policy will havt to con

aidEr thEir problema during tht ro11m1ing months . " 

JOHNSON 

PEG:KLP 

• 

es 

• 
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August 10, 1938 

Th1B 1s Ambassador Bu1l1tt 1 s report ot his oonversat1on 

w1th Mons. Marehandeau. 

' 
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COPY OF TELEGRAM 

SENT 

... .__ 

Parie, Ausuet 10, 1838. 

SBCSTAT!: 

WASB.DIGTOll 

1146, Auguat 10, II p,a, 

l'rCa Coob.ran 

I M1nilter ot Finanoe J.:aroh&ndeau oal1ed •• to h.il 

ott1oe at 10,4~ thie aorn1ng where he spoke to •• &lou. 

along the following lin••· 

Ee reoalled that he had promieed to hold the trano 

at 179 to the pound but that in eo dolne he had not 

aeeuaed that there would 'be &127 euoh 4epreo1et1on 1n 

fterl1Jic u had ooourret the put tew day a . Be at& ted 

that thie new ~•u• ot ater11nc waa draaine dOWD 

the rrenah trana, the latter 'bein& the .. uer ot \Ill 

two ourreno1... Re .-phae1se4 that the rrenoll 

Stabilisation JUDd and the Bank ot rranoe he4 no 

r .. ouroea o011pare.'bla with thoee ot the Br1t1ell to 

detent their ourrenoy in the pree~t or1a1a. 

Re aaid tllat 1t heaYy preaeure. oont1nue4 aca1net 

the tre.ne he •oa14 haTe to ohooee bat•een 1ett1Da the 

rate elide 'beyOD4 1'18 or oall1Da "'arl1-nt 1n 

e~eo1al . . . 

Regraded Uclassified



- a -

COPY OF TELEGRAM 

SENT 

... ~ 

~oial eooo1on to t.poeo a:oii&Dgo oODuol. lie _. 

71 

not at all sure that Parli ... nt wwll Toto uohase oonuol 

or that a nquoet therefor• 11isht not gbo riao to 
• 

pol1t1oal ant other oODpl1oat10D.O. • 

JlarohaD4oau ea14 tho s-ural honoh a1tuat1on 

hal 'beooao 4ot11litol.T bettor 1D noont .. alta. He 

ea14 ... both ltnn tho WMk pointe thanin an4 tbat llo 

woul.4 not taka 8ll> onrlyoptailtio etan4. .\t tale •

t1ao he thought a real tumiD& point ha4 •-• an4 

that tho oountZT might look tor bettor progroee in tho 

tuturo. Be .. phaaiao4 that Aucuot waa a oritioal 

aontll oinoo 1D tllia -til tllan -tve 11&D7 ot tllo 

tllno aont!la ftaaauJ7 11111• 1D cioll -oh ot tile 16 

111ll1on tranoa oapital ot tunu npatr1ato4 1D *-1 

ftro 1DToeto4. It tllooo billa an ftll ranoftl tlla 

ftaaour.r oan, witll tllo allol oooit.noo or tho Nat1olltl 

Dotonoo loan now nllllinc ani witll tile oa1 ..... 

Dopoto utll1s1Dc ito .. TiDe 11alt lopooiu u n'beorno 

to OOTo~nt eoouri u .. , got alona ~ oou11er 

witllod borrowlna troa tllo au or h&DH· It 

Proeeve on trano oontinuoe, ~n..ale wlll 11o GDt ·- . • • 
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COPY OF TELEGRAM 

SENT 

... ~ 

down, drawing on the Bank of' Fr ance will beco!lle 

neoeessr y at an advanced date , and t his in t urn wUl 

rur t bor i njure the ourronoy . 

Tbe ~inister said t ho i n t ernational polit i cal 

situation ~layod so~e 7art in tho pr esent c r isi s , but 

that tho princi pal cause of' t he moTomont tron the f'reno 

i s t he conTiction on tbo part of' market operators that 

t here will be a change in the Tripartite Agreement in 

t be autumn . He said they conti nued t o belieTe tba t 

J ecretery uorgent heu had conduc t ed monetar y negotiat i ons 

in Poria; t bst he and ,unbaucdor r.ennedy were meet i ng 

on the Ri vieWt t o continue such negotiati ons wi th t ho 

British ; tha t the Secr etar y would eo into swtt zorlen d 

t or the saoe purpose, since t hat. country has adhered 

to tbe Tr i part i te ngr eement end i s naturall y inter es t ed; 

end t ha t ever ythi ng would be tined tor a new Tripartite an

nounc_a., u:;~on t.be Secretary• a ar rival back 1n t. b e 

united ~tatos . Rar cbandesu said that or course all 

of' t bie prose and mar ket goeeip wee f antastic . At the 

•~e time be said he was raci ng a aerious situat ion 

with t he trano and woul d appreciate the s eoretery•e 

help. 
The • • • 
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AMERICAN EMIIA.av, P'M .. 

- 6-
COPY OF TELEGRAM 

SENT 

'l'llo Winiaur•a aua .. uon waa \laat seen~ 

liiOI'IU\laaU aight • •• tit to g1..,. out a at<lha•t a\ 

AD\1-.o, ro1toratin6 the holiday o~oter ot hla 

t rip to rranoo and 4ot1nitolT 4ioai .. lns tho abo?e 

a ontiono4 sooa1p u wholly wi'-boflt baala. It tho 

seoretUT ohoul4 do this, tho Vinbter -u4 th• rotor 

to tho SooretUT' • reaarlta in a preaa at at•mt wh-lll 

ho -ud inalat that thoao toolbh NIIOn bo otoppat 

e4 that a tr1an4l:r ton1811 ott1o1al T1e1tin6 r ranoa ba 

peraitto4 to mjoy r ranoo•a well known hoapitali t T without 

beiDc &llDOTOt~ -- ;;<.' 
1 (P'Q' ~~\M;;u rotorre4 to tho 1Dton1en 1fll1oll 

ha e4 PrS.. llinlator · Dala41or had with tho 

pro•• yoatordoy. 'rhoro were no ott1oial o01Ca11D1qub 

&inn out but tho t ollowin& io a tnnolation ot the 

Agonoe s oonoaiqu• aooount 
to4&T ot tho llltoni .... 

~Yoatar4aJ non1Jll ll . Dal&Uor 4on1ol that a 

QtllmOU ot lliniotan aicllt -. oOJmlltM tor tho pupeao 

ot ouininl tu tlJumoial altuaUon. 

•'I'll• latter, • lao 4oala1'04, •qo 110\ 41a,uiotinl• 

While at tbio .aoation period oaoll yeor th- io uauallT 
aD ••• 
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COPY OF TELEGRAM 

SENT 

&D illo1'Mao ill wl\lalrawal.o t~ aaTiDaa 'baDita, \lien 

1a thie raar, on tho oontrary, &D illoi'MAio ot ..,.alta 

74 

u ocaparo4 with wi th4l'awala. .At the euo tiM n'baer1pt1-

to Xational Dotenee Bonte aro oont 1Du1ng 1D a rea117 

eat1etaot01'7 a&DDor. • 

Then quoet1ono4 01 ·to tho ru.or ot a now .. not&1'7 

al1gneent 'b7 a turthor ao41t1oation ot tho Tripartite 

4CJ'IMODt, tho l'MI14&Dt ot tho COWloU appeare4 to 

'bo nrprho4 at tllie quoeUon. Bo n.arko4 that tllo 

rooant rho 1D tllo 4ollar h 1D oontre41ot1on witll tlt.o 

po1aib!iit7 Of a DOW aligna&Dt Of tho ... riO&D OUl'l'ODOT 

with tho p-.M &114 tho tnu. '!'Ilia rlao 1D tllo 4ollar 

1a u:plau.t, ho aai&, b7 tlla aow ._.r1o&D' t1D&Do1al 

pol1or wtaioh tan4a to ron4or aotin soli pnTioualT 

etorUm& 1D 'b&Dta in t1t.o unito4 Stat-. 

'I to not know .-,•, eonolu4o4 M. lalo4ior,•bo4 

aow 11 &DDOWlOO& lion at ~. If ono wieb.e4 to talco 

t ho trou'blo, - oOill& write optiaUUo artioloe t or tho 

n .... papon &11& oae 1101ll.& 'be II.OU'U' tile tntll.. • 

Jl, .. rohon4oaa oontorro4, laH roatU'&a7 atton._, 

with Jl, roarnior, QoTunor of \lie Bonk of :rnnoo. 'I'll• 

Aaailt&Dt • • • 
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AMERICAN EM8ASSY. PARIS 

COPY OF TELEGRAM 

SENT 

A8a1stant Di .reetor ot the Gen'~ cov~nt ot Punda 

a ttondecl thi.a 1nten1ew wbioh suppo .. dl.y oono-& t he 

exchange e itullt1on. llo oollllll\ln1qu6 waa b~n~ed. 

In thie oonnootion 1t was remarked at the M1n1atry 

ot Finanoo that nothing juetiti .. the preeent pra .. ure 

on our money, Rumore ot monetary aanipulation which 

accompanied the Yoyage ot •(r. l!orgenthau to :rranoe were 

plainly denied by ~r. ~orgentheu hiaeelt. It the 

Oeoratary or the Treasury had enYisaged any modification 

wbateoeYer in tho Tripartite Agreement, the :rrenoh 

Qoyernment certainlY would haYe been acquainted with 

thia intention. But, 4et1nltely deolar .. the Rue de 

RiYoli, t here is no~ing to it. Nothing, 1t ie oonol uded, 

oan JuatitY the peaa~~at1o rumora put i nto cirCUlati on.• Un-
quote 

The )l.i nbter t hought these etatne ntshed done 

eome good ae the market waa a li t tle eae1er when I waa 

with bill, but he reared that there might now be o 

little protit taking and tb.u another reourrenoe or the 

attack unl••• eomething turther i• dona to oonYinoe \he 

market that no chan&•• are oont-x>lated. I told \he 

Miniater I would oo-un.ioate the tollowlA& to~ - • 

seeret&JT ••• 
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COPY OF TELEGRAM 

SENT 

Soorotarr KoJ>Pa\lwa and si'ro h1a aJ17 nepouo. .u 

u.ao I tolophono4 tbia to t ho SoorotUT at .Antlbea and aa 

to d1aouee t ho matter turther with h1a tble -uc. 
( Speo1al OJ'a7) I talked at noon. with Oari«uel 'ldlo 11u 

etoppod hie ?aoation and roturnod to duty. Bo eoid •• 

wu not ha?ing t o yield much eter.l ing to hold rato at 

l78 ,90 but that IUidortono 1e etll.l nenoua. i.tarkot 

t radertol la me eamo tondone:v oxiete this afternoon with 

Control br lnginl tbreo month etorllAg down troa D l/8 

to ' 'liS.• 

(sra:v) Aganoo EoonOIII.lquo ot :P'inanoioro yutorday roproduoof 

extraote traa tho protaoo to tho :roar book ot the a.wo 

4•1oon0111.1e Pol1tiquo t or 193'1 by Oharlee Riot in wh1ab 

he analyseo tho oouooe ot tho n orudoeoonoo ot tha orieie 

in rranoo in 193'1. Al t houah ho quot11 some eisu ot 

~v-..at 1n tho aooond quarter ot 1938 , Riot 1a 

roeenod ae to tuturo doTolo~ .. nte and ho 1Dd1oatee ~ 

aaiD obetaoloe t o roal. o oonCilio rooOTOJ'11 1 ) 1D rranoo, 

t ho continued etro~honina ot tho polioy ot protootion, 

dewp1te a oaaplotoly altorod ooonoaie eltuetlon brou&bt 

about ti7·~ooo .. 1'ro dOTa.luatlcme, whlah o aneed Frenah 

sold prio .. to tall below world aarkot prlooea I) tho 

Br1tleh • • • 
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77 ' 
AMERICAN ~. -

... ---

Jlr1\1all &014 pollo7. elu prncto4 tho lAueuo 1A 

soli pl'04uot1oa troa "Pla71Jig 1h .. oaOillo nle, \ba 

poralraiDa tho upward ton4onoy ot worl4 aarkot prlooo. Thlo 

ho oontraoto4 with rooont Amor1oon pol1o7• 

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

TREASURY DEPARTMENT 

UNITi:D STATES COAST GUARD 

HIIAOOUAATIM WASH INGTON 10 .t.usu.et, 1~. 

:. I 
J'r()ol: Spapnt, Bbengb•t, ChiD&, 
To : Aot111& Seo:reterr ot the 'l'rM•IIlT 'fa7lor, 

Meuage rr- Kr. Nlollol*>n. 

J. Jle&ud.1D& 70Ul' telecNa ot the e1lr:t.h, K. P, Chell 
cODnT• • cere regret• aDd natee: "BMlth pNnllta teldJI& 
joun>q U• beiJI& &114 ba .... ftqUMtM IUD.tater WaD& MD4 ..... tbar 
paraon, • Chen ll&a neTar tull;t :reooflftd tZ<a hh 111Maa ot 
lut 7M1' aDd I mow that h1a p:reaeut pb;ra l oal ooD41t1ou ta auch 
tbat t t wollld be iDadrtMble t or hla to malta tb& propoaed tr1p, 
I a oont1dent lalJ.7 adT1M4 tbat probabl7 Y. c . !roo 'IIIIo ·--
1&4 Chen to • ablngtou 1n 136 will be propoaed eub.tltute tor 
Chou, Tau Yc Pel, J1io1Da8er Bo1161a>na Brauch llllnk ot ChiDa, a1.a 
IMnUon&d. Iu Jq aplnlon Mlther ot th ... ,... ·1101lld be part1ou
lerl7 d .. 1rabla tZ<a our goTal'DIIIeut' a Ylnpolnt. Koo not bl& 
or broad enoup aD4 Pd too 11110h ot a polttlolan ot c, '1'. WaD& 
type , I bell..,• tt wollld be more dea1re.ble 1t he 18 &Y&1lable 
and will111& to haY& Kr, Rat, p:react exeballp manager Central 
Bank, uD4erteke the trip. Kr. B.al 18 a b.1gb. olaea, d1gn1t1ed 
genu...,., oon .... reant with looal tlnano1al prob~ aD4 I be
lien 1a atre.lgb.ttor.N 1n tba daalftd d&grM, 'lbe:re woul.A be 
no objection to Y, c. !roo' a aoo01111)&1171u& Ill', Hal, I bell..,. 1t 
woul.A not be daatrabla at thta tiM tor th ..... u. to traftl. to 
QUted Stataa bJ ~.,... aD4 1t 1a •USPated ao• other rout& be 
adopted p:reterabl7 rr- Boll8]<ona Yta lln'ope, Plaue 1Datruat 

t\lr'tbar. I 
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Peroonal and 
conrident1al. 

Oe4r Henry : 

Par1a , August. 11, 1938 . 

D!closed you vil.l find tbree oeDOranda. 

1 u looking fonara to licking you at tennis . 

Every good wish t.o you, loll's . itol'lelitbau and t.be cbildren. 

Yours always, 

WilliAm C. Bullitt. 

Fnclosures : 

Three IJemoranda. 

Tho Uonorable 

Henry Morgent.hau , Jr . , 

Hotel du cap, 

Antibes. 

• 
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EMBASSY OF THE 

UNITED STATES OF AMERICA 

J.IWORANDUIJ OF COINERSATIOil •liTH tlONSIEUR L!ARCHAliDEAU 

Paris , August 10, 1938. 

After speaking on the telephone with the Secretary 

of the Treasury, I called on Marchandeau, Minister of 

Finance , this afternoon . He was most anxious to have 

the Secretary of the Treasury make a statement denying 

the rumors that there was to be a joint devaluation of 

the dollar , the pound, and the franc, and said that he 

attributed the present weakness of the franc to the 

growing belief in these rumors. 

I replied that I thought the weakness of the franc 

sprang from real facts and not on fantastic rumors, and 

that I did not believe any denial by Secretary Morgenthau 

in Antibes would reverse the present trend . 

'./e discussed at some length the fundamental causes 

of the weakness of the franc . Uarchandeau, while agree

ing that hard facts constituted the fundamental cause of 

the present weakness, maintained that this weakness was 

being accentuated most gravely by the belief that con

versations had been in progress between the Amer ican and 

British Governments for a joint devaluation of the pound 

and the dollar, and that Secretary Morgenthe.u had informed 

French officials during his stay in Paris that this joint 

devaluation would take place and that the French officials 

bad agreed to devalue the franc. As -a result, the demand 

tor gold in France was placing the French Government i n 

a most critical situation. For the past week be had been 

losing more than two million pounds a day from the 

Equalization 
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Equalization Fund . Al.tbougb be etill bad more than 

thirteen billion rranos in gold and toreign exchange 

in the Fund, no tund could withstand such a drain 

tor a long period. 

The present month was especially critical. Seven 

billion trance or three months bonds would tall due in 

this month or August . It the holders or these bonds, 

i.nstead or renewing them, should demand gold, his posi

tion would become catastrophic before the end of this 

month. 

When I ventured to doubt that the holders of all 

seven billion francs or these bonds would demand geld , 

Marchsndeau admitted that about three and one-half 

billions or the bonds were held by government institu

tions which would renew them, and that about three and 

one-half billions were in the hands or private holders 

who might not renew them. He added, however, that a 

demand tor gold by the holders of these three billions 

and a halt or bonds would be quite sufficient to make 

his situation disastrous. l.larchandeau then said that 

his reeling about the present situation was the follow

ing: 

No nation on this side of the Atlantic could con

tinue to make expenditures tor armaments at the pres~nt 

rate without incurring financial collapse. Italy was 

already in a most ditticult situation . Germany was 

taet approaching a moet difficult situation. Even 

England could not continue the present pace tor another 

year, and France was already in grave difficulties. He 

believed that the peace ot Europe would be most severely 

menaced if there should be a financial collapse in France 

this 

61 
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this summer . In tillance, as in war , it was vital to 

be able to hold out tor the last quarter ot an hour. 

All that he was trying to do now was to stave ott a 

collapse until the month ot November. About the 

fifteenth ot September he e%pected to present a 

budget which would be balanced except tor milit ary 

expendit ures which could be covered by loans for the 

national defense . He had no large plans for attacking 

fundamental difficulties . "I have to be 

if I can live until November, I shf!l ~e 
he said . 

modest, and 

satisfied", 

Marchandeau then described the course of action 

that he might take it the present flight from the 

franc should continue and made a statement which dif

fered somewhat trom the statement reported this morn

ing by Ur. Cochran. He said that, although as a theo

retical possibility the French Government might conti

nue to let gold run out of the Equalization Fund and, 

when the Fund was almost exhausted, summon Parliament 

and ask for the imposition of exchange control, he 

positively would not consider taki.ng this course. On 

the contrary, 1t the flight from the franc should con

tinue , he would not allow all the ~ualization Fund to 

run out but would stop using the Equalization Fund and 

let the franc fal l to any point to which it might go 

naturally without support from the Equalization Fund. 

Ue added that the vital thing wss to make every 

effort to rt·move at once any removable causes for the 

present weakness of the franc and stated again his 

belief t hat the fantastic rumors with regard to a joint 

devaluation, 

• 
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devaluation, which bad been accentuated by the meeting 

or Secretary !.!orgenthau and Ambassador Kennedy in tbe 

sout h or Fr ance, were a large contributi.ng factor . 

I reminded Marcbandeau that Secretary !{.orgentbauls 

vioit to Paris bad bad a most happy eftect in the gene

ral political situation in Europe since it bad reinforced 

the impression throughout the Continent that there was 

close collaboration between the United States Govern

ment and the French Government and any general state

ment by Secretary Uorgentbau tbat he bad bad no con

versations or any interest Whatsoever in France and 

was merely on 7acation, would tend to remove t his 

highly desirabl e impression and might produce a greater 

fli ght from the franc than existed at the present time. 

Monsieur Me.rohandeau suggested that it might be 

possible to work out a formula which would leave in

tact the impression or close collaboration between 

the French Government and the Government or tbe United 

States but at the same time would kill the specific 

rumor which, in his opi.nion, was doing so much damage. 

J.!onsieur Marohandeau said that he would be pertectly 

satisfied it Ur. !Jcrgenthau could issue a statement 

either at Antibes or thr ough the Embassy in Paris 

along the following lines: 

"I have had many cordial and interesting conver

sations since my arrival in France. In no one or 

those conversations has devaluation of the franc , the 

pound, or the dollar been mentioned in any way~ . 

I suggested to Uonsieur ~ohandeau that our 

previous experience with rumors of this sort had shown 

that a denial by one person, however eminent , otten had 
, ....... ,. 
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little effect and since, according to his own statement, 

the rumor was based on the belief t hat the British and 

American Governments had worked out a scheme for devalua

tion which had been submitted by Secretary Morgenthau to 

the French Government , it might be much more effective to 

have denials come from Washington, London, and Paris 

r ather than from Secretary l.!orgenthau at Antibes. I 

added that I had talked by telephone with the Secretary 

or the Treasury and that he was disinclined to make any 

statement . 

l.!onaieur Uarchandeau said that he felt a denial by 

Secretary Morgenthau would be sufficient to kill the 

rumor and asked me once more to submit his request to 

the Secretary of the Treasury. 

I said that I would do so . 

w. c . B. 

84 
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EMBASSY OF THE 

UNITED STATES OF AMERICA 

~RANDULI OJ!' CON'RRSATION lfi'I'B SECRETARY V.ORGENTBAU 

Paris, August 11, 1938, 

I telephoned to Secretary Uorgenthau at ten o'clook 

this morning and said to him approximately the following: 

Arter talking with you yesterday afternoon, I spent 

an hour with Marchandeau. He was most anxious to have you 

make some sort ot statement. I told him that I thought 

the cusses ot the weakness ot the tranc were real and 

not the result or fantastic rumors and that I could see 

small utility in a statement. He was very insistent, 

however, and said that he hoped we would not under-rate 

the critical condition ot the franc. He had been losing 

more than two million pounds a day from the Equalization 

l!'und. He still had more than thirteen billion tranos in 

the l!'und but no tund could withstand the present drain. 

Furthermore , unless he could renew his three-months bonds, 

seven billion trance ot which would tall due in August , 

and it the holders or those bonds should demand gold, 

his position would become catastrophic this month. 

I questioned him with regard to the amount or these 

bonds, the holders or which might ask tor gold. He ad

mitted that about three and one- halt billions were held 

by government institutions which would renew them and 

that only about three and one-halt billion francs were 

in the hands or private hol ders and might not be renewed. 

I again recurred to the underlying causes or the 

weakness ot the tranc, all or which you know, and 

~cbandeau said that he agreed with me as to the basic 

causes ot the weakness and said that all he was trying 

to 
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to do was stave ott a oollapse until the month of Novem

ber. He would bring in a budget about September 15th 

which would be balanced except for amounts which could 

be covered by loans for the national defense. otherwise, 

he had no plans for attacking the fundamental difficulties . 

"I have to be modest" , he said, "and if I can live until 

Ncvamber , I shall be satisfied." 

He then went on to describe the possibilities if 

the present flight from the tranc should continue . Here 

he made a s tatement which was somewhat different from the 

stat~ent reported by Cochran . He said that , although as 

a theoretical possibility t he Government might continue 

to let gold run out of the Equalization Fund and then 

summon Parliament and ask for the imposition of exchange 

control, he would positively not consider taking this 

course. On the contrary , if the flight from the franc 

should continue , he would keep a large sum in the Equal

ization Fund and not use it and would let the f r anc fall 

to any point to Which it might go do\vn without support 

from the Equalizati on l"und • He then again said that he 

felt that the rumors about a joint devaluation of the 

dollar , pound, and franc, having been arranged between 

'.lashington and London and by you in France were a con

siderable contr ibuting factor in the present demand tor 

gold in France and urgently requested me to obtain some 

sort of a statement that would put an end to these rumors · 

Your visit to Paris has done a great deal of good in 

the general political s ituation i n Europe by reinforcing 

the impression of closer collaboration between t he Govern

ment of the United States and the French Government and I 

am just as loat h , after tal.ki ng with Marchandeau as before 

OS 
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to Jeopardize this impression in any way . 

It you should wish to make a statement ot the sort 

ths t Uarchandeau wants, there i s perhaps a formula , 

which I discussed with llarchandeau, that would satiety 

him and conceivably help somewhat without detracting in 

any way from the effect ot your visit. 

"I have had many cordial and interesting conversa

tions since my arrival in France . In no one of those 

conversations bas devaluation or the franc, the pound , 

or the dollar been mentioned in any way." 

I added to the Secretary of the Treasury that it 

he should feel inclined to make such a statement I could 

eive it out formally at the Embassy at Paris . Secretary 

!Jorgenthau replied that he did not wish to make any 

personal statement and that he felt if any statement 

was to be made, it should be made as a formal statement 

in ·.lasblngton, London, and Paris simultaneously. 

I then said to the ~oretary ot the Treasury thst 

I hsd made this suggestion yesterday to t:archandeau and 

tb.at he bad felt that a statement by Secretary l.!orgenthsu 

would be sufficient . The Secretary or the Treasury asked 

me to send him a memorandum or my conversation with 

loorohandeau yesterday anO a memorandum or our telephone 

conversation or t his morning and to transmit both to 

the Treasury Department by telegraph . He also asked me 

to refer the suggestion of simultaneous statements in 

Washington, London, and Paris to t:archandeau. 

W.C . B • 
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EMBASSY OF THE 

UNITED STATES OF AMERICA 

• 

L:WORANDm.! OF A TELEPHONE CONVERSATION VIITH MARCRAN!)BAU 

Paris , August 11, 1938. 

Immediately attar my conversation on the telephone 

4 this morning with Secretary Morgenthau, I spoke with 

VArchandeau on the telephone and informed him that the 

Secretary ot the Treasury did not wish to make any 

st atement trom the rocks at Antibes but that it 

Ur . ~cbandeau telt that these fantastic rumors were 

causing the present weakness ot the tranc, he believed 

the Government or the United States might participate 

in a simultaneous statement in Washington , London, and 

Paris . 

Uonsieur ~rohandeau said that be would get in 

t ouch vntb London at once and would let me bear trom 

him later in the day . 

w.c .B • 

• 

, 
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Secretary of StatE 

Wnshington 

. . 

747, August 11, 6 P• m. 

FOR TREASURY 

GRAY 

London 

Dnted August 11, 1938 

REc 1d 1:40 p . m. 

618 bars wErE sold n t th£ fixi nc a t 142 shi llings 

4i pencE rlhich gave o. half penny premium. Infonna t i on 

from Exchang E marke t sources indic ~. tEs that dEmnnd was 

f!lirly hE:1vy :1fter fixing en d thct after a quiet morning 

thE dollar wcs heavily bought ~d touched ~4.Sai on re

t~rEmEnt of the British authori t ies f rom thE gold m.llrktt . 

The authoritiES sold gold again and thE ratE st:1nds now :1t 

~4 .87 7/s . 

PrEssure on the franc w:1s hE!lvy in thE morning but 

Eased off in the afternoon, thE control holding it at 

178 0 90. A rEaction in thE ~Elg!l broueht thE r a tE b!lck 

to 28.93~• -

J OH!ISO!f 

PEG 
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Secretary of State, 

Washington. 

GRAY 

Paris 

Dated August 11, 1938 

Rec ' d 4 P• mo 

12561 August 11 1 6 Po m. (SECTION ONE) 

FOR TR EASURY. 

Reference my 1246, August 101 3 P• m. 

Following is mcmorandum of Ambassador ' s conversation 

with Minister of Finance Marchandcau AUBust 10 : 

"AftEr s peaki ng on the telephone with the Secr etary of 

the Treasury I called on lllarchandeau, Minister of Finance, 

this afternoon. Re was most anxious to have the Secretary 

of thE Treasury make a statement denying the rumors that 

t h ere was to be a joint devaluation of the dollar, the 

pound, and the franc and said that he attributed the 

present weakness of the franc to the growing belief in 

these rumors . 

I replied that I thought the weakness of the franc 

sprang from real facts and not on fantastic rumors and 

that I did not believe any denial by Secretary Morgcnthau 

in Antibcs would reverse the pr esent trend. 

BULLITT 

NPL-El!B 
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SEcrEtary of StatE 

Washington 

GRAY 

Paris 

91 

DatEd August 11, 1938 

Rtc ' d 2:15 p. m. 

1256, August 11, 6 p. m. (SECTION TWO) . 

liE discussEd at somE lEngth thE fundamEntal causEs 

or thE wEakEnss of thE franc . l!archandEau , v.nilt agrEE

ing that hard facts constituted tht fundamEntal caust 

or thE prE sEnt WEaknEss, maint~ntd that this wEaknEss 

was bEing accEntuatEd most gravEly by th£ bEliEf that 

convErsationshad bEEn in progrEss bEtWEEn thE AmErican 

and British GovErnmEnts for a joint dEvaluation of thE 

pound and thE dollar, and that Stcrttary KorgEnthau had 

informLd FrEnch offici als during his stay in Paris that 

this joi nt devaluation would takE placE and that thE 

FrEnch officials had agrttd to devaluE thE franc . As 

a rEsult , thE dEmand for gold in Franc£ was placing thE 

FrEnch GovErnment in a most criticnl situct ion. For thE 

past WEEk hE had btEn losing morE than two million 

pounds a day from thE Equalizat ion tund. Although ht 

still had mort than thirtEEn billion francs in gold and 

forEign ExchangE in tht fund no fund could w1 thstand such 

a drain for a long pEri od. Tht 
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I.!L -~ Paris August 11, 1938 2:15 p . m. #1256 SEc . 2 

ThE prESEnt month W~3 ESpEcinlly critic~ . SEVEn 

billion frnncs of thrEE months bonds would f~ll duE in 

this month of August . If thE holdErs of thESE bonds 

instr~d of rEnEwing thEm should drmo.nd gold his posi tion 

would bEcom£ catastrophic bEfor£ th£ rnd of this month. 

BULL I 'IT 

PEG :"7'~C 
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ML GRAY 

Paris 

Dated August _ll, 1938 

Rcc ' d 3 :50 p , m, 

Secretary of St~ tc 

Washinc;ton 

1256, Aucust 11, 6 p . m. (SECTION THREE) 

'1hcn I ventured to doubt th c.t the holders of all 

seven billion francs or these oonds would dcmnnd gold 

~archandcau admitted that a bout three a nd one half 
. 

billions of the bonds were held by government institu-

tions Vlhich would renew them and th:\ t about thrEE and 

one- hal f billions were in the hands of priv~tE holders 

who might not renew them. He c.ddcd, however , tht't a 

dc~nd for gold by thE holders of t hESE thrEE billi ons 

and a half of bonds would be quite sufficient to make his 

situation disastrous . 14archandcau then said th.ot his 

feeling a bout the present si tuot ion wns the following : 

No nation on this sidE of the Atlantic could con-

tinuc to make expenditures for armaments at the present 

r~tc without incurring financinl collapse , Italy was 

already in a most difficult situ~ tion . Germany was fast 

approaching a most difficult situation . Even England 

could not continue the present pace for another year and 

Pr ance was already in grave difficulties . He believed 

tna t 
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th~t thE PEOOE Of EuropE WOUld bE mos t SEVErEly mEnacEd 

if thErE should bE a financial collapsE in FrancE this 

summEr. ( END SECTION THREE) 

BULL ITT 

PEG 
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REB 

SECr Etary of StatE , 

Washington. 

GRAY 

Paris 

DatEd August 111 1938 

REc ' d 5:06 P• m. 

1256, August 111 6 P• m. (SECTION FOUR) 

In financE as in war it was vital to bE ablE to hold out 

in thE last quartEr of an hour. All that hE was trying 

to do now was to stavE off a collapsE until thE month of 

NovEmbEr. About thE 15th of SEptEmbEr hE EXpECtEd to 

prEsEnt a budgEt which would bE balancEd EXCEpt for 

military ExpEnditurEs which could bE covErEd by loans for 

thE national dEfEnsE , BE had no largE plans for attack

ing fundamEntal difficultiEs . "I havE to bE modEst and if 

I can livE until NovEmbEr I shall bE satisfiEd" h E said. 

MarchandEau thEn dEscribEd thE coursE of action that 

hE might takE if thE prEsEnt flight from thE franc should 

continuE and madE o. statmEnt which diffErEd somEWhat from 

thE statEmEnt rEportEd this morning by Mr . Cochran. HE 

said that although as a t hEOrEtical possibility t hE Frtnch 

OovtrnmEnt might continuE to lEt gold run out of thE 

Equnl1zation 

Regraded Uclassified



REB 

2-#1256, From Paris, Aug.ll,6p~. 
(SEc . Four) 

Equalization fund and whEn thE fUnd was almost EXhaustEd 

summon ParliamEnt and ask tor thE imposition of txchangE 

control hE postively would not considEr t aking this coursE • 

NPL 

Elm 

. BULLITT 
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SEcrEtary of StatE , 

Washington. 

GRAY 

Paris 

DatEd August 111 1938 

REc ' d 3 :30 P• m. 

1256, August 11 , 6 P• m. (SECTION FIVE) 

On thE contrary if thE flight from thE franc should continuE 

ht would not allow all thE Equalization fund to run out but 

would stop using thE Equalization fund and lEt thE franc 

fall to any poi nt to which it might go naturally without 

support from thE Equalization fund. 

HE addEd that thE vital thing was to makE EVEry Effort 

to rEmOvE at oncE any rcnovablE causEs for thE prEsEnt 

wEaknEss of thE franc and statEd again his bEliEf that thE 

fantastic rumors with rEgard to a joint dEvaluation which 

had bEEn accEntuatEd by thE mEEti ng of SEcrEtary Morgenthau 

and Ambassador KEnnEdy in thE south of FrancE wErE a largE 

contributing factor . 

I rEmindEd MarchandEau that SEcrEtary Morgtnthau1s 

visit to Paris had had a most happy EffEct in thE gtntral 

political situation in EuropE sincE it had rEEnforcEd thE 

imprEssion throughout thE continEnt that thErE was closE 

collaboration 
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2-#1256, Aug. ll, 6p.m. From Par1a 
(Sco. F1vt) 

collaboration bEtween tht Uni ttd Statts GovErnment and tht 

Frtnoh Gov Ernment and any gtntr al statontnt by St cr ttary 

Morgtnthau t hat ht had· had no conversations of any 

interEst whatsoEver in France and was mErEly on vacation 

would ttnd to rEmove this highly dEsirablE imprEssion 

and might product a greatEr f l ight from tht franc than 

ExistEd at thE prESEnt momEnt. 

NPL 

OIB 

(END SECTION FIVE) 

BULLITT 
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NPL 

SEcretary of State , 

Vfashington . 

GRAY 

Paris 

Dated August 11 , 1938 

Rcc 1d 6 :30p. m. 

1256, Augus t 11, 6 p. m. (SECTION SIX) 

JilonsiEur l•archandmu sug :Esttd th:l t 1t might be 

possiblE to work out a forn:ul::t \1hich would lE::t VE 11'1tr.ct 

thrimprcsaion of close collabor ation betwEEn the FrEnch 

Government and the Ooverm:ent of t he United States b•lt 

at the sar.!e tir.-t would kill thE specific rumor which i n 

his opi nion wns doine so much damage . Monsieur ~archan

dcau said t~~t he would be perfEctly satisfied if ~r. 

Morgcnth:lu could issue n statement Ei ther ot Antibts or 

throush t hE Ecbossy in Paris a l ong the following lines : 

"I havE hnd many cordial ond t n tt resting conversa

tions sincE my a rrival in FrancE . In no one of those 

conversations hc. s devaluation of the franc , pound, or thE 

dollar bEen mEntioned in any nny . " 

I suggested to t:ons i Eur licrchandeou t h:>.t our prEvious 

experiEnce with rumor s of this sort had nhown that o 

denial by onE person, howEvEr E:-r.i nEnt often h nd little 

Effect ::me! since , nccording to his own statEment thE 

r=or 
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rumor was based on the belief that the British and 

Amtricon Gove~cnts had worked out a scheme for deval

uation which had been submitted by Secretory ~orgcnthou 

to the French Government , it micht be much more effective 

to have denials come from Washington , London, and Paris 

r a ther than from Secretary Morgenthau at Antibcs , 1 

added thnt I had talked by telephonE with the Secretary 

of the Treasury and tha t he was disinclinEd to make any 

st:1tement , 

Monsieur !Jarchandcau said t.ha t hE ftl t a denial by 

Secretary Mor genthau would bE sufficient to kill the rumor 

and asked me once mort t o submit his request to the 

Secretory of the Treasury. 

I said that I would so so. " 

(END SECTION SIX) 

NPL:EMB 3ULLITT 

100 

Regraded Uclassified



REB 

SEcrEtary of St~tE , 

Washint;ton , 

1256 , August 11 , 6 p . m. 

GRAY 

Paris 

DatEd August 11~ 1938 

REo 1d 5:25 p . m. 

(SECTION SEVEN) 

Followi ng is memorandum of Ambassador's convErsa-

tion with SEcrE tary MorgEnthau by tElEphonE August 11: 

"I telEphonEd to SEcrEtary MorgEnthau at 10 :09 

o ' clock this morning and said to him approximatEly thE 

following : 

AftEr tal king with you yEstErday aftErnoon I spEnt 

an hour with MarohandEau . HE waa most anxious to havE 

you makE somE sort of statEment, I told him that I 

thought the causEs of the WEakness of thE franc wErE 

rEal and not thE r Esult of f antastic rumors and that I 

could SEE small ut i lity in a statEment , HE was vEry 

insistEnt h~IEVE r and said t hat hE hopEd wE woul d not 

underrate thE critical condition of thE franc . HE had 

101 

bEEn losing morE than 2, 000, 000 pounds a day from thE 

equalization fund , HE still had morE than 13,000 ,000, 000 

francs 1n thE fund but no fund could withstand t hE prEsEnt 

drain, FurthErmorE unlEss hE could rEnEw his thrEE- months 
bonds 

• 
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2- #1256, From Paris , Aug. ll, 6p.m. 
(SEC. SEVEn) 

bonds , 7, 000, 000, 000 francs of which would tall duE in 

August, and 1t thE holdErs ot thosE bonds should dEmand 

gold, h1s .pos1t1on would btcomt catastrophic this month. 

NPL 

ELlB 

(END SECTION SEVEN) 

BULL ITT 
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Stcrcto.ry of StatE, 

Washington. 

GRAY 

Paris 

DatEd August 11, 1938 

REc ' d 4 : 17 P• m. 

1256, August 111 6 P• m. (SECTION EIGHT) 

I quEstionEd him with regard to thE amount of thEsE 

bonds the holdErs of which might ask for gold. HE admitted 

that about threE and one-half bi llions were hEld by govern

ment institutions which would rmtw them o.nd that only 

about thrEE and one-half billions francs were i n thE hands 

of private holdErs and might not be rtnmtd. 

I o.go.in recurred to thE undErlying causes of thE 

wro.kness of the franc all of which you know o.nd Marchandeau 

s o. l d that hE agreed with me as to the basic causEs of thE 

wro.kntss and said that all h e was trying to do was stave 

103 

orr a collapsE until the month of NovEmber. HE would{#~ 
n budget about SEptember 15th ;1hich would bE bal anotd 

txccpt for amounts which could bE coverEd by loans for 

th• nat i onal d Efense . Ott-Er\71SE hE had no plans for 

a t tacking the fundamEntal difficulties . "I havE to b£ 

modest" hE said " and if I can liVE until NovEmbEr I shall 

be satisfied" . 

Be then went on to dEscribE thE possibilit iEs if the 

present flight from the f ranc should continue. HErE h£ 
madE 
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2-#1256, From Pnria, Aug 0 111 6pomo 

(Stc. Ei ght) 

l!llldt a stattmrnt which wns somEWhat d1rt•trtnt from tht 

s tsttmtnt rEportEd by Cochran. HE said thct nl though na 

a t htorttical possibility thE govtrnmtnt might continuE 

to lEt gol d run out of thE Equalization fund and thEn 

summon ParliamEnt and ask for thE imposition of ExchangE 

control hE would positivEly not considEr taking thls 

coursE . 

NPL 

EMB 

BULLITT 
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Storttary of State, 

Washingt on . 

GRAY 

Pari s 

DatEd Augus t 11 , 1938 

Rto ' d 4 :05 p . m. 

1256, August 11 , 6 p < mo (SECTION NINE) 

On thE contrary, if the flight from the franc should 

continue hE would keep a largE sum in thE Equalization 

fund and not usc i t and would let the franc fall to any 

point to which i t might go down wi thout support from thE 

equalization fund . He then agai n said that he f el t that 

the rumors about a joint devaluation of the dollar , pound, 

and franc having been arrangEd bEtwEEn Washington and 

London and by you in France wert considerablE contr ibuting 

factor i n the present dtmand for gold in France and urgently 

requested mE to obtai n somE sort of a statcncnt that would 

put an End to thEsE rumors . 

Your visit to Paris has donE a grEat dEal of good in 

the gEneral political situation in Europe by reEnforcing th£ 

i mprEssion of closer collaboration bEtwEEn the Government 

of t he United States and the French GovErnmEnt and I am just 
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as loath aftEr talki ng with Marchandcau as beforE t o j eopardi zE 

this i mpression in any way. 
If 
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2-#12561 From Paris, Aug. ll, 6p.ao 
(8Eo . !li nE) 

If you should wish to makE a statEmEnt or thE sort 

that MarcbandEau wants thErE is pErhaps a formula ~hich 

I discusstd with Marchandtau that would s atisfy b1m and 

concEivably hElp somtwhat without dEtracting in any way 

from thE EffECt Of your visito 

(END SECTION NINE) 

BOLLITT 

NPL 
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REB 
GRAY 

Paris 

DatEd August ~1, 1938 

Rec 1d 5:30 ~ · m. 

Secretary of St~tc , 

Washi ngton • 

1256, August 11, 6 p . m. (SECTION TEN) 

"I have bad many cordial and interesting conversa

tions since my arri val in France. In no one of those 

conversations has devaluation of the franc, the pound, 

or the dol lar bEEn mentioned in any way. " 

I added to the Secretary of the Treasury that if 

he shoul d feel inclined to make such a statement I could 

give it out fo~~lly at the Embassy at Paris . Secretary 

Morgcnthau replied that hE did not wish to make any 

personal statement and that he fel t if any statement was 

to be made, i t should be made as a formal s tatement i n 

Washington, London and Paris simultaneously. 

I then said to the Secretary of the Treasury that 

107 

I had made this suggestion yesterday to ~archandeau and 

that hE had felt that a statoncnt by Secretary Morgcnthau 

would be sufficient. ThE Secretary of thE Treasury asked 

mt to send him a memorandum of my conversation wi t h 
Marchandeau 
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2- #1256, From 2ar1s, Aug. ll, 6p. m. 

varohandtau yesterday and above mtmorandwm or our telE

phonE convErsation or this morning and ~o transmit both 

to thE Treasury Department by telegraph. HE also 

asked me to refer the suggestion of simultaneous state

ments in Washington, London, and Poria to Marchand tau. " 

NPL 

EMB 

(END SECTION TEN) 

BULL ITT 
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Stcretary of State , 

'.lashing ton . 

GRAY 

Paris 

Dattd August 11 , 1938 

Rtc ' d 6:30p . m. 

1256 , Au{;Ust 11, 6 p, m, SECTIOll ELEVEN) 

Pollowing is m£moranduc of '~bcssador 1 s telephone 

conversation with Uinisttr of Finance ~archandeau August 

11 : 

" Immediately after r.1y convcrs~tior¢n thE telephone 

this morn1ns with SecrEtary ~.lorgcnthau I (#) with Mar

cha,,dco.u on the t elephone and infortltd hin that the 

Secretary of the Treasury did n~wish to cake any statc

~cnt f r oD the rocks ct Ant1bcs but th~ t if Monsieur 

" ''9 .!..v 

Uarchandcau felt that thesE fantastic rumors were causinz 

the present 17to.kncss of ~he f r anc he believed the Govern-

mtnt of the Un i ted Statts oi: ht participate in a si~ltan

cous sto.tcn:cnt in Washington , London , and Paris , 

l·<onsieur L:a r chcmdcau s~id th,.t he ;;ould get in touch 

with London a t once and would let or hea r froo hii:l l ater 

in the d ::ly 11 

END OF :.!ESSAGE , 

BULL ITT 

EUB :NPL 

(# ) Apparent ooission 
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PARA.PI:IIUSJ: Of TELEGRAil RIOIIVED 

FK>l4: Alller1oan J:mb&esy, Paria 

DATE: Auguat 11, 5 p.m. 

NO.: 1255 

FRO)tOOCHRAlf 

110 

At five o ' olook I spoke With off1oials of the Bank of 
• 

rranoe. The stabilization fund h&d yielded tw? Ill a half 

million pounds at 178.90 by five o1 olook in a daY of 

constantly heavy pressure arising from factors heretofore 

~entioned and from new rumors to the effeot that Fournier 

may possibly replaoe Karohandeau as Xiniater of Fin&noe, 

e.nd of some early measures toward exoh&nge monopoly or 

auoh limited oontrol of exobange as may be possible during 

the absenoe of Parliament. 

BULL ITT 

EA:DJ\1' 
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fJWISWIOll OF .a. !iOfB DJ.fB l£~0GUST 19$8 WIIICB 1U.S 1W1DBD THB 
,umRICJ.J; AJ,IIIASSADOII IIi P.&IIIS BY TII.B PRBJICB IO!iiSTER OF I'ORBIGII 

IJ'FJ.IRS . 

The preaaure exerted on the French ourrency,While not h~Ting 

ita ori~n in oircumat~a related solej;r t o the -.rket of the 

frnno, is 6ntailing serious consequences for the st~bilization 

fUnd and tor the French Treasury. The Frenoh GoTernment co~aidera 

t hat it is aoting in the spirit or the tripartite ~greement in 

informing tho government of the United States that if the pr essure 

on ita coney ahould poraiat it would not be eerto.in of being able 

to continue very long the saerifiees implied by the percent ,within 

tho present ayatem, of the existing monetary level. 

111 

It believes it nocesao.ry, thereforo, that the governments signator y 

to the tripartite agreement seek in comoon, in the spirit of confident 

collaborat ion Whioh has always inspired them, the appropr6ate moaaure a 

to ward off the attaoka Which at present are affecting the principal 

continental ourrenoiea. It streaaea in particular the urgency of a 

oommon declaration tending to deny the rumors which continuo to 

citoul a.to r er;a.rding tho possible modificati on of tho triparti te 

agree,.,nt and of the existing monetary rates. 

• 
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.-... ~ ........ _ ..... ,.. 

TREASURY DEPARTMENT 

UNfT£0 STATES COAST GUARD 

HPOOUARTERS WASHINGTON 

.. 
; ' ., 

:rram: Secr.ta1'7 of the TrMa1ll'J. 
To : Act ill& Seoretary of the Tl'ee.8U17 Ta)olor. 

I he4 81ttal'IIO:rth teaphone Pla1llipe thie n8J11Dc, 
'ftlu:radaT, aD4 tell h1a that tb.:roucl> our embuq 111 Pvta, the 

J':rench had epp:roe.oUd - to obta111 a eta~t ~ ~ 

tite stabilization d1aouae1one, that I had replied that aD. 111-

41T1dual etat_,.t did DOt Mem to- either ded:rable or w1 .. 

but that 1t they felt their o1:rowute.Dcea "-'>dad a eta~t 

I -.:>uld be prepared to ag:ree t o a jo111t one to be ballad ata.l

taneoualy 111 the three OOIIDt:riea prortdad ita fo:na ud eubetuce 

w.e e.oceptable. Ph1ll1pa ._. &lao tolA of the hclch reply to 

the effect t hat they wre te.l<ill& the matter up with the Britie • 

• Pla1lli}'e eaid that thia ae the f1.:ret that he he4 

hee.rd ot the -tter; he upre .. ad appreoi&Uon tor belli& c1 'I'D 

tht.a becl<g:roWld i .nto:nation &D.d he did not •- oppoead to the 

ieeliance of •e.n 111D0ououa ate.t-nt • • He 'YOluntee:red that the 

J:rench flmd he4 had &DOthe:r bad da7 but no -.:>:rae than reoent 

ones. 

Plee.ae 1D.to:rm Bull of the oontent of thie diape.toh. 

:· 
llorpD.th&U 

• 
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---........ _ . _ ...... .. 
TREASURY DEPART~NT 

UNITED STATES COAST GUARD . . 
. I 

WASHINGTON • U AJI&ut, 19M. 

I 'eleplloMd Blll1U •' el- tllla •Z'DiDCo h'14qj 
EW.l1" bad haaN DOniJII tunb.r ~ Jlutohepcl-. 'fol4 Blll1" 
abold; Bll"--'ll'a OOD'I'VaUoa witll l'tlUlipa 'flrclndq atcll' a4 

nae•'ed tlla' lie 1ataa ~u of l'tlU11»•' reaoUcm w 
~UCP•Ucm of tllrM oomar na~'· BllliU -. evpriMCl tlla' 

JD&l1all would be williJII ' o SO alae• n.t'o- 1111111. 01L Praa14•'' • 
retum 'o 'faalliJII'OD pl- sln h1a 1111.u ... ~of 1derua
t1oll&l. exoballp a1"-.Uoa plu 'ldlat ! ban been 4olas hare, 

S1pe4 

< • .. 

·' 
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P'IIOEA:AL AESEftVE a ANK 

0 ,. NIEW YOIU( 

CECORRESPONDENCE 

roJnDUTI~~---------- SU8JECT 

D ATE. 

Tole__. CoanraaUoa wt~ ... ~ .,. ... 
ll:r. -.J.toa tolopll•• .. M at lla&a •• ov u... Wq. 

to let •• lmo'lf wbat ••• 10tna - OYer tbOro. !lleJ baf ..,_. • 

ertr•••l7 norfO\la cla;r. a-Joa or war proparatt-. 1Jl GoraaJ~T 

were pnU:r ru,ondblo. !hero ••• a ~''YJ' d~ tor rold 

and dollars. Be .. ld ~t bO b.M a1q1pl114 tile oqulnl•t ot 

II a1U l on 1D 1014 to tlao ..not ~:r. Ia a441tloa be b.M 

sold .. allllOil •111net our IQld order. le 11t1satet Carlpel 

had los t oYar 11 al.llloa 10 tar thla ooJ'DlDI &Del tbat be wul4 

probabl;r lOll aa a4dit1oaal .ullOD before tile dq AI OYiro 

Ho said tho Ollcl t ftODt 1Jl Parll OYor tho rraac wu• qu1U DOUceable. 

I alkM lWD lt thoro AI aa:r particular roaiOil tor tbe 

welkDua ot tho boll• &ad parUclllarl7 tbe torwarcl -rkot. Bo 

said the l&noral 1ltuatl011 ••• roaponalbloJ tbe boll• .. , beuad 

to be attackM s-.r or later. !bore bad beOD lw&y;r apeculaUOD 

in the bell• tollow1Jll the - · ln!111 ot tile h-. I told lol toa 

we wore proparo4 to CiYo ~· aa a4dltlonal orclor tor cold coot 

tor toda;r ud t -rrow 1t be tlloucbt it DOCIII&rJ'• Rt be tolt 

tbo:r would DOt .... lt. .....,.r. I aald tbat .. wa14 r- oar 

order t oaorrow fOOd tor next ... t . 

I rotorrocl to tlao last tour lape.ao .. ~JIIIOilU or roU 

to thh c- t r:r or -.bich l baf alroaf:r a4Yh M ada e.ad tolf ada 

•• haf booa 1Jlatructe4 to earaark ~~ cold tor tlao Buk ot l apaa. 

I rororroc~ to tlao .ur 111Jliatl7 ,.,....au &Del told h1a 10 tar .. 

had ho&rcl Mtlalaao 
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ri.D I.RA L Rl.al.ftVE eANK 

Or HEW YORK 1!5 
CECORRESPONOENCE 

COI FIJ)Ui UL nLIB SU&JECT 

0An AllfUt U, lJII 

!elopbne coa,..r .. u.. wttll 

1. •· lkEeoa llulr of •11 ... 

_. 
1 toU l:da " hoa4 ba4 to ,. to t.M auppo.rt ot tile tnM 

7est .-rda:r al'~ in cnar IIUkot &114 ha4 JU >= ... hau• 

25 .Ullon. 

Utor I U. t1alaho4 rq _ftl' .. ttoa witll Ill'. Bel~, 

Jr. kn'l- .,_. wttll Ill'. KMko. Ill'. ~ aa14 Ulat, wtallo 

tbert WU a IH&t deal ot toAaiOD Oft!' Ulo fhAe botll 1a looadOD 

and on the -tlneat, lao ctl4 •t bell••• thet arqtllJ.aa wo.U 

break O't'U• tM ..--.... 
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,.&D I.RAL R IE.SCRVC aANK 

ICE CORRES PO NDE N CE 

COiriDIItiAL FILII 

I. I. •g aa 

O F NE.W '¥0 ,_K 

SUBJ ECT 

ftt., /, -ct. £ . . 
llS 

...... 11, 1111 
DAT<--------

Telo,..._ Coa't'WNtlOII wltll 

lluq• 4o Pnaoo 

u llaH u, ..,. u.., todar, I tel .. ,, d 11r. ean.-1 

&Dd aalro4 hi• bow be wa •ak1.nl nt. .. I'Qll .. WTe17, '"1"1 

badly.• toatoM&J' tw baf los t U .U.U.. Uld toc!a7 110 ru 

&I 1/t alllloa. hrw&N t'naea ware beaY117 orroH4. • add 

be bad 1nteneDed ,.atOM&J' Uld acaia tedar la tM ronvf .. zltot 

but that it waa uelOUJ .., a t teiQt. to auppozt tlae ronuf h'ane, 

be bel1no4, waa of DO an.U llocauao U..,. wwo beiD& too bea•ll7 

oUered. • rerozz .. to tbe h'anca wbloh w lid pvehaao4 roatoJ"

daJ t oz hia aceouat Uld aalto4 lf we had &DJ' ldoa wboro tho aollial 

had cae troa. I told hi• I tbou1bt that hell or tbe .. utac had 

eooe rn. Loocloa Uld tho otlaez halt troa Pa.rla, but I waa DOt 

eer ta1D. Cadcael roquoatoll t.b.at, aho~ ov pvchaaoa or h'anea 

n acb tlttr .S..Uloa d.urlD& ...,. atto~oa v .. lq, I eell hla at 

hla boae. I aal4 •• weul4 bo ploaao4 to eur7 out hla w1Aea • 

•. 

• 
' 

• 
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Stcrttary of Stat£, 

Washington . 

757, August 12, 7 p. m. 

FOR Tat.ASURY. 

GRAY 

London 

DatEd August 12 , 1938 

R co 1 d 2 : 40 p .m. 

Today's prtss comments on yestErday afternoon's 

117 

dollar strEngth and the rtt•~n to hEavy hoarding purchasEs 

of gold which br ought thE aftEr fl.xing turnovEr to 

probably over pounds one million menti ons less talk of 

a threE-power devaluation and lay mort cmphasis. on thE 

bEli Ef that tht dollar will continue to ris E becausE of 

tradE balances. Ytsttrday 1 s strength of thE b tlga is 

attri buted to tht trtnd of the dollar rathtr than to any 

chang e of stntimcnt on devaluation possibiliti es . 

Yesterday's pressure on the franc is attributed to the 

Bank of France ' s reques t for curtailmEnt of forward 

dealings and rumors of restrictions on gol d coin salts 

both rEgarded as signs of wEakness and in some quarters 

even suggesting eventual exchange control . 
Information 
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Information from txchangt markEt sourcEs indicatEs 

that today tht demand for dollars and for gold has 

cont i nuEd. 699 bars wtr£ sold at thE fixing at 

142 shillings 8 ptnc£ giving a ont- hnlf pEnny pronium 

with tht dollar at dollars 4 , 87- 9/16. Though dcnnnd 

for thE dollar continuEd it was not EXCEssivE and thE 

control opEr atEd at doll ar 4 , 87- 1/4 latE in thE 

nftErnoon. ThtrE was a fairly activE dcnand for gold 

1mmdia tEly afttr fixing , thE pric£ wtnt to 1 42 shillill(;S 

9t pEncE but th£ markEt was quiEtEr latEr in thE day. 

Tht fta turt of thE markEt today was thE forwt'.rd franc 

which ~ouchtd a discount of 7 wi th no apparEnt Fr Ench 

cont r ol opErating though thE Fr Ench authori t i Es wErE 

SEllin~ spot st Erling kEEping thE rat£ at 178-13/16. 

Tht bt.lga wa:J trratic uith th£ forward thrEE 

months ' rat£ up to 37 discount. 

JOffilSON 

rnc :HPD 
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PARAPBR&SE OF TELEGR.IK RECEIVED 

J'llOK: American Emb&eey, Parie 

no. : 1265 

DATE: Auguet 12, 1938, 6 p . m. 

RIJBB. FROII COCHRAN. 

I 1ialked with the Bank of France i hi.e evening at 

5:50. There was even heavier pressure on apot franc 

t nan t here was yesterday, and over three mUlion pound& 

was yielded by the s tabilization fund. Although Paris 

will be closed Ba.turday and ltonday, my friend anUoipatee 

that it may be necessary thai t he franc be supported, 

pernaps importantly, on the London and the lew York mar

kets. 

London, Ameter~ and Switzerland dumped forward 

franc , with t he result that three months premium aga1net 

sterling was increased to seven f rancs. Late this after

noon this was brought back toward six france by official 

intervention. 

Although my i'riend 1n t he Bank of France &4m1ited 

that t hey could not continue for long to lo1e gold a t 

the present rate, he said that there were absolutely no 

new dei'eneive steps planned. 

(END OF BEOTIOB 00) BULLI'l'T 

L:EB· 
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p£.RAPSR&81, B&OTIOB TWO, 10. 13155 of .Augua~ 12 , 1938 :!.20 
from Pa:ria 

Laat nigh~ Marohandeau gave out a etatement denying 

exchange control rumors. I cneoked with two Italian, 

t our French and two American banlta in Paria today; ~hey 

all sa id ~hat no now r equeue from the Bank of France ~o 

liiiiU t heir forward ~"ouange and gold traneaoU one have 

been received by them. The London report of yeeterday 

evening ie t herefore contradioted. 

'i'lnle, i n epite of the illlprovement in the international 

out;look incident to Rueeo-Japaneee armist i ce, the Frenoh 

t r ano eitua~ion baa continued t o (omission). The armistice 

news is oounteraoted on the market by the rumor that about 

t ne time of tue annual Buremberg Oongresa t llere will be 

t r ouble of some sort from Germany. 

Thia afternoon I had a tel ephone conver sat ion with 

President Trip of the •etherlanda Bank. Wi~h regard ~o 

the ou~look for the Fren ch f rano he waa qui~e peseimia~io. 

He bel ieved t hat since ~he bear movement has gained suoh an 

impetus there ia now little chanoe of it subs iding, and 

i f t here i .e oonttaua~ion of the attaok next week, 

the frano will probably be l et elide. Trip said that 

u long ae the Frenohlllen eo doub~ the frano and t heir 

Govern~~M~nt , t here ia little whioh t he Ameri oan and BriUah 

partners 1n t he ~ripartite oan aay in be~ of t he frano. 

!hera 
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!M:r• u nid&M of 1;he f~4 ~• ~-

'lio wtf.:r b•oaua• of th• f-.:r .._, 1f th.:r• 1a &nJ' tu:rth.:r 

.. :r1oue 4:rop in 1ihe f:rano, 1i 110Ul.4 1nnt•bl7 b• f oUowM 

by d~•o1&i1~ of 'lih• Bll~ OQZ:r&nOJ'o 

I ba4 a i&li with 'lih• :r~ .. c'li&Un of 1ih• Bak of 

I1i&l7, wbO 8&J'I illai OY•:r 1ihl8 nek-a4 1ihe .a:rkei upeoil 

• o•• iJIIIO:ri&n'li eon•iArY b&pp&111io 

DD DO!IOI ftO. 

BULLI!'f. 

:&A:LII 
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Cabinet W~eting - August 12, 19)S - 2 to 4 P.W. 

Preoont: The Prealdent and Meaare. Hull, M&«ill , Xeenan, 

Woodring, Idle on, Bowee, Burlew, 'rall.ace, Boper , 

Perldne , Hopldna 

Tl>e Preeid ent spoke firet regarding his recent apeecbeo in 

Georc la and South Carolina. He said that we all reall•ed that aoae 

)~ the prooinent leader s of the Democrati c Party were conservatives 

nnd wished the party to be .a conoerrative one. Furtheraore, aome 

.ro~lnent Daooerat ic aenfttors were content in the minority , since 

there w11o le"" r eoponolbility and work invohed, He had decided 

Ia :!n;r t hat It wtu t\oe tor the wor" to turn and t hat if the party 

tte• to be a liberal party h~ would lu\ve t o put up a fl cbt. l!e aaid 

t~t the liberal• might win or mi ght loae , but in an;r event that it 

had t) h t trlod out . l!e mentioned particularly Senator George end 

s~~tor Smith of South Carolina and Congreaamnn O'Connor ot New York. 

Secretary Boper interjected that Johnaon of South Carolina, who 

Is CN:Ij)algning et:41nst Senator Sm1 th, was honut, but not very ef

fective . As tbe Secretary put it, "Johnaon will fall into an;r cutter 

tht>t happen• t o be lYin& around. • SecretiU'y Roper aaid that t or 20 

yeMa Senator Smith had 1\\{\Daged t o hold blo poet b ecauae t he candidate 

opposi ng him had not been effective so that votera had merely a choice 

between two evils. 

The Pruldent eaid that be found the p....,..,.. Canal wch better 

4e~ended than 1t was when be Ylslted 1t three yeare ago. The Uc1 

A!ld Ke.vy are cooperatins to good advantage. The princi pal need at 

~resent i o t or roads, to enable the quick movement of troopo through 

t he Canal Zone; Md a third set of loclte tor the Canal not too clo .. 

t o tlle old locks. lie said there would be eo:na ag1 tatlon to make 

the Canal a aea-lovel can...:t. , but the.t it would coa t $500 llillion to 

elbi nate tbe locks and only around $100 million to build a third 

ae t of loeks. 

Secret ary Hull reported on the !luropoan and uiatlc ai tuation. 

Ge~ is aeeking to be tbe eoloesua of Europe and t he pressure on 

Czechoslovaki a 1e increaolng. The c .. cha bavo an IU'med force of 

about 6oo,ooo men and could place a milli on men under erma within 

?4 houre. The !uropean altuatlon h very precariouo. Jf!l)an cannot 

win the Cbineae war &ny time eoon. Secretary Woodrina r eported that 

hlo information w&o that t he LoTalhte iD Spain would hol d out at 

least durin& t he calender year. 
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1 reporte4 that there wae bellY)' preeoure on t he franc and to 

oome extent on the pound, due to the dleturbed international con

ditione to which Secretary Hull had referre4. !he Jronch have bean 

losing about $10 million i n gold a da1 !or the paat week in support

ing the franc and on 7rida1 the~ loot about $15 million. We found 

1t hl\rd to determine at what fisure the franc could be held unlooe 

condi tione changed. The French have in their exchange fund a total 

of gold and !orelgn exchange of about $300 11illlon. We thiDk that 

when that 11110unt 1e exhaueted the French rlll probabl~ let t he franc 

elide in order to pr eserve intact t he gold reoerve in the !&Dk of 

l'rance, which in II~ amounted to $2,1K>o Dillion. 

The President asked whether exchange control ebould not be 

1\pplled b7 the French. 1 oaid that I wao i nformed that 1t wao now 

too late !or exchange control to be ve~ effective. Beoidee, the 

French Parliament would have t o be called into ••••ion in order to 

adopt the necessary legislation. 

The !nglhh are loaing some gold and t he pound baa declined to 

$4. 87-1/8. However, moat of the activity in the ~glieh morketo 

appearo to have been caueed b? aaleo o! t he fra.~c a.~d converoion 

into pounds, and thence into gold. The Britieh have a balance of 

about $4,500 million in gold. We have acqulred about $80 million 

in gold ainco Jul~ 15. I aleo reported that t he otock market wao 

weak, but t hat goveranenta ware balding up ramarkab~ well. The 

bnd feature in the situation is the decline in t he coccoditieo market 

which baa occurred ota&dll7 s ince July 15. 

Ur. Ieenan r eported t hat t he Harlan trial would be postponed 

until next year and t he ca~e =isht never be retried. The President 

oU&gootod that l'edaral inveotigatoro ohould be kept in Harlan Countr 

for a while to eee whether or not the old conditi one were repeated. 

Ur. Boweo reported on an airmail contract i n which one bidder 

had offered to carry the r:1aila !or nothing. The Proddent asked 

Ur . Keenan to prepare a formal opinion ao to whet her a bid of thio 

chArActer eonttitutad the loweot bid. 

llr. !diaon eaid that t he bide !or battleah!pa would be opened 

on October 5, and that he was ensagad in negotiations with the ehip

Yarda which claimed to be worried b7 t he tact that t he o~ecifieationo 

were new and d i fferent from what had been put out before, and hence 

t he yardo were afraid that t haT aigbt lou hlaTil~ on the conotruc

tlon. Veotro. Ediaon and Burlew both aoked that t he Civil Seroice 

oxecutiYe order be c:ha.n«ed ao that PIA or 'IPJ. workero can be appointed 

on energoncy work free !rom the Ci•il Soroiee re~lrement. Mr. Burlew 

aaid that he could not sat a Ciwll Service certification or availabl e 

oen in le10 than three months. The Preaident eaid to si•• hla the 

facta to ohow that Ci•il Service men were not really a•ailabla for 

tbe work. 

123 

Regraded Uclassified



- J -

Secretery Wallace otated that the wheat crop thla year would 

~unt to 955 million buahela. The doaeatie con.uaption ia 650 

million buohela. In 1937, S50 million bushtla wore produced and 

98 clllioft exported. Tho CMad.iMt have flxod a price of so; at 

l'ort 11lliM>. Their plan it to export the wbeat Md cot what t ho)' 

can for it , the governcent pa;ring the difference. The CMadlM crop 

II:IOUJ1to to 3 alllion buaholo. Tho 'big YOluee of Canada • 1 oxporta 

occurs in October Md trov0111'ber. Renee, llr. Walle.ce reco=ended that 

•o ehould pursue an activo merchandlai114 eaapaign a'bro!Od, uaint; 

Concodl t:r Credit or t he regular e:rport1114 houeeo . He allid he dld 

no t oee an:r lon~time solution for the wheat problem except a world 

evor-norcal gr&nar.f Md a general underotanding that t3ken 7ear in 

Rnd year out the United Stqteo would produce 750 million 'buehelo 

and export 100 million. 

He mentioned as one of hit exporting efforto, the poatibilit7 

o! selling wheat to China, and st ated that apparently Secretary 

~orgonthau favored it. He then ohowed the President ~ letter 

trans,l tting Secretary llorgentheu ' t ca'blegraa, mentioning that 

l'r . Chen hN1 been invited to come to ITnehington from China. Tho 

President ~Q&getted that it would be wall t o oell 10 or 15 million 

bushela of wheat to China and ouggooted t hat the State Dop&rtcont, 

tho Treasury, Md Agriculture ahould confer about tho ai tuation and 

cable to Secretar;r Worgenthau if necoooary. ( I told Secretary Wallace 

<Iter t he cabinet meeting that Ur. Taylor was handling the subJect 

on behalf' of t he Treasur,y. The principal d i fficulty was l n connec

tion n1th the financ i ng of tho Chinese purchaoe, aince China did not 

want t o pay caah.) 

The cotton price is at lll 5 points above that at which a cotton 

10M muot be m!Ode and Secretary 'lallaee hopea that 1t will not be 

necesaary to make aueb a loan. 

Secretary Ro~er reported that bu•ines s was Improving; that the 

•te•l mllla wer e worklng at 4o percent capacity. He brought up the 

problem of providing apace for the work on t ho 194o cenaua which 

will r equire around 25,000 people. It haa been auggeoted that a 

new buildi ng be conetructod for this purpose at Wlaconoln Avenue and 

S Street by a private contractor. The President suggea tod that 

Ur. Roper look into the question of altos outoide t he District so 

t hJot PWA money could be ueed. 

!lias Porldno r eported that uneapl07t>ent in l!DglMd did not appear 

to be Increasing. The En&liah are atudying the p?aalbillty of in

creased uee o! t he land and aleo 'better dlotribution of the population. 

Tho Preo1dent eald t hat he tho\18bt that population diatrl'butlon would 

be an laportant laeue in thle count17 and t hat he belle•ed that we 

ouaht to encourage moYOmenta of t ho population from citiet to 

the count.,., 11111 Porklna reported that eaployment in July waa I.1P 
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70,000 over June, wbereaa there ia noraally a a eaaonal decline of 

about 90,000. llore people are DOW at work than 1D 1933• The .. t o

mobile workera are ...,,. 'beillg called back. She tel t t hat we ..., 'be 

o•or the •bump, " ao abe put it, on labor dioputeo between t he 

oxployera and t he uniono, but t hat t here were incr .... lag difflcultiee 

between the CIO unione and the A 7 of L unions, particularly in t h e 

cor1t1ae 1nd~tr1eo. The Pacific Coset la oettllns doen but Jurl•

d!cti onal dioputea betwe en the unlone &re apt to increaoe on the 

Atl..,.tlc Coast . 

W!sa Par klne felt that the f!ret mat ter of l mport&nee under t he 

•ac:eo and bouro bill 1s that t he otand&rd .. t by Congreaa ahould be 

ob•yod. The pro'blea of r ahlng the et and&rd h a later one, but 

eo:!pllanee wet be oecured flrlt• 

llr . llopld.n1 eald t hat lt was nry ii:IJ)Ortant that the dep&rtaento 

n!eb had recehed PI!A .onay ohould begin t o opend l t at once. Be 

reported on a CAU ln Penaacola of DODeT allotted for a DA.,al hoap ltal 

on which the plene were not yet drawn, 10 t hat t he money would hardly 

be apent e1 thin t he next two yean. Be oald the South la 1111eb in

terented ln t he 1r114e1 and houro 'bill and h arudoua regardin& ito 

"tb!nht ratlon. 

The Pre1ident 1aid that he wna lea.,ing Waohingten Wedneeday night, 

to eta,y a t llyde Parle until about t he 29th· Be expect. to be here then 

for about 5 day1 and then t o return t o llyde Park. Hence, there it no 

!~!ate proepect of another cabinet aeetl n&• 
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StcrEtary of Stat£, 

Washington. 

760, August 13, 2 p . m. 

FOR TREASURY. 

GRAY 

London 

DatEd August 131 19380 

Rto 1d 9 t l0 a . m. 

Th£rE was a rathEr largE gold turn-ovtr for Sat

urday, 485 bars bEing sold at thE fixing at 142 

shillings 9 pEnCE giving a on£ half ptnny prEJDium 

on th£ basis of $4. S7t. Information from markEt 

sourc Es indicatES that thE dcnand for gold continuts 

and tht pricE is up to 142 shillings 9t ptnc£1 thE 

dollar rcnains in strong dtmand and British authoritiES 

arE optrating hEavily. PrEssurE continuEs on thE franc, 

tht thrEE montha fol'lfard discount having touchEd 7t 

pEncE . 
ThE prEss rEports thErE is a good dEal of talk 

of thE dollar going considErably bEyond $4. 86. 

JOHNSON 

RPD 

12S 
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p.ut.t.JIIIIl&.R or m'GP·• UCJEI't'U 

J'alll: MU1GNl Jabe .. y, !'aria, J'ranoe 

DAB: .auguei 13, l&a8, 3 P••• 

WOol 13?1 

RIJSB. 

I rater io the l&Uer ~ ot •7 iel.tgna •o• 1.38'1 

of .wgu.ai 1a. 

I ~uei bad & ielephoue oall troa 8&1ni, who 11 1.n 

Bonnei•a Ottioe. Ill eaid iht.i apiu the heuoh aon .. Di 

hal obaDged He a1J14 wlih repN. io eeDdiJIC & to~ uoie 

to the Untied Si&i• Go••~' ud w ibl B1'1UIIh OoYem-

mci rel&UYI io the pl'IIRM 011. ihe f%!lo:D01 &Dd ihl DIOIIIU)' • 

of a co..ou etaiemeni io deuy the ruaore ib&i the Tr1pazt1te 

be 
Agl'IIMDi 11 iQ(aod1!1ed. I w&ll told by St.1Di thai Bonnei 

now requ•t• ugeuUy iht.i the uoie which he gave 1lo •• 

yeetnday ITIUi.JaC be U&:oaa1iild io the 'Dn1ted S i&hl Go't'

ll'DIIIDt u &U otf1oill uoie.; Iu &441 U uu, 8&1ui ... id iht.i 

ih11 aol'DiJaC &U 14ai1e&l DOh _. ll&Dded io the Br1 Ueta 

oht.l'cl d 'attau ... l 

E1D BEO!IO. OMit 
J!ULLift. 
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·Stcrttary of StatE, 

Wo.sh1ngton, 

RUSH 

GRAY 

Pnris 

Dnttd August 131 1938, 

REc 1d 11:35 s , m, 

1271
1 

August 131 3 p, m. (SECTION TWO) 

A translation of thE nott is o.s follows : "ThE 

prEssurE EXErt Ed on thE FrEnch currEncy, whilE not 

hAving its origin i n circumatancEO rElatEd solEly to 

thE markEt for thE franc , is Entailing strious con

sEquEnCEs for thE stabilization fund and for thE FrEnch 

TrEasury, ThE Frtnch GovErnmEnt considErs that it is 

acting in thE spirit of thE TripartitE AgrEontnt in 

lnform1ng th~ GovErnmEnt of thE Uni tEd StatEs that if 

thE prEssurE on tts monty should ptrsist1 it would not 

bt cErtain of b Eing a~lE to continuE vEry long thE 

SaCrifiCES impliEd by thE dEf£DSE within thE prESEnt 

syston, of thE Existing monEtary lEvEl. 
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It bEliEVES it nEcEssary thtrtfort that t hE govtrn

mtnts signatoriES of thE TripartitE AgrEcnEnt SEEk in 

common, in thE spirit of confidEnt collaboration which has 

' 
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Pagt 2 , #1271 from Paris (Stotion Two) 

has always in~p1rEd thEm thE appropriatE mtasurEs to 

ward off thE a~tacka which at prtstnt art affEcting 

thE principal continental currtncits. It strESSES in 

particular thE urgency or a common dtclarat1on tending 

to dtny thE ·rumors which continut to circulatE rtgard-

1ng thE possiblE modification of thE TripartitE AgrEE

mEnt nnd of thE Existing monttary ratts ." 

Coohnan has tElEphonEd forEgoing to Stort tary 

Morgtnthau. 

W\10 

HPD 

PltaSE advisE TrEasury. (End MEssagE) 

BULLITT 

• 
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)'ROfll: .~o~~eria&l:l Zabaeey. Pa.r1e • Franoe 

~an: : A~:~.guat 13 • 1938• 8 p.a. 

!iO.: 1 373 

.HUSH 

J'ROIIl COORlWI 

\/hen I had daapatohed my talegr&lll I o. 1371 of Au8Q.8t l S• 

:s p .m. • I got ill touch with the llillieter of FillaDoe at the 

requeet of Secretary llorgent~u. tranemitted through Am

ba seador Bull itt. The lllinister or finance and Rueff had 

gone out of town for t he l ong weaken~ , but I epoke with 

Couve de Kurville. who wae on the point of le&Tlng al eo. 

I ae~ed Couve de Kurville wnat action t bey expected 

f r oa t he United State• on the note f r om Bonnet; he replied 

that they sought our aooept&Doe in principle of a common 
. 

I~ 

statement wllioh t hey hoped (oais eion) on 1UeedAy• AU.guat ~ .. 

1 s&id that t her e wae no o~oe of getting agreement f rom 

t he United Statee either to the principle or t he t ext at 

a oo~~~~~mique for 1Ueeday unleee by Bund&y atOrnlng we had 

a draft or it. I t old Oouve de WUrville that even t nen 

they should not expect ue to join in any positive et at ement 

t o the etreot t nat t .D.e f rauo will not be further depreo1&ted. 

Any oo~ique wou.l.d have to be carefully oou.aidered• einoe 

•he Yreno.D. have iJ:I.IUoe.ted t heir own uneaeinese on t hil 

point and. bad served us not i ce. I wae 1.n1oraed by de Mu.r

ville tnat t he Britieh had not given tll.ea any indioaUon 

of tneir r eaoUon.• He told ae tll&t ne 110uld• nowever • get 
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1D toaoh w1 tll. BUff U4 n4•ft:r to telepl!OM i. d:r&ft ten 

to • ~7 fo:r-.ollllo 

1'11.1o nonl.Da I i&lko4 • w1tll. Boo:rota:ry :lorpd"-

by tol~•· &D4 S&YO bia t:aa.o forosoilli 1Dfo~t1oa. 

n• aoor••r,. oa14 tilat Bu.Uuwo:rn, who .. w1U hill, 

would tel~oa• Ph1ll1P• u4 let ll.ia bow allollt u. 
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-nc-....~t.L.__ ........ 
TREASURY DEPARTMENT 

UNITlJ) STAT£.5 OOAST GUARD 

WASHINGTON 

AIIC• lt, 1938. 

Prom : The Seoret&r7 ot tho 'l'reu\lr7. 

'1'0 : &.Mbtut S.oret&r7 !117lor. 

After Coohru g&n - U aOOOWlt Of hie COII'hrMtiOn with 

auett, l!uttuworth talb4 with Phillip• he too agreed that the 

t1rot ud aecond parte ot the Jrenoh note wue, rr- the Britieh 

a11d '-rica~~ rl811P0111t 1 111cc.pat1ble and u regard• tho 

•appropriete .... urea• mentioned 111 the note Pbill1pe t.pl1ed 

that the burll811 of proof wu To1'7 -eh on tho Jrelloh. 1lbell 111tor~~ed 

that Rueff he4 etated to Coohru that the Jreneh draft 9t a poea1blo 

at&te1118nt would not be aftileble 1111t1l the7 he4 heard rr- the 

Br1t1ah. Phillipa add that he had 111 ll.1lld a rep}7 to ·•h• ottect that 

lillie tonthe ot their dittioultieo aroae out ot the a ctual ct.rc

etancee, 111ternatioual and otherwise, UDconneoted with ru.oro 

lllld that too -ch proteatillg 111 the tol"DD ot donialo woul4 reall7 

onl.T lllllke tor further welllaleee. arttorworth ukod b1a to han the 

Britieh -•87 111 Pari• alee the .u'betuce ot their rep}7 aTa1l• 

able to Coob*an. Inoidontall7 , l!utterworth teole that the Britieh 

technique will &leo be tO han the BuJt Of J:agl e nd 'M>rlc OD the 

Banlc ot Jranee. ~tterworth 1e attomptillg to get raeerfttione 

which will pel"DD1 t hlm to be 111 London 'l'lloeda7 afternoon. 

13S 
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PAJW'IIRAB. OF ~lAX ru:o.rtU 

J'Rill AaeriaaD J:abuey, Paria, rranoe 

DAD: .uacuat 14, 1138, 6 p.a. 

IOol 13'14. 

RUSH. 

i'l\OK COOHR&JI. 

d 1145 P••• I bad. a telapbone oal.l !roa !Ceff. Be 

sa.id. tbf.t •1 aeeeage (ref erenoe: ay telegram lo. 1.3?.3 
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ot AUgU.t 13, a p.m.) bad. been g1Ten to hill. by de JtunUleo' 

Thereupon Rueff d.ra:Ued a ooiDOJl etatemen,, &Dd bad had. 

a telephone conversation with the Jlinieter of F1nanoe about 

ito' Karob&nde&u Mid he felt tb&t ther ehoW.d not tl')' 

any final draftiDS for tran.Ba.1 .. 1on to WI untU they had. 

.bad. eome ..Ord !rca the Br1 t1eh about the note !roa Bonnet.· 

!b.leff proll.ieed tbf.t 11' they had &n)' draft to oo...unc-.te 

to WI on Jlozuar he YOU.ld. o&ll ae; however, he thought 1t 

moat likel)' tbat the)' would not have &n)'thiDS untU the)' 

were all baolt 1n ParU on Tueeday morning, .1118U8t 18.• 

llue!! Mid. tbat he ._. bOlding ll1e own draft ae a 'bae1e 

tor their d18011ee1ona at tb&t tiae, &n4 he thOught tb&t Priae 

Jl1n1eter Dalad.1er aight &leo join 1n the d1eouee1ou. 

•• 1n ay tallte with d• .llllrv1Ue, I etre11ed to !Ceff our 

dea1re to mow 'llbAt the)' are going to do to-.rd. 110ld1DS 

t ile f2:'ano d.uriDS the tial tb&t a oo: mique 1e be1Dg pr ... 

pared, and then arter 11euanoe of 1110h oo "''qv.lf I aa48 

it olear tb&t we oould not give our ueent to a draft 

atat••' the - da)' tb&t they 1Ubaitte4 it to ue. 

a&eff 

• 
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Rueff ea1d that he Wlderatood thia &114 g&1'a up the 1Ua of 

1 .. u1Di 11.11,7 o<J-n1que oa !V.e1141a7•' lklwnu, tae eUll taopee 

tbAt tae oan g11'a ue a draft taxi of a a "iqlla on fuaeda7 

at tb.e lateet.• !'b.uefore •• will be able to ••• !low the 

paru • rket da1'elope on that clay b efore b&Ti.Di 1o take 

any daoiaion in t he •tter. 

At t our o• oloolt th1a afternooa I telepb.oned ttae for.

going t o Beoretar7 Korgenttaau at ADt1baa~ I b.&Ta beaD 1D

struoted to apeak witA hill on Monday nigb.t at Brianon. 

BULLI!!. • 

.i:A: LWI 

• 
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llhen I received the Secretary' s meenge of August 14th tbroueh 

the Cout CUard •nd compered this meesaee with t he Cocbrl!ll slld Bullitt 

c•bl~• (1271-72-74), I got the S...preasioo that •e were in proces.a of 

~;etUn& aoce wire a crossed and thot the inter J ectioo or Bul.ll tt and 

Boonet into the ait t...ation .... s ~ the matter out of the established 

channelB or Treasury-to-Treasury converas tiona 8nd negoti•tions on all 

~tt6ra affecting the Tri-Partite Agreement. I therefor e called 

Cocbrcn to find out if the Secretary had engaged in allY conversations 

·•Hh •b1ch I .... not familiar which would render a change to For e i gn

Of.ice-St ute Depurtment conversation deoirl\ble. Cocbron described the 

situ..tion as he understood it and stated that thoro nre no reasons 

tc>t he knew of for altering the eetabliebed channels. I therefore 

ealltd Livesay and lloffett of the Stbte Dept.rt&ient to ""pba&ize to them 

the illportlnce of keeping ell these convert~~ Uona oo the financiel lenl 

~n 6tked them to make this clear to the French Charge d'kffsires here 

~ho luid alreo.dy t<pproached Moffett 1>itb BoDJlet •s meawge. lloffett and 

Livesey both agreed completely ~itb ~ reconmendntion and Liveeey in 

139 

turn cleorod the matter with Secretary Hull , eo thet there should be no 

llliuunder atanding. Livesey infoi'IIls me that Secretary Hull personally o.k. ' d 

the request ~tbieh I had made through b.S.... 

I felt that it ns quite t..portent to clari!Y this questioo before 

... ttere bad rotten aloa& too fer. 

• 
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SecrEtary of State, 

Washington. 

769
1 

August 151 7 P• m. 

FOR TREASURY. 

GRAY 

London 

DatEd Augus t 151 1938 

REo ' d 3 :12 P• m. 

Exchange market sources rEport quieter conditions 

with Paris and Br ussel s closed for holiday but no 
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change in the gener al f eel ing and otcrling s till weak 

with considerablE commerci al demand and also Scandinavian 

buying of dollar s . The Briti sh authorities ar E support~ 

1ng sterl ing at $4. 87 l/8 and the franc at 178.29/32 

and selling gold at 142 shilli ngs 9 1/2 penc E which i s 

l l/2 pence over today 1 s f i xing pri ce when 371 bars 

wert sold at 14:! shillings 8 pcnct quoted as a half 

pcnny prtml.um on dollar 4.87 l/2 . Tht thrEE months 

Crane appartntly unsupported touched 7 l/2 discount 

but has impr oved to 7 l/8 vtith littlE busi n ess . 

KLP 

ROC 

JOIDISON 
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ll.r. Lero7-:B....Ui•, .Fraoh Jiaaacial .t.\tacll.e, call..t to~ at 

):30 P. 11. and aaw Mr. ~or and Mr. L<>c»•"· 

141 

Ul& 17Ai t e4 Stat .. !rMe1U7 ba4 u uenr Ha4T to the note troa the 

french Gonn>a•t \l"llll..U u..t \broach the Stah Depana...t b7 the 

.UO&ricu lllbNq, Parle 11D4er 4ate ot .&Dc'Ut 13. Be etat..t that pro111t 

rel •••• ot a Joiat etateaeat oa the ezcb••se eltuat i oa b7 the !ripartlt• 

a ... btre &e rlql.l .. \&d b7 th& Jre&eh GoY&rDII&D\ 110uld be helpful, U ill.& 

french ll&rlo:&t b&iDC cloe..t to~ 1i alsbt b& poulble t or thea to MY& 1 

contlderul& reeO"<lreee lt the etat-t ... aade pu.blic before ill.& 

french aarlceta opea..t oa ~e~, 

I t -. polllt..t cnat t o Mr. Leror-B.wllft thet we had not rece1Yed 

the ten ot the propoe..t .. eaac- troa the rrnch and pndlac receipt 

ot the .. eaac-, &ad u opportaai\7 ot et....s;,tAc 1\, 1184 oouulUDC with 

iha :Bri Ueb, there - a.otblllc the 11. S. frMAJ'7 oould do a t the 

Kr, !ll;rlor nplaln..t that w 1IOQld be 4l&d to stYe .. PrGII't 

acUoD u poealbb to Uaelr propoaal, bv.t the del.q .. erldaat17 

occaa1on..t b7 ill.& Jrnoll. ~ ott1olale ' &l>eenoe troe Parle onr 

iha holi~. Mr. !IQ'lor &lao eJPlaln..t iMt .. hcNi&r7 llorc-tMD. 

waa 111 oloee tcnaob w1 th ill.& elto.ailoa, 1 t 1IOQld be IUIO&eaaz7 tor ue 

to hear froa ll.ia attar ill.& propoe-.1 etat-t .. rec&lYM batoN ~ 
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111anr coul4 be ci<r• f~ thie ei ... 

.UUiolleb llr. IAI'OJ-llealln a4a1Ue4 that \be llltuuUoaal 

poliUcal altuaUoa we \be Mia 41ewn1Jic factor at \be pNe•t u •. 

"- aUll tel\ tbat a Jolat etat-t to \be athot \bet ao uw ,.._ 

allpenh of OQJTencl .. wre coat-.plate4 ~4 be of craat balp to 

the rreach fraac. 

The attentloD of llr. IAro7-llealhn we an .. to the fact tbat 

tho note of Azlcue\ 13 baA be• a44Nue4 ll7 \be Frezu:b fore1p office 

to the 11. s. State Depvwent, lb.iob we contrarr to tba proca41lra 

al"T• carrle4 out in 'l'riparU ta aattera of aald.DC nob c....ualoaUoDe 

froa !rauu17 to tr.......,. llr. IArGJ-lleallft nnture4 the op1D1oD 

that the Naaea f or thle we \be lllle.,.ce of the 'lreaw.:'7 offlclale 

froa Parle at the U• the Dote ... 41apatoba4 b7 llr. Bonae\, who we 

acUac 1D a c1aa1 c.pacli;J u both 111a1atar of Fore1p uta1 ... •4 aleo 

for .. r lilil1atar of ftiiUCe. Be acrea4 tbat aD7 tuwre o-loaUou 

ahoul4 be a44reua4 to the 11. 1. frMRJ7 41reot b7 \be lreDob !raaftr7. 

llr. Laro,-ll-u ... etate4 \bet he we eta71Jic 1D ... h1actoa t o 'M 

of &D7 auhtaDce poeelble uat11 \hie P"••t •er..,.CJ baA oleare4 1111>• 
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Luncheon with t~e Preaident 

The Freel dent aaid that you c:uot be having qui to a tlloo ill 

:ranee. I t old hlm tll&t the french and llrltloh GoverMento and our 

01111 Tre&B'>r;r people had bothered you a good deal. The French hlld 

cow oent a note auggeating a Joint atatenent by t he United Stat eo, 

Crent lll'1ta1.,, and rrance , but hNl not yot given uo the tarma of 

t!:e proposed joint otatet~ent. We thought it wao probably t oo late 

for ouch a ot a tonent to be offectivo. The Preoident aakod about 

tho J ap&r.eae r oaources and I told him that our l l\ot reports were 

that the J &panooe ha4 about $200 111llion in gold rcain1ng; and that 

th•r hlld r ecently ohipped $45 million in gold to us to be earmarked 

for then. The Preaident then recounted r eports tranomitted to hia 

by aorl ne officers ata tioned in China regarding the ability or 

battalions of t ho !lgbtb Route J.rrq to filter thr~ tho Japanooe 

lines and to operate behind the l i neo i n deotroying or contiacating 

J &J)M•• • supply trains. 

The President asked no wtlat our reco..:endatlono on t axu ehould 

be. I told hlm thAt t ho budget estllll8te of r eceipto for tho pr eaent 

;e"r would prove to be approxiMtely correct so tar && preeent in

cl catlono are concerned. In a yoar with buoineoo conditiono aa 

gocd as 1536 , we mgM hope to obtain $6 billion froa our present 

r••'•nuo oyotem, but it would take an unusually sood year to brin& 

In t~e •1 billion which t he Pre oidont had ~entloned in Jnnuary ao 

tee noroal level. I said our studioo were dir• cted toward a det onoina

tlon of the beet means t o 1>roduee $7 billion of l'edoral revenue. 

':be Freoldent then confirmed hia opinion that $7 billion allould bo 

r et:l'rded ao the norcal r ederal budget. I oaid our otudioa Indica ted 

tho.t we would need to 1ncreaae eet&te tu rc tea and income tu 

ru .. decidedl;r in order to bring about the desired flow of revenues. 

I odd I would not m&ke any reeo.,..nd&t!on ao to tho Ullin& or tho 

proposed i ncrea se. The Prooidont oaid that one matter of timing 

~a• el e~r. If the proposed 1ncrea••• were not 834• next year. there 

waa 110 proopect of 1131dn& th.., bef ore 1941 . lie exproteed no opinion 

• • to t he dealrabllit)' or l ncreeoi ne the ineoce t&X or ootato taz 

rata• i n 1939· 
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The Prooident t hen oaid t hat he thought t he elia1netion of 

ro•er ncental tax ezeaptione ought to be provided tor i n a bill 

In three p&rts. 7irat , that the 1ntoreat on future 1aauea of 

et1 to and loderal oecur1 tlea thould ba aubject t o the l adaral h >

eoao tax; oocond, th&t the 1ntereat on paot 1aouoe ahould be tazod 

under t ho Olaae propooal but a t one-halt the regular aur tax ratea; 

ond t hird , t h&t e ateteoent of policy to the effect t hat the interest 

on rutcre iuuea of leder&l aecuritioo thould be aubject to t he eo.ae 

. rat • e of otate inco=e tax that the st a t .. *PJ)liK to their • .., 

1 oeuri tt eo. He aekod me to gi ve him e memorandum on thla oubJect . 

P.t aoked IllY opinion ... to t:ne legality of 'tJ!e aecond par t of 1\11 

r ropooel. I a!Ud that in converaation w1 th llr. Juatice Stone I 

had obt!lintd t he dla tlnct connction t hat t he Court would be likely 

to uphol d le£ialation applicable to t ho interoo t on f uture iaeuoo 

of ••curl ti eo, but t hat they di d not want to uphold auch a taz 

upon the 11\toreat from paat iuuee and that they 110uld like an 

nssurance to t he affect that t he 1nt or eat on paot iaeuea wao not 

tol D!: to bo taxed, i n the 18110 bill i n which tho taz wao il:poaed 

on \he intereet from future i oouee. 

I a!Ud that t ho Treaaury lw1 r efrained froa ezprelliD& MY 

opi nion as to t i:A! r etroactive t axation of etate of ficial I ' oalariu, 

since t he tazee on past oelariea conotituted an excellent t radin& 

point In our favor in eeeking legial ation making f uture aalariee 

t8lAble. I, peraonally, would be willi Qg to give up t ho taxeo on 

1·•t oal.r1ee back of, $a¥ , 19)8, if we could eeeura t ho l egtolation 

for the future. 

The Preo ident then aa.id that he he'\ two -propooals 'IIIIich 

~ecountante unanbouoly disapproved, but which be thou;;ht would be 

dealrable. 7irst , he would l i ke to aee it80a or expenditure• i n t ho 

Fedor o.J. budget 'IIIIich might ul U""'tely be rep!lid to be oep&rattd 

out f r om t ho ordintU'y expendi turaa. !!e thought the r epll)'lllenta ln 

auel: caseo ohould be earmarked to r etire on a forty-yaar baaie 

!'ederal bonds which might !>&Yo been i11uad to pay for t bo expenditure; 

And the balance aet aside i n e revolving fund to be r eappropr i ated 

by Congre•• for aimiler purpoooa. He uoed ao an example t he ez

pendltureo on the Boulder »am. He aald t hat $100 mil lion or more 

hod been a~ent on the n..... Roceiph are comi ng in at the rate of 

37 mllion 3 yo&r. He would utt $2. 5 atllion a year to retire J'odoral 

bondo and placa t he balance in a reoorve fund t o be appropriated b7 
Con&r••• f or other ai milar pr oJact a. Ao a aecond illuatration, ho 

cited ooao naval hiotorical publicat i on• for which an appropri&tion 

of $10,000 hod been oecured. Tho !iret •oluae oold !or a little 

over $10,000 which went into t ho general fund of t he Tr aasurT• !be 

Navy would have to aeek 8 now $10,000 appropriation in order to 

publiah t~o 1 0eond volume, ate. The Prooident wanted t ho $10,000 to 

be sot aside and oubJoct to reappropriation b1 Congrea• f or t ho aaao 

purpose. In the oocond place, t he Pr .. ident eaid he would be willin,: 
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to aoe aoae tax•• earmarked tor apecial purpoua. All onr the 
coun try ~eople t hought that t ho caaoline tax rectiptt ought t o be 
uoed f or rosdo . He would be willins to ••• t he Jederal roceiptt 
,0~orke4 f or r oade prov ided t bAt it be underetood th&t &11 kinde 
of ro&da wore i ncluded -- r oeAe In military reoervetione and NeTT 
y•rJ• and Not i onal p arks , ae well •• ro~dt 1n the etatoe. 

I remi nded the President of hlo t p eeohee ao Governor ot 
:lew vork regardi ng the desir&b111 ty ot coor dination of ot a to and 
?tderol revenue•. and suggest ed t hat there waa no more preeaing 
r r caer t proble::>. !!d t hor govern!Dont could well &!ford to ghe up 
• O"JrCU of revenue , but a goOd deal ot work could profl tebl;{ be done 
·n eoordlnGU~ adnlnletr atlon Md the taxea thcoalvea. I auuoatad 
tl:t t t bt Preoldent mght well appoi nt & dhtlngulshed co::l::llaslon of 
'lv• to look int o the subject and t o a&kt & report. The Preaident 
a< oro<! interest ed but did not COlll:IH hlaatlt. He finally ·~ 
-~·tet th• t t ht Treasury a-~uld atudy the deolrability of cigeretto 
tax•• and liquor taxes laid aa a p ercentac;e or t he aelli ng price. 
!'e lu\' in o1nd a eig;p.rette tax ot . eay , 50 percent of the s&leo price. 
I tol4 hi" we bed done a good deal of work on t he subJect i n 1934. 

I nleo told t he Pre oident of Senator HArrison ' s press conference , 
to whi ch t he Senat or had expr e .. ed the hope th&t there would bo no 
·entral tax revlal on thio year . 

I then banded the President my letter of r eal gnatl on. He said 
\' •t perhnpe I t would be wlae no t to gi vo 1t out l c::~ediatel.y , but 
tb t he would 8l'r &nge at hia Thursday pre•• conference to have eoce
ono aolc :>bout a y iQ!lendlng departure , and he would 8&7 t hat I was 
~~ ~·rni"-& to Col ucbi a in Septeober. At aoce later tioe , poaaibly 
!t,r your return, be would put a date on the le~ter and give it ...• -·· 
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Senator Borrioon aaked me to see him prior to a press conference 

whi ch he is ~olding at l l o'clock today. The Senator told me that he 

eXJ>"Cte~ to aay the followi"': Re hoped U>.at there would bo no general 

tax r •vision t his year. A conaidereble number of the exci se taxes 

expire on June 30 and the corporation t axes for the future will have 

to be provided. Conaequently, there will have to be a tax bill. If 

expeoditures are to cont i nue nt ~ preaent rate, it aey be necessary 

to lower t he exemptions and to tl&ke aoce ed""atmonts i n tho l>icldle 

bracketo. He io op~oaocl t o any i ncrease in tho upper braeket e becauee 

~. thinks they are alreedy too hi gh. Tbe 1!11\ttor of tax exemptions 1a 

now being studied both by a Senatorial co..,ittee and by the Treasury. 

The J!rincipal question i a whether t he exeC~ption can be changed by 

s ta tute or whother a constitutional amendment will be necesoary. 

I told t he Senat or ttat the ~er had bean dead fro~ a newe 

point of vie• e.nd hence newopaper men had been asking me eve..,- week 

wr.at tax studies the Treasury was ml\kint;. I hAd told them t hat we 

•~• conetantly engaged in collecting otstistica and other information 

on the vorioue proposala t hat are pending. I told t he Senator that 

no concl usions had been r eached on maJor questions of policy and, 

i ndeed , no r ecommendations would be foronuatod until the Pr eaident 

&!".d you had an opportunity t o confer in the fall . 

The Senator aaked me whether I thought tax exemptions could be 

el!ainated by a etatute. I told him it wao a quest ion of forecaeting 

the lin• that Supreoe Court deciaione were likely to take , but that 

:Y own oninion was t hat the exemotiona could be ended b7 sta t ute. 

The deci sion itself i n t he Port Authority caeo did not €0 ao far, but 

the lancuage of the opinion indicated t hAt t ho SUJ!roae Court would 

uphold a atatute ending tax exemptiono of \ntereat on aovernmental 

·•~lr! ties and t~• salaries of atate and local of fic!&la . 

Tbe Senator said t hat he did not like t he We:/ t he budt;et waa 

go!ftl:; t hat he, himulf , waa opposed to a continuati on of the present 

large expendi turea , but he .,.., afraid that they would hen to be 

continued. Re aaked me what t he budgetary picture waa for t he current 

Year , I told him t~~t the July 17 reviaed budget eatimatou total 

recei pt a for the current year of about $5 billion; total expendi t ure• 

of $8,9e5 zillion and a budget defici t of $J,9s4 million. Tbe Senator 

•eid he did not eee how we could poao i bly pr ovide oo large an amount 

or t e.xee except through a general aalea tax whi oh be had Blw~a 

oppooed. 

Regraded Uclassified



• 

- 2 -

!he S.na~r alao aald be waa Ye~ blue aboa.t the political 

dtuatio.n. lie had had lt out with tha Praa1dent attn the Conference 

Coz:u:dtt ee reached an ac:reement on the tax blll laet apring. !he 

Preoldent had t old hia that he ought t o be .ore cooperatiye, 

sena~r l!arrhon had aald there waa no 11&11 .ore eooperatln thaa he , 

147 

but that hla tu phUoa~ aDd the Preddent'a tax phUoeop~ were • 

entirely different and no 880unt of d1acual1on could bring th• 

together. Be eald t hat Senat or George ia one of t he beat aen in 

the Senate and if George h & conaen&tiYe, he 1a too. !he Sana~r 

oald he expect ed t hat Senator George and S.na~r Sal th would 'both 

ria. 

In reaponoe t o hie queetion, I told the Sena~r that I expected 

to l!&ve the 'l'reuurT &bout t he middle of September, and that 

l!r. lienee would then ba 111 charge of l.nternal rennua. S&Da~r 

!!urhoD said he had heard hla hlgbl.J spokeD of and he nntad to 

cut bla. I t old the Senator that I would uk Bane• ~ gin hla a 

rlDg before the Senator leavea two or three d&ye from now. Later in 

t he day, I took llr. Banea up t o aee SaD& t or Barr1aon, and we had a 

pleaeaot fifteen minutea t oget her. 

' 
• 
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Senator Warns That ·lore 
Revenue Will Be Neec~tctto .,. 

Meet Federal Costa 

SEES$3,900,000,000DEFICIT 

He Says Nuisance and Undis
tributed Profits Levies 

May Be Prolonged 

.......... 11D ,.. ... 'ftU TaOf. 

WAIKINO'fON, AUJ. U.-Bro&d.· 
enlnr or tb.e baM for l.n<:om• tasH 
to prodt.l« ad.dlt.local Federal reve
ft\11 wu pletur.d tod.&Y u a. prob
able nect:Nit:y by S.na.tol' Banl.on. 
c.halrmu ot' \he St11ate Ftna.nce 
CommiUM. It bu•lne•• d.ld not lm· 
prove by tbt tint or aut. yea.r. 

Ht rave lhl• opinion In a ctl.lcu•• 
t lon of the tu pro&T&m fACed by 
ttl• next conan••· In wb.Jch he a.1.-o 
at•ted. that new lU leJtlelaUon 
would bt lnevtlabJe nu:t year ~ 
eauee menr mltce11a.neou. tue• a · 
piN nt•t June 10 and the ooDtro
nntt.l undlltrlbuted.-prot'lta t.u 
law t\.Hlt l'1lM OA)y uc.lD JIJII .• 1, ·-kutor Harrl-loft, wbo led th• 
~ HYOlt wblcb fQK\td the 
A.dmlft.letra\.lioiD to accept a mueb 
mlklu C*JORl.-t&a: law thaft It cl .. 
.am, aude d.u ~t h1a o~pod
Uoa oa that .con had oot a'-Ud 
..,. t.h&.\ he would ttabt aa.y effort 
to ,...,.., the lt"f'lM written tato tbe 
ltl' lt.w a nd mo41flell tA ~ 
qtiltnt ltPe~&Uon. 

T..,_ .,t'Md. or tnoom.• tu 1ev1M 
prob&bty wou14 b4 u:tlftte...-.rT If 
bulttlt• • bow..S • moderate ,.m, 
84in.•tor H&rrl.c)n MJd, Mo&U... 
"tht l'tdtnJ oo.emmea.t baa M) 

many,arma out tor taseiJ aoW tb't 
aa uptum ta bu.lln- would briar 
& Cf't&t lotrt..,. hto receipt.." 

- . ... Diiiilt 11~~~~ ••Jhal l.ht f60t lf.'' be .Ufl4. "tbt 
.,. ..... ~ ..... tlletl 7 MI' 
, •• P.IOD,ooo,ooo. 11 eoetiu.or. 
4o not l.-pf09t '" tM Utnt of tlllt 
...eo. .... ..cu .... ur w1n u ... w 
~ .. , ..... f'tal ...... tu. p. 

n:!l:ptioM u4 perbap. bt-oad.Riar 
tbe ml44lt 'ru.ktt.a. Bu.t 1 bQpe ..,. 

WOft.'t b&" te 40 lt. 
'"Tht.l't woo' t M a.ti,J' aew tu.te Lt 

I t&a 1MIP It ual .. we have to ra.t.t 
mon n•enue to .... ,. tbt credit of 
the COUft\17• I WO'IIId rathet that It 
1M 4ont throulh • pleJt:..up 1ft bwij.. 
ne .. and ourtaitmeat ot rovemmeat 
t ll"ptl\ .... " 

T&lktn• lntormall)' to tltWIJI&Pfr 
men, len&tor Harr1.eon lndle-.ltd 
t.h&t ht wou14 JII'O'-bly 1\lpport ,.en
erat contlnuauon or the "nut .. nce 
ta.ua" &n4 tM current undlllltb
ulf'·proft\a tu: n.lbtr t.bAA reopen 
tM wbol• rtntral • ub)toet or taza• 
llon. · 
''lt Will ,.,. nee...,,. a.t lbt nut 

...-loa to b&vt a tu ,.U,., 1M .s.t. 
''bUt 1 ... ao ,_.., lor a ,.aeral 
re...mpiler of a. tu: aa ... aM look 
tor 1'10 bll'bly ~....tal qu•tloft 
lb a rtM fa Itt oo..WeB11oo. Tta. 
t.u wu ..... eoo.,.... wlU s-
m u.t 'N ~~ In ......,. of the 
n.o.l ud !deNt .oonomlc eond) 
UOM Whkh N tNt UaN c:on!toat 
ConJH• · 

''The bill&. MU~~~&ry"-c:aUM .. .,.. 
eNl of1 tbe mt.eti&MoUII or nu.,_ 
... ae. w_ .. e•plr. June .. ana U.• 
undt•tr1but.~~.~Pronta Tu BID u 
J>I••• J•li. · s) ltlo . .,._.~'1>-• tt 

~~=l=~~:-~ t!.~DIMtb~-=:r. 
l&niOUI tUIN1 f • ,. • 

• .....!.llJ! Jm.JIOM!ble aL WI ~· to 

J \ 8 .:. .. 
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Tax Increases 
1
To Hit 'Middle' 
1Incomes Seen 
Exemption• Will Be Cull 

if Ruaine10 Failo to Coin 
n.rorc Co"'l"eu Meela, 
Seualor Harriaon Saya 

' """ lh Utr•rA f'rf~llt ••tt•• 
WASUIN'OTON. Aut:. 1~·. -A 

broadtnln.a ot lhe Income- tax ba.se 
b)' m1udnc exempUOna a.Dd lncrea.a--

ltnr lnlra on the m.lddle bracte:u 
•'ill bt considtr«l by Coo.creu U 
bualna.a dou nM- lmproq before 
lUI, Stnator Pa" ll&n'l.loG. Demo· 
tnt. ol Nlu.WtJIP[ chairman ot 
lht Smale P'1nance C<mmlu.t., 
tsid~. 

"'II n are tmJ)tned t.o Pl mon 
monq, wbkb 1 hope 110e wiD nat 
bavt LO - .. bt aJd. • tbm we wUI 
conaldtr nd-ud:ac eumptkma and 
tnCft&llnc LI.U:I on &be mJddJt 
br.aeu... It Qcm.cresl decidu to 
tetk addJUonal nvtnuu In the ln· 
come-u.x fttld tt. wtll pt'Obl.blJ con
ll<ftr the La Po11ttte propc:l6&1s to 
rf"du;e the extmpUon of m.arrled 
Dtraona rrom t 2.SOO to $1.000 ano !ot 
\lnnu.rrled from •1,000 &o 1800. 

Stnai.Or HanLson U&trt.ed he 
"''ould oppose ctTott.l to re-enact t·he 
ratu of the 193tJ undbtrtbu~ prof· 
I~ tu. Purthrrmort, he aa.serU:d, 
••hfn conareu consider. a new ta:c 
bill at the nut aesston a.nd Ands, 
that all the "'lnequJUta oi tbe Hl36 
undtatrlbuted proft\41 ~x have not 
Wn re:mona,"' it mtcht p bade ~ 
t l'lt old ftal eorporalion LaX. 

"'Art1 moYe ~ comptl Col::tpaa &o 
raton the old r ra tuns of \be un.· 
tlbt~utfd proftll ta.x wtn be roucht 
.., lhe e. ....... Oa .... :n Prt-d
dtnl Rooltf'tlt 1.t ~ w. 
\ Ia., rebuked Concreaf far- -accecliDC 
10 the dftfl.lnch ot ~ by dras· 
Utalb' JnOCI.i.t)"1rr \be und.lstr!bu\ed 
prol\ta and ea.pjtal cains tues.. He> 
kl th.e blll become a law w:ltbout 
atr:nln; lt. 

At that Ume Mr. Roosevelt sa.Jd he 
would not mt untiJ congreu ha& 
fl"'tortd provls:toru deslC'ntd to plua 
loopholta rhrouah which pronta 
Nttaptd taxallon. 11\e Prts.:ldtnfa l 
(r1tlelsm wu dlrect.rd particularly 
at t••o poln~whaL h e ealled tl\e 
Inadequacy of the penalty for with· 
holdlnl d iY!dtnds to stoekl'loldt1'8. 
whltb wu Axed a\. 2* ptr cent.. and 
the tUminaUon ot &be eradaat.ed tax 
ra~ on cap1tal pin&. the nee 4ud 
ln Cht biD bt1nC: 15 pu omt nsUd· 
'- ot the amount or aueh llfQft .. 

.. Of count, I wW ftlbt a.p..tag ,.._ 
tcntaon ot me 1131 ~ 
proftt~ cu ._, &be DtXt .-oo. . ..... 
. ... ~ 1014 --· ""'!bat 11: the atntlmmt. 0( ~-
Cbolnnon .......,_ alcl be hod -he&nl tt'OID W White Bouse ~ 

..... -""' ·-uoo or tbtao Pftl"t1&50D1 &.o a DeW tu: -...,L 

- ' 9 .: .. , 
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l'aO&RAL R~SitltYC. 8ANK 

OfF NE.W YOJUC 

CORRESPONDENC E 
eo~nDII!UL _ru._·_• _ _ __ _ 

S U 8 J a CT: 

O AT&._ 

telepboeo CoDnraaUoa with 

B•q•• do Praaoo 

I telopboa .. llr. Cal'ipol •• lOaU •• CNr Uaa, todq, 

•4 told ha \hi\ nebi"IOI had ~~- ••IF Qlllot 7 .. \ordq dao •o 

the 11011417 1D J'r•oo. Cartallol ..... .U h bapP7 nor the 

teltpbolllo I .tilted h1a 1t ho \ho\lpt 001141\loDI won 11117 bettor .., 
011 "'' CODtinct. Bo repUo4 •tho awauae 1a lltahtl)- ouiorJ 

eot 110 ba4 •• 1\ waa at tho •• ot lu' woet. • I alkod h1a bow ho 

bad aada CNt TORI~ aa4 •••u~ 1D tho Loncioll a artcet. Be 1a1cl 

bt htd loat a UtUo oxohiJliO oa latllrdq but tbat it bad baaa '\'1.1)' 

qdet ill LocdoD 7 .. ,ordq. Bo rtll&ftod that tho dollar wu "ak 1D 

l.onb tbh 110m1D1 bu' bol1«o4 U •a• ael)- t•poriJT duo t o lhort 

ooftriliC ID4 a •aU dt~~aad tor po~~~~da narl1Da. !ho Peril forward 

l &l'ltet at1U -t1Dao4 eaq but DOt ottoro4 quito •• heartl7 u "-*' 
•'*· I ukod h1a bow ho wu aaks., Ollt todQ' md ba aa14 ha hid 

lon about 18001000 oo tar thia IIOIDiDI q4 npoctod to lo .. a u•U• 

IOrt bttora tho 4q Ql o•or. 
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I"EOCRAL .. I'KAVC 8AHK 
CW N KW YOIIUC 

SU8 JKCTt 

l!il 

DAn arun u, ltM 

telepbolla Ccenr .. uoa with 

leolt of I!!Jh a4 

At 101 && a, Cllll' ttae, todq 1 I telepbcmecl b. lolhe 

at the r lllk ot Jlllla.bn4, end lD h1e ab .. noe spolte with Jlr. toD&f• 

1 told him tll~t ~• to the boltdq lD rruoe T•nal"dq enbanc .. 

ha4 teen extr•ell' qui.t. I aa14 that " ..,... llstereate4 1a a. .. 

1.Dg \he re.- for \be atl'-cth ef aterl1q tAla lt0ftl1aa. Be aa14 

\bert • aa detin1tell' a •oh b!'i&hter o1u•rat Oil \he -UD•t t odqJ 

llowen r, he • • • oot YQ'l' opt1a1n1c ae to wbMbn 1t would lut. 

Pui• , BNaaela, aD4 .aneru. a .. ..s 110re ohaerrul todq, aot ao 

Dtn'OUI U l aat Weelto the preeaare ICa.iDat \he frNlO bad .04arde4 

•'*•t ill the len tft 4qa1 pan1crular17 the three au1th torwu4 

tnDoa, 1 ... 17 \hia •1111aa 1a Loedolt then b4 b .. a little b1441q 

tor the dollar "-' an .. the , ... , ha4 bee aat1at1a4, tale dollar 

tollla4 offend. oaa er t• of oar lar1e .tam- ~· "" 1a the 

eartat thia •atac aens., ahrl.i.D& at .,, ' ' '· I told !0111~ ti'~~Ba s 

CODUDua4 WMk 1a o.u a&J'knJ OD laturdq we ha4 pQJ'tlhaaa4 tr.ee 

Q 111ll10D •4 7e .. _.., 10 111ll10Do Ia waa .,....,. •* .upl'1ea4 

tile\ that ••• aU we ha4 ha4 te ,.rob&M to ~tala tbe tr.e at 

l ta l'71.tO l~Yel. 1 told b1a t belf.IYM \bat ~ eell1nt of truea 

1D the In ron autret 11a4 -• hell \be .. ,~.a .. t. I alao ••U• .. 
to !oau that DO\b1ac ha4 ... "' a$ oa tale jir 11Jl1 .. ..,. ,.,..,,. 

111\h ret_ .. M l.,_, .. told, I 1••o !0111. -e 1-. 

41cat1ae ot tho tetal p14 a! ... ,, .... • tale ftter er M be 

lblppe4, ... 1 Mit .ut .. w b .. ta .. ,. .... w ••an ... ot 
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RDatAL liii.._JIV'& .ANK 
01' NEW 'tOM 

152 

CORRESPONDENCE 
coeno.rus. J'IUI 

DAft 
.... u, 1111 

.... 
"'' lldpa•U lll .. HII o~ en.na, •• ae14 • •• a. ....... 
llat ~., aal•• ,_,. Hit tbat .... IUit ... a UtU.• 4_. 

tn col4 aft• tlslfte 8114 tUt " ... IMt ,._ -lll4..-le ... 

, ,u sai t or ap••'•Un _. ~ ,._,,. ,_. •• t11"ft 

Une tn '"enl .. tat., llullle lal~ .. , 1Dte \be autrw Ttft_.. • 

....... 
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REB 

Secretary or State, 

Washington. 

778, August 161 6 P• m. 

FOR TREASURY. 

GRAY 

London 

153 

DatEd August 161 1938 

REo'd 2 :28 P• m. 

Exchange market sources report that though thEy 

EXpECtEd hEavy businESS today thErE has bEEn a complEtE 

change i n sEntiment though this may bt temporar y. 

British authoritiEs sold a few dollars 4. 87 1/8 shortly 

aftEr thE opening but subsequently sterling improved on 

market buying to $4. 88 1/2 . ThE rre.nc has bEEn Easily 

hEld by thE French authorities at 178. 90 and the forward 

ratE was brought down to 6 3/4 discount by a slight 

manipulation. Only 412 bars or gold werE sold at th£ 

fixing at 142 shillings 8 1/2 pcno£ giving a half penny 

prcnium on thE basis or $4.87 5/16th. ThE gol d prio£ 

aftEr the fixing has remainEd at about thE fixing lEvEl 

and thE markEt has bEEn narrow. 

JOHNSON 
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Paraphrase ot Tel ecram 
ot American Pabasa;v at 
Parie, Bo. 1280, 
J.ugua 16, 5 p.m. 

COliliDEHTIJ.L 

J.t l uncheon to day I chanced to. meet Karchnndeau and we 

talked brie tl;v about the preaent financial situation. 

Be aai d that he now acreed with the opinion I axpreaeed 

to him l ast Ylednesda;v (1117 1266, Ausuat 11, 6 p.m.) that the 

present demand tor gold in Prance baa much more protCllnd 

causes than the rumors ot a joint dnaluation ot the three 

currenciee. He .. id that beaT7 a s tbl dt~~~and tor iDld he4 

been in france , the demand in Enal&nd bad been three timea 

as heayY. Clearly there was a profound wave ct distrust 

throughout Europe ot the atabilit;v ot the Prench and British 

currencies. Gold wrold be taken eo lon& as the British and 

hencb wou 14 &in it treel;v and dollors would be bought it 

gold abould be r efused, 

As be now telt that it was impossible to arreet the 

present demand tor gold without more tar-reaching action than 

a mere denial that t here ia an;v plan tor stmultaneoue devaluation 

of the three ourreno iee, he telt that eome deciaive action ehoul4 

be taken and that an7 declaration that 1e made should be in 

conjunction with thie deoiaiTe action. 

Whe n I asked what deoiaiTe action he had in •1n4, he 

replied that be had not 7et -11• up hie •ind. The chid 

que at ion wae whether or not the Bri tillll would be willinr to 
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Paria, Bo, 1280 - 1, 

Ukl a.ny deoiai'n action, 

With re,ara to the proposed declaration denJin& that there 

iB an;v plan for a1multaneoua dn'aluation, llarohandeau said that 

our 'l'rea&lll'f Department (Mr. T~lor l had indi ~ted to the Prenoh 

nuanoial !ttache that it ia read7 in principle to participate 

and that the Britiah Treaaur7 had 1ndioate4 a wUlincneaa to 

participate, He .. id, hollaYer, that he lad 11ct 7et decided 

whether it 11 ad1'1aabla to draw up an illlmediate declaration 

ana I gathered that the ant ire aUuat1011 1a llllder dieouaB1011 

between him and the Britillh Treawr7, 

He promiaed to keep ua fllll7 informed aa to t he prccreaa 

of hie thoupta. Mr. Ooohran, at 1117 requeat, will 'telephone 

the foregoill« to Seorotar7 Jlorsenthav., 

811LLITT 
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PARAPIIRASI: or DLKQIWI UOIIVED 

111!11: .uaer1oaa lllbaaay, Parte, rranoe 

DAB: .&uguat 16 , 1938, 9 P••• 

10.: 1283 

RUSH 

J'R)J( OOOHRIJI. 

On Saturday at London the Frenoh etabil1sation fund 

l ost three hundred thoueand pouD4.e; on Monday 1 t lost 

one bundred ihoua&nd pound&, and today 1t lost one lllilli011 

four hundred thouaand pound&• 

1'bua the weelt-8114 and holiday are followed by reourrenoe 

of i he pressure on the f rano that prevailed las~ week. 

Today three montba prlllll1llll on sterling wae reduced 

r rom 7 3/8 t o 6 1/4, but ther e was no sign1f1oanoe io 

t hiB moveo' A report f rom deal. ere 1n gold ia to 1b. e 

effeoi tbat 1nspeoiore of the K1n1etry of rtaanoe are 

1noreaa1ng obeok-upa on their oparationa. 

At balf-paai eigh1i th1B enning I bad a t elephone 

convere&tion with Secretary Korganthau at AU 1 .. Baina. 

Tomorrow be will be 1n Genna and f r o• there he will 

1nairuot •e whether he want• me to go io Bwitserl&Dd 

t omorrow n1&ht for oonaul1iaUon with him. 

BULLI1'1'. 

E&:Ln 
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........ --·· P"EoutAL. Rl[ftRV& eANK 

Of" NCW YO IUC 

oFFICE CORRESPONDENCE 

coJnDSITUL IILU 
r•-

~~~·~·~· ~•=cl==eo==Q-------------..... 

.t.t Ua!O aa, 0111' Uao, 

t eltpboae call ho• .., • lol \OQ, 

le•k of •&] •f 

todq, I rooe1nd u Ul'ltDt 

Ia bad Juat Hturzae4 '"- a 

abort Tidt to Paria Uld wuted to tnron WI that thiJit• are 

prttt7 bad 1D Puh, ferr bad new• -1 be expect., trOll Pull 

within the next r .. dare, probabl7 the earlr part or next week, 

It u 14 that at tbe preaeot tlae then h a lar1• capital 811Tt

atDt rra Parh to LondOD which he bellena wlll continue u4 

wUl run into TarT lar&a tl,uru. Under the oirc11utancu Bolton 

bopu to be able to ~taiD the aterl1D&-4ollar rate at arollll4 

4,&8 at leaat tor the tlaa ~einl• Ia aaid he could bope to •• 

noth1n1 batter. le bellnu it better to kMp the •rltat ateaq 

tb&n to penit wide tl'IIOtuaUona. Dl&rinl our oonnraatlon Jolton 

aentioned that he had ~uet eold t&,OOO,OOO •1•1n1t our cold order 

&DC! tha t 80at at the dollar• he h wpplTlnl are cotnc lllto the 

French Mrket, The Prenoh trano oontllluu to be treelr ottand and 

Cu11Ual h atlll bolUn& the oro .. rate at 1'78.80. Carlcual hu 

loat aneral .S.lllon j)O\IIIda ao tar todar. I uked Bolton 1t lie 

tbouabt that thh reotat trouble 1D Prance llllht result in uohanae 

rt&ulatiou or a )dpar Pr•obo-JDcllall enaa rate. 1e repUed that 

1t h nrr lar1•11 a Pronoh Uld 1ntoi'Dal probl• but nnertbeloaa 

l t aar cauao turther 41at\ll'bancoa 1D laropa. 

I thal!k., Jel~ tor oalllal ... prc.ia., to tel.o.-u !l1• 

at lOaiiO ... o\11' tt••• ~""• 

) llltlaiOC 
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TREASURY DEPARTMENT 

UNITED STATE$ COAST GUARD 

WASHINGTON 

Aile· 17. 1938. 

J'rom: 'lbe Secretacy of t be TreUUI'f• 
to : uolltant Secretary l~e 0. fa¥lor. 

St rlct l7 con!ldant 1Al. • In regard t o requeot ot KarcbaDda.u 
tut I cln wt otat-nt danTI.Dc """"ro about 8:/ auppooed necotletlono 
QJ !lrlt reaction waa againot doi.Dc oo and at DOOD t oda7 ladneod*J 
dloeoooad tho requeot with Joo ~annod7 wbo folt otroncl7 I ahould not . 
a,lllH called me th11 afternoon at f lYe p d adYloed ll«&lnot otat•ont. 
I roel that preoent weakn••• In tranc and otorli.Dc .uat be baaed OD 

10ClOth1n& 1110re oubo~tial than &OU1p. I Ul part1cularl7 Uoturbed 
bec&ult llarcbandeau oe-• to be looldnf; for an eliCIUI• to let franc 
go above one oevent7 n1De. Pleaoe 1n!ora Bnll of t ho content• of 
thlo =•••&&•· S1cned Worgentban. 
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JR 

Secretar y of State, 

Washington. 

RUSH. 

PLAIN 

London 

Doted Augus t 171 1938 

Rto ' d 2 : 45 p. m. 

784, August 17, 7 p. m. (SECTIO!l ONE) 

STRICTLY CONFIDENTIAL FOR ASSISTANT SECRETARY OF 

THE TREASURY TAYLOR FRCM BUTTERWORTH. 

I r eturntd to London B o ' clock last night. 

Sir Fredtrick Phillips s ent for mt and di scussed 

at somt lcngth thE Fr tnoh s i tuation. 

Be lEt mt r ead the Bri t ish reply to tht French note 

of August 12 which was s ent in confidential code to 

the British Embassy in Paris and dtlivtr td orally to 

Bonnet . WhilE admitting that thcrt is somE di sturbancE 

160 

of the European currtncits dut mainly to tht intEr national 

political s i :uati on it s tatts that advistrs of tht 

British Government art unaniJDOusly o.grttd that rumors 

of changes in the valuE of thE Tripartite agrttmtnt 

currtnci ts ' havt~i ttlt or no practical tfftct on tht 

that such rumors txisttd btfort Mr . llorgcnthau 
situation , 

went to France, and i t is a lways possiblE that they will 

reoccur from time to t imE but a t t his moment 

int ernational 

' 
• 
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-2- #784, August 17 , 7 p. m. (SECTION ONE) from London. 

intErnational politi cal events complEtEly ov ershadow 

othcr considErat i ons . It goEs on to statE that thE 

Effect of denying such r umors in a formal and official 

m~nncr would not b e likely to bE benEfi ci al; that ~E 
root that the Governments would be forced to givE nn 

explanati on would bE taken by the market as a sign 

of weakness and an effort to distract att ention from 

thc real causes . The posit i on therEfore vtould onl y be 

aggravated if donands for gold in London woul d not be 

fully met and ther e is no ~ucstion of interfering 

with London ' s frEE gold mo.rkEt . 

1 o.lso obto.i nEd from Phillips r. copy of a proposed 

TripartitE statcmcnt which Monick handed to the British 

Treasury when he rEturned from Paris Tuesday a~rning. 

He said thut he was noting on beh.a.lf of Daladi cr. 

Phillips did not gather that Daladicr bad approved of 

the text as such which wo.a probably dro.fted by Moni ck 

himself but th.a.t i t probo.bly wns o.a l'onick maintai nEd, 

the kind of statonent whi ch Dalo.ditr •tould think 

appropriate. Thc translated tcxt is e.s follows : "ThE 

Governments of the UnitEd States of Amcrics, of Grce.t 

Bri tain and of Fr ancc, {a) in view of the unjusti f i ed 

rEturn 

161 
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1 

August 17 , 7 p. m. (SECTION ONE) from London. 

return to t hE ho~rding of gold, its i nc i dEnce on thE 

positi on of exc~ngts , thE in~t~bility of thE fin~noi~l 

markEt~ , (b) consi dEri ng, on thE othEr ~nd, thot thE 

production of gold ~s ntvt r attainEd t he pres ent 

f i gures , that thE mEt~llic r eservEs in thE UnitEd Stat ts , 

in Grent Britai n ~nd in Fr~nCE havE incrt~s Ed ~11 tbtir 

forces of cr Edit to unthought of proportions, nnd that 

their capoci t y of productl.on is grer.ttr then tver, (c) 

noting that thE l~st monctnry 'l.djuotmEnts · h~vE now 

~tte~intd t hEir End; consi dEring thnt for tht future it 

is on thEir clos ElY conc ertEd fine~ncial and commtrcinl 

policy th•t thE n ET• Economic adjustmEnts , vth1ch ar t 

still ntcessor y, depEnd , (d) detErminEd abovE ~11 to 

maintain t hE for eign ExchangE voluE of their internal 

currenci es •:h1ch gucr~ntt:ts their purc~sing power and 

the st~bility of pri ce , (t) declarE oolt:mnlY th~t their 

common montt~ry policy ExcludES all monipulat1on t Ending 

to nw dEvalu~t1on, (f) dtcidt to bast on their l~rgt 

available stocks of gold and thEir forcEs of credit 

thE ExEcut ion of a collEcti VE progr~ of Economic 

recovEry, of dEvElopment of intErnati onal commErcE and 

or assistanc e to countri Es mort: EspEci ally affEcted by 

thE crisis nnd by thE political i nstability in Europe 

and in thE rest of thE world, (g) constitutE from now 

on 
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-4- #784, August 17, 7 p . m. (SECTION ONE) from London. 

on among t hEmsElv ES a commit tEE of pErmanEnt intErnational 

:~otion chargEd \'11th putti nt; t his progrc.m into EffEct and 

gradually to pursuE i ts rEaliz~t1on: 
Phillips told mE in thE stri ctEst confidEncE that 

Daloditr had addrESS Ed a personal and private lEttEr to 

the Pri me ~inistEr uhich uc.s da tEd August 12 but rEceivEd 

August 15. (IncidEnt~l!y Phillips spEci f i cally askEd 

th:lt no mEnt i on nf i t bE madE in my tElegram to Paris tht 

text of t~hicb fc llO\u bElovl) , In thia lEtt Er Dalt.ditr 

sEt forth thE difficulti Es of thE FrEnch positi on 

and GovernmEnt and indi catEd that hE had an intErnal 

plan vthi ch bE wishEd to put into EffEct but could not 

do so excEpt undEr covEr of and in conjunction with an 

intErnational arrangcnEnt, HE gavE no dEtai ls of his 

in t ernal plan, HE EmphasiZEd t he di slocating Eff Ec t 

of t h t fluctuati ons in thE price of gold inci dEnt to 

hoardi ng and dEhoard i ng movonEnts and impliEd t hat 

inasmuch as t hE TripartitE currEncies controllEd thE 

ovErwhElming majority of thE world ' s gold stock it 

was up to then to producE a plan for i ts usE in rEstoring 

1nttrnat1onal commErcE . HE concluded by asking thE 

Brit i sh GovErnmEnt to EntEr into discuss i ons immEdiatEly 

l'l'i th a v1 £W to producing somE achont and propbEsi Ed 

"disastrous 

• 

• 

Regraded Uclassified



-5- #784, August 17 , 7 p. m. (SECTION ONE) from London. 

"diSastrous t hings for ntxt wttk11 
• Phillips soid 

the British reply had not yet been formulated but that 

it would be desi gned to get at the real i ntentions or 
the French. It would ask about the internal plan and 

at the samE timE poi nt out that whereas it was highly 

desirable to usc the available gold stocks to 

facili tate international commerce there was no new 

plan at hand for the execution of such a purpose . 

It would also menti on th~t the price of gold had in fact 

been ronarkably s t eady, not havi ng varied more t han 

3 per cent which was scarcely more thon a gold point 

variation. It would also mention that because there 

had been a strong movoncnt into gold there was no reason 

to beli eve thnt it would go on forever and that there 

was in private hands in London about the same amount 

of gold now as at thE time of the signing of thE 

TripartitE Agrconcnt. 

UNSIGNED 

KLP 
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section 3 of telegram •o. ?84 from London Aug. 1? 

7 p.m . 

are 
Following ~~ t he two telegrams I sent Cochran thi s 

afternoon which give Phillips views on what be takes to 

be "the real inwardness of the situation•. 

1. "Rush . From But terworth for Cochran, August 

165 

11 4 p .m. Stri ctl y confidential . The British interchanges 

wi th t he Fr ench leave Phi llips convinced that his Government 

and the Uni t ed Stat es Government are about to be confronted 

by the Daladiar Government with throe alt ernatives: 

(1) "Tho Daladier Government might resign; 

(3) "Exchange control mi ght be i mposed; 

(3) "The franc might be further depreciated, preaum- • 

ably to another established but lower level. 

"Phillips believes (1) to be an unlikely contingency 

since he does not think Daladier wants to reeign. 

"On alternatives (3) and (3), he asked me pressi ngly 

for a definition of the American attit ude. I countered 

by point i ng out (a) that I have no instructions covering 

this point , and (b) that by the manner i n which it had 

conducted the recent interchanges , the French Government 

itself had shown that it l ooked to France's allies, the 

British, for a prior definition of attitude. 

"Phillips t hen stated that as regards the second 

alternative he did not see how France could still adhere 

to the terms of t he tripartite agreement whi le imposing 
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excllan8B control , and that, as he had so often mentioned to 

ee, he did not believe exchange control was workable in 

FrMce . He asked whether we concurred in his opinion that 

the French Government has no exieting legal powers whereby 

to impose an exchange control. I told him that when I was in 

?aria two weeks ago I had asked you the same question and 

that you too did not know of any legal means whereby exchange 

control could be imposed ,f)! w1 thout obtaining the approval 

of tne French Parliament. He said tha. t since this is the 

r cs.se, he cculd conceive of nothing which would do more harm 

then to call the French Parliament at euoh a time f or such a 

purpose . On that score alone he felt that alternative (2) 

should be excluded. 

"On the third point he said 'we certainly shall not 

·.C.Yiae the French to dspreoiate the Franc fUrther ' . I said 

I took that to mean that in the last analysis t he lritish 

! llluld acquiesce i n fUrther depreoiation. He agreecl . 

"Phillips said the French have advised the British that 

a monetary deois i on must be reached before next Konday , 

Augus t 22 . He therefore wants an official expression of our 

attitude in t he premises as soon as possible. He asked when 

you would see ~r. Morgentha.u. I told him you might possibly 

he leaving for Geneva tonight . He expressed the strong hope 

that you would carry t he foregoing i nformation with you t o 

~r. ~orgontbau and I am therefore telegraphing this to you. 

166 
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i!e made a partioul.ar request that i t be not tranemi tted 

orallY over French telephone lines. In view of the Monday 

deadline Phillips asks for an expression of our attitude, 

if oossible , not later than tomor row afternoon. 

•Copy to Washington . • -<t • 
'i'elegram two. "August 17 , 5 p.:n. Double priority. 

1G7 

Rush . Strictly confidential. From Butterworth for Cochran. 

" I have had occasion to see Phillips since I talked With 

you. I told him that you might not leave toni ght and that 

by stay ing it might be possible for you to obtain a statement 

from the French . He was sure that no worthwhile statement 

would be forthcoming because it is obvious the French are 

await ing an indication of t he British Government ' s views. 

i'he l atter in turn did not wish to move w1 thout prior con

sul tt!.t ion with us. He most strongly urged again the desira

bility of immediate action. 

" I pass t his on to you for what it may be wor th ·
1 

While the first part of t his message was being sent 

?hillips telephoned to say that he had just had •reliable 

advices from a private souroe in Paris" to the effect that 

there were two parties 7ithi n the French Oovernlllent as regards 

the alternatives t wo and three referred to above and that 

iMemuch as a1 ternative two would r equire the calling of the 

Frenoh Parliament the advocates of this course would doubtlees 
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be defeated and might well have to be dropped from the 

Government. Hie informant aleo had warned h1m that 

Daladiar bad a way of signing papers which be bad not him

self prepared and to the oont enta of whioh be had not 

necessarily given careful consideration. 

Will you please advise me tomorrow when I may erpeot 

our official reply . DD OF li:ESSAGJ: 

JOBIISOJ. 

EA: FL:DJW 
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EDA 

Stcrttory of State 

Washington 

785, August 17 , 8 p . m. 

FOR TREASURY FRO!.! BUTTERWORTU, 

PLAIN 

LONDON 

Doted Au~st 17, 1938 

RECEiVEd 4 :30 p, m, 

169 

Looking ovEr thE prEss clippings on my rEturn I gEt 

t hE impression that whatEVEr Emphtlais was pl a cEd on dt

vo.luotion and rcolignmtnt rmnors two WEEks o.go has now 

( l orgtly bEEn submErgEd in thE political situation which 

is rtcognizEd as thE dominant immEdiatE f oetor in wtaktn-.. 
ing both sterling and thE franc , tht lattEr bting also 

constantly influencEd by thE FrEnch fiscal outlook. It 

ia nottworthy that yEsttrday stErling was not wE~ in 

spitE of thE publication of unfavorablE British July 

ovErseas tradE rtturns . 

However, articles tlhich orgut that stErling is ovEr

valued in terms of thE dolla r art appEaring in many 

journals , and talk of thE dollar going bEyond thE old 

pari ty is incrEa sing. 

F,or cxnmplE t hE following quotation from thE STATIST 

Of Saturday lost : "It is somEwhat surprising that one£ 

thia stagE (stErling within the old gold points) was 
rEachEd 
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EDA - 2 - #785, Augus t 17, 9 p. m. from London 

rcaohtd t htr£ should havE beEn no grcatrr indicati ons of 

pr ofit t(lkine; rEpurch:lsES of sterl ing against dollArs 

must onE thrn supposE tha t thE traditional parity doEs not 

possEss this booking ( o. psycholo~ical rrsistance point) 

:.nd that the view is s preading that it may wEll bE 

swept aside by thE forces that art pulling down stErling 

in terms of thE dollar? It is unquestionable thc t such a 

view io g::tining ground" . 

170 

Th£ EVENING STAliDARD l o.a t W~dn~sday ro.n thE following 

on ito t'inancial pag£ "Towards 4 , 50 . ThE view ha s ot'ttn 

bEEn attributed to our authorities that thE ~5 .00 to the 

pound r at£ sE~iously ovErvaluEs our currEncy, and that a 

r ate nEarer 4. 50 is mort in kEEping with thE truE situ!ltiono 

Accordingly, whilE our o.ut hor 1t1ts art probably anxious t o 

prevent :. too suddtr. dtprtclation i n t he pound ag!l1nst thE 

dollar, over the longer pt riod thEy rr.o.y ?/Ell take the 

vitlf th'\t Economic forcEs mus t cause the dollar ro.tr to 

move t OI'Jards 4 . 50. The ir recent actions suggest tho. t t hia 

i o the cast ." 

And finally, today • a lEadina editorial in thE FINAII-

CIJ.L !!EI'IS asserts that though f or the momen t pressure sEEms 

to bt over , the cssEntio.l problems which crEated it re

main. "Tht ato.t1stico.l pointers, . in short , surely in

dico.tc ovcr- vo.luo.tion of sterling. " ThE o.rticle sto.tEa 

tho.t 
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EDA w 3 - #785 , August 17, 8 p. m. from London 

thAt thErE arE thrEE long tErm altErnativEs opEn to thE 

British authorities , namely deflation to rEducE costs, 

rrhich is ir.tpro.o~icabl£1 " or thEy may allow stErling to 

r~ll to, say, 4 . 50 at the expense or a c erta in strain 

upon Anglo-Am£rico.n cc~nomic rtl~tiona ond a possible 

currency wo.r . " Or they m!ly lose gold to support the 

old p:\rity rate . The writtr 1 o opinion is that " thE 

maintenance or the 4 . 87 r ate reicht be costly but i n t he 

long run it wculd be lcs~ expensive than a breach in 

An:;lo-American rclo. tiona . " ThE article concludes by 

statin3 thnt the loss or gold would provide brcnthing 

space for making cost o.dj~tments o.nd possibly Estnblish-

inc some export subsidiEs . 

The British July oversEas trade returns record fur-

ther m!lrktd declines in imports or raw materials and 

much less than th E usunl s easonal incrEnsE in exports , 

the detErior ation in cnpito.l GOods export mcrkcts having 

now begun to show. The o.dversc trndc bo.lnncc which f or 

the po.ot three months had sho•m a slightly improving t rend 

\'las for July agoi.n greater than o. year ago and the i mport 

su.r pluo f or the firs t s even months or the year or ~ 

235, 000,000 pounds compares with 223, 000, 000 pounds for 

thE corrcsponeing period o. 7tar ago with the added 

certainty 

• 
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EDA - 4- i/'785 , August 17, 8 p, m, from London 

ccrtaint¥ of substantial reductions in invisiblE export 

~coeipts , The cost problem is evident fro~ the fact 

172 

that whcrco.s exports of mo.nufocturcs declinEd in volltttE 

during thE first half of the year as compared with thE 

first ho.lf of 1937 by 17 pEr cent but increased in price 

by over 5 per cent, thE total rcto.intd imports which fell 

in volume B P 5! per cent showed a f all in pricE also of 

5l per cent, These facts ~y be cited as naking for n 

neck pound but a basic economic factor unmEntioned in 

the press , is t hat British industry is riddled wi th 

monopolistic price fixing systcmo cxpccially in steEl and 

coal which affect nEarly ell producers and this is also 

playing its part in the cost l?roblcm which is furthcrt.~orc 

affected by ~~cnt activity, 

Ano.lysis of Anglo-hmtrican trade shows that imports 

from the United Stntcs arc n0\7 falling substantially 

except for foodstuffs, oils and a fEW arttAotnt materials , 

These imports a r c influenced by war needs and many ~uet 

be imported irrespective of price , Furthermore, thE 

period of heavy import s from the United Stat:s of metals 

and machinery now appears t o bE tapering off, In spitE of 

nn increase of nearly 1 , 500, 000 I. 1.n imports of grains 

nnd 500,000 I. in oils in J\lly 1938 as compared with 

July 1937 , thE total imports froo thE United States titrE 
7 , 7 
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EDA - 5- #785 , August 17, 8 p , c , from London 

7, 7 ~ill1on pounds or about the lEvel or July l ast year, 

This trend has been evident sincE April in nhich month thE 

iron and steel duties werE rcicposEd . 

Only 21~ bars or gold wErE sold at the fixing a t 

:~bout p:u'ity, ThErE was little demand f or gold after 

t1x1~g whEn thE pricE touched 142S 5D Coin dc!llings WErE 

l£S3o 

Conditions in the cxchc.ng£ r.ar !cct werE relatively 

Cl1;11Et with the J?rit~sh anthoritiEs optratlng at bEtWeEn 

4,08 3/16 and 4, 88t. TherE was little pressure and this 

rate was easily h eld, ThE same \'/tiS true of both the 

spot and forward franc the French nuthcritics havinG 

fairl~ easily kept thE thrEE conths discount arcund 

6 3/4. 

JOHNSON 

tTPD 

' 
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REB 

Stcrctary of S~atE, 

Washington. 

RUSH 

788, August 171 ll P• m. 

PLAIN 

London 

174 

DatEd August 171 1938 

Rtc 1 d 5:30 P• =• 

STRICTLY CONFIDENTIAL FOR ASSISTANT SECRETARY OF 

THE TREASURY TAYLOR FROM BUTTERWORTH. 

Phillips has just tElEphonEd mc to say that hE gavE 

th£ British answEr, along thE lints indicatEd in my 7841 

August 17
1 

7 Po m. t9, Mon1ck EarliEr this EVEning. 

lion1ok was vEry dJ sgruntlEd about its substancE and 

said that thE British wErt driving then to a coursE 

of action that thE British thtmsElvts did not likE. 

Phillips s aid that hE frankly rtpl1td that that was 

bunk. 

Phillips also statEd that hE gathErEd that tht 

Frtnch would probably appEal to us and that Honick bad 

gont eo far as to ask what would bE thE British Govtrn• 

mmt1s attitudE if thE French could pcrsuadE thE Un1ttd 

Statts to makE a statement without British assent. 
Phillips 

• 
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REB 

2-#788, From London, Aug. l7, llp. m. 

Phillips rEpli Ed that hE would bE glad to hovE a look 

at any such statmmt and hE fElt surE that thE Uni tEd 

StatEs would afford thE Briti ah GovErnmEnt an oppor

tunity to do so b EforE any auoh poasiblE stotmtnt was 

liUldE public. I vEnturE to aay that auoh a couraE of 

action as Yonick suggEstEd SEEmEd moat unlikEly and I 

!tlt Equally surE that Phillips was r1ght in his 

O.SSUDI\Itiono 

ThE SEcrEtary of thE TrEasury tElEphon Ed mE toni ght 

and askEd about thE posi t i on. I suppliEd him wit h thE 

kind of summary that can bE givEn ovEr thE transcontinEn

t al tElEphonE. HE sai d thot Cochran would mEEt h1m i n 

Baarl on Friday morning and hE rEquEstEd that I attoapt 

to gEt thErE also; and i t was arrnngEd that I would go 

1t it wErE practicablE, and that in any oo.sE Cochran 

f/Ould onrry mth him all avoilnblE dooummtso 

I bEliEVE a pl anE lEaVES t~morrofl shortly bEforE 

1:00 P. Me May I h Ear from you bEforE thtn? 

JOHNSON 

NPL 

175 
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PAR.t.PiiRASE OF TELEG!Wl Ri:OUVED 

FRO~: .&mer ioan Embassy, Pari a 

DATi: August 17, 6 p.m. 

~10 0: 1387 

RUSH FROM COCHRAN 

Jl.lthough it was thought by market observers tba.t the 

reeaure on the f ra.no was comparatively light today , on a 

viei t at 5:15 I learned that by tba.t hour the Frenob con

t r ol ~Ad yielded over one and a ba.l! mill ion pounds with 

a continuing demand for sterling. This afternoon London 

r.ae likewise feeling a strain, having to yield both gold 

and dollars reversing the i ffiprovement that had been evident 

in the rates of this morning. Rumors in i na ide oiroles of 

diff iculties within the Frenoh Cabinet and particularly the 

possible resignation of Marchandeau, Minister of Finance, 

llae caused part of the nervousness in Paris this afternoon. 

Inc identally , fourteen one hundred dollar bills were today 

J;urchased by lady friend of l.!inister of Julltioe Reynaud. 

Demand is increasing f or those French securities whioh 

carry a guarantee of exchange. loly fr 1ends in of ficial 

circl es are of the opinion tba.t there is a growing feeling 

in France against any f\lrther devaluation of the currency· 

123 million francs of gold bars were today invoioed 

17S 

by Bank of Franoe to Federal Reserve Bank of new York a"boa.d 

the DE GRASSE. 
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Reg&rd1Jl8 w.r aeaaage of yuterday, it ie oonfiraed. 

1n the press that an old regulation had been revived wh1oh 

requires dealers in gold ooina and preoioua metals to 

1noribe the names of the purohaaera and sellers in their 

book s . 

END OF dSSAGI 

BULLITT 

.. 

• 

EA:DJW 
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P.&.RAPHlUSi OJ 'lSLIGIWI SEBT 

TO: .American Embassy , Po.ris 

DATE: August 17, 1938, 8 p.m . 

NO.: 571. 

RUSH. FOR OOOHRAN FROio! TAYLOR. 

STRIOTLY CONFIDENTIAL. 

178 

I have sent the following comments to Mr. Butterworth, 

in response t o questions presented by hie conversations with 

Phillips: 

"liaturally I cannot speak for the Treasury, ae we have 

h!!.d no definite proposals from the French, and with Secretary 

Uorsenthau on ground. 

However my own feeling baa been and is now that the 

international political situation ie the dominant factor in 

the French situation; that any measures such as exchange 

control or a further devaluation of the franc will merely 

Qrovide a breathing spell, until some miracle altere this 

outlook, and that the French have something much more far

reaching in mind such ae the common utilization of gold 

resources implicit in Konnick'e statement and also in the 

wording of the communication (Paris Embassy 's No. 1371 of 

August 13) which was drafted by Bonnet and handed to us 

and to the British. In addition, on account of the strong 

commitalente 
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ccll'JIIi tl!lents to hold the frano and not to impose exchange 

control, I do not think that Da.lad.ier can employ either 

=ethod (2) or (3) without convening Parliament. 

119 

France could decide not to give up any more gold, 

hOifever, and the franc might then be permitted to depreciate 
to 

to whatever level it might be forced/by pressure . It is 

obvious that this would be a complete violation of the 

':'ripartite arrangements, and we would have no alternative. 

France would have to w1 thdraw from the Club. By a process 

of elimination one therefore returns to some method by 

which Great Britain and ourselves can support the trano 

during an indefinite period of tension. I cannot see how 

this Government oould a gree to suoh an undertaking or to 

any statement wh ich would i:Dply such an action under any 

circumstances. This i mplioation is strongly given by both 

Uonni ck Daladier and Bennet statements. Finally, since 

we naturally would not make any statement without consulting 

the British, I do not feel that any joint statement which 

falls short of this type, which we cannot make, would be 

effective. 

I think it would be useful for you to go to Switzerland. 

This ~eseage has been repeated to Cochran.• 

In case Butterworth does not go to Switzerland with you, 

please convey this message to Kr. Korgenthau as representing 

in general the Yiews of Kr· Lochhead and 111Yself. 

London, for Butterworth aa No. ~58, 
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tli.U c1ratt br o"&ht 1n by lf~~ Taylor late 8/18/38 -
oban&•d b)' IIeure 'fa7lor and lla&i ll - and tiD&l. cow -do rr- thia dr&l't, 

Dttr .:r. President: 

On receipt of your •emorandua of August 16, 19)8 enclosing 

,lobauodor Bull itt's confidential letter to you on the proposed __... 
grey-soods f lour credit to Chw, I discuasecl the matter with ~'\.,.,. . 

•ll)'lle T• ylor, •ho has been keepinf: in touch with thi• situnti~ , 

~e.i~ k: W6 tba iut i lttl eqwste g£ CJ'"S*' M s·d ;:··· 

~ f'i.rat--kke the nnbbat •P wJ:lkh iit •• • •.., II~ a a tdc last 

information on Secret !'ry llorgenthau•s position was con,ts ined in a ~~e••• s• 
~~~ .. ~ "' ...... c:tr~~......r/'1. , 

obieb n tran81Ditted to Secret s ry 'o\allace on August 81 19)8.\ The full 

~ext of t!rls .. se&&e follows : 

•Am not fa11iliar 'Oitb details of proposed 
losn to Chin& . Before I left Washington you 
and I were wai ting to hear from Rull. You 
know I favor making flour and cotton grey 
goode loan to China. If after Pres ident ' e 
return Tre&S\11'7 ie the only sta-bling block 
to Chinese loan will contact Ta7lor aud aak 
him to state his obJections. For your nry 
confidential informction, have invited 
K. P. Chen to come to Washington to discuss 
Chinese financial outlook early in September . • 

I.ocicentaliJ', as I •entioned on l"riday last at Csbinet meeting, 

Jt have received word that 1(. P. Chen is unable to accept Secretary 

Vorgentbau ' s i .nvitation and that his substitute has not as yet been 

clot-ermined . This information baa been tranuitted to S..crot&r7 

llor0ent bou and we ue awai tin& further instructions froe ha as to hie 

~ 
~once in!be 1111tt•1; a£ e mohet tt.Y:!:!• , 
{~~ ~.\,;~<A,.~~ \.IM""""'u....;...., 1\v...) 
~Taylor called Oil Secretary Hull t hie .arll~~·•••d ... tw•-•·10"-••-.aw.oo 

•ou n filMS ~cret&ry Hull will explore tbe queati oo tu.rther witb 
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COPT 

?liB SIICRBURY OP S!ATI 
Wuh~ 

.liiCWit 19, 19S8 

!J!H)IWIDOM FOR lllNORABLE ROSI!ELL IU.OILL 

I herewith return memorandum ot the Preoldent to you, 

dated August 18,1938 , and l etter ot .lmbaooador Bullitt to the 

Proaident. 1'hank you. 

/•/ Cordell Bull 

109 

' 

Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



Regraded Uclassified



\ 

T Ha Sl'cftnARY OF STAn: 
W~INGTOH 

I herewith return MIIOJ'&n4Wl of the Preaident 

to rou, dated Auguet 16, 1938, and letter of 

Aabaeeador Bull1tt to the Pree1dent. !hank rou. 

1~4 
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Present: llr. Taylor 
Wr. llagill 
Wr. Lochhead 
llr. White. 

August 18, 1938. 
3:20 P. K. 

195 

(H.Jl.Jr. called :from Basel, Switzerland, today. 
1111\Chine was disconnected for decorating purposes 
office, and the conversation, from this end, was 
the Stenotype reporter . ) 

The Telecord 
in H.U. Jr •s . 
recorded by 

Taylor : Hello. Hello, Henry. Bearing up, and you? I have 
Ros, Harry, end Archie - Harry White, and Archie. 
You 're not on t he air . You have Butterworth? What? 
Yes, I know that . No. I have not. Yes. Yes, 
,..e have that; that came over t he broad tape. Yes. 
Yes . I don't quite get that, Henry. Yes . Well, 
has t~~t been con:firmed? Yes. Yes. I can't think 
of anything better. Yes. That I call you at the 
same time tomorrow night? I'll do that . A hundred 
per cent agreement . Agreed! To what? Exactly. 
Right. Exactly. That ' s the only thing that's under
lying the whole business . I didn't get the start 
of that, Henry. You'd like that from Harry and 
Archie? Yeah. Right. We'll get that to you. 
All right. Yes. Well , we'll give you the best 
explanation we have for that. Right. 

We did another seven today. We did another seven 
today. Seven. Seventeen yesterday. Yes. We 
don't think so . Dead . Kind of messy. Messy -
mixed . Ah, steady but off a little bit today. 

Lochhead: Stock market? Up a shade . 

Taylor : {To H.ll.Jr.) Yes, we did some more. We cleaned up 
everything . Yeah. Yes. We will. Now, there's 
one thing, while I ' m talking to you; I have discussed 
this situation at great length, With State . I knew 
that you would want me to do that, particularly With 
the head man. What? Oh1 I talked to billl this 
morni.ng

1 
ah, tor three quarters or an hour. Be has 

no suggestions to make . He haS no suggestions to 
make - was completely satisfied with the position 
that we were taking . He agreed, I gathered, very 
much, in principle at least, with the cable that I 
sent to Butterworth. What? Well Butterworth has it. 
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Well, I expressed them as my personal vie~s . Yeah, 
so as - I thought you ' d like to know that the other 
man was too . Yes , there again I didn ' t e.xpress any 
disagreement . I went into that Quite thoroughly 
with him. What? Yes. Yes . No. Ro~ much does 
who? Ah - he knows; not the recent developments. 
On Friday Ros gave him a rather full description 
of the situation. I followed that up with the 
memorandum which you suggested that I give him, 
so that I think he is fully informed as to the 
seriousness of the situatioo • .~Pi ke does not. 
Yes, I can. He•s up in Canada"ttOight. What? 
I'll send it t o Hyde Park. Bello. I think it's 
tomorrow. Right . Right. 

Now, you want to talk to any of the people here? 
Just a minute. (Points to Mr . Magill . ) 

Bello Henry. Bow are you, sir? Well, that's good. 
Wayne has been having to carry the load over here. 
The rest of it has been pretty quie t except for that, 
and we - we•re trying to t ake them as they come. 
Your plans haven ' t changed, I suppose? Yeah. Well 
then, I ' ll - I ' ll see you at that tim6. I don't 
think there is anything to clear with you. I went 
across the street the other day but tha t talk will 
wait until you get back. Yeah. Aeything else? 

No, you•re no t . We're in Wayne's office; your 
place is being cleaned up. Yeah. Yeah, that is 
being done. That'll be done. All right, I ' ll 
tell him that . If you want him to phone you•ll 
send him a cable. Yeah. All right; well, I'll 
tell him that. Well, the best of luck to you, sir. 
I hope they haven't worn the life of you . I say1 
I hope they haven't worn you down too much. Yean, 
all right, I'll put Archie on. 

Bello. Well, (laughs) well , I'll tell you, we got 
gold for it. (Laughs) Well, I ' ll tell you. 
The market here is not shodng any signs of the 
heavy activity on t he other side . The surface over 
here is very quiet , and, of course, they don ' t 
realize the amounts that are being done by way of 
London which we get through the Stabilization FUnd. 
Oh, we;re sending over on every American boat, the 
limit, which is from ten to twelve million. Ten to 
twelve million, every American boat. Vle •re doing 
that - I don ' t think it's enough yet to call on 
any foreign boats, but ••••• 
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No, we baven•t bad any r eference at all . The America.n 
public doesn't realize t he volume . They know there 
is something going on but they haven• t got enough 
direct interest in the exchanges to be r eally in on 
it . 

There is one thing you might be interested in: The 
Bank of England i s shipping about fifteen million 
dollars worth of gold themselves this week. He 
says they are going to send it over here by the 
Aquitania, and if they need it for exchange, when it 
comes over they will use if; if they don't they will 
send it on up to Canada. I thought you•d be interested 
in that angle . They are going to ship some direct 
to the United States instead of sending it up to 
Canada . All right, sir . Did you wish to speak to 
Harry . o. K. 

(Re wants to say hello to you, Harry.) 

Hello, Mr. Secretary. Well, I came back. You see, 
after having arranged this whole French matter 
before you left, so you could keep your hand in over 
there, I t hought I'd come back and see how you were 
holding up under it. On the phone - oh yes. Yeah. 
I ' ll be glad to. All right . 

You know t hat it •s been raining like hell here and 
there have been no bfrds flying over. I say i t •s 
been raining a lot and it hasn• t been birds - no 
birds, but it's been raining a lot. Yep, a lot 
better . Yeah. We'll give it to you. That 1 s right; 
we•ll give it to you on the cable . That ' s right. 
we •ll give it to you on the cebl e . o. K. It may 
have to be a little long, but it will be there. 
Send it where? To Strasbourg - if it'S long; but 
if it•s short you want it sent where you are? All 
right . All rieht, sir. All right, sir, and if it' s 
short we ' ll send it to where you are . Righto. All 
right . 

Did you wish to speak with~ . Taylor? All right. 
Goodbye. 

(HANGS UP) 
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If the message is a long one - over a hundred 
words - send it to Strasbourg, where he will be 
tomorrow night; if it is less, send it to him 
where he is . 

198 

All he said to me, of any importance - you got that -
he is sending a cable as to whether he was telephon
ing tomorrow after noon. 

I am going to sor t of dictate this, and then see 
what we can put together: 

He first said - asked me if I 'd gotten Cochran' s 
last cable which was mailed after Daladier issued 
his statement, and I said, no, I did not have that. 
He said that Cochran indicated, in view of this 
statement - and that Daladier was due to go on the 
air on Sunday - that the French did not expect a 
statement from us. I asked if that was officially 
confirmed by a conversation with Cochran, and he 
said he thought so, but in any case, why, that was 
perfect news; that the best thing we could do 
under all the circumstances was not to make a 
statemen~ which I completely agreed with him. He 
is meeting Cochran yet tomorrow when he gets in 
and suggested that I call h1m at the same time 
tomorrow, so I gather he reversed that with you. 

Yes, that is .••• • .• 

And so on. And he said he felt that this situation 
had become so entirely political that we had better 
keep out of it, or attempt to keep out of it in 
every way, by saying nothingt with which I also 
agreed completely. He wanted to know what the 
economic reasons were for the things that were going 
on 1n the currencies over there, and wanted an 
analysis of that. Also he wanted to know why we had 
done so much in the way of gold in the last few 
days , and wished you, Lochhead, and Harry and myself 
to send him a short cable, or rather a cable, which 
would give h1m whatever reel we had of t hat , or what
ever explanat ion we could give. I said that we 
would do that. 

He wanted to know - well, first I told him of the 
conversations that I bad had with the State Depart
ment , and which I explained the fact that I 1d kept 
1n very close touch with them on the Hungarian 
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situation, and that I had seen Secretary Hull for 
three quarters of an hour this morning, and explained 
our understanding or the situation to Secretary 
Rul.l and asked him if he had aey suggestions to 
make; they had no suggestions, and I referred to 
the cable that I had sent l as t night, in which I had 
expressed my personal views ; that I had discussed 
that particular cable. with Secretary Hull. Secretary 
Hull was familiar wit h the cable and had no sugges
tions to make. 

Then he asked me how recently i .ntormed the President 
was. I described to him Ros • - Kr . Magill's -
account which was given at the Cabinet meeting on 
Friday, and the .fact that I had .followed that up 
with a memor andum which I had sent to the President 
the .following morning, at the Secretary's request , 
but t hat he was not currently informed of the last 
developments, as .far as I knew, He asked me to 
send a memorandum to the President, t o Hyde Park, 
giving him the most recent information, up to right 
now. 

The Secretary emphasized the fact that we should 
await developments. The fact that we were not 
expected to make a statement was very fortunate for 
us under the circumstances, and that we would simply 
have to see what happened on llonday. 

Be gave no indication of the s tory we have that 
ther e might be something done over the week-end, 
calling upon us for some action. 

Well , he said that Cochran had sent him a message, 
saying that in view of the .fact that Daladier was 
scheduled to go on the air on Sunday, describing 
the program ••••• 

Lochhead: Yes • 

Taylor: 

Lochhead: 

•••• t hat that meant we were not expected to make a 
statement, and I questioned hi1n about that - that, 
" Is that official?" and he said , "I think so." 

I agree on that, on the statment we are not going to 
make a statement; we may have to make a decision 
though. I don • t t hink he wanted to talk about that 
over t he phone. 
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Taylor: Butterwor th is ther e With him, see? 

Lochhead : So he ought to be up to date on it . 

'1/hit&: 

Taylor: 

'1/hit e : 

Taylor: 

White: 

Taylor: 

The !act that he felt there was no need t o discuss 
it - or he didn ' t want to do it on the phone . 

Well, that ' s - I am still not sure. I am still 
not sure. 

Whether be has any •• • •• ? 

I am still not sure whether Cochran's cable to b.1Ja 
was official. Let•s put it that way. I hope it is, 
but I am not sure or it. 

I was under the impression that he instructed you 
to - asked you to call b1m back t omorrow. 

He did, but then he changed that with Ros - said 
he 'd cable me if he wanted me to call him. 
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EDA 

Stcrttary of Stat£ 

Washington 

RUSH 

7901 August 18, noon. 

GRAY 

LONDON 

DatEd August 181 1938 

RECEiVEd 10:27 a eme 

FOR ASSISTANT SECRETARY OF THE TREASURY TAYLOR 

FROM BUTT ERWORTH. 

STRICTLY CONFIDENTIAL. 

WhilE your 458, August 17, 7 p. m., was b Eing dE

codEd I hnd anothEr convErsation with Phillips prior 

to my dt psrtur £ f or SwitzErland by pl an t at on£ o ' clock. 

I got Phill ips to Elabor atE on rtmarks of yEstEr

day. HE rEitEratEd hi s stattmtnta about exchangE con

trol but w£nt on to say that if Daloditr Establ ishEd 

a ~EW iow ltv£1 of, say, 200 to thE pound, thE British 

GovErnmEnt was quitE prEparEd to pErmit thEm to stay 

within thE Triparti t£ Agr EEllltnt and to mo.kt a public 

statEmEnt along thE l inES of that givEn out on May 

5 on thE occasion of thE lost dEprEciation. But if 

such c dEprEciation was thus agrEEd to ht would also 

want 
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EDA - 2 - #7901 August 181 noon from London 

want thE French to do something about internal reforms . 

It so happEnEd that I askEd him about the lEgal ~osition 

as r~gards a further deprEciation and hE said that thE 

officials of thE British TrEasury h Eld the viEW that 

thE prEsent French GovErnmEnt was not legally bound 

t o hold thE franc at the avowEd level; that that was 

merely a ministerial declaration and that in any cas e 

if a Cabinet shake up should occur, evEn if thE n£W 

CabinEt was compos Ed largEly of the samE people, it would 

not bt bound by thE prEvious minist erial commitments . 

Phillips went on to say that onE uwl<ard point 

about a further depr eciation of thE franc aros e out of 

the positions or Belgium and to a lessEr extent Holland. 

The quEst i on was at ~hat stagE should thEy bE informed. 

Tbty certainly should bE told this t i mE. 

Phillips also said that 1f thE French on thE other 

hand continued to press f or a statement he dots not 

wish to hold out to thE very last ditch. As he has 

previously 1nd1oatcd hE docs not think thErE was much 

of o oas E f or o declaration but thE British Gov ernment 

in the last analysts would bE preparEd to join with the 

American Government 1n a dEnial that they had bEEn con

sideri ng pl ans for altering t hE value of their currencies . 

This would not bE a trilat eral but a bilat eral drniale 

It 

' 
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It would, of coursE , bE nwkwnrd to 1ssu£ any statemEnt 

and thEn hnv£ thE franc dEpr£o1at1on occur shor tly 

thtrtnft£r but tbis formula SEEmEd to h1m thE only 

onE hnv1ng stmbltncE or log1o. 

JOHNSON 
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•• ••rt 1lad to Oo ao. 

I aalt.C loltoD 1t he bad .r:t aew Ilea' oa the ll'aolb 

dheUoa. loltoa aa14 that Ute aihaUCD •• be aaaa U •• 11 

II tollowaa fblqa haYe DOt ..... WID CDI UUla bU tr. Wba' 

ht bed told •e 7e1tel"dq0 lbe •allcdl 1a LoDdOD, Pll'ia, aad 

.lllattrda an relaU~ aaware ot 'llbd 11 101111 Oil 1D li'IDea. 

Pena i s pracUcall)' ._.,,. ot bNir•• 1114 bllllkera l'ilb' ••• lhq 

l!'t all awq CD a bDUdqJ fa\ 1D apUt ot that 'be BIDQ111 de h'aDII 

h lolinl ex~tu~Dce at Ute piUr ot Uta wal'iet IMIOD. lht banktn 

l1ll be Qv.1Git to r ac• \he a1hal1CD 'IbiD UltiT l'diU'D, •• *• the'. 
happce •• Will pnbablf '" aoee ftft1CDI 1a ft....S.p aeh-.e. 1M 

~ 

hceh oabf.ad 1a 1D a nate ot • ...,... taoaioa. .~ 

I ratenet M 1D U• \hat qpiii'Oil CD •r DIWI U*ll' i ' 
uu. •lllillr "'al"dlq 0.1141-'• 4.Uel1 Utat hh ~··--'' 1ja- :~ 
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nO&RAL RCKR:VIt BANK 

CW NIW YO M 

-~ 

l•k ., ... ~-· 

\ e dtd t o turtber d"alua\e \be tl'ue Ol' inni\u\e ....,.,e 

2U6 

ooa\roll. aouoa add \be atnalle in •Ui.al neb nat•••• 

... t he\ t h tll' a\\nn •U•Uoa \o the eU•aUOD ud 0D17 •*• 
aa\tP'I wone, lol\oa ~ ..... ae \be\ Daladlel' 1l1ll broadun 

\01101'1'0• w•1nl a Dew pleD \o 1,aJroYe \be t1nuct1al a1\laaUOD 

1a rreaoe. 

I aued Bo1\oa \o lba\ he &HI'ibed \be Rl'tlll\b la 

(Uilden \b11 •llliq· 1o1-. add \ha\ BoU•4 1a ncaned •• 

a atutral -t17 aDd in the ... , ot 411\Urtluo .. , 1t will be 

a ha•c tor oq~Ual. 

Jol\oa into•ed ae the\ \bt~~' 1l1ll lbip OD \be Aqa1hll1a 

11m ! u .. dq t.- lcN\baap\OD \be eq,a!Yal.Mt ot thr" 111111• 

poUDda ot plcl (tu,ooo,ooo). lt \htll' are in Deed ot 4olla1'1 •• 

\ht lhipae\ Ul'iYel in lew Yo:dt, \btiJ' 1l1ll pJObab}T 1all aU el' 

par\ ot the abipae\J othent•• \bt~~' will pJObaii}T yelb!P U W 

0\hwa, lol\OD wUl inte• 111 ot _, IIOIIIIQUM\ lb1paeU of 10111. 

Before o1oe1na OU' .. ni'~&Uoo, lol\OD INil'ten\ed \ba\ 

be baUend then,., a ••el\tul (Una••• &Mu\ •• aaae\ J'1ah\ 

IIOWJ t hat YIJ7 UkelT \hll'e wUl be & breU wi\bin the Den ,. dqlo 
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REB ORAY 

Paris 

Dated August 18 , 1938 

Rco 1d 2:40 P• m. 

Secrctarr or State, 

Wasli1ngton. 

1299, August 18, 6 P• m. (SECTION ONE) 

FROM COCHRAN. 

Premier Daladicr today gavE a communique to thE 

press, the follow ing bEing a t re.nsln t ion of the 

PARIS- SOIR account thEr Eof : 

"In vi~ of international difficult i Es thE gravi ty 

of which has been cxaggEratcd, apprEhension lus bEEn 

shown in most events for the f uturE of th£ various 

currcnctes . At th£ sam£ t im£ gold purchases, gold 

hoarding which had stoppEd for som£ months hav£ startEd 

again with int ensi ty on most European markets . Such 

hoardi ng· which is harmful to a country is moreover an 

error on the part' of thosE who yiEld to ito ThE action 

produced ~ '.thE franc is tor thE most part thE exprEs

sion of ~•n· tia»S and thEY havE beEn aggr avated by 

rumors d!.'t"'ul.at.ing · b~th of E:xohang£ control and of a 

further devaluation of thE franc . ThE Government is 

resolutely oppos ed to £Jtohnng£ control as well as to a 
furt h er 
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REB 

2- #1299, Fr om Paris , Aug, lB, 6p, m. 

~~£r dEvaluation of thE franc , Apart from thEir harm

ful effEcts on thE wElfarE of thE nation thEy would 

furthErmorE rEsult inEvi tably in thE rupturE of intEr

national solidarity which is thE most Effi cacious 

guarantEE for thE maintEnanCE or pEaCE in EuropE . 

On thE othEr hand the PrEsident of thE Council 

doEs not considEr it nEcEssary to dEny nt lEngth thE 

ridiculous and untruE rumor~ which rtprtstnt thE govErn

mEnt as b Eing dividEd , HE wi ll himsElf sEt forth shortly 

(nt thE End of thE wEEk) in n radio addrEss thE program 

or vigorous mEasurEs necEssary both for thE support of 
the currEncy and for the dEfensE of 
the nation, ThE Govtrnmrnt trusts that the Frrnch pEoplE 

confident in thE future of thEir country will accomplish 

their duty townrd it as it is i tsElf resolved to accomplish 

its 0 11n duty. " 

(END SECTION ONE) 
BULLITT 

IVWC -KLP 

.. 
... --··-

• 
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PAllAPHB•BJ OJ' !ILXCIIWl RIOJ:IQD 

10: 1299 (hot1on two) 

J'BOJI: Aller ioan IEIIlba .. y, Par ia 

DA!EI ~~ 180 1938 

At 5:30 p.m. I talked With my ~riend. P1ay1Dg 

~he ra~e between 178.85 and .90, ~he J'%enoh oontro1 

had by that t1111e yielded more thll:o 3,000,000 pounda. 

Sinoe the presaure waa oon~1Dutng, i~ appeara tb&~ 

~he Prime K1n1ater1s ata~nen~ .bB4 e:uroUed. no help

f u1 1nfluenoe on the market, either here or 1n London. 

The oontro1 b&d aJ.ao apen~ a grea~ deal to 1mproTe the 

three aon~ha rate &pins~ s~er11ng. n is no~ mown 

to either ay f riend nor his ohief what the Prime 

Minister intenda to eay in his 8un4ay broadoaa~, but 

~bey haTe made atro~~g reooD~elldations to b1a ~hat his 

Gonnaent take drut1o aotion to 1mpron the budgetary 

and eoonomio aituation. 

At 8 P••• I taJ.ked with OouTe de WurTille by ~ele-

~ """' •\ rk ~~ 
phone. (') aJ. ~hough the Jliniatry of rtnanoe wae work--

ing on Da1adier•s s~ateaent for ~he broado&et ~o be 

made ~his weekend, agreement had DO~ ye~ been reaolled 

on nen ~he general. ~erma, 1n Tin of the etatnen~s 

whioll were -de 1n the oo-ique ~od&y indiosUDg the 

appea1 o~ ~he PrUie JUnie~er to ~he J'renob peop1e.• 
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u la aot upenad. '111 117 f:rlezul ~t aa awrarola rill 

be -.cla U.eU&telJ to tile hUed. •••••' 

(DD DH&CU:) 

lULL I!! 

i " UA 

, 
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P.l!W'HRASI OJ' ftl.EO!Wl RIOIIVED 

FROM: American J:mbassy, Paris 

DATE: August 18, 7 p.m. 

110.: 1303, 

STRICTLY COliFIDENTIAL 

I asked Bonnet, in the course of our conversation 

today, to explain to me the meaning of Daladior •e etato

=ent made t his morning (see my No. 1299, August 18 , 6 

211 

p.m.) in t he course of which Daladier said that tbe 

C~vernmsnt was resolutely hostile both to a new devaluation 

of the frena and to exchange control. The meaning of this 

st~tement, according to Bonnet, is that neither measure 

would be adopted. Bonnet replied to my question of 

r.hat other alternat ive there was at a time when gold 

~as leaving the equalization fUnd with such rapidity by 

sayins tbat in t be speech wb ich be will make at the end 

of this week, Daladier will suggest certain modifications 

in the application of the forty-hour law which he hopes 

will produce an increased confidence in the French financial 

situation. 

Bor~et desoribed at some length the reasons why the 

Government considers exchange control out of the question 

and said that no other measures were being taken. When 

I asked Bonnet how long be felt the equalization would 

l ast, bEl said that it contained 13 1/2 billion france still. 

I suggested that the figure was not quite eo high ae 

this, but Bonnet replied that be had had this figure 

officially 
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officially this morning from the Treasury. 

I a sked him why the idea of a declaration of the 

3ritish, American and french Governments denying the rumors 

of e. joint devaluation of the pound, dollar and franc bad 

been dropped and Bonnet replied that the British Government 

had refused to make any declaration of this kind. In 

response to arguments of the French Government, the British 

Government bad answered that any such declaration by the 
now 

3ritish Government/would create anxiety in England and 

t end to cause fUrther demands for gold. 'l'he American Gov

er~~ent bad not been fur ther approached by the F.renob 

Government regarding this matter merely because of the 

3ritisb refusal t o oopperate with them. 

I mads the suggestion to Bonnet that a different 

interpretation was being put on Daladier1 s s t atement. His 

statement regarding the hostility of the Government both 

•o exchange cont rol and devaluation of t he franc was inter

preted by some to mean that be himself would not remain 

Prime lUniater if a conti nued flight from the franc should 

drain the equalization fund, but would resign and leave 

the ultimate decision to someboey else. Bonnet made the 

emphatic asser tion that this interpretation was in no __, 

justifiable. Dal&dier h&d not the slightest idea of 

resigning his position. 

Please repeat to the Treasury. 

BULLI'l"l' 

EA:DJ1f 

212 
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Waahinl(ton. 

August 19, 1938. 

iilllTE HOOSE 1 

Please send the following aesaage to President Roosevelt 
at Hyde Park. 

In a telephone conversation yesterday Secretary Morgenthau 

u<ed ae t o 1nf'or11 700 of the developu111ts in the foreign exchange 

s i tw•tioo. 

ili tb t he except ion of e brief period on Tueeda,y 1 the pressure 

on tile t'rllllc which I described to you in rq last report baa 

cont inued without interruption and we estiloate the French have 

los t ovor $50,000,000 in gold and f oreign exchange during t he 

•eek, \,ednesday and Tburada7 being the heaviest days . The 

movement into gold which I described last week bas sUbsided 

slightly and there bas been a e tronger dearu>d f or dollars, 

r esulting in an increased gold 110veaent to this country. thlle 

s t erling has been somewhat stronger, this coapnrntlve strength 

hoa bee11 at the expense of heavier gold f'low t o t his coUI1try. 

OUr stabilization fund bas acquired $25 10001000 in gold t'roll 

London and private gold sbip»ents have aaounted to $16,000,000· 

Current quotations are 4 .88 tor the pound and 2.73 for the franc. 

The market is quieter today, app!U'ently awaiting Do.ladier ' s radio 

appeal and prograa on SUndaY • 

lihUe we baYe been in constant ca.aunicati on rlth the French 

Tr eaaury aad the Bank ot :France 1 they have failed to disclose to 

us any details or .-hat tbe7 have in aind· ~~ean.-bUe , c:liscu.ssionS 
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ha'Ve been concentrated 1n Loodon llheH the Britloh and French 

tailed to reach an agr-t. The Britioh han kept us intOI'lled 

ot the French canveraatiOAa and of the Britiah reaction to thea, 

but. up to now no world.bg details or ~ French plan or ec:tion 

have been disclosed to t he British THaaury. Secretary llorgenthau ' s 

Lopression, which he conYeyed to ae yesterday, ie t hat the whole 

situ~tim is so political. 1n character, both !roe a doeestic and 

an internati onal standpoint that 1t is Just ae well that we are 

not bei"8 asked to do anything at thh t ime. He has been 1n t'luch 

.:!tit the sitll!ltion every de,y and Cochran and Butterworth •et hill 

in Basle this aorning. We feel here that while curiosity alone NY 

retard the pressure on t he franc until next week, it ia probably 

;uerely a question of t lae before we a re approached by t ne French 

and poss ibl,y also by the British rlth urgent new Hqueeta for 

coop-rntion and assistance. 
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To: 

---..... _..._ ........ 
TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON lt AII&U'. ltsa. 

CoDt14ctlal. Pl.- - tbat Pl'N14ct u4 BDll 
s•t t ollow1118 ••eea• u4 uk tUm u tlle7 baTe 8117 urtoe to 
otter • •.ner ooatezor1D& 1.11 Buel w1 th CoobrU aD4 illltter
worth aD4 1.11 Yin ot Del.a41er'• publio nat-t ot 'Dluredq 
aD4 h1a aJlDOUIIOe4 a44reN t or 8uD4q plu Bonnet•• etet-nt 
to a.ll1tt cable 130:5 I 1Dtc4 to ait t1allt u4 4<> DOth1JI& 
UDt il 8fter S'cm4a;J" o 

S11JlM 

• 
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2!S - .. ~ ............ 
....... .v .. 

JiEAOOUAATER$ 

TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON 

J'OLL011ll«l S'J!UCTLY CONPIDli:N'l'IAL J'OR 'D!KASllllr OJJ'IOIAUI 

OIILTl "Cocbral1 pYe • tollow1D8 augeeUon lut llipt. To aY01d 

break 1Ul Of l'arti te W allool4 1Jl COiljUilOtiOA w1 til Bl"i tie11 b'q tutuz. 
trance 116&1Aat a gold or aqul'flll.ent dollar S\l&l'Utee. 'l'!le auueot101l 

1DtrigUea •• I am con't'1JlCed tbat J'rallce does not DHd further de

't'aluatlon &Jill 1t ohe leta t'Nno allde further 1t will be at eXPSDH 

ot other club ~re. l'nHAt J"re110h so~t bao now declared 

1 taelt agawt further de'fllluet1oA and uohaJIS• eontrol. A IIIODeta%7 

oriels at th1a time could eee11T precipitate a pol1t1eal er1a1o tol

l owd b7 wr. Ban la'll)'era and tor.l.p exchenp expert reed;y to SO• 

I ~ a t .. do7a ago to ban a.tterworth brlng J"redr1oh Ph1ll1pe 

aocretl7 to Rel.Ju to - •• 11aAt Ta:rlor' a, LoohlleaA • a and White• • 
1l!lolad1ate reeotion to abon thoupt. It you do not agree lllDOJlPt 

)'OuraelYeo gin the 1JldiT1dual op1Jl1on.• 
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IlL 
GRAY 

London 

Dattd August 20 , 1938 

Rto ' d 9 : 45 a . m. 

Stcrctar1 of Stat£ 

Washington 

800, August 20, noon 

STRICTLY CONFIDENTIAL FOR ASSISTANT SECRETARY OF 

THE TREASURY TAYLOR FROM BUTTERWORTH, 

I rtturntd from Basl t 8 o ' cloclc last night. 

I met wi t h Phil l i ps and Rowe- -Dutton- -Bri tish 

Financial Attache at Paris , who has bEEn rEcall Ed from 

his vacation a~d rtturns to his post toda1• 

UndEr instructions from tht Secretary of tht TrEa

sury I txplaintd to Phillips that in viEW of Dalad1Er ' s 

public announcement and Bonnet ' s statements to Ambassador 

Bulli tt on August 18 tbtrt apptartd to bE no dEcisi on for 

thE An!Erican GovErnmrnt to makE at this timE, to which 

hE agrttd. I also told Phillips that on Cochran' s 

EstimatE thE Fr Ench fund still possEssEd somE 10 milliards 

or gold and that at thE prEsEnt ratE or out flow, i f thEY 

wert willing to us£ thESE resourcEs , thE franc might bE 

htld for thrEE or four wEEks. Phillips uprtss Ed satis

faction that thE Frtnch (as indicatEd by BonnEt) wtrE 

now taking thE linE that thEY wert preparEd to bandlE 
thE 

• 
• 
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ML - 2- London Aug. 20, 1S38 #800 9:45 a . m. 

thE situation themsElves and oonacqucntly hE 1natructtd 

Rowe- Dutton not to have immediate recourse to Frtnch 

officials in an attempt to obtain details of the French 

Govtrnmtnt ' s plan of action but to get thEm from unofficial 

sources . Incidentally during the course or our conversa

t ion the Bank of England telephoned and told Phillips that 

Carigucl had seen the draft of these proposals and was 

not too pleased, Phillips also added that "even three or 

four weeks wont take thE French to NovEmbEr 15" and said 

ht felt sure that we would bt torctd to deal wi th this 

pr oblem sooner or later, but perhaps (and that perhaps 

dEptndtd on Dalaider •s proposals) not until after Mr. 

Horgcnthau had returned to ~cshington, 

Cariguel also told the Bank of England that the 

French fund had c••lY lost the Equivalent of some 40 

million francs today. ThE pressure on the dollar has 

also been moderate. Gold fixing- - 155 bars at 142 shillings 

5t pence included a t pencE premium. There was littlE 

demand after f i xing. 
JOHNSON 

KLP 
; 

J ~ 

' . 

• • .. . .. '" 
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PJJW>HRASl: OF TI LJ:G!Wi !UCiliVED 

FrolL: American ilmbassy , Parh 

DATil : August ao , noon 

NO.: 1309 

FROM COCHRAN 

219 

I re turned froo Basel t his morning f": ,.,-~et't With 

Secret ary Korgenthau. 

The eta tement n:ade by Daladier, see my 1299, August 

18 , 6 p.m. , bad some good eff eot on Fr iday and the Pa:ie 

market was quieter. There was i~rovement in three months 

st erling from 6.25 to 4.75 and in spot rate from opening 

of 178.85 to . 77 . On Friday intervention cost one and 

th ree quarters million pounds. 200,000 pounds was required 

t hi s f orenoon- in holding franc in London at 178.75. I was 

tol d a t noon by my official friends t hat the terms of 

Dal adier'e broadcast for Sunday are still under consideration 

~~d t hat it now appears t hat a forty- f ive hour wee£ will 

·Je mentioned . 

BULLITT 

' 
• • 
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TREASURY DEPARTMENT 

IHTD O""'C:.: COMMUN teAnON 

Secreta ry Morgenthau 

Mr. Te.ylor 

""" AllgUSt 22, 19)8 

I t.alked to tbe President on the telepboae at ~e Pe.rlt at 

• little &ften ten o ' clock on the aorntn;r of August 22ru1. 

I read him your message to me of August 20th nnd my reply 

of the same date. He aaked severe.! questions aa to h011 we could be 

technlce.lly protected in future OPftH tiona and I expllined that our 

idea was that we would utUi"e the gold which Prance bed with tbe 

Federal Reserve O&nk iD New York and aa operations were entered into 

•·• •ould set aside &n amount of gold •hi ch would be nscesanry to give 

us fUll protection. He aaked ae it 1111. tbe gold ib New York was frM 

for t..'lis purpose. ·I told 111m that 1 waa not s ure but of course if it 

were not free the operation under consideration could not be worked out 

as •a felt that sold iD New York was tbe only security which "ould be 

c .. ple tely accept.able. He told ae that be thcugbt it was e.ll right t o 

&O ahee.d dth thia propoae.l but tbe.t •• should retain full treedoa of 

action so tbe.t 1f, for example, " aade an arre.ngeaent b)' which we 

op.r ted in futuree to the extent of, aey , $50 ,000,000 , that if. a new 

retoueat appeared le.ter to continue this t)'pe of operatlon we should 

hue ruu freedoa •• in our other operations and tbe.t it ... decided 

t hat it was undeeirable to continue this arrangeaeot we would be in 

a positi on to discontinue et &DY tl.Jie. 

220 

' 

Regraded Uclassified



- 2 -

He then asked me wbat the latest developoenta were on the 

Chin• ae wheat credit. I said that I bad taken it up with the State 

Depart::aent and that we were waiting for a report !'roe thea before 

p:.u-suin& the JMtter. Be re~xpressed hie interest in the nour

grsy goode idea . l reolllled to hila lilY opposition to the plan as 

I had felt that it would tlot be possible to work out an errangeaent 

•hich .auld be either .satisfactory to the Chinese or ourselfts. 

Ke then asked whnt I knew ebout the Spanish situation. I 

S&id t :1nt l had nothing new on that subject, but t hn t he snid he 

was goi og to ta.lk to Noru.n De.via to fJn~ out if the Reel Crose 

co•!ldn't r econsider its decision that it did not have enougj:l funds 

to take c~re of the processing of the wheat. I said that it waa 

"'' iapreaaion that the Red Cross bad uple fUnds in ita various 

e;aer, ency fUnds. 

He stilted that he wns going to return to ro abington on 

~onday but that if I wia~ed to reach him about anything in the 

foreign s1tunt1on to call h1a a t H7de Park. 

l uked hisa if the reports which ~e bad been furnishing 

him were satisfactory nod he indicated tbht they were. 
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August 22, 1938. 

II EIIORA N DOII 

Yes terday mornina I recei ved word through the Coast Guard that 

the 5->cretary had received. ,.y cable and wished ae to ellll. hl.JI at 

ten o' clock Fnoneh tiae that enning. Shortly e.fter four o'clock 

· .. asbington time I was able t o reach hila on the telephone. 

Ho said that he had received our cable and had become mor e and 

ooore interes ted in Cochran 1 a idea . He i nstructed me to cllll. tbe 

President a t Hyde Park and explain tbo proposal to hl.JI. It the 

Pr• sident a pproved in principle , the Secretary wished ~e to call 

~ between eight and ten Fnonch time this evening; also if tbe 

President wished to speak to h1a about &nJ aspects of the situation, 

t he Secr~tarr would be o.vailable for cl\lls at the Ume indicated, 

b~t unless tho President wished to go into some of the details , he 

did not feel that it was necessary for the President to talk to hill 

direct. If the President approved in princi ple, the Seer tarr would 

then talk to the French wit h the vi ell' t o exploring tho proposal with 

th~ before diacuss1ng it with Sir Frederi ck Phillip• on Tuesday 

nigjlt . Thh would perait work being done by the varioua legal ste.ffa 

involved •bile the Secretru-y was on tbe water, provided the French 

and the British agreed that t he proposal was of interest. 
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REB 

Secretory of St~tc, 

1'/oshington . 

801.., A-.;:;uat 22, 6 p . m. 

ORAY 

London 

DatEd Augus t 22, _1938 

REo ' d 2:20 p. m. 

PO~ /.S'3!5TAllT SECR£TARY OF T!!E TREASURY TAYLOR FROL! 

BtmE!r.!O:lT!1. 

STnl:CTLY COUFIDENTIAL . 

At the reqUE st of t hE Secr Etory of the Treasury I 

hoVE arron~Ed for Phillipe to meet vdth him at Routn 

tomorr~v aftcrnoon . Phillips and I leavE by tht ni ght 

boat tonig: .t and return Vltdntsday afternoon. Every 

effort \1111 b £ end£ to Effect t his ti£Ctil'l8 without 

publicity, which 1n thE circuastanots , would certainly 

be both tmdts1rnblt nnd bnrmful . 

Althoush Pnlnditr's radio nddrtss did not bring 

forth nny Editorilll conuntn t , thE nE\'18 articlEs which it 

occnssiontd in thE British press :tnvt beEn fnvornblt . 

The franc wna aomtwhat bid aft er t he opening but upon 

the announcEment of t ht resignation of Rnmnditr and 

Frossard it tm•nEd . ThE French oontrol hEld the rotE 

end the vol\Ult of trading 1n London wert 110t largE . 
Li kEWiSE 
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REB 
2-}804, From London, Aug. 22,6p. m. 

LikEwise , thE pressurE on the dollar bas bEen rElativElY 

moderatE and very l i ttlE was done in gold aftEr thE fixing 

or 214 bars . Phillips with whom I bad a word on thE 

telcpbone said that hE fElt thE market was "prEtty wEll 

psralyzcd ; no onE understandi~ anything or doing very 

much of anything" . 

Ovcr the WEEkEnd I had a convErsation with Capodano, 

th£ London reprEsentativE of the Sank of Italy, who was 

most anxio•1s to know whethEr thErE was any factual basis 

for thE tripartitE stabilization--dEvaluation rumors . 

HE wa3 obviou3lY hopeful that aomE such movE was afoot 

and gavc mE thE impression that his principals would 

WElcomE an opportunity to case thEir own circumstancES 

by a further dt7rcciation of the lira . 

JOHNSON 

PEG 
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FROM: American J:mbassy, Paris 

DATE: August 22 , 6 p.m. 

NO. : 1325 

FROM OOOHRAN ...,_. 
Last evening, after listening to Daladier's broadoast, 

225 

I gave a summary thereof by telephone to Secretary Morgenthau 

at Rheims who was to t alk at 10: 00 p.m. with Assist ant Secre

tary Taylor. I imagine the main points were thus transmitted 

an~ that today the press bas cabled the tull text. 

The speech had a good reaction this forenoon and t he 

market turned. The franc, after opening at 17S.60, moved 

to .32 and at .45 some pounds were acquired by the stabiliza

t ion fund . The market reversed and continued nervous when 

the resignations of the Ministers of Labor and Public Works 

~ere announced, even a fter these places were promrtly r efilled 

lest labor troubles develop . Some sterling was sold at .55. 

At 5:45 p .m. the stabilization fund bad lost one and a quarter 

million pounds on balance . The fund also had to intervene 

in order to hold gains in f?rward rates. The marked tendency 

this evening was to await. deve~opments . 

49 ,000,000 f r ancs gold ~ars were i nvoi ced today by t he 

Bank of France to the Federal Reserve Bank of New York via 

the NOR!.!AliDii . 
BULLITT 
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TREASURY D EPARTM ENT 

P UBLIC HEALTH SERVICE 

WASHINGTON 

Auauat 2.2, 19J8 

lle.orandua for tbe Secretary of the Treasury. 

In f urther reference to the nutrition studies, I 
have the following to report: 

1. On July 20 the Actine bacret&r7 of Agriculture 
advised that i'w>c1a would be ude available to proaecute the 
nutrition studies plamled by the Bureau of ao.a EcoDOIIics 1n 
the aaount of $.301 000 but that no further funds •ould be aveil
ablo for the studies proposed by the Public Health Service . 

2. The cooperative nutrition • tudy 1n New York City 
ia to be initia ted on a reduced acale .For this purpose I have 
reduced other Public Health Service activiti es in order to make 
available the sua of $10,000 for this purpose. 

J. The brief spot study in Washington baa been com
pleted and is attached. 

I regret that I shall be out of the country attendill& 
the Pan American Sanitary Conference i n Bogota when you return. 

I hope you bad a pleaaan t and restful vace tion. 

{_) - ~ 
~-----

Surgeon Oeneral 

22S 
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llo data han been anilable to indicate the e:ttecta or the 41 etribu

uon of aurplua c<lllllOditiea Cll tba d1et&r7 of tamiliea recehiJI& the" t~. 

'1'0 obtain ertdenca Cll thh point, the u. s. PUblic llealth Serrtce mada a etu4T 

llllri!IS 1uJ.y, 1938, or t h e tood cCilauti\Ption at 606 tam1Uea in Wa.ah1J18tca D.o . 

'lllase familiae w r a of the following typea: ' 

1'8111117 Txp! 

:Pram PUblic Aaaiatanoe 
D1rtc011 rolla (P.A.D.) 

:Pram W .P .A. 1J8:1 roll liet 

NCil-rellet neighbora of 
the r .Uet tamlllea 

Number or families 
.!!!!!! Colored 

101 

91 

102 

Uti 

M 

'l'ha food record obtained wu tor a two-da:r period preceding the 

rts1 t to the family. At this -•Cil, collditiona are moet teYorable for the 

c=ptlon at a diet or good quality, well tcrt11'1ed 111 th the a~ed • pro

toct1n food&• , eapeciallT leat;r and green wgetablu, tCI!Iatoee and truua. 

Anraee lll!lOUDts of foods OOII8U!!Illd during the two-day period by familiea of 

each ti'pe and by groupe of faoiliea at ae'f8ral le'f8ls ot weekly income per 

~ta are t he baeia of the tl.ndiJI&a 81112!1arlzed here. 

Adequate caloric or ene:re;y yalue was turnilhed by tha foods used by 

both white and colored families in the W.P.A., P.A.D. and non-ral.ief groupe. 

'i'l!o avo rase food euppl:r of tho P .A.D. white ta.aliee prort.ded ten percct leaa 

calories than that or any other group, but the energ:r Yalue fts approzi:lately 

adoqll&to. 

'l'ha caloric valua of tooda a.sed by Negro femillea was vor:r high, and 

~U&te, on the enrage, for grouPe or tftllllii es at enr:r income, except for 

t he ver'/ few t81111l1es whoso weoldy 1nea:>e -... loss than $J.,S4 per c a;>ite.. 

'!'hero vrero oix such Negro i'e.miliea, and these had tran 1,800 to 2 ,000 oaloriea 

per dey per adult male (3,000 calories 1a adequate) . This ia a aeriOUalT 

dot1c1ent 41st 1t ccotinued ever a lcog period. 

Wbite te.miliee ot each type abond greater variation in the 8UPPl:r 

Of calories at d ifferent i.nocme leYalS than did the Negro families. 'llith 

weokl:r inoaaea of $l.. S4 t o $2.67 per ca;>ita, white familiae used fooda cicb 

!'u:niahad 2,200 to 2 ,300 caloriea1 six paroct ot tha W.P..t.. cd ot the nco

reUot white families, 13 percent or the P.A.D. white tam111ea were in t hia 

1ncQNI group. Only three white fe.m111ea had less weekly inoomt par capita 

than $1.34, and t h- bad 2,000 oaloriaa cr more par d«:r par adult IIBla. 

'!!Ia enrage c~ico ot variou kinde ot fooda 1nd1catea the t 

those tamiliee bed a teirly good diet al1hough DDt of the highest quality 1n 

all roapecta . 'l'ba woe or mille product• at any inoca. level waa very 1111ch 
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1onr than tbo amoonh r•o-w tor u adequate 41et, ad thia- ia Ula 110et 

80r10UI detioienoy in the tood IIIPPlY ot theM flllllliea . 'l'hia detioienoy ia 

sreator tor the Negro thall tor the White tadll .. , The COUIIQtiCD ot leaty, 

green or yellow ..-egetahl .. b neerly eqllal to or greater thm the reo= llde4 

omounte. The white tamiliee UMd adequate qUAiltitl .. aao or tQiatoea &lld 

cHru• rruita e.nd ogsAI, but colored fam1l1u had leu or thaN toode. 'l!la 

IQOWit or meat , rata, &lld eugar 111 tha diet ia hisber thu that reo-llde4 

ror an acle<!UOta diet at ml n!nra ooet, cd Nesroo• uad relathaly larp 

.,ountl. 

Tho dleta ot the t wo reliet groupe wu 110 batter 111 quality th&ll 

tbat or the n011-rellet tam1l1ea ot alm1lar lllcome, although 67 peroct ot tbe 

'O!ll.te and 73 percent ot the Negro ta:dl1ee 111 the P.A.D. group reported tbe 

ase or acme surplus caaoditiea . The Public AeaietOilCa D1rtai01l aet11oatea 

thet 90 percent ot tbo eligible tam1l1ea oall tor their tood allOWIIIloa. w. P.A. 

re:>~llea are eligible tor surplus ccmnod.itiea Cllly 1t t hara are mora thOil t our 

peraona 111 t he family. '1!lo peroant or lf.P.A. r a port1118 the uaa ot acmo ~~~~rplua 

ecmnod1t1es waa 2l! percct tor t he white group ud 28 pe.rcct tor the Negro 

grOUP• 

Dur1118 J"uly, tha cCICIIIOditiu distributed were: nour, rioa, potatON, 

butter, dried a pples, trash etr1118 ha&lla, carrots ud cabbege. Dried milk c4 

a tll'll ot.hor itom.a appeare4 on t he aohedulea; presumably, thOM were carried oYer 

tram previous months. 

Tho ooUIIIIPtion ot gra1ll produota &lld potatoes b71lllite t aa111aa in 

both relief groupe was aCIIIIMihat hisJiar th&ll that by the 1111i t o n011-rel iat tD-

1liea. lor no other tood group waa this trua . lllrthermore, tha oalor1o value 

or tho dleta ot the P.A. D. t szdl1u wu l.,..r than that ot the non-relief tam

lliea or aimilar 111cc... 

'l'he results or the stud7 oe.n only be interpreted &a allg8e atiDS that 

tho money releaMd tor othar aX])On4ituree by tho UN or surplus cotl1Dod1t1ea 

::as not uaed tor the purohaM ot sreater IIIDOUilta or t oed. APperentlr thaN 

te:llliea used the tooda shan to th•, but 41d not chanp tho dletarT l nel to 

wl:ich thoy are adjusted. 'l'h• income or moat tem1l1ea waa l ees than that esti

mated as necessary to prO'fide an emergency atsndard or 11Yill8, and no doubt 

the cCQpetitive naede ot the family are TOry great. To l.m;prOTe tha quality ot 

tl:e 41ota, 1t would ..,.., th&t the aurplua oQI:IIII)ditiea 41atribut ed rmat be or 

the epecitle t ypoa Ultely to ba used 111 1nautticient UIOW1te, &lld thaae IIILI&t 
.c - oriaiOD. ot mj n1mum DM4a 

be r h'on i n sufficiently lerp quut1t1ea to ~•ure pr 

r~· health protection. 
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.tucuat 23, 1938 

~· · 
Tho Secreb.r;r 

From: IU' • 118&111 

Collforence with A411iral Land, ChaJ....., of tho llariti~~e Coamnion 

Purauant to Colonel Kcintyro'o requoot, I talked to Adalral Land 

tb1• afternoon regarding the dl!foroncot of opinion that bad ariton 

between repreoentatiYOI of tho Treawury and of t ho Maritime OomDitoion 
on the oubJect of t he power of the Coat~ Guard to dotignate 0 labor 

l!dYllor ln connection w1 th the tr&1n1nt: school for the ll&ri tleo aerrtee. 

Adoiral Land taid that after a conference wl th the Prod dent at 
the Pbite Houee on other mattero, he bad •entionod that thio difference 

of oninlon had arleen and """ llkel;r to injure the training program. 
~• Prooldont did not eo1111ent at t hat time and .A4miral Land assumed 
that tho Preeident waa informed regarding the whole aubJeet. 

A4Alral Land taid that representathea of tho Trauury and of 
the Co""'ltolon had agreed on all of tho details of the e.rrant;oaenta 

!or the training of the lku-1 time personnel b)' tho Coaat Guard except 
for the lAbor adYher. Tbe Mill ral oald th&t the Colllllliealon wao 

perfectly willing for the Treaeury to haYe a labor adYlaer if it 
wiahed, but that tha Commiaslon wae unanlmowo t o the effect thAt tho 

det•ndll3tion of labor policies ouhido the trainl 114: program wu 
•••ted in t h011 b)' Congrou and hence t hey could not be delepted t o 
UJY labor adYher. .Ad»iral Land aaid that be felt the whole dltcua

.ton r egardlnt; the lfo.bor adrtser '"'' aaklng a mountain out of a lDOl&
hlll, The Coast Guard wanted to underteke tho t raining of the marl

time aervico and t he Col!llllioaion wanted thoa to do it. .A4mlral Land 

thoUIIht that there waa pro bal>l;r •a negro in tho woodpile , • ao be 
expr• 11ed it; he t hoUt;ht that the matter of the labor adrtoor had 

?robobl;r boon adYancod by Ja.elcaon an4 Pre•- ao a dertco to defeat 

t he whole tra1n1nt; proJect. 

In concluolon, .A4m1ral Land eaid he had t'IIO ouuuUona to make: 

(1) that t he dee1gnat1on of a labor ad.Yieer be dropped; or (2) that 
the doolt;natlcn of a labor adTleer be deferred until after January lot 
wh~n the ll&ri tl..., Oo.oi uion 1a tc report to Congreoo on tho training 

proJect. Be aaid the\ unleas the quoatlon could be otraif;btooed out , 

t he Karitice Co-lotion would be COIIpelled to drop all plano f or 

haYing t he Co not Guard undertake tho trainlnt; and tho Karl tlao Coa

IDieolon would conduc t the training lttelf, 

Mmiral Land eaid that tho Coast Guard -• now eocperet1"4 

acthol7 in tha preperatloll for the bet;lnnlnt: of training on the lot 
of Sephaber and t horo 11 nothing tur\her wl11ch tho 'fr0UU1'7 could 
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4o ..,. w udet la u.. : e1ac of u.. Wll.luac procr.- ...,, te 
u \tll tho lallor .an- .-u... 1 toll. Ida tlaat aU,_ t1n 
of tho oolllli Uoo 709. 111111 4.olliC~~Ah4 \0 ~o aepUaUoao _, ..,. 
out of toft, ""' tbat 1 WR14 •* to Mr. YelopoUo oa tM n~Joot 
\11)011 blo rotal'll \ollol'l'OWo .u.iral 1.-4 oa14 lie roalho4 tlaa\ 1\ 
llicb\ 'bo 11ocooo01'7 \0 Wor t.n!lor .ntoa •'11 J'll&l' ronra. 
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PWDIIfltAL AKftfiiVIl BAHt( 

Of' NIW YORK 

£32 

OFFICE CORRESPONDENCE 

,
0 

_ _cQitiODtlJL nu.L,.u _ _ _ _ _ 
DAn ..... u, 1IM0 

SUIIJitC'n DLDJIOII COIYPU'IOI IIIII 

L. •· boke 
. . 

--- BMX Or IIO!,A'Do 

I oalle4 .. 1\oa a\ laiO ODd 1a bh abo•oe opoko \o 

1r. fOliC• Pone ead Lollcloa ... • be well pl•oed 11l\h \ho •~• 

wq in 11h1ob Dalo41er bod t1lle4 tho t'IIO ••••oleo 1D bh oabiDM 

yenel'llq. low tho aukM wao awa1\1q tllftber d"olopaeh ODd u 

•-o4 w h1a there ••• a taol1Da ot bopo that Dala41or ai&M bo able 

to appl.T the aaoe•••IJ' tiDODoiol ••aHa wt\h tho oae •aro wt~ 

which ba hod helcle4 \he waouao1oa. the people •••a4 J••• • little 

aore optialoUe ODd w thiDk that Oala41or •11M now ba able ta acbt"e 

'lhat yute:rdq elaoat •e•a4 tapoodblo. the frllloh wortaaOD aa a ~h 

41dn 't ,._ to opprootato t h o poo!Uon t'Ull.7· f bo trade Wliona •or• 

nsturell.T llllhOPP7• Oala41ert • apeooh w th• had oome u • Tor1hblo 

botlbthell. 

fhe true bad not boon wader aroat pr euuro tcldq and tho 

hmdl t'lm<l probablJ' <l1clll't loao aoro thUI on .. balt o.1111on or oae 

a1ll1on powad1 1torl1oa. tbo tr1111o tor torn.r4 dollnrJ ••• aoaowtwt 

rtr.or prtaert17 co probabl.T to Car1pol' • aupport clthOIIIb there hid 

btm u1deoo w dq ot -• lbort oo-rerin&• Cartauol'• oparatlona 1a 

the to rwar4 tranc were ao1U7 -t1na4 w the Par1• a arltet. 

ltorl1q 1tlll loolla4 weak. there bad bee e • ell 4••• 

tor dollera t h1a ltOIIIiDa tor ca..orolal aecoun~ blat t hat no 

by the arbUr• &•• At the aoaet the ae r~et1 wer e dead. 

D•aod t or col:i 1D t he attomoon wu al110l!t nll. •• • aa·nttr 

ot tat\ \h~ bad oo\ 110Uoad ••rlJ' u •ob boa:rd1DC todq u 

Regraded Uclassified



- . ~ 
£33 

... Dai\AL ftCHIWE 8AN.K 

Ot" NKW YOIIItK 

OFFICE' CORRESPONDENCE 

COIIFIDIHU.&I. nua 
.~ 

L. W, ltiiO!.!._ • 

DAn l.wp" II, liBo 

sua.sEcn !ILPIOIII C:OUI!'.ltlyl llU 

----~E~AI~X~OF aO£AJO, 

bttn bst we*• !he 4•aa4 tor cold oolo bad tallaa ott 1Ubftetlall7 

end t he market wu now 1111 otter~ Ofte 1lll t b a pr•l• at below • p.r 

ctnt U CO!IP&r~ with cloee to 8 per ctlllt lut •eek, thia chMCe waa 

due to the !Bot that new r81111atl ona ln PIU'la cnoer the weekt~td baaed 

on a law d.ted b ack to 1100 ed aub3..Unc to an a per e1111t tax all 

deal1nt• in cold ooln and J "el171 hd bet~~ issued, and that now 

every buyer and seller ot cold oo1Da ha4 to state hia nawe 1'!\d eddre,. 

at the t1ae the trazuaotion wea closed. these recuJ.et1ons luld rather 

up Itt the •ark.tl on the contlntmt w1 th the reiUlt t hat Allsterd• had 

tumed e tairl)r heav seller. Boarder• had cotten a little t1re4 

of pq1ft& t he hich prsluae recttntly quoted on oo1na nnd were tumtnc 

their ettmtton to •all bera (about 252 ounoee each) 11bich thq were 

now setting apec1all)r aade, 

Politically the attuati n on the eont1naat, it BD7th1n&, 

,.., s little wor .. u e rewlt or Prenco'• un .. ttataotol'7 antwer to 

tb<t non1ntenentton o~lttee. Parlt, bowenr, appeared Oft the 

surtece liNCh oelaer now than wight heYe bee ezpeoted. 
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SOCIAL SECURITY BOARD 

WASH INGTON, D. C. 

Tl •• CCNI.I\ry Of Treasury 1 

, r:l L.,__-t~n, D. C. 

TJo· •• ',b·. SccrotJ.rYz 
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l'olln•'i.ne wo ..... l di~cuasion between the officUl.o or the 

c. r tacnt or tho Troa~ury on<! the Soci.ul. f ocurity Bo>rd , the Board now 
. ~ u.· " uc~tt t he De '<.rl<:cnt of tho Tr81! • Ul")' to ..Uctain, in b&nl<a 

• licil ere " ;.<U't or its UO!JO. iter)• S'JSt~. b$l.l<nceo 'lihich o.re cufficlent 

(.:> co~ c~.:~tc tho b~nk!: f or : orvices in eoMcction 1 i th checlu <irA>:n UI>On 

bcn•.-o'h .eym.Jnt a ccount< in Stc.tc unemplo)'llc nt f unds .:hlch o.rC31'so min

L 1m·d t:ooroin , The pur1:os o of <uch be.l11 nces would be to ol.1JI1nate the 
n c~ :or U1o .:.Lrcct c'<l,)'1llent of bc.nl: snrv1.ce chr..r ge o out of funds grM\tcd 

b; l.1c So r<l to St tc unem,>lo)'llcnt coo. c"'"'tion oeonci oc for :tJJIIirois tra t l ve 

u:- () .:s , o1·, i n lieu thereor , tbc wi tbc:.rt.\.nl froe tho Uno• U.o,YJDent Coa~llN
tlon 'i":-~t F'\D'¥:i in ti1e Treas ury of ...100\11'\tc £W~ficient t o COO en...att:. tJte 

, n:: 1n ~.hich lhc bcnc!'it !l'l:fl"Cnt account~ nrc ""'into.inod . 

In ViC'/, Of' the bro::.d 1ntor c::;t of the :'ocicr~l t'OVOl'nmcnt ill JTO

C ·' 1•·:.. r~n... c;oon:;orin .... the aoci nl !-Jecurity pro~1·HJ11, ;.hich 1n effec t 1 :, 3. 

co :· ti\'~ \rr t nt._ .. ~nt. bet\ een the Statos and. t uc Fe\\ertll t-:overnne nt, 

J• l b - '1 •vcd thr t L..,e,.~ 1~ ruo.•le j U&tl~iention fo1· tho Troantt'}' De '"rt
nt u.-!11.f lt: fun..:=, \12'¥icr t.hc c.ircl.D5t•nco~, for tho a"int"~ nco of 

t:,J:J n.rr t in..,. Ll1lnnt:e~ in ~"'nks h:.Jldl.Juc unGm!d.ort:~~ent coa:>enc..<t t i o n "ti:!Ytl . 

':',. •ro \0~ ··1 Luu•tt:'" t'ur tht·r jwtifi e<i J •"ir.tt , boc .u.-;c of t he o i d <o.hl ch the 

1'o o:.: •.... .rocctoure \,lll n..fi"onl in ~h~ rmf ocu rdi ne nnd Jrotccti on of tho 

""' " loymonl t:-UI.'t f un · nd i n nvoi <line "'-'1\\' l rc:U. , ad.Uni~t.r tive , end 
• r nn- i.r ' ro)-llemr. ~hie:: t'r~ no .. cnccuntercd 1r. t~c ht~n.U i l'lf of Wl£m,,loy

~ n .:~:1 • u.. t i on :\IJ'ki::;; a.J~ ~ccon; , i n o:-Jor to z:.void the -o. s i hle 
i on ty t!lc ;}<) r-.2 , t.hrou._.h nece.::.ity, o.: .1 ,allc.' o!" :· nt ln_~ f'unda to 

:.· i M ~orvtcc cr. rtcs , n tx'ti,o-,~ •. lticl: 1. cont.r..:-1 to lont; est.: bll:ohod 

:ry ·r ct leo . 

•:n,• v ul~"o' 1hi ch .. ould result i f the Tre: W'Y Oe!JW'tocnt 

" t 'tho ' ro 'O&Ill o !"" tho Tlo l'l! in t hi s mo.ttcr are oc ,·ollown: 

":'ir • , r olnimm o!' unt'm."l oyeent coo en:; Uon f un ~ r.-oul.d be 
l :" t: .. nk~ i n .... t -- t.cs . Ond.or lhe ~ro -o:-e<i ... !'Oce<iure u,c n~ux:y • m 

t• .. ""'- .i.:.n: ·.ouh' :, V i'! no j u t 1f i cu Uon l"or tr.""~ int <tir.ine t\f'O~ 001~--~es 
'!ntlt'l ·1 o:..·tch:nt. coo."cn. ... nt i on runds i n cxeces of n:t:ounte re u.trro f or 
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&C~J~: pCI.jol\ln .. o£' ben.,fl t a during a fixod po rlo"i. 'D:u.zs, tt1U rO .10uld 

bo .. (;a.1n to tho Wlocploy=ont tru.:.t !"u.•Hi o.n\1 thore b:t to l.ho !:tl\to . b; 

Y~ "7~;r.don or lo:.' or 1ntoroa t t o the f'W\d. throV :.-ho rotent.lon ctr 
• ·"' .;..e,:t!e:s !1\ th~ fun.d t.~ntll a cti.Lt...lly noco,:ar; !'or tho pay ln..; or 

- \.• 1 :.~ . 

S5co~d. adwinlstra~ivo procoduro •~uld. bo i~?rovod . ~o :r~~~u.r; 

D .. .r s.rt.::..: .~ ~1a: t.ho por :-onnol t rAi ned in t1l~~:t ~och.::i q1.1e .... ~.te.\ 1.: n"'ce~ -

• J. f •• t. o- hQ.ndl'. o;.ho G.LA.lJCiC Of bank &CCOWtto~ and t O QQ.o.,(l proll \lr JOt1JI'• 

!~ ..... i..,n ~r 'ball\ncos to Oo ::ui\.ln'ta.inod . I-: .·ro\lld bu e.~ l v .. u doAl ~!rootl:t 

. 1: .• h •: b!l.nlu , W:tcros.3, tho 3~a.rd ~u;t , &I Q. ru.le , d.c:t.l ; lth tlh. bc.."\l:t 

~u~~!l ;he S~t.• &6enc ics. Al::o, a &..OrQ ~rl'oc1.1vt: cor.t.rol of b:al .... tc~: 

'I'.) ••. L. : t. •• ro·1ldod.. 

'l'hlrd , the propo~ou. procoUure .:oul i b~ dcsi ra.':)l e !'rv:n. a co:::t 

.t •.. dpo i r.t &:1 it. 'WOU.ld cl1C11nato t~e <;ue:tion or ~rnn t.:: 'w oi nc; t:Ui.:lt., :'ron 

!'u."lJ:; ~.~.pprop t16.ted 'o/ Conc;;roo t~ , to pe.y bu.nl: ; orv1ce c hart:e:: . 

?ourth, 1t would l a ,rge l y d1;}-0::o~or t.he.: pro blu.- or col!o.teral 

:ec.:.r!~;. :•tr;t. , b.J reduc1c.; the IJJOU.."l': o!:' WJN .?lopt.-nt co=pc;J.;ation 

~~ds held in ~~ and , aocond , b.J clic1~at1~ ~o a ~roa~ extent tho 

ttl.j.e stion 1nvo lv1n..:; S t ·& te la.ws rcla.tivo to colla.:era.l :::ocurl t.1 . 

'7.'\ .:t Boa rd. ho.s a.doptod ot.andards of propor a.dtUn1::trt.t1on Td\ich 

roqu.ito Stt.tto at•nciec t.o oxor oice a.uthorl ty wh~Jrover potaiblc under 

=~·~" 1 .... ;.., prov1d ~ l w.l collaturo.l oe corHy ror all o:-.o:ploycont 
~::.,. ~ ... a:1o!'l :untia , o: to prov!de at loa.st t.hc :::a.xlouc aec.,.rlty which 

L • .,.or-~:;=!blc. u:1d.or :.!:1e;; S t.a to l a • and securi ty eqtal to tha t p rov1cled 

tor ._.ene ral St.a t• l'Wld::. Hcr.teYer , i n a ppl y1At. those :sh.r.de.rcl:; , 

.... . . i~.:e.Ut.i ":: ha.vo arisen 'booa t.aaa ot' tho quo:ttlon a.:o to e.uthority l'or 

~ :Ci!&in,.; colh.t.ora.l •,-;hero Sta t e lt.vtl do not require such p rotection 

or . :.oro :itato l&·ns prohib1 t bt.nl<a f i"'!II plocla1n.; colla t e ral to socoro 

.,ll~ dopoo1to. FOr oxampl e, in Ul ~ol&IJI• wo hAve boon adv1s&4 that 

~ ..• :i:~:o Bonldn,. Act ;>roh1b1ta banks fro:: p l oclal "b co.latoro.l to 

'- :~r·. :--u-lic clo.,.a::1 ts . I t 1a ye t t o bo clotoNined S:;to~h•r t ha t 

i .;, .!.l! :.!.o:-1 oxten.c!a to u.n•:aploy-ont co:aponaa t i on: f\ID.da. lJo&Z~WhJ.le 

: .. c :'und:: are w.1oecure!l . xoopt a..o t o colle.teral pl o4Gocl p rior to 

'-'.t.C~l~n: ot ·-u St e. t e Bo.nk:l nc; Act. I n W1ooono1n 1t 1o quoa tlona bl o 

.•J • • e: W'liu~plopont componee.t i o n ft.lDCl~ OUl 'bo colle.t •rally c•cu rocl 

~ ·. ~· 1 ~.,. ot t :1u St a te l av which provide s tor tho ins\U"t.nO e of p ubli c 

• · "'-- .. : . T.:o c hief prob l o:t hero, bO".tOT Or t I"CUl:&llt,5 fro:& tho fa.ot 1;hat. 

c :ht 1ns ...-onco ;>lt.ll tllo pro;:d uc.s r oq.Urod 1ncrou o 1n d1nct 

~ ~~ton ~ t ho &mOun t o r the eoa?onoa t t ns ba.lancos carr l Gdl and 

......... e 0-J,O.jCy h aG re quootod the Boa rd to u rant !'uoda to Pa.:/ t h os e 

• J. .. _ . 
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: . ,u Svani ha.J ro:· COQu ei:~&'ll bo~n con ~1Uilr1 :lQ t. •• o g onoro.l q u•stion 
J" ;;.;m:; i o l li t;, with r e=pcc t t o the bandll '\; e.ml aa..re..,ua.rd.1 11$ of 
.~ r.- CUO?enae.t 1on tund a while BUCn 1~~~ are not in the cuatody 
::-ut..;.:;r-t Dopartu.I:Vlt . In thic con..""toctJ.on, world:to 1D coopor ·a t ion 

• ., , .lcls.l:; ol' t.he !'roasury Dt.jlt._rt::lent. cor t &in pollctoa e.nd 
.... o.:J hn.v-.= buun f'or.;n.ulate4 o.r.d ado;>ted ":J; ~-- Board , ono of whi c :: 
o.~,.,o.;J et. .. !'ol lo·:~s a 

• T:.to Soard hur oby adovts the p r1no1p l ll o f co~pen:;:a!i ng 
t~lk b~l~neo~ 1n ll~u or ~h~ a etu&l p~4nt of bL~ service 
Ct!a.r~0 3 , l'Ollowi~ i n t.h lD rttspect ~:u: pract i ce o f t.ho Unltfld 
... t.nt o~ Tr eas u ry wi th ruopoc t t o t'e-deral !'wtd:; , "nd .• 11 1 
o..: .:-ordi n~l:,· !l~ t b r:l.."lt l'wu l:; U.."ldot• Ti tl e Ill J.'or t.ho Ji~O::. l oi' 
:,~·: ::6:-t!ce cha.r;;oD on o1thor u.nu::.plo)-~<.nt co;Jpen.tlat.lon o r 
1.1*-.Unl::t.rat lon 1'\l."lJ::: or !'or t.h o co::.puusation of ba.."\io:s t'o r net 
1 =3u:: ... ~L:h -a:; btt sho.:n i n b:w.k a.nalysl::. 

•However, ;tbt:n i t O.i)pearz tha t a ::ati3facto~ a Q.just
&unt o o: balances t.o p rovide adequs.~e cocpen•a tlon ~ t!\o b!l~:.s 
c.n:"'o~ be ca do on tom:~ oons1!lte n t with tho requlrDi:cnt.s of 
tbu Soclo.l Securit~· Act and tho st·a te law , all f acts :;hc.ll u~ 
JuJmi ttod to t ho Sot.rd for cons1don.t1on a.n4 d oton~~.1 na.t1on or 
Q Dot hod of co~ponDatlon. • 

1J1 a.ccorda.noe with tho a b.Jvo-statod pol icy , an analyst:~ was mad.o 
1t .:oo ;J" ra : lon •,..ith tho Treasury Oopa.rtmont o t't'iclals of the be~nefi t 
r &JCCnt ACCO U!1 :. of t ho t;orth Caroli na. Uneaplo,vmont Co:aponsat.ion eo ... 
.a.alon •1 th tho llachovlo. 8o.nl< and Tntn Coa;>aey ..,4 recoa.:endatiOD 
.tU u aiiv .J~· t.ho Board tha t a aini:a\1:2 balance or ~1 . 2,50,000 be saintained. 
1n :.ho uccount to com~.:aate ~ho bank for 1 tG Gorv1cea in rObard t.l:leroto. 
n .. ~~1,.., of the North Co.rol1aa Co:=.at1u1on COI:Ipl1oc1 with the 
rt.co~ondacton of tho Soa.rd . ·.vi thdraw1ng funda frOC1 tho u.n•ploym.ont 
uu ::l. !'und ln t ho amount and tor tho put"poao atatecl. ftoweYcr , the 
Ct\d r;.ca,n quo:.t1on6Cl tho l egal! ty or tho procedure and oooured troa tho 
Attomoy Oonoro.l of North Carolina an op1Dion wh1GII hold ap ec11.'1oo.lly 
t~•• (l) ' whatoTor 1 • c1uo tho Wo.ollov1o. Bank anc1 Truat 001:1~ for ito 
urv lc .. 1n ho.ndl1n;; tho bonof1 t p~ent o.oco1111t h o. 11o.t tu of o.cll:o1D
istr~t1on and should COQe tro2 fund• provided tor tha t ~urpose• &nd 
(< ) ' ;tou neoc! no t carey o. bo.lo.noo 1n tho Wo.obo•lo. Bank whioh h greater 
t.'"n ~-,. a.aouat of raoooy needed to Doe t ourr.a.t wl thdrawala. Funda 
a.o , . t:1o.t Ll>Ount •hou.ld b o c1.-.w1nc; 1ntereot 1n the 'IID .. plo)'l&ont Truat 
: u.;.! ..., • .:, thua 1nur·o to t he bonof1 t of tho State. • 
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lhh q~a .. t.\011 baa l>e.., llllaltted by tho Boarcl to 1~1 Oonon.l 
Coo::ul '0!\o baa OODOIUTK 1D tho COIIOlllliOA ,..ached by the Attorn.y 
G•ural o f 5orth C&J'ol i.D&, and bu 1t&ted that ~meier tho lorth C&J'ol1Aa 
a.o:;:loy.aaot eo.pe~~u.t.\on l o 1t 1a w1th1D tho c1ao,..t1on ot tho 
Co:..:>lsli on to 4etoraillo tbo ...,llllt t to b o ,.. qllh1 tloaed troa tho 
..,.,.~loy.a..,t tNi t tlmd or to bo r o-clepoa1 tecl 1D the f~mcl and t!tat t no 
:aa1ntenaJlC• of bal.a.Doea 1n exoeaa ot the r equ.ir·• et f or p llr)'Dcnt of 
bonoti :S solely tor tho pwpo .. of 0.-penaat.\n., t bo bank 1t DO~ proper 
lllld• ~ ~o Steto 1tetute. t'ho Genon.l Co~mul ha t 1ncl1ca t.d that t ho 
;:~!OJ adoptocl by tho Board abollld bo r.C>ODslclered so t.h&t coa~• nee••-

... -~·~OlUiato tho boDkl tor band.lillj; <:har0 oa will be cot f ro:: 
f,.;:~ ~;:tropriat·K tor t!:.e ooata o f proper adalz:Uatrat i oll ot the Stat;6 
h • a:! ~. b\U'd.e.n or t.b• will not b4Jroot l y be th rown "90:l ~· ;:;on.iea 
1:; :..3t S't&t.e ua-ployact c.cap-.aatiOD l'ur:ul.a &.:4 cau.se lo.s& t.ne :reto. 

It I s orldont ... hatonr poUey 11 aclopt od wi th ror,>o<:t t o tho 
$o~!r. C.rollna s ! t~..&~!OD lllollld bo UD!fo.-J.y applied 1D al l Stet 01. 
tbl•u. the Zrea.au.ry Depart:::::.e.nt C·&n • •• 1 e. Wt.:J c lea._r to provide 
4e;:osl torJ f a C111 ties t~rou;;Jl tho ll&intonanoo of C<>;apcnaa~iag l>alan<:oa 
of i reu ury f llDdo •1 th ba:>kt h andl1Jl& llDeplo11'""t <:oap..,.a tion, i t 
wt ll b:e : eC44 Sa.r y for the Board to r e eonlidor lt: p re,e.nt policy with 

• ~1 ... :.0 o ra.ntl.DQ !"un:i& for the dl root payac.nt or bank servi co chars ••· 
'.tha t. thi: i nYol Yes . in add.itio!l to a radical oht..llt)• i n ex1st1n.g Federal 
prtCt.1co , 1' &. £ ra.Dtinc; 0~ & coneidora'bl o SQ or :ao.noy to :over bank 
urv1 :• cha r b•• • 1 t.."l rospect t.o b e net ! t r a.:t=ent aceo~mta. At ~he 

;.rt:e:lt t,1J:.e w1 t.h 26 Statea payin& b e::e !'"1 ta. t. :.Ot&l of ...:out 4 , 0:.x> , OJl 
t :.e:": -.re bel .Dg writ ten :.onthly. At 1;¢ per check, -.·h1ch a pp-ears to be 
' =J ~J::.Y: n.te. 'ba.:k aervtc,e c~,t.r6•• 01~ a'bollt. $60 . 000 per ;onth NJul t.. 

'1 . ~.1 ~ll Stat u :;>&)'in<; be:le1'1t• , this ~· alji!lt bo doubled or ro&ch 
S!~ . »: ;:or :aont..'\. Froa 1D.tor:a.al 411Cllai10D o r t.~il tiiUi(.StiOll •1 tb 
::u1 .. ::,• ~;:a.rm:en t. o f1·1c:1als, i t. &? p•..r• that tro2 u: eooncx;J.c and 
;.,: .. e,. s t...:.dp:oi.nt it 1a a ore do: i rable to cocpot"..sa t e t..'le ba.r.ka !:y 

'!a:a:.c•: ~nt.&ined ! or t.h.at ywyoae ra.U e r t..>tata ~y outri;~t p~e!lts 

:. t t J..;.: ~ COYer aue.~ e.~b••· 

Th.o ! oa.rd wlll &p;lMCla.t ,o an oa.,rly doc1 :1on on t.his ::.atter by 
t ••• :roa.au.r./ O.pa.r-bent 1n oNer that i t :l.&Y .reconalder 1 : s poli c;; a.r.d 
~!:,os. e o: the 1..aport.ant q\;estio!l whlc.h h&a bee r a t •ed in liort.h Ca..rol t.n&. 
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(Auguo t 24, t~3&) 

117'- ............. . 

T .. wtU re.ll tlloat ..... J ....,._. ..,. .. ._, • 

u..t• ._...,... ef tale,..., .. .., tal rr ., 19)7, l .. .... 

,,., • 1- ., ...... ,._ Oil~ ......... - ...... \ 

.. ,..,., - .. - .U1 ....... 1,.. J, \ll...t..,., .... " .. .....,., ............... -.... .... ...,, .. " 
'"""'" .. ., ,., .... 15, -'• 

l "- a u i'' ......,... .,.. .-t• la \Ill hu ,, 
... la .... ~tale ptort\ ... , .......... et\11 .... 

..a ettll ._...,... ..... .-... fte atW-\ ef \Ill Ueall 

• f a felr _. .ee paw ,....,_ tu llrl'-• -nlaaW wttll 
tale .,.. a .,.,, - fll \Ill , .......... ., • tu ......... 

\tea e.,...SM& " a.\.-.. tale dtt-•e lidtuv ,.,...U, 

... - 'edt,, ...... 1- "*• .,..Srlal ,.1..,. .. -

....... ,..,, ... _,_ .... -...., .... w 

........... ef'f'lelello ... ~- If tldl vrt _, M 

.-,e~~t, 111,.., er t.t ... •1,.. •- ..a far .U, "'"' -., 
_, " _._,t, aUMir<MI. J .. 11.,. to hfte ball • .,. 

Jllaa&lv" ,_.liiJII\1 I a tale fl'a >'• •ft ...-\11M. 
It .-. .. ar\111 ...... J .., ·- ,... ..... t ...,.. 

,.. ... u .n.--. 

"" .......... 
""' ............. 
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JI'Oal llro llaCill 

Siace J took bo- the Pl'ea1deD\ 1a laU81' ia l'eapo,ae to >q 

tttter of reaipaUoa, J -t che ;rou a pbotoetat of H at thia u... All rapol'te4 111 the .7.....-..l of Co-al'ce tor Jacuat 25th, the 

letter reed u follows: 

a 1a with T8r'7 pauiU l'ecr'et that J aec~t 7'0'U 
haden4 ueipaUoa, etteoUn u of Bept•'ber 15, 19JS. 

J 'Uilt JOU to lau>w how llllOh J lli'Preciah JOUI' CirliiC 
the tbe ;rou haTe, aad JOUI' pnei'OUII otter to aerTe apia 
'o" Callo I a haa bean CJ'.,<t harliiC )'OU work with U8 r.,._ 
deriac auch aple,did aerrlce to the OoTel'llaO"t. • 

. 
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flfd 01 JHI!: ,t.DMIMISTAATIVI! 
IJSIJfNff TO TME $£CIIDA.RY 

TREASURY DEPARTMENT 

WASHINGTON 

.Ut er to4q' • ooatercca w1 tit. A4alral t.ZI4 011 tile llari u .. 

aernoe queat1o11, I ooulll\ed Aaaia\ant S.oreta1'7 01bbou onr 

the hleplt.o11a and lt.a acreed tbat tile a\U tulle of tile Oba11'11&11 

o! t he llariU•• Co..tu1o11, Ad.airal I.aDd , wttlt. rea:peot to tile 

propoaed recul&UoZII ! or tile operat1oo of t he llar1 u .. aernoe 

b7 the Oout Guard aee-..4 aaUa!aot01'7· !owner, llr. Ol1pballt, 

wbo wu later ooulllted, upreeaed tile whh to wtthbolcl. approftl 

o! aucb reculaU011a until after S.oreta1'7 llor«eJ~tlt.ell1 • retur11 

nen week. 
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lleport of Oonterenoe ln Office of 11nderue>rata17 llaglll 

3 P·• ·• t'edhaadq, .Auguat 24. li38. 

Praaentl ll'n4eraecret&rT ilaglll 

Adalral Land, Cbai...,. Of the lfarlti .. Co•iaaioll 

Wr. Geaalln, Ge11eral OoUAael for the M&rltlae eo.taaion 

Adairal t'uacbe 

Wr. llaglll atated that ba had arranged for thia •••tine to 

dieC~Ue the poaaibU1t7 o.f an egreaaent beh'"" the M&rltiae Co....teaion 

aDd the !re&elll7 DepartlHllt u to regl:ll.ationa tmder w!Uch the Coaet 

Guard could be deaignated u the tralnlnc agency !or the new M&ritlae 

aemce. Adairal Land etated tbat he wu at a loaa to UD4eret&lld the 

l>uie of dlaagre..,ent whlcb baa ao !ar ulated. concarnlnc the autborltT 

or the Coaet Guard to emplo7 a labor ad'fl .. r in connection w1 th the 

operation of the M&ri time 10mce. Mmiral Land eta ted that he had no 

objection peraonall:r to the Coaat Guard eaploTinc one or more euch 

labor ad'fleera and aald that h a had ao ad'fleed the Praeldent. Bowenr • 

the Waritlae Oo-.ieaion baa foraerl:r Toted to 41aapproYa the emplo:r

oent o! euch an ad'fleer fro• llarltllle eo-taeion !UAda. The Adalral 

et&ted tbat he recognhed, and tha eo.laaion rococnhad the propr1at7 

and neceui t7 tor the eo-nAent ot the Cout Guar4 to ad'flea w1 th 

and deal wi th repreeantat1Ye8 of orcaniaad labor On aft7 quaetiona that 

l!llght arlee wt th .... pact to the detallad operationa of a tralnlDC pro-
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,,..., lf euala PJ!'OCft8 'be ftne4 OTU to the Cout Oaart tor alOIOQUOil· 

011 tha other bud, he taU , ...a \he Co..t .. in taU, tbat oa all I('IIH

U olltl of ccenol pollq b...,lrtllc the relaUoaahlpa wUb orpalse4 

labor the oonteot eboulcl. 'be with the llarl.u .. Co..t .. ion ihalt. 

Attar cl.hcueeioa a t laac\h with recud to tba t:rpe of q~~eaUou 

t bat a1cbt aria• aD4 \he ,turlecl.iction o"r web qgnUou, there cl.icl. 

DOt appear to be UT cl.i•acre-nt wbah"r 'betweea tba freuv.J'7'• ooDo

oepUon &Del. tbat of .A4a1ral LaD4 ae to wbiob orpulieaUon woulcl. .,.,,... 

c:h• Jurtacl.iouoa. 

fba OODte,....... aci.Jo1U'Ilecl. with tba 'GII4ent...aiDC tbd Jlr, 

llelle;rnolcl.e woulcl. oonault A .. tetant leoretar7 CUbbona &114 O..eral eo

eel Olipbad ucl. report 'baelr: to 11D4eneoretary llacill llbatbar in tbair 

opi&doa than _. hrtber -. t or witbbolcl.iac approftl ot tba HCQla

Uou propoaecl. bT \he llarlU• c-hdon. 
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P~ hrpl•• o.-..s.u •• o.r,.. ... u .. 
._.,., •t c.-.4.ltt•• ,.......... • 
hl7 1, "» .,. Mpet ~. lt)P 

24& 

<r..-.. la u......-.> 

~1\J ' ..... 
uplu ~~1t4~ PoW14.a " ·iii ,lWlU ,.til B~o~.1Ae1t • 

m \ 
.lftleou Drle4) Po~an4a ~;;;6 
..... fDr1t4) Poaa.S.. 100 •• 090 60 670 110 1,~ ~ .... 
...... IA&P) Btu:bda 9 ' ~ 10 )) ' • • ' ) • 1 ' )S 
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h~\41 l tU"'b • tl. Poua4a '·""' .. ~ 
'"""'•• (Dr1t4.) foll.a .. l~ 

7),1U 
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lald.a• 'toea 

"" 11" (111U t4) 1oun4.a 7S.990 t.600 ~-.. _ - ··- ,.. ,,,.. ..... so ,j ~ J: ' 
i 7 '?: 

k lh-d • 110 

~ .. o.-MlU.•• o.p.r.u .. _.. '-•1<6 • wl~ ~· ... C"e _..,.'-..._ 
''-"'"" r.,on.~ • ret.trf .. .. a-D .. aU ._ . .,... ...... ethueu _. • .._ ...,..-... . 
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L£ HAVR£1 FRANCEo--SECRETARY ftOR,INTHAU SAILED ON THE NORKANDI£ 
TODAY FOR TH£ UoSo 

- MORGENTHAU SAILS FOR U S 

LE HAVRE FRANCE - SECTY OF TREASURY 

MORGENTHAU SA ILED ON THE S S NORMAND IE TODAY 

FOR THE UN ITED STATES - THE SECTY HAS BEEN 

VACATION I NG IN EUROPE 

-o-

. ' 
' IJ '- • 1938 

' 
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CORRES PONDENCE 

~·no~~~n~L~·~------

r. ••• ~·------

o .. ,.. Aann ••· 1.-. 
su ..... = 7&1P11011 OOiliNinoa wrn 
-----.Ji!.MJ~ or • oLMO. 

lolwa ..u .. e\ 10 •'el.Mk tllh ••laa• Dala41•'• ., .... 

bad aacle • coo4 elfMt Wt ,.._.,,.117 U ba4, of.-..., -•ed DO 

leproY•OII'• lbo ~eb b.a4 b.acS to INP~.~:!JINI'I'ID. fllhl'daJ' 

to the twto of oao a11Uoa s-diJ W'-7 M .. , ~apperUac to -• 

• •ll axton•, DOt 1'017 ••· •OIDwbllo doelo'' end b1Dlror1 aad 1'U1oae 

ttnenchl II'ODPI 1D LODdoa were .. 1 Unc end bop1Jic bo' wUb DO ...... 

oonrtet1011 bHaan th• bad b- 41aappo1Dted 10 ••1 tb01 to the pan. 

t h• .. re •11Uac tor two thiDcll nreu,, did OahcSJer reall7 •oon 

that he edcl end wald ho, ha1'e tbe neoa.uary thaneu to on.rr throucJlJ 

" eondl7 1 ho• would the t'I'IDCib woraon take OalecSJerte ne• plllllo 

o.lecllart1 41ft!Oill.t7 Je, of eoarn, t hat of a • en who h ti')'VIr to 

l'llla t he 001111'1'1 with •J.JrorUr IUppel'tJ t he tulare wu DOlt uaoerta1a 

and u tar a1 na, lolwn, ... ooaoened he fel t that the pr01ont rltaa• 

tion hac! DO a•abU1'T at allo .OIDwblle thinl l had c11ed do m llDOO 

tba b .. 1Dn1nc ot tho •'*t h11 dOllar aalea wdq bad aecNDt ed w OlllT 

1 l/4 eilliOGf lODe COld had ooae 0\1, Of bDarc1iJIC end bh 0111 lalOe 

had ba111 licbt (loo or 100 bUI a d-,y wb1ch •u • 1'el'1 , ... , redlletloa 

t J'Os lut woeil) • 

lolwa ttltft ehhd tbet be bad ,., u,ooo,ooo of 1•14 011 tbe 

Al!ll1tanh tor llbl,..,, w '"ton or o•un a• btl opts.oaJ it pr1o' 

to the 81'r11'al of 'be Aqtdt.aia b ... lorlt be WM'I lbort of dollaH 

to 101 ntiD\ bo ~4 M1l the 1ol4 to a e. It, oo tile other bed, 

be ciUo•t .... dolbn ho wald ••d u oa to otta•· •• ••14 ln •• 

a... 4etlld\e1T 11r .. ..,, that h tbe 4a7 boten •e Afll"l-..1• h 
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I 

DAn ...... at 24,1 11M0 

SUIJECT>-fiLR.I!OII COIIPIRIOI 11Ifa 

.IJI.lt o' •<U..&~o. 
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•oh4tdlal'to to do«* bore. It be 41*'' need tho 10ld 111 ... ton w orMh 

.. u • .-. \bia abip.111t would prortde a oonYtllJ.IIIt aKbod ro r b1a te lft 

cold t o Ceade 1Ubppt a ""' 4aal gr ps=et. It euoeoaat'lal be 

probabl7 aako aoro tuch ahip.lllh i n tbe t'laturo, !he cold 1s ooeatcaed 

tbt CWierd fto•lhip Coapaay, I£ n h to bo auld 111 lew ton tho 

ot led1nc will bo eodoraed to ua bT tbe Clmerd at-lhlp Coapllll)'. 

ton we.nt.ed to lalow whether wo were aUll c1Y1nc adYOQ C .. ecainet 10ld 

I an,.ered t~t bo would 1-' e adn noo (up to about i~ probablr 

dq t he 10l d roaehed the J.uq Otrtoo it del1n17 wu not aado too 

1a the dar. I a .. ured h1• that we would uae our beet ettona to 

I ,B. At Uala •r. Oa!lol'llo otlled troa Ottawa to .. ,. that 

Bolton bad apokm to h1a about thle Aqllitanh abl~•t 

and 1t had oeauned to b1a that bo\h tho Banlt or Ceada' a 

and \he Ball ot Ailll•cl' • 1Jihron woulc! be aorYed 1r 

i n oaee tho leak ot am,leacl clocdcled to lot the 10lcl 

oont.illlle to Otuwa •• 1111uld .. nen t h o Aqu1 tanh 10lcl 

111 low ton ror oooouat or the Baoll ot Canada and tho 

!leak ot CaDa4a 1JI tlln ~4 eeaan tho .-. noebor ot 

OUDooa 1JI Ottawa tor aooouat ot tho Btlllt ot atcha4. 

!h1a _,1~ t1retl1. aYOld 1111)' -lilt u to the llr1t11h 

lbippl.aa aolcl to 1»\tawa 111d1 aoooacl11, tho llr1Uab 

WOllld pro-ebl)', uad the Bealt or Cuaada aurel7, 1ne 

lh1pp1oc obai'IOO onoo tho B•Uc ot Cuaada doolded te 

holcl pan ot U• 10ld •toell: ta lo• toa. I •nJftl'ed 

that the aclYUitOIOO to both wore obY!Olla end OaiiDno 

lhted that bo woulcl 1-' 1n touab with lloltoa, po .. 1bl)' 

b)' cable, ao wanted to ll:now tibet tho obei'IOI WOllld be 

i t ldor oe tho II•" ot Caacla 1aetruoted Ul to 1ell 

ih NNa.fted plcl and I ospla1Jied t hat t he onl)' ohaf'IOI 

ae rar aa wo were oonaOI'Ded ~4 bo ov'-ot-pocket 

Up1111e1 1aeb u oon ot tN«*lJlc rroa 011r YIDl'• to 

tho Aaaq Ott1oe tblob I tiboulht wu 0111)' 111 tbo 

aolpbono.. ot NO a aillloa dollar•• lbo Aaaq Ottloo 
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n D&fltAL lltCSCIItVJI: 8AHK 

01" NIIW YO RK 

·-.. - --
2~0 

· -~··'"" "' CORRESPONDENCE 
OOIFID.U•AL.._.n~LM._ ___ _ 

L. •· llac*o ----
I 

DATI! M I D et ... l!IM0 

S UIIJCCI'> f iLIPIOII OOIJIUA!IOI llU 

___ ,I.AU 01 •oLAIIO. 

•ul4 aao tho u-.1 bla4ltq ea:rao or 1/fl, end 
1\e eaa\oaafJ' •:ra•• flll' aeltt.qt ne., .. ool'd1Jic 
w • tU'itt or 'lbloh tate lair or c•a4a h .. • OOPJ• 

I 1nQ1&11'o4 or loltoo •• to t he pol1Uoel eUaeUon 011 t he 

oontloet. ae tboucht 1\ ••• tont'bl7 41tfioul\ to tell. !be Oe:ra•• 

••• t o hne \eire \btlr poatUoa •4 "" DOw .. tunc end bopt nc t hat 

the Cstob aaUOI' ~4 ultlaateq won out to tbdr e4\'entace. !h• 

41dn' t ••• to tnt•4 to Ullt 41'anto napa. In out or • Cabtnn 
I 

or other ol'lata to hnee, bowuor, thiJ' lllcht btC011e &Ol't aureuhe. 

c,rtsuel bed bec011e \'OIJ' phlloaopblcal about nerytht nc. Bt roallred 

1t wu pureq • pol1Ucll lltuetloa and wu sttttnc baol< r.nd 4otnc 

u bt wu told. 8boul4 01114101' DOt IUOCood 111 b11 lett11t ettortl 

it •••e4 to bla, Bolton, t hat t here were YtlY r tw t ltem11 t hea 

to uohanc• Ol)ntrol m4/ or rurthll' 4onluaU on. 

P, I, lleremac to the rll'llaUoaa 11111ed ower t he "*•4 wbtth 

1apoao4 10 '" tu on 4Nl1nc• 1n aol4 Ol)l.n, Bolton etated t hat th ne 

bad bttn 11 tr••4oU• l'lid on ootn dealen in Jr•oe• and the\ 11 

ot tb• hid be• deponed. 
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Secretary of State, 

W11shington. 

814, August 24, 6 p . m. 

FOR TREASURY. 

GRAY 

London 

Dntcd August 24
1 19~8 

Rtc 1d 1 : 40 p .m. 

242 bars wert sold at thE fixing at 142 shillings 

6 pencE which was parity at $4.-88. Information from 

rxchnngE markEt sources indicatEs that about 170 bars 

wert suppliEd by the authoritiEs. Gold dtmand n1~Er 

the fixing V/BS very smllll and tht pricE rtmaintd around 

142 shillings St ptnct with tbt authorities offEring 

a t that price . Tht dollar remainEd sttady at $4. 88 

until thE middlE of thE aftErnoon whEn i t strengthened 

to about $4. eet. L1 ttl£ businEss was dont and sElling 

YJas thought to hllVE bEEn largEly from NEW York. Wi th 

tht FrEnch control opErat i ng occasionally the franc has 

bEtn htld around 178-~/8 11nd tbt thrtt months forward 

discount about ~-~/4 . A slight rEVival in thE demand 

tor coi ns is reported. 

JOHNSON 

WWC : lfPD 
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TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON 

:PI'CIII .. oretary of -he~· 
to 1 A.otlDg secretary of -he ~ .,.lor. 

ft!UC!LT OOJIJ'Illll'fUL, I»C-~ atten.oon -..4 
rrciDc wi ... F~'llbo aa •err 111110b llltereete4 111 propoeal. 
lfe llltonaed h1a tblt ~f. Bo.ttenrort.b u4 Ooclu'all were croeeiJic 
with • 011. WonMZ!dle tc 'ln&)ancl, Jlb1111pe ea14 tell~ to 
eCOle to LoDdoll u he -.nte4 to 41e<!ll .. Ulie propoeal with hia. 
Bneff 1e plDg Oil to LollAoll &114 Cochl'all 1e re~ to llu'ie, 

I • illet~lDg Cochl'all &114 llo.ttenrorlh to cable 
me rt& 1f .. b1Dgton. J:eep • a4rtee4 4a1q Oil trenc -..4 aterllDg. 

llorcenu-
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--·· 

TREASURY DEPARTMENT 
UNrTm .,.ATD CCIMT OUAftD 

WASHINGTQN • ._..., ~. 

rr-t I~ of \bl !'I" n•ZJ'• 
!o I All'illc I~ of tiW ~ fllllrlor. 

Will •• lie ~ \ o ...,. wi~ 0,.. **" o-1'* 
= iU ~. ••.-.r 1. 11:r paae•i lai •itoa ta \o .a 
pllbli o otferbc oa Wec1naelllr;, lepMUer '1. Iatoa Jw.-. 

._. »aD IIIII. pJ.e ~ llollllq ...US for ~ 
\o ·~ Iatoa !ln. llo\e, 

·~ 
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DATI: 

PA1W'JIR.&81 OJ' !I~GIWI RICIIftD 

Amer1ou lllbu111, Par1a 

Augua~ 36, 1938 

1347 

J'JQl COCHRAI 

Tbia forenoon I re~urned from Southampton to wbioh 

port I aoo0111panied Seoretary Korgenthau, at hie requ81t, 

on the J OiiiiAIIDil after vial ti~ h1a on the 33rd 1n Rouen. 

The Franoh atab111zat1on tund loat 1,000,000 pounde 

on Tu81~, 750,000 on 'lednes~, and 900,000 today 

(Thursday) . The apot rate hal been moTed t o 178.35 aDd 

three months aga1nat eterl~ to 3. 75. Tbere ie oontinu-

~ demand for sterl1~, but ~he market ie not upeet. 

254 

There 1e unoert&.1nt)' today aa to whether the Prime 1Un.1awr 

11ay so weaken on the s~atemen~ he made Sunday as t o 1i!p&ir 

the s~od poss1bil1t1es of h1a program or whether labor 

and pol1t1oal troublea may beoome more aerioue. In addi

tion, nerT011.8111BB baa dneloped from Lond.on on the baeia 

of a report from one of Runoiman'e returned adTiaere, 

aa1d report be~ allegedly d1eoourag1~· 

BULLI!T 
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Stcrttary or StatE, 

Washington. 

820, August 25, 6 P• m. 

GRAY 

London 

DatEd August 25, 1938 

REo ' d 4 p. m. 

FOR ASSISTAtlT SECRETA.1Y OF TRE TREASURY TAYLOR 

FROM BUTTER\?ORTH. 

STRICTLY CONFIDENTIAL. 

As rEportEd in thE SEcrttary of thE TrEasury's 

tEltgram of yEstErday I crossEd thE channEl wi th him 

on thE NORIIAJ\'DIE arriving i n London 11:00 o 'clock l ast 

EVEning. 

Two. ObsErvations of Phillips ' unoonncctEd with 

th£ main body of his discussion wi th thE SEcrEtary of 

thE Trtasury and not covtrEd by him may bE of i nttrtst. 

Onc. Phillips rEfErrEd in passing to Italy and 

indicatEd tha t Italy was hard prEssEd and would likE 

vtry much to dtvalu£ thE lira .t'urtbEro In this connEc

tion rEfErEnCE is mad£ to thE last paragraph of my 

804, August 22 , 6 P• m. reporting a convcrsation with 

Capodano th t Bank of Italy' s rtpr tetntativE in London. 
Two. 

255 

• 
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2-#820, From London, Aug.25,6p. m. 

Two. Phillips rEfErred to Rist ' s rEcEnt articlE 

criticising thE policy or thE British GovErnmEnt for 

stErilizi ng its gold rEsourcEs . HE ExpressEd thE vi.w 

that thE position which Rist occupiEd as thE creator of 

tht PoincarE franc and stvtrt critic of rEcent FrEnch 

GovErnmEnts (#) gavE him "a dangtrous influEncE" btcsusE 

tht authoritiEs in pmttr would find it convEniEnt to 

silEnc E him if not obtain his act ivE support. And 

blaming thE forEignEr was alwaya an Easy way out. 

Phillips thtn wEnt on to point out that during thE 

pEriod whtn thE British Equnl1zation fund 11as gaining 

gold British had an advErsE balancE of payments which 

meant that its liabilitiEs wtrE increasing fastEr than 

its gold rEsourcEs and thErtfort it was "nonsense" to 

talk about thE adversE effEcts of sterilizing gold in 

such circumstancEs . HE said ht hoptd to get hold of 

256 

Rist somEtimE soon and hr.vE it out l'titb him and it is 

intErEsting that Phillips <~aS so vEhtmtnt about thE matter. 

ThE lull 1n thE forEign t:tchan(.lt markEt has con

tinuEd today. ThE franc has bEEn steady at 178. 35 and 

thE dollar $4 . 88 1/8- 3/8 thE volumE of dEalings bEing 

smo.ll . 

• 
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3-#620, From London, Aug, 251 6p, m. 

slllllll . L1krn1at thE forward franc ratEs rEIIUlintd thE 

so.mE as yEstErdny, onE month's at onE and fivE

sixtEEnths, thr£ £ months ' 11t thrEE 11nd thr£E- qua.rttrs ; 

I ohoul d thinlc th:lt tht B11nk of England on bthalf of 

thE Bank of Franc£ h:ld to do vtry littlE , Tht dEmand 

for gold continuEd unablltEd , 363 bnrs bti ng dEalt in 

at fixing and som£ dtalinas thErEnfttr , Tht onr-bslf 

pEncE pronium was maintainEd, Gold coins wErE EllSitr, 

th£ sovtrtign a t 34 shillings 10 ptnoE nnd thE dollar 

7 shillings on£ ptnny, T-r1o of thE bullion dEalErs flith 

whom I talkEd mod£ thE somE co!ll!llmt o.propo~ of thE 

continuEd dcmond for gold dtspitt rtductd forEign 

EXChangE dto.lin6S no.mtly thct thE gold hoarding mOVE

mEnt vras changing 1 ts charactEr and was not so much 

g tortd to immtdint t panic fears but van taking on tht 

compltxion of n di strust of currtnoits for various 

r t asons from n long r angE ''i tV/point . 

NPL 

EMB 

(#) ApparEnt omission 

JOHNSON 
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COPT 

Jroa: freaoU17 .U\&W .Jacobeon, 
Sbenpet 1 Chiaa 

Date1 ""«uot 25, 19311 

258 

'lor the Secret&r7. Current 11tu.at1on week ended Ancuat 24th. 

'lzobenp f' irllecl. ,.,....bat cl.urlll« w .. k apparent17 cl."" to eub rosa 

wpport f'roa cortaill quart ero call ao1117 roo• t roa 3~ \o 6f, cl.arlJIC 

aicl.cl.le ot week but later cl.ropped back ollare ae.rket conti.Jmecl. U o prniouo 

aci.Yance cl.urinc earl7 part ot week but later tu.rnecl. eaq. Sta\h U oe 

tor all Chine. ohow that 1n June ao OOIIp8rocl. with Mq tho ~m~~ber of' 

••••el e entered and cleared. docroaood b7 II.~ but tonnage 1ncroaoed 

b7 2. 3~. 111 June ae coapared with Nq tracl.o ot Hon&kon& ohowed 

i11porh cl.o"" 9/1(1{. exporh cl.o"" 19. ~ and total t rade dovn 13.~ • 

.4a oollpaJ"'cc. with .lune 1937 t.porh we,.. up 14.~ e:q>orh were cl.ow 

''·~ aD4 total t racl.o wae up b.~. Chai......, ot Sh•ngbal BriUoh 

Chaabor of' Coaaerce ot e too that Britloh in•ootaento 1n China which 

before outbreak of hoot111tieo wore ootiaated at 300 aillioa poundo 

eter ling b.a•e now talleu i n yalue t o between 1;o a1111on and 1110 a1llion 

pound.• 1 terl1ng. Two coded ucUono follow direct to Alder . 
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.IU.J&Wit 126, 1938 

Cochran's report of the -uc&eation to opera te in Francb 
franc forwards, which was discussed b7 the Secretary while 
abroad 
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nru!ONAL AND STRICTLY CONF!DJm!U!. 

Paris, August 26, 1958 , 

MY dear L\r. Secretary: 

Upon my r eturn trom Southampton yesterday I dictated 

t he attached memorandum, which I hope you will rind 

brings you.r journal up to the Inglish port. Neither 

this memorandum nor the present letter enters any r ecord 

here and both are addressed directly to your personally. 

Reading back the memorandum, together with my 

letter or August 20 1n which I outlined my plan to you, 

I tind so manY points needing clarification or reconcili

ation that I believe I should mention them at this time, 

even berore we receive any turther reaction rrom the 

French and the British, so that you and your assis tants 

will have t hem berore you, along with t he memorandum. 

(1) MY plan envisaged no collateral. The idea was 

to have a contract between State Treasuries, supplemented 

by the signatures or the two BankS which act as their 
]!'iscal • 

The Honor able BeDrY ~orgentheu, ;unior, 

Se cretary ot the Treasury, 

wubington, o. c. 

. . 

' 
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Fiscal Agents. It is our gold that I am anxious to 

put to work. It Fr anc h e as gold to spare tor collateral 

i t could realize thereon without any Tripartite Agreement . 

Furthermore, I would let France have the choice as to 

whether trance were to be redeemed in gold or dollars. 

This would protect us against a decline in the franc 

and still give France a chance ot retaining her gold 

in certain circumstances. \Vhen you demand the choice, 

it would appear that you are hedging against a depreciation 

in the dollar. 

(2) The usual practice when the French control 

buys forward francs is for it, the day t he operation 

takes place, to buy sterling , it the latter is not 

already in ita portfolio, (or dollars as t he case may 

be) to cover this item, and to yield gold at once to 

pay tor such foreign exchange. If t he French Fund let 

t he American Fund ope.rate in its stead in such a purchase, 

t he French control presumably would want to cover at once 

and this would mean promptly losing gold, so nothin8 

would be gained. Even if it risked not buying the 

currency at once, it would most likely have to designate 

the gold collateral so definitely tor this purpose that 

it would have to be deducted trom ita statement ot actual 

holdings, and again no purpose would be served by the 

American FUnd substituting itself tor the French in the 

forward purchaain8• 
(3) I think Phillips entirely cor rect in hie belief 

that • . . 

~ 

I 
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that our two lUnda acting aa ever-ready and dependable 

counterpart& tor forward francs would tend to increaee 

rather than decrease sales thereot. 

<•l Offering this market tor torwards would tend 

to increase the number ot trance in circulation and 

thus make control ot the tranc even more difficult . 

( 5) Purchaaing forwards is in lilY opinion much 

more risky than buying spots, and 1t you are willing 

262 

to go titty-titty with the British on all forward franc 

oper ations, the majority of which will likely be against 

sterling, you will t .hen be chancing tuture pound rates, 

in addition to your francs, and nothing has so tar been 

said about comparable guarantees from the British to 

us. 

(6) Buying spots as offered by the market would 

not involve the creation of new francs. It we tried 

to lower the dollar and raieethe franc, such would be 

ths case, but the plan would be simply to take such 

spot offerings as might be necessary to hold 179, except 

that in certain circumstances the rate might, in a atrong 

tendency, be permitted to go around 173 for strategic 

re,sona. 

{7) The principal objection which l see to my plan 

is that by substituting ourselves as a buyer of epot 

trance which need not be redeemed by the French tor 

three months , there might be some tendency on the part 

of the French to des i st from necessary measures of 

econc:c1c . . . 

• 
• 
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economic selt-belp. Our periodic consultations could 

be used to check up on this. I think we are more warranted 

in taking tb1a chance now than eTer before. Daladier bas 

taken a decis1Te step toward adjusting the .0 hour working 

limit , which i s the prime essential it France is going 

to speed her production suttio1ently t~ hold the trano 

at 179. This is the principal econ~Wfc-~actor inTOlTed. 

With French industry so l ittle rationalized in comparison 

wi t h that ot Germany, the Unitsd States, Scandinavia, and 

other world market competi tors, there r emains need tor 

more than 40 hours ot work per week it France is to hold 

her own. As pointed out in my l etter or August 20, t he 

French situation has improved, and ! .believe t he French 

people baTe had such a bitter lesson tram the French 

new-deal that most ot them would rather get back to work 

than experiment turther. 

(8) The poli cies ot t he Daladi er GOvernment merit 

support. MY beliet i s that s trength in the tranc could 

now be engineered in such a manner as to set- back 

speculators and improTe the position ot both the GOvern

ment and the countrY. For Fr ance to be strong during 

the next three months 1a vi tal to the peace ot Europe . 

Rightly or wrongly, we have supported the democracies 

eo generously by our public speeches that it would be 

extr emely ditticult tor us to avoid becoming entangled 

in any war between oermany, rrance and Gr eat Britain. 

The next t bZee months will probably tell whether GermanY 
ia • • • 

• 
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1B blutting on a srand scale and wlll be eatietied with 

what she can get through such blut~ing , or whether ehe 

will precipit ate a war to gain her aime. In the meantime, 

the democracies , with all their gold, should put up a 

better ~ront than they are. By keepi ng the tranc strong 

now we risk only a little, compared with what a war might 

cost us. ~ belief is t hat the actual sums which we 

would have to pay out tor francs would not be l arge, 

once the speculators s ensed a turn, but it is to be 

hoped t hat any arrangement which we might make will come 

soon enough to relieve the Yranch Stabilization Yund 

trom taking gold trom the Bank ot Franca . such a step 

now would be interpreted as a real weakness on the par t 

ot the ~ranc and ~ailure ot Daladier• s program. 

(9) To any questioners on the principle ot buying 

spot ~rancs or on the Johnson Act , you could simply 

say that (t o quota Section 10 (a) ot the GOld Re•erTe 

Act o~ 1934) •tor the purpose ot stabili zing the exchange 

value ot the dollar• you have dealt in certain foreign 

currencies, including the tranc. You may bold the dollar 

stable against gold by fixing a price ot $35 per ounce, 

but you may have to deal in currencies themselves it 

you are going to stabilize the value ot the dollar in 

exchange with the principal world currencies . It the 

British and rrenob start to lowering their currencies 

unfairly we ebould reserve t o ourselves the right to 

buy these currencies, rather than let ourselves be torced 
into •• 
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into the alternatives of submitting to such unfair 

practice or of changing our own gold price . 

Again apologizing tor not having presented this 

plan more clearly at Strasbourg, and hoping that there 

may still be found in it something of use to you, I am, 

Faithfully yours, 

Enclosure: 

l . Memorandum dated 
August 25, l9BB . 

HMO/ama 
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I Paris, August 25, 1936. 

rM_ELI ORANDUW ---- - ----

About 7 o•clook on ~unday evening, August 21, 

Secretary l!orgentbau • s Aide , Lieutenant l!acKAy, tel ephoned 

~:~e at rq home trom t he Hotel Lion d•Or, Rbeims, He said 

that the Secretary desired that I listen in to Prime 

Minister Daladier•s broadcast at 6 p.m. and then telephone 

a summary thereof' to tbe Secretary at 9,30. At 10 

p .m. the Secretary was to talk with ASsistant s ecretary 

Taylor. 

\f.nen Daladier spoke at 6 o•clock, I took down a 

comprehensive summary in English. This 1 telephoned 

t o t he Secretary at 9 .30 p.m. He t hought Daladier bad 

given a clear and torecetul statament along common sense 

lines. 
The sec.retary stated that he bad t hought over tbe 

proposition which I had mentioned to him at straabourg 

and that be bad valued it enough to cable it to \Vashington. 

The three people whose individual opinions be bad sought 

had unanimousl.y agreed that the idea was good. The 

Secretary stated that be would speak to wayne Taylor 

at 10 p .m. and that e r rorts woul.d be made to !)rocure 

the President's approval some time uonday. 1 was directed 

to obtain a proviai onal. appointment with Winiater of 

:r1nuoe )larobandeau tor early on TUesday morning. If 
the • • • 

• 
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the President apprOYed the proposition, I was to be 

instructed to that etteot on Monday night, and than 

to advance the idea to Marohandeau on Tuesday morning. 

It the French Ministry o~ Finance was interested in 

the proposal, I was to proceed to Rouen where I could 

be vnth the Secretary when he would put the propoeition 

to Sir Frederick Phillips. The Secretary stated that 

he had let Washington know that the idea was mine and 

he said that when I talked with the French he desired 

that I should let them know ot the origin ot the idea. 

At the close ot our conversation it was agreed that the 

Secretary would call me on Monday night at or atter 

e o• clock . 
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At 11 o• olock on Monday morning, August 22, Lieutenant 

MacKay telephoned me trom Rheime to eay t hat they bed 

received no mail trom me there. I replied that the mail 

which bad been received in Paris on satur day had been 

torwarded to the Grand Hotel at Amiene, as the Secretary 

had directed me . None was to be torwarded to Rheims. 

Monday's mail was to be sent to the Hotel de la Posta 

at Rouen. Lieutenant KacKay said that the Secretary 

now desired that no mail be forwarded on Monday. An:r 

that oame on that day or later should be brought by me 

to aouen or sent by some one to the Normandie at La 

Havre. 

opon an appointment which I had requested, Ruett 

received me at the Ministry or Finance at 12.30 noon, 

A\181&t • • 
Regraded Uclassified



- 3 - 268 

J.uguet 22. I asked hia t or a tentath'e earl,y appointment 

t or Tuesday morning with Minister ~arohandeau. I did 

not disclose the nature ot the subject which I might 

desire to diaouee but let Ruett know eilllply that I had 

put up an idea to the Secretary at Straabourg which the 

latter thought might be round by washington and h111laelt 

sutticiently interesting to talk to the Prenoh about. 

Ruett stated that he would telephone me at my home during 

the luncheon hour to confirm that Minister Marohandeau 

would be available the next morning. Ruett said that 

he would be dining at home t hat night and that U I 

cared to get in touch with him atter my contemplated 

conversation with the Secretary that this would be 

possible and entirely agreeable to him. He joined in 

my desire that everything be treated ultra-confidentially. 

While with Ruett we talked or the resignations which 

had just been announced ot two members or the Cabinet 

and or the tact that de Menzie had already been selected 

to succeed :rrosaard as Miniater ot Public works. He 

said no one had yet been chosen tor t he Labor post, 

which wa.s the more dUticult one to till. I saw CouTS 

de Murville 1n the corridor, who expects no cabinet 

oriels now. He said a Cabinet orisia in present oiroumstanoea 

would bring war. At 2 .10 Ruett telephoned me at my 

home t o say that 11.15 the following morning had be•n 

tound aszeeable by h.is Kinister tor an interview, but 

that either one or both ot them would see me on Monday 
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night after _, talk with Secretary Morgenthau 1t I 

requeeted it by telephone through Ruaft . 

During the day I kept i n touch with the market, 

and at 5 .45 1n the afternoon talked by telephone with 

Ca.riguel at the Bank or Prance. He said the reaction 

to Dala~\!e~~ ~roadoast had been satisfactory 1n the 

morning but'ttl~· the trend had reYereed after the two 

resignations were announced since the market teared 

this might incite new labor troubles or cause serious 

political difficulties. While the control had gained 
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a little sterling in the forenoon, they had lost 1 l/4 

million pounds on balance t or the day. ThiB tntorms.tion 

was incorporated in my cablegram 1325, ot August 22, 

6 1> .m. 
At 9.35 p .m. , August 22, Secretary Uor genthsu 

telephoned me at my apartment. I summarized my aboye 

cablegram. I also guardedly let hiJn know that Bonnet 

had expressed the opinion to the Ambasaador that Parliament 

would not be called in special seseion and t hat no major 

political crisis would arise. I added that my Ambassador 

thought, however, that the Lett group might cause so 

much trouble that a special seaaion ot Parliaaent would 

be required. I reported how couve de wur.ille telt in 

the circumstances. I told t he Secretary or the arrangements 

which I bad aade with ~ieter Karchandeau through Rueff , 

J adda~ that re1a -s 1n town, plenn1ng to aall on the 

Manhattan Wednesday, but that I bad not apoken or ., 

plU .. • 
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plan or ot subsequent developments with either him or 

the Ambassador. I thought~ wise.tQ consider t he whole 

pr oposition as simply a confidential perfecting ot the 

Tripartite technique which would require no broadcasting 

and which was still subject to much diecusaiDgbetore 

anything definite could be formulated. The Secretary 

agreed. I told him ot the train schedule which would 

permit me to get to Rouen at any time on TUesday that 
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he might euggeet attar I had seen Marchandeau. The 

Secretary then intormed me that the President had agreed 

to the plan in principle. I asked the Secretary it there 

had been any changes made by him or V/ashington upon the 

pr oposition ae I had originally suggested it to him at 

Straebourg. The Secretary replied that the only change 

was that the President required that the $100,000,000 

which the Trench Treasury or the Bank ot France held with 

the Federal Reserve Bank at New York should be put up as 

collateral tor the trano transactions into which we 

might enter. It wee understood that the contract under 

which we would operate would have to be signed by both 

the French Treasury and the Bank ot France . 

The secretary instructed me to leave tor Rouen on 

the 1 .15 train TUesday afternoon, and suggested that I 

reserve a r oom 1n advance at the Hotel de la Posta . I 

wee to bri.Dg with m.e all mail tor hie party. He asked 

that I get in touch with the French Line otticiala and 

make sure that instructions be issued to the Purser on 
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the Normandie to assure priority being given the secretary's 

incoming sud outgoing messages. The Secretary told me 

to be prepared to stay over night in Rauen. The secretary 

told me that the plan would, of course, involve the 

British going in with us . I agreed that the scheme 

would necessarily require intervention by the British 

since the French franc is sold much more against sterling 

that against the dollar. I raised the question as to 

whether I should 1ntorm the Ambassador in the premises, 

and the Secretary replied that it was enough that he 

himself had obtained the President's approval to the 

proposition. I told him that I would arrive in Rouen 

at 3 p.m. 

At 9.45 p .m. I telephoned Rueff at his home and 

told him that the idea which I bad mentioned had gone 

sufficiently tar to warrant the interview. It was agreed, 

therefore, that I should call at his of fice at 9 a.m. 

op Tuesday morning to explain the proposition to him 

and that at 9.30 the Minister would receive us. 

At 10 p . m. I telephoned the Hotel de la Posta at 

Rouen trom my apartment and reserved a room tor my 

arrival at 2 . 38 on Tuesday afternoon. 

At 9 a.m. on Tuesday morning, August 23, I called 

on Rueff as agreed. I summarized my idea to him as I 

bad advanced it to the Secretary at Straabourg, with 

the addition ot the very specific requirement that 

official :rrenob tunda in New York: sllould be put up aa 
collateral. Regraded Uclassified
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collateral to cover any transactions that might be 

involved. 
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At 9. 30 a.m. Rueff and I were received by Minister 

Marohandeau. We jointly set forth the idea which I had 

suggested to the Secretary at Strasbourg. In summary 

this was the plan: 

That the United States Stabilization FUnd 

would buy spot f r ancs should the French stabilization 

Fund be hard pressed, that is , when the latter's 

gold and foreign exchange reserves were actually 

or believed by the market to be running low, or • 

when the situation was otherwise mor e than could ' 

be coped with by the French Control alone . In the 

ordinary course of events the French Fund would 

use its own resources in such operations, and 

day-to- day clearing thereof through gold would 

be pursued. When the united States operated it 

would have to be through the French agencies. 

Ther e might arise occasions when, to give the 

mar ket a psychological shook, Paris American 

bankers would operate directly and conspicuously, 

but always with the approval of the French control. 

No demand for redemption of the spot francs 

which we purchased would be made before the 

expiration of 90 days from purchase . If conditione 

eo developed that the outlook for holding the 
franc • • • 
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tranc at the level which had been maintained was 

hopeless, and it was so decided by the three parties 

to this new plan, that is, the Br itish, Fr ench and 

ourselves , the trance would be redeemed and the 

currency out to such a level as the Tripartite 

consulting parties agreed upon. It the situation 

had markeUly impr oved and tunds had been repatriated, 

the obligations should be promptly liquidated. 

It the situation was still uncertain, then the 

parties thereto should consider extension ot their 

operations. An.y such decision would take into 

consideration the degree ot ettort toward salt

improvement that had been made by France. Redemption 

should be made in gold, calculated on the basis 

ot the currency values at the date the operations 

were entered into, or, at t he option or the French , 

in dollars ot a number equivalent to that or th.e 

dollars which bad actually been spent tor f rancs. 

The contract would be between the French 

Treasury and the Bank ot France on the one side, 

and the united States Treasury and the Federal 

Reserve Bank or New York on the other side. 

Collateral would have to be put up by the French 

to cover the equivalent, in gold value, or the 

operations entered into. As such collateral, the 

gold now held by the Bank ot rrance with the 

Federal Reserve Bank at New York was cited. 
I . • • 
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I stressed that thie conversation was simply one 

to learn whether the French Kinietry of Finance wae 

i nterested in the general idea of our coming to their 

assistance, provided the British did likewise, in the 

above- described manner. I explained thoroughly that 

I bad talked only for a few minutes with Secretary 

Morgenthau on this subject at Straebourg; that he had 

subsequently seen fit to submit the matter to washington; 

that we had since then had no face-to-face conversations 

on the subject; that I had not even given the Secretary 

a tentative memorandum in the pr emises; that I was not 

willing to put any of the points of the plan on paper 

while at the Ministry; and that the whole question 

would have to be gone over carefully when I visited the 

Secretary at Rouen (provided the French were sutficiently 

interested in the plan to wa.r r ant my going to Rouen) and 

by the secretary's technical staff attar be returned to 

washington. 
If the French were interested, I told ~essrs. 

Marchandeau and Ruef f that I would so inform Secretory 

Morgenthau at Rouen and that the Americans would put 

up the proposition to the British. The idea was con

ceived by us . The rrenoh would not approach the British 

in the meantime. we could enter into the plan onlY 1t 

the British did likewise. It would be simply an ex

tension of Tripartite technique and would require certain 

technical arrangements . There ahoulA be no public 
statement 

\ 

. . . 

.. 
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statement, and no publicity while the scheme was being 

tried out with France. I~ it succseded, then the 

question could be decided as to whether it was adaptable 

~or extension to the other three parties in our Tripartite 

Agreement and even ~or ~urther extension to new members. 

I recalled that when our Tripartite Agreement had been 

worked out, with Meears. Auriol and Blum, ther e had been 

no leaks and the ~avorable reception that ~ollowed had 

been all the greater ~or thi.s reason. I made the point 

that it was o~ particular interest to the French them

slaves that their ourrenoy should show greater strength 

without anyone being aware ot a new plan or ot any 

ottioial measures which might bs taken to support the 

~reno. In my talk with Ruett betore going to see the 

Minister, I particularly warned against disclosures ot 

~ormation. I mentioned the articles in the London 

Times ot last week in regard to Secretary Morgenthau•s 

Juropean trip and to the tact that the British had 

retused to go along in a Tripartite declaration. I 

explained that I had discussed the plan o~ with the 

Secretary, and that my colleague in London was not even 

aware ot it . Ruet~ said that it they let Monnick, their 

Financial Attache in London, know about it, the latter 

would pr~ptly telephone President Roosevelt his personal 

thanks. 
1fban I tirat explained the plan, Karchandeau see:aed 

to sensa soas possibility ot our wanting to push back the 

frano •. 

\ 
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tranc. I told him the i dea was not to improve the 

rate, even though it might tor strategic r easons be 

pushed back to around 175 to the pound, but wa.s to 

assure stability. \fben we tinished our conver sation 

the Minister seemed quite genuine in his appreciation 

ot our endeavoring to think up something to help his 

Government in this serious situation. He asked that I 

convey his personal thanks to secretary Morgenthau and 

again to say how much he had enJoyed the secretary' s 

visit to France. In my presence be gave instructions 

to Ruett to have his otticials in Rouen and Havre call 

on the Secretary. In our preliminary conver sation, as 

well as in the tri-corner ed talk, Ruett thoroughly 

understood the advantages which would come to them 

through such a plan as I outlined. 

Attar returning to my ottice, I arranged to depart 

tor Rauen at 1 .15. Kiss soelberg, my secretary, visited 

the French Line and was given tull assurance that 

Secretary Morgenthau•s messages on the Normandie would 

be accorded priority , both in and out. 

The Secretary called me at noon trom Amiens. In 

answer to his query, I told him that I had talked tor 

almost an hour with Messrs . Jtarchandeau and Ruett and 

that they were very much interested in the plan. The 

secretary instructed me to telephone Ruett, which I 

did as soon as our conversation terminated, to ask hta 

to be read7 to come down to center with the Secretary 

i t • • • 
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it this aight prove desirable attar I had visited with 

Secretary ldorgenthau at Rouen. Rueff add th.at he 

would be at the Kinietr,. ot Finance all atternoon and 
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at his home at tar ?.30, so that he could depart Wednesday 

morning it we gave him short notice . 

I lett Paris at 1.1~ p .m., August 23, and arrived 

at Rouen at 2 , 38.p.m. Shortly attar reaching my room 

at the Hotel de la Posta, the Secretary called me to 

hill suite where I told him ot the arrangements which 

had been made tentatively with Huett. Secretary Morgenthau 

and I then went tor a walk. In the holy atmosphere ot 

two cathedrals we retrained trom talk ot money changing, 

reserving this subject tor the more appropr iate setting 

provided by the park which torms the back yard ot the 

town hall. It developed very early in our conversation 

t hat the secretary had cabled a plan to washington which 

dealt with operations in torward trance. I told the 

Secretary that at Strasbourg I had not mentioned torward 

trance or tuture operations ot any sort. MY plan as 

advanced to him was based solely on spot operations. He 

was thinking in torward trance, while I was thinking in 

spot trance which we wer e to hold tor three months. 

I admitted that the Prench situation as I had pictured 

it to him was requiring both torward and spot trans

actions by the Prench Stabilization Pund. I made the 

point that the spot otters ot trance are III&DT times 1110re 

important than tuture sales. I thought that intervention 

auch aa 1 proposed over a period ot three .ontha would 

eo •• • 
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so tmprove the spot rranc that the rorward market would 

toll ow· :I observed that the French Contr ol apparently 

is able at present to contr ol the forward market rather 

well with ita own resources. The Secretary remarked 

t hat he had frequently seen the f orward discount on 

trance go to an exhorbitant rate where outside inter

vention would have been a great help. :r readily admitted 

thi s point but argued that intervening in futures alone 

was not surticient and that it the Fr ench ever required 

our help in ttmea ot stress it would be in the spot 

market . The Secretary said t ha t he had never once 

thought ot going into the spot market, s ince the call 

tor assistance therein might be unltmited, and since 

there would be no prorit in it as there would be in the 

rorward market. :I told htm tbat tbe consideration ot 

profit had not entered into my plan tor achieving inter

national cur rency stability. Nevertheless, we could it 

we wished, and it it did not tend to interfere with 

current French ottioial plans tor their own money market, 

deposit our spot trancs with the B.:r . s . and obtain 

interest therefrom. The s e cretary answered that be bad 

to consider the ~rotit side and that i t was largely 
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through demonstrating to congressional committ ees hie 

ability to ms~e a profit on operations or the Stabilization 

Fund t hat he obtained their support and their approval 

tor him to conttaue to manage the Fund as originally 

l egislated. The Secretary added that, in answer to 

repeated . . . 
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repeated queries tram Congressional Committeemen, he 

bad told them that be did not buy apot trance. I felt 

that the legislation setting up the Stabilization Fund 

gne him that authority-. 

I was very- sorry- that I had not explained t .he 

proposition with sufficient clari ty- and detail at 

Strasbourg. I told the Secretary- that it bad never 

occurred to me that evening when we disccused the matter 

after dinner at the Maison Rouge that he would base a 

cable thereon. I told him that if I had anticipated 

such a development I would have asked his permission to 

stay over in Straabourg until I could have drawn up a 

precise written memorandum in the premises. It wss 

agreed, however, that we both had the same purpose in 

mind. The Secretary- thought that the forward proposition 

would offer real assistance and it was better to go ahead 

with it. He did not favor the spot franc plan and would 

take no steps in favor thereof without consulting his 

people aftl!r his arrival in washington, and he thought 

that even then the chances were strongly against any 

favorable action . I simply remarked that I had prepared 

the detailed latter which he had requested upon m7 plan 

and that I would deliver it to him before he sailed. 

we returned to the Hotel where the Secretary- had 

arranged to meet Sir Frederick Phillips, wbo had arrived 

earlier in the day- from London 1n accordance with plans 

aade while t he Secretary waa at cap d•Antibes . 

Butterworth bad oome over from London with Phillips, 

un4er ... 
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u.u4er the Secretary• a instructions . The original idea 

had been tor the Rouen meeting to be attended by the 

Secretary, Phillips and Butterworth. The s ecretary 

told me that he would have Phillipe and Butterworth 

to tea. Later I should join them tor dinner. Between 

t1mee he might take a walk with Philli ps alone . I went . .. 
to my room to go over some papers ~o-be available 

whenever the secretary might call me , 

I telephoned Cariguel at 5.45 p .m. and learned 

that the Fund bad lost 700,000 pou.uds in a comparatively 

quiet day, against 1 1/4 million on Monday . Both the 

spot and forward rates bad slightly improved. 

At 6 .30 Butterworth came to my room and said that 

t he Secretary, who was t hen taking a walk with Phillips, 

had asked me to telephone Ruett to come down to Havre 

t~e next morning, prepared to cross on the Normandie 

with t he s ecretary trom Havre to soutbam:;>ton. I immediately 

got Ruett at his Ministry and be agreed to the trip. 

It was arranged that be should try to get a Normandie 

ticket tor me as well as tor himself. Before we went 

down to dinner with the Secretar y and Phil l i ps, Butterworth 

wrote up some or his notes while in my room. Since I 

bave not yet seen these notes, my memorandum gives no 

accou.ut or the atternoon•s conversations with Phillips, 

except as revealed in the dinner talks . 

At the dinner, attended by only the tour ot us, 

Sir Frederick Phillips early in the conversation asked 

• 
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me what mT torward tranc propoaition waa. I referred 

him to the Secretary tor1bia, but explained the spot 
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plan rather bri~tly, along the linea hereinabove described 

in my conversation with Messrs. Marchandeau and Ruett . 

I told him that I had tound the French otticials interested, 

I had insisted that our conversation was entirely ex

ploratory and that nothing could be done until I had had 

turther consultations with the Secretary, and unless the 

Briti sh came in on the proposition to make it a Tripartite 

matter. Phillips was ot the opinion that the legislation 

under which his Fund was set up would not permit holding 

ot spot trance . He said the British Fund was originated 

tor assuring stability ot the pound. I told him that 

stability was a matter ot relatione and that it seamed 

reasonable to undertake stabilizing operations wbich 

involved the three maJor currenciea, including the tranc. 

Phillips then returned to the question ot torward 

operation.&. I told him that there had been a misunder

standing between the Secretary and myaelt, since we had 

talked over the matter quite hurriedly, but that I 

understood that Secretary Morgenthau himself had explained 

the torward proposition. I then went into some detail 

to explain wherein I thought the French situation had 

somewhat improved and had now reached a stage where with 

ao.e assistance the tranc might be held, confidence 

restored and the country generally put on a better mone~ary 

and t1nanoial. basis, with consequent tmproTement in ita 

international . . . 
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international status . Phillips seemed to tblnlt that 

a tranc at around 220 was perhaps inevitable. He said 

tbat it they put on exchange control it would probably go 

to that depth behind tbe screen ot aucb oontrol . Con

sidering tbe gold reserves ot the Stabilization Fund, 

be did not th1Dk tbe French could hold the tranc at ita 

present level more than three weeks or a month and that 

1t would then 11ove 1n tbe direction ot 220 to the pound. 

I emphasized the gravity ot a French monetary crisis 

within tbe next three months' and gave this as the reason 

why I bad advanced a euggestion to the Secretary at this 

time which I had not thought ot doing in the past, when 

the trano was at a level where it could not possibly be 

held 1ndet1nitely in the oircumetancea, and when outside 

political conditions bad not been eo threatening to all 

ot us, and particularly to Prance, e e they are at present. 

I told Phillips that I wa.a convinced that the belga 

would tollow the trano U the latter shortly moved tar 

beyond 1'19, and t hat this would institute a whole series 

ot ourrenoy changes. 

Phillips wondered whether there might not be a 

marked tendenoy to sell torward trance it such large 

purchasers as oaz two runde were always in the market 

to take them. He also was uncertain as to whether the 

French bad any ott1c1al gold in LOndon which would be 

ottered u collateral. s eoreta.ry worgentbau intimeted 

that he aight look into the pose1b111ty ot the British 
. . . 
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sharing the collateral 'llhich the .rrench could put up 

with us. 
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Phillips summarized in his own wor&.the s ecr etary•• 

torward tranc proposit i on and stated that he would go 

back to London that night and talk it over with hi s 

Treasury people ae well as with the otticials of the 

Bank ot England who operated the British Equalization 

Fund. 

The Secretary made the poi nt that it was the 

British Treasury which owned the Bqualization Fund, 

Phillips agreed, but said that the Treasury Just out

lined the general policies , and lett the day-to-day 

technical management to the Bank of :Bngland. Phillips 

suggested that we let Ruett know when he came down the 

next morning that Phillips would be glad to see him 1n 

London, to talk over the American proposition, if Rueft 

would come on there from southampton. 

Before Phillips departed Butterworth questioned 

him about economic conditions in the United K1ngdom 

which drew torth some interesting comments on their 

second rearmament plan. 

Attar Phillips had lett, the secretary tol d us 

somethiDS ot his talk a.lone with him. The principal 

point was that when the Secretary had spoken of the 

general apprehension t~at it 4.86 should be passed, 

there would be considerable pressure upon 

mi ght make it go much lower, Phillips had 

sterliDS which 

insisted that 

sterling •• • 

• 
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sterling could well be held at around 4.80 , and that 

be did not share this general apprehension incidental 
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to a possible breaking of the 4.86 level. The secretary 

had told Phillips that his latest reports from America 

indicated a lack of interest there in the French monetary 

crisis. 

At 9.42 on Wednesday morni ng, August 24, Butterworth, 

~acKay and I proceeded to Havre by railway and boarded 

the Normandie. Butterworth and I rema ined in MacKay• s 

cabin until called into t he Secretary 's suite tor 

luncheon at one o'clock. Rueff was already there with 

t he Secret~ry. The four of us lunched toget her. The 

two Morgentbau boys were also present . The conversation 

during luncheon was of a general character. After 

luncheon t he Secretary explained t o Rueff t hat the 

proposition which he was in a position to present to 

him, speaking tor the Government of the united States 

of America, was different rrom that which I had outlined 

to the Minister and Rueff, due to a misunderstanding 

resulting from lack or time to go into the matter 

t horoughly. He said that the motives were the same: 

of giving France such assistance as we could at the 

present time, it the matter proved or interest to the 

French Ministry of Finance. 

The secretary stated be bad been revorably impress ed 

by the general situation in France, as he bad seen it 

during his five weeks' vis it, and also by the strong 
s t atement • •• 
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statement which the Prime Minist.er hed broadcast on 

Sunday night . He thought that the French bad devalued 

t .he franc as far as could be juatit'ied and be bel1 .... ed 

that any further move downwards might gain France untair 

advantages at the expense of such countries as Belgium. 

Rueff admitted that the economic situation apparently 

required no further devaluation, but be said that the 

Treasury situation also bad to be considered. He, Rueff, 

bad been opposed to lowering the franc beyond 162. He 

thinks now that be bad been mistaken on this point, 

however, si.nce t he depreciation to 179, which bed taken 

place in May, 1936, bad brought back an important amount ' · 

ot capital to France and bad given the Government a 

respite ot several month.s, requiring no drawing on the 

Bank of France. 

The Secretary thought that in the circumstances it 

might be possible tor the United States, through its 

stabilization FUnd, to be of some assistance to France 

in preventing a further depreciation ot the currency. 

The Secretary briefly summarized his plan. It was tor 

the United States and the British Stabilization FUndS 

to purchase jointly torward trancs (be referred specifi-

cally to three months trance). The French would be 

required to put up collateral in the United states, such 

as the gold now held in the Federal Re serve Bank at 

New York by the Bank of France. The redemption ot the 

francs would be, at the choi ce ot the united states 
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Stabilization Fund, in e ither gold or dollars. The 

Secretary explained that be .::>uld not be willing to 

undertake euob operations unless the Br itish came in 

on a titty-titty basis . He said that be would reserve 

the right to end the system at any time. 

Ruett stated that his Minister ot Finance had been 

ver) ~~~reoia~i!e ot our approach. He,Ruett , thanked ......._,., 
the Secretary warmly tor inviting him to this conterenoe 
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and tor having presented a plan which might be ot real 

help to France . Ruett made a taw notes during the 

conversation and asked it he might summari ze his under

standing to the Secretary. Ruett was ot the opinion that 

three considerations were involved: (1) the suggestion 

ot the Secretary broadened the general basi s ot cooperation 

under the Tripartite Agreement; (2) by going into the 

t orward tranc, the technique ot the operations ot t he 

Stabilization FUnds would be extended beyond the spot 

market; (3) the point as to just what material assistance 

wou.ld thereby be given France was not yet clear in Ruett• a 

mind. Ruett thought the plan -..orth considering on the 

tirst two points alone and asked the Secretary to help 

him better understand the third point. 

The secretary advanced the argument that lt the 

Amer ican and Br itish Stabilization FUnds were willing 

to take care ot the torward market tor the tranc, that 

would leave the :rrenoh Stabilization FUnd that much 110re 

tree resources tor operating on the spot market. Rueff 

aesua~4 that the United states would require gold in . . . 
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opera tiona 

forward 

trance. The SecretaiT confirmed thie. Ruett made the 

point, therefore, that it the French thus had to 

hypothecate gold to cover three months tranc operations 

carried out tor American account, this would be identical 

with the plan they now tallow ot taking or calculating 

out ot the gold which they have in their Stabilization 

Account the amount which must be uti.lized tor repaying 

commitments which they have entered into on the forward 

market. Ruett tailed to see, therefore, how this scheme 

would actually broaden the possible extent to which the 

market could be controlled, or how the French gold 

resources would go any further than under the present 

practice . Ruett said that he would like to think this 

over and asked permission to withdraw to another room 

tor a while. The secretaiT agreed to this and let Ruett 

know that the senas ot the proposition had been communicated 

to the British Treasury and that Sir Frederick Phillips 

had been sutticiently interested therein to let him 

know that be would be glad to have Ruett come on to 

London tram southampton to discuss the question at the 

Treasury 1! HUett eaw tit. It was not disclosed to 

HUett that Sir frederick Phillips had been in Rauen. 

He preauaably gained the impression that the communication 

was tllr0a8b Butterworth. HUett was visibly aurprieed, 

but agreed. Be planned to telephone the French Kiniater 
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or ~inance !rom Southampton to i ntorm him in t he premises 

it this was reasible . 

Arter Ruerr went into another room the s ecretary 

talked with Butterworth and me ror a moment. He tho\18llt 

Ruerr would recommend acceptance or the orrer, but he 

told us not to endeavor to se~l the idea to him. I 

lett the Secretary ' s suite to visit t he Purser's ottice. 

Just as I was returning, I had word that the secretary 

wanted me to join Ruerr who had asked tor me. Butterworth 

and I then talked with Ruerr who wae still anxious to 

clarity poi nt 3 abovement i oned, t hat is, Just what the 

material benetit would be to the French Stabilization 

Fund under the pr oposed arrangement . There was little 

that we could add to the Secretary' s statement. 

The three or us went on deck ror a promenade but 

shortly met the secretary and returned to the sui1B tor 

another conterence. Ruerr told the Secretary that he 

had thought the matter over and had discussed it a 

little rurther with Butterworth and myselr . He t hen 

repeated the three poi .nts and asked it he had understood 

them correctly . The Secretary had nothing rurther to 

add. It was understood that Ruerr would go on to 

London and arter consultation with Sir Frederick Phillips 

return to Paris and 1ntorm his Mini ster in the premises, 

ror such decision as the French mi ght choose to make . 

The s ecretary took advantage or the occasion t o 

emphasize his constant desire to be or real and rriendlT 

H. Stated, however, that the last 
help to :rranoe . 
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and bad placed b1m 1D a ditticult position. He mentioned 

particularly that we had not been given ample notice in 

advance and that there bad been a failure to carry out 

the terms to which we bad adhered. Ruett argued that 

these questions ot devaluation or depreciation arise 

invariably at a tim.s when there is much contusion in 

the Government and when it is absolutely impossible to 

tell any distance in advance what is going to happen. 

He said that be always got in touch with me as soon as 

there was anything which could possibly be communicated 

to us . He said that even though Daladier bas now given 

his definite undertaking to bold the tranc stable end 

not to resort to exchange control, it remains to be 

seena whether, in spi te or these promises, end Daladier•s 

unquestioned sincerit y in the pr emi.ses, the tranc can 

actually be bald. 
Ruetr raised the general question or stabilizing 

currencies. The secretary dismissed this with the remark 

that the dollar was stable and bad been since gold was 

tixed at $35 per ounce in January, 1934.. When the 

secretary aaked Ruetr who bad started the recent rumor& 

ot devaluation under the Tripartite, Ruetr said be 

had no idea, but observed that they bad increased 

during the secretary' s visit torrance. 

!hare was acme general conversation about the 
prosperity • • • 
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prosperity in the t~which the Secretary bad visited 

and particularly with respect to the crowded condition 

of the hotels . The Secretary asked certain questions 

about French credit to industry, particularly 5 and 10 

year loans to business, which elicited statements from 

Rueff in regard to operations of the Cr6dit National 

and the Banque Populaire. The Secretary a.eked me to 

d.raw up reports on the working of these two institutions. 

Speaking with me alone, t he Secretary offered to 

letme proceed to London with Rueff, but 1 suggested that 

it would be preferable tor Rueft and Butterworth to go 

together to London, and Ruett see Phillips alone. 

Thereafter Phillips would probably tell Butterworth the 

results ot the meeting and I would usk Ruetf to i .ntorm 

me upon his return and attar be had reported to his 

Llinister. 
The secretary told me to telephone him on board 

the Normandie 1t the French sought any turther ex

planations. If the French reached some decision, this 

should be cabled through the usual channels. This 

would thereby intorm the :Bmbasey here, and the Department 

ot state 1n Washington, as to what is underway. No 

other reports or explanations tor the present are 

contemplated, this being merely a confidential study 

ot extension ot technique ot the Tripartite arrangement. 

The secretary told me that be might want both Butterworth 

and me to visit the united states attar conditions quieted 
down • • • 
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down on this side . 

Rueff, Butterworth and I lett the Nol'lll&Ildie at 

Southampton Water and proceeded by tender to th!J pier. 

Rueff agreed to let me know wbat happened 1n LOndon 

upon his return to Paris. I left Rueff and Butterworth 

at the Customs and proceeded to the terry pier whence 

I sailed tram southampton at ll.l5 p .m., arri~ing back 

1n Paris at 9 . 50 this morning. I immediately telephoned 

to Madame Rueff and reported her husband's absence, and 

to the Minister of Finance to explain Rueff's ~isit to 

London. The Minister said he would be glad if I could 

oome over to talk with him personally but I ventured 

the opinion that it would be preferable to await Rueff' s 

return and his report. I would then be glad to oome 

o~er anytime the Minister asked it. 

JD40/IIIIIS 

' 

Regraded Uclassified



292 
"Mfr*' 41P 811Imx OOillPPTut 

Parle, 411&118\ 16, 1918. 

1117 teuo 141'. s aenWZ)'s 

U)oa ., nun troa s ou\haapt• ,.•'-NAT I tlndet 

\be a\\aellet _......, wb1ell I 11eJe J'Oil wlll tiM 

llrlacil J'Oilr JtiU'IIal 1111 \o \lie Dcllell port. Rel\Jier 

\lab -.orant- nor \be pne .. t la\wr an\an U7 naort 

lien ut lloth an attnaaet UneUJ' to J'Our paraonallJ'. 

a.a&1D& llaek the -onnt-, tocetller with rq 

latter of .f.ll6U8t 10 1D trbloll I fttllnd rq plan to J'OUo 

I t1JI4 ao 8&117 po1Dta naet1Dc al arlt1oatlon or raoonoU1-

aUoa \Mt I llall...,e I eboul4 aantlon tllaa at thla u .. , 

nan llaton we reaalft aa;r ruther reaaUon r,._ the 

h'oaall ... the BrlUall, eo \be\ J'ft u4 J'OUZ aaabtuta 

w111 beft t~~• llatora J'"• alona wl\11 \be -J'&D&ua, 

(l) ll1 plu aa'Ylaacet ao ooUataral. 'l'h• 14M wea 

to b&Ya a eon\na\ lla\ween S\ete 1'1'M8Ur1ea, appl•anta4 

liJ .._ aliD&\ar&a ot \be two Bankl trb1all aat •• tba1r 

J'11aal • • • 

fta .....,.llle JIIU7 woraea\ba'll, JUD1or, 

sean\U'J ot \he 'ft'MnrJ, 

waoJJiatoll, D. c. 

• 
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,., te won. It huM .._ 1011 w ,,... tor MUaMftl 

it -.Jot ftal.lM Utl'r• wlU...' .., ftlJUtlte ._..._ ... 

~. I -.l.t 1a\ rftlloo M'N \lao .... ,. .. u te 

,....._. tnaaa wen \o llo nt...a ta pl.t Ol' loU..... 

ftla wwl.t PlNtoo\ "' ... laa\ a loal.i.M ta \M tnu 

_. nw '"'",..... .. a ollaaoo ot ntela1Jic lllol' 1011 

1a oon&la oln.a\oaooo. IYlloA :r• •m .. Uo olloloo, 

1\ woel.t OPJOU \M\ 1W an WClac ocah•\ a clo)llNola\l.a 

la \lao .. uu. 
(I) fto llAAl. pnoUoo n• \lao l'lNM!I Oon\nl. 

IIQ'a fOI'Wal't fi'OAOI ll tor 1\1 \lao Ia)' \lao oparaUoa 

\akoo pl.aoo, \o ,_, a\oi'11Dio lf \lao la\\or 1a no\ 

allNOtT 1a l\a pontoUa, (or claUua u \ho aa.ra u:r 

M) \o M'N1' Uta U•, ul \0 7laU aolcl a\ OlliO \0 

~ t• noll tonlp oa....,o. It \lao 7ronoh l'lll1cl lo\ 

tM Aael'l_. 7'UI4 open\e lA Uo a\OU lA aao!l a puollaao, 

tM Jl'lltll 0011\lNl pn-ltl7 ~~ ... , \o oonr a\ oaoo 

ul \lilt WRlt .... ,._,u, loelac 1011, •• •tlllac 

w.lt M plaot. n• 1t U dllllocl 110\ -lac \lla 

...., • ., a\ _.o, 1\ wall 1101\ 11kol1 IIOYo to laelpa\o 

\lao .. lt aol1a\ol'al oo lof1al\ol1 tor \!ala PII'POI• \lao\ 

1\ welllt u'N w M cloclllo\ol r..- 1\o , ...... , ot ao\Ul. 

uUlap, ul apla ao ,...,. •• wall M aonot ":r u.o 

aerl_. ,..a •""'""'" 1\ool.t tor \U noaall lA \lie 

to....a ........ lac· 
(I) 1 tallak nlllh• oa\11'011 o.no\ la .,_. Mllot .. , . • • 
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.. , ~ ._,... M\U. .. nu-...q ..... , .. a.ne 
IIUtKJII'\e fN tic .. tna .. wwlt ...a .. INI II 

,.._. \Mil luo 1111 M1N 'b 1111t. 

Ct) otfubc Ut.Sa Ml'bt '" tw L.,.. WRit ...a 
.. latlllll 'Ill ---• It tna .. la alftlllaU•· _. 

\lllu ..n ... , .. 1 ot •11.• tnaa na - Uttl~t. 

(I) PUall.atlq toi'WU'tl lt la., epW• •a 
... ftllr7 tllaa -be ......... lt,.. .,. Wlllbe 

M .. tlft1-tln1 wltll tile a.Ulall a all toi'WU't hue 

.,. .. u ... , tile •Jwlt:r at 1111.1all Wlll lU:a}T 11a ... lut 

l~llq, ,_ wW tlaea M allualq tll\u'a i;ICIIUI& ... , .. , 

1a aeuu .. •• :rou ,... .. , ue aotlllac 11.a1 •• tu .., ... 

Mit ...... e•pue~la puu .... t ... tll.a BI'1UIIIl •o 
••• 

(a) ..,be epow u otr.,w ~, \ll.a ..nn w.lt 

.t lnoln \M aNIU• ot - tn~~••· U - ••1M 

.. 1-•• laUu aat ..U. till tnna, nllll ~• M 

till .... , '-' till p~ wwlt M tW!T W wa. nM 

lptt otfQ .... U alcJlt M Dlllll.., to ll.llt 1ft, GIIP' 

tll.at la ...tala • .._ ...... tile .... alcll'· la ... ..... 

..... ., ... ,. ... , .............. 1ft, ......... 1 • .. , .•.. 
(') tM piall,el HJIItl• •1a I Ill ta _, plaa 

11 ._, -, .. -.,n••lal .... 11ne u • _, .. at .,., 

hUll -~- .... aot .......... ,. IHDtal fOI' 

tUel -till· .... aicla' " ... , ••••• , - .. tan 
~ \M n•..., ..... ,., ,... ..... ..., ....... ., 

····=·· ... 

• 
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uoa•te oelt-Mlp. OU PftlMlo ooa .. luUou 101&14 

M .... \o U.lk •• • ~b. I \aliat n are •n -...a\M 

1a tube ~lo oliluoo DOW \Manor MfoN. Dlluior Ma 

\lkea a blidn o\op \owari a4JIII\lq "- to JMv nnlq 

U.aU, wllllll h \llo prs.- .. 1011Ual 1t halloo 11 .. lac 

\o ,,..4 llor pn4uoUon lut'r111oDUJ \o llolt \llo tnno 

a\ l''· rb11 11 ~~ prlnolpal ooonoalo ta1\or 1DY01Yo4. 

Wl~ rnaoll lll4u\r7 •• Ut\lo nUoulloM ill ooap&r11oo 

w1~ \llo\ ot 0.:r.Gil7o tho tTnlto4 G\a\01 0 J .. .o41D&Ylo 0 lll4 

o~or •r14 .arkot o•pot1\on0 \baN ..... lD• noo4 tor 

IIOH \ll.aJI to llollr• ot work per nok 1t r r anoo h to bolt 

llor own. AI po1n\o4 out 1D ., lottor ot ~ugu•t 20, tho 

rronlh ol\uat1on hao 1aproYo4, aDO 1 bol1o•o tho r r1noll 

peoplo llaYo 11&4 1uoh a b1\tar liDIOD troa \hi rronlh 

a.._4Ml \Ill\ 1101\ ot \baa wo1Ll4 ra\hol' 1-' book to work 

\ball a110rs.-Dt tur\llor. 

(8) 'ftlo pol1o1oo ot \ h i Dala41or Oo'foraaon\ .. ru 

nppon. WJ bol1ot 11 \bat s tronatll 1D tho trlllo oo•l4 

DOW 'bo oq1aoorH 1a ••II a Ulllllr oa \ o .. t-baolc 

oponlatoH u4 l.apnYo t ho poli\10D of 'both tho Oonrn

• ••' ut no oOQD\J')'. r or J'r&Doo to ba o\I'OIIC 4urlllc 

\llo na\ \llrOO _, ... h d\el to \111 110100 ot ~· 

lllc)l\17 or WI'OilllJ'o wo llan auppor\14 \llo 4-r-lloo 

oo .-DorouolJ Q' our pu'bllo apooelloa ~' U •..U M 

a\I'OeOlJ Utt111ll\ tor ua to an14 'bo1oatoc •W41• 
l.a UT wu 'bo-..on O.nall7o !'raDIO u4 Ono\ lr1\&l'll . 

fto ..n \UeO ••tlla will pnlla-17 \oU * u er 
. . 
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I.e ~tlttbt - P ..... aeala ... wU1 M MUatl .. wl\11 

.. , ....... , \Ill a ...... ~11ltfbt, .... tile .... 

wlU pnelpl\8\8 • wu \o .. la liar .sa.. ta \lila -••• 

\lie .... nlloa, wt.\!1 1111 \belr aou, ou.lt ,., ., a 

bo\ter hM\ \ball \!loT an. 11J ltoepl .. \llo tnu a\r.c 

.., w rl&k oalT a llttlo, oo.parot wl\11. ,..., a war al&b\ 

.... u. K7 Mll&t 1a \!lot tbo ao\ul ._. alab .. 

~· Mn \8 p&J Cllll\ tw tn.noa ~• DO\ bo lar&o, 

oaM \!Ia apoftla\on aona .. a \U'D, Ina\ 1\ 1o \o llo 

bopot \lie\ ...,. arnnaaon\ wblob wo ai&b\ ll&ko wUl ••• 

ooea 'IOW&Il \o ro11on \ba rronob s tab1112a\1on tuo4 

traa \ak1Dc colt troa \ bo Baalt ot r r aooo. Suob a o\op 

aow ~· M 1.11\orpn\ot aa a roa1 WOalcDOII OD tbO par\ 

of \ll.o tnaa aat tallU'O ot Dala4lor' 1 Pro&l'llll• 

(t) to .., ti&OOUOMn 011 \bo pr1oolplo ot tnaJia& 

apo\ tnaaa or • \ll.o loll.uoa ,u\, TOll o01ll4 o1apl)" 

M1' \lie\ (\o ..... SM\l- 10 (a ) Ot \be 0014 RUU'YO 

An ot 1_.) •tor \boo pupoM ot o\alllllaia& \be oaoU..o 

.aJ.•o ot \be Collar ,.. ban tolll\ 1a oor\do torolp 

OIU'I'ODoloo, lao1u41Aa tbo tnno. TM MT bolt \ho 4o11ar 

otelllo ... lao\ aol4 liT tlxlo& a prloo ot taG par OllDoo, 

Ina\ ,... M7 lla•o \o tolll 1.11 ounooeloa \h_.o1no 1t 

,.. .,. ...... te a\&Ull .. \be~ .. ot \be 4oll&J' 1a 

aava1a wl\11 '" prladpal worU ouneaoloa. It \be 

a.tu_.. .- noaab a\ar\ \o 1-ria& \belr nrralloa 

..atalrl7 " -..lt noon• to ouroa1••• \lla ri&)l\ \41 

liQ' .-... ....,..oloa, n\hor \Mil 1o\ ..,..1., .. "- to.-A 

late • • • 

• 
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late u.. a1._u_. d •111111"1111 ...... ..rau 
,.. .. l .. - et .,. ............ u .. l .. . 

.-.ala •.-1 ....... ,., ... ~ ......... ..,.. 

111M ... el-11' ., ..... -..,. .... -.lac .. , .... 
~ ••W M ,._. la l\ ._..,... et ... te ,._, 1 -. 

hl~,...... 

Ju'UU!I 

lo •• II n' taW 
&wp•t Uo ltllo 

1. IIIHll O..ltiU, 

... 
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A~' f 0°0look OD UUDda7 eYOR1DCt JMcaot. llt 

$oere~ ~oraon~au•o A14o, L1out.oaaa' ~ • ...,, \olopboao4 

M •' ., ~ troa t.llo l:lo\ol L1oa t•or, RlloS.U, l:lo oo14 

\bat. \!lo s oo:ro\ol'J 4oo1ro4 \bat. 1 l1o\on 1n \o PriM 

Mta1o\or DOlallor•o -..a4oa&t at. 8 p.a . an4 \ hac tolopboco 

a o PJ7 \boroot t.o Ulo s ooro\al'J at. 9.30 . .u 10 

t••• ~ Soo:ro\al'J fta \o '•U: wl\b AOab\an\ s oorot.o17 

t'&Jlor. 

Wboa Dalo41or opoko at. 6 o•olook, l t.ook 4own a 

o•p:robOD01YO 0~ 1D !nal h b. Tblo I t.olophono4 

t.o \bo Doo:ro\al'J at. 9 . 30 p. a . no t.hoqbt. Dala41or lid 

&1•ea a oloor an4 toroootul 1\ot.oa ont olODb ooaaon aonoo 

ltaoo. 

fto s oo:ro\ol'J o\o-..4 \bat llo bo4 \boup t. onr Ulo 

propoe1t.loa willa& I Aa4 a ant.1one4 t.o Ilia at. St.raobour& 

u4 \bat. ba bad 'lal.Uo4 1\ uoullb t.o oobll 1\ t.o llaob1Ds\Oil. 

!M ~ peoplo 1111ooo 11141'f141aal op1D1ou ba ba4 aoup \ 

w ·-··---17 ac:roH t.hat. \ho !too ... ,ooe. no 

so ... \UJ ot.o\84 \ho\ bo wolll4 opoak t.o IIOJIIO ~lw 

at. 10 •·•· ... \!lat. o ttono wolll4 bo ••• t.o proou:ro 

\M Preellont.• o OP'Pronl ·- UP llOD4o.)' • 1 waa Uroo\e4 

t.o ot»t.ota a p,..,loleaal appolnt.Mnt. wl\11 wWot.ar fit 

rlau" ~~&roll.aM"• tor oarl1 on '!'MoU7 SIOftiA£· 1t ...... 
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tM l'I'Ml••• .. ,...., .. \U pi'OpoelUoa, I wu t.o bo 

1118\nn .. \e \M\ ettoo\ • Moatq alpt., au \II• 

\e ......_ \M 1l• \o ............_ • ,...._, -nlaa. 
lt \lao mae~~ tllaln~ or ~luaoo ... la..._._. 1a 

\U Jrouoal, I wu \o pre-• \o JtAN• 1dloro I ..u• 
bo wl\11 \M soero\uf wbn M 11ftlt ,., \U propoo1\loa 

h Sir• J'rotorhlt ft1lllpo. no s oore\uf ot.a\04 'b-' 

M hM lo\ Waobt.ac\n now \ha\ \bo ltoo -· a!Jio at 

llloe aat• \!Ia\ wboa I \allto• w1\b \ko ~reaob bo 4oo1rot 

\lao\ I *"1' lo\ \Ua now ot \bo orlala ot \bo 14u. 

A\ \M olooo ot 01&1 OCIII't'Ol'H\lOD 1\ -· ~· \be\ \ko 

Sooro\&17 wCNl.4 oall •• 011 l.!oa .. J' 111abt. a\ or at\o:r 

8 o•oloolt • 
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.t.\ U o• oloolr 011 ll.oDclay aoi'Dlll&o Aaauat u. LlntoDU\ 

M&or.j \oloplloa .. ao troa Rbolaa to oat \bat tboJ' bat 

rooolY .. ao -u troa ao tun. I :repllocl that t ho Mll 

'ldlloll u• MOll roooh .. 111 PaJ'1a OD Sa\a :rd.&)' llacl b

t..-no• M tho GJ'U4 Ro\al at Aa1ou, •• t.ba SaaJ'O\aJ'J' 

Mt Ureo\M -· .... -• t.o lllo toii'IIU'4o4 t.o aba1&1. 

a&•4A7' 0 ..U -• t.o 11a out. t.o \ko llot.ol to la Pooh 

o\ ...... LlnhMA\ llaOhJ' O&lt \lla\ \lao s aore\aJ'J' 

- ... lrot \!Ia\ ao -u M torout .. oa lloU&J'• AA7 

\!Ia\ .- oa \!lat. 6&)' or la\or ob.U4 bo 'I"MCJl' bJ' ao 

\0 .... or ooa\ bJ' •- oao t.o \bo J!o!!!!!4lo at. U ...... 
u,.. u anouu.at. wll1oh I ut ntll••'"• 8\latt 

ned.,.. - a\ \M Jllalo\~ ot ~lAuoo a\ u.liO ..-, ..... , ... 

• 
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tep·\ u. J un& "- t• • •••Un eul-7 appela.._, 

h• "-• .. , Mfti.J.ac wl\11. lllale\e• ............... 1 Ut 

1M\ tleelHO \lie Mkn of \lao n,.Joo\ wllln l alP\ 

... ,,.. \e u ..... lna\ le\ Rllatt a• •-17 \be\ I Mt 

.. , •P aa ltM \o \lao coen\u'J a\ B\naMu~ atell \M 

1&\\e• """"' up\ M tout '117 W&Mlq\ea ... .,_ell 
ntllel•\17 la\one\lJic \o \aU \o .a. neaa .-.,. 
Jll&ott e\&\et \be\ u .-14 ~opuu .. a\ rq .._ tulac 

.u luu ... a-u \o eeatU. \be\ Klah\er lf&nU.at

WRlt M anU."l• \llo au\ IIOftlac· a..tt •aU \11&\ 

lie w.lt M Ualac a\ ..._ \be\ alp' ut \II&\ 1t I 

...... \0 ... la \CNeh wl'll llla al\ei< rq .. ll\OQla\M 

... 'fll"HUM wl\ll ~o SOOft\u'J \ae\ \11.11 .-14M 

pHilllle ut aa\1rol.7 ..,.. .. no \o Ilia. He Jo~ot 1a 

rq tHiN \be\ en~lq lie '"•'-' ul'Nceoat14odlall7. 

nuo wl\11. J!Qotf we \alllot of \lle netp.aUou *18 

W ~' Mea ua-eot of \wo .-~~en ot \lie ca'lllM' 

... ot .._ tae\ \II&\ to atoaalo M.t alnatT Mea eo1oo\ .. 

\e ....... JISUU't u Mlale\er ot P"ellllo \forke. ae 

Mlt H _. Mt 70\ Mea elloe .. for \ll.a La~ poe\, 

atoll wu \llo .. ,.. Utflnl\ _. \o tlli. l HW OOilft 

to ihl"fWO 1a \lie Hn1tor, •o apee\e .., oa,.la•' 

• 

••ld• .... u. .. u • Oalllao\ orlll• 1a Pfte•\ llreae,uHI 

w.lt lll"lac wu. a\ 1.10 holt \elop._. • a\ ., 

.._ \e .., \II&\ t.ll ._. tollwlal Mftla& Mt 'MOll 

t .... •• u•lll• " k1a Mlal•••• tor u 1a\on1•• "' 

ta\ ol\llU _. • M\11. of \Ilea .-14 - • • •=._, 
~· ... 
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.... ana ., ..u .... IIMfttu, wutea\IIM u l 

......... 1\ ., \elepMM ~-.e. 

Dvlllc tM lq l kept lD ••u wl\11 \be .net, 

aM at .... la \U afMI'IIOOil \alllot -1 \elepMM wl_. 

O..lpel a\ \U BaU: ot h'ueo. a. Mit \U I'MoU• 

to ~lu•o --•••• llat -•• .. u.ra ... 17 s.a \U 

•nlllc M\ \at \U \nM llat rnweet attu \II& '" 

ruipa\lau .. n •ntueet 81aM \II& ..not t....t 

tilt.~· iaelto- lakr \ro.-1• or en• •ul

peUUMl 4Ut1-.l U••· a uo \II& oeatnl lla4 piaM 

• 11\Ue 8\erllac 1a \II& to1a na, \!lor hd loe\ 1 1/ ' 

aUllOII p....,. • llalaaoo t or \lao u,. '1'1118 1ntond1oD 

_. laool"?ordo4 lD •1 oablepea lSII, ot Aucua\ II, . , .•. 
4\ t.ll p,a., Aucu•• II, Soero\ary Korson\llau 

tel.,ll••• .. •' rq apanaen\. I ·-srlao4 rq aiiVft 

•-1...-. 1 al- ....,.Ml7 lo\ lila laiGw \11&\ IIGIIDe' 
11M apne~ \Jio .,w .. to Uo .......... .. \II&' Parl._, 

..-lt .. , M Mllot la epoelol •• .. loa u4 \lla' 110 •Ju 

pelltlMl ulllo ..-14 arb•• l o4b4 \lla' wtl .AabaoM4or 

\11_..\, .....,U, ... , \lla Let\ PoaP 111&k' MUO 80 

•ela .... ~ \11&\ a .... lal ... 01011 ot PU'lUMD' wtit 

to .... .-. 1 n,....•4 .._o-n to MUYlll• tel' ln 

... ............. l \elt ......... ..., ot ................ 

....... l ............ XlalftU . ........... \UOIIP Dott. 

1 .a1e1 t~~at reu .... la ._, phP''ac to ..u • \118 

.,,,- wabts'zr. •• \llat l 11M .. , .,_.. ot ., 

plD • • • 

• 
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) 

ta. I!Z5 7 "f1t \o ..._,. P~l .. l\y bolD& &1YOD \A! OO ... WF.r'O 

laen'•& ut •teela& -aac... ft! seore\ar,r wu .. 
\oM ,..pe.na \o 0\a¥ oYUII~\ 1D R-. fte C.on-..,. 

\old • \lla\ \ho plu ~4, ot ....-oo, 1DY01Yo tM 

Br1\lu eeLs. 1a wl\h Do. I -cne4 \lla\ \lao .--. 

~· DOHHU'U)' N\ll1N 111\enoD\loa ,, \ ... b1Uolt. .. 
olaoo \bo 7realh t~• 1• 8014 .uolt. .. ,. acalD!\ o\orl1Dc 

\!Ia\ &&alae\ \bo toll••· 1 n1oe4 \lt.e , ... uoa u \o 

'Idle \lie~ I olilcMal4 latoN \Ao AabaaM40I' 1D \Ao pnaia .. , 

eat \Ao soon\ar,r npl1e4 \lt.a\ 1\ wao nOQ&It. \lt.a\ lt.o 

lt.t.aalt lla4 ob\oiao4 \bo Preo140D\'o a pproTal \o \bo 

pnpOd\lOD, I \ol4 bla \bat l WOD14 urln 1D RouaD 

'' a P·=· 
A\ t.40 p . a . I \olopboDo4 Ruott at bla home AD4 

teU lt.la \llat \bo 14n wblob 1 ba4 .. nuou4 11&4 &OilO 

nttloloa\17 tu to warnD\ tho 1nton1... I\ ... acr .... 

\llo..-to~e, \ba\ 1 ab011l4 01U a\ bh ortho at 9 •·•· 

011 ruoa4AJ aoni.Da \o explain tba propoa1\1on \o bla 

on4 \lt.a\ a\ 9,30 \Aa u lnlo\ol' woal4 rooo1•• ua. 

4\ 10 p ·•, I \olopboao4 \Ao 110\ol 4o la l'oa\o a\ 

RCN- troa ., apaJ'\11!11\ u4 NIO"o4 • ~ fo~ ., 

anl.al '' a.ae oa ruo•UJ' at\anooa. 
4\ t •·•· oa TUoo4a7 aonlll&o Aacuat aa, 1 ..Uo4 

OD Raott •• ·~·, I wmn1ae4 ., 14oa \0 Jl1a u 1 

lla4 .. -.uoo4 1\ \o \Ao ooon\UJ a\ 9\~MVC• wl\lt. 

\1M .. 41\Ma et \lt.o nr.r apooltlo nt•s.r-a' \lla\ 

ott1o1al rnaoll ,_.. 1a '"Ton ...U4" ,., • P 01 

• 

.. u~·· 
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MUa\eral \o M'fft UF ·~·\leaa \11&\ alp\ be 

lnol .... 

A\ t.so •·lil· auett •• 1 were neehet liJ' JU..ale\el' 

llanhut.... lie Joln\lJ' .. t t or\h \he l&M alu I lila& 

.._ .. -.. \o \he seoretUT at S\nallolll'a. Ill 1 I'J' 

tkla -. \he plua 

fta\ \U u.i\et S\ahe S\aliUlaaU• ra4 

u 

~• WJ' epo\ tnae• abANlt \1M l'nllell S\aliUlaatlaa 

,... M MN p ...... ,, \11&\ a, aea the lanu• • 

colt aat toni.. •••baaee naeFYea were ••••allJ' 

or bellnet liJ' tll., aarlce\ \o M l'llDllla& low, or 

wla• \U a1\aatloa -• o\henlae ., ... than aoul4 

M eopet w1\k liJ' the rronu control alone. ID t he 

ortlaai'J' _,.. ot noatll \ha nanell l'1&ll4 -.l4 

uo 1\a - ......,... ln a,aell opera\loAe, aa4 

MJ'-M-tq eleui.al \llenot tllroqll aol4 wOillt 

M .....-•. n ea t ile UDltH Stet .. opentet 1t 

-.14 u•• \o be ~CM&Il tho rnaoll a«enel••. 

ftan aSP\ u1 .. Haadou whoA, to cl•• \he 

aal'ke\ a p8J'ello1oc1aal ahoak, Pula ..-rlaaa 

....... ~• opente 41ne\l1 au eoup1RDUlJ', 

"bQt . alwr• with the appr~ ot \1M JI'Oilell control. 

.. ._.. tor l'e&.-pU• at Uao a»&\ tl'eaaa 

at• .. pve~~a .. • .-lt " ... Mton Uae 

..,u.u• otto..,.. rna ,uahaa•· It IOM1U ... 

00 tnol.,.C \kat \lla .. u ... tol' uUlJI& \11.0 

tnae ••• 
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hue a\ \!I.e lnel wllhll hal ~ID -1Dk1MI ... 

Mpoleal, aal 1\ ... 10 4 .. u.a by ~· thl'ee pant .. 

~ \llle ... pl.u, U.\ h, \he Br1Uall, l'nllell ul 

~lYoa, \Ill tru .. wollll ~ni-l &M u.. 
-

~IDIT IU\ \o auoh I 1 1YI1 &I \llo Trl,ar\1\e 

o_,_UDC paru .. • P'•o4 u pon. lf \Ill 11\uaUoD 

l&al Mrkelly 1apr o·we4 &D4 t'wl41 lull been repa\rlahd, 

\be ol118&\1oDa 1llould be proap\1.)' 11qu14a\a4, 

It \llo el\ua\1oD ... e\111 UDeer\a lD, \ hen \Ill 

panlo• \ }lore\o oh01l14 ooneUer eztond oD of \lllb 

o pon\loDI. AZJ.::t eueh 1111dOD -14 t aka 1Dto 

IODI14ora\1oD \be 4-sreo ot ettor\ toward ~•lf-

1aproyeaeD\ t h&\ bad be en aa4e by rranoo , Ra4aa pt1on 

lhoul.4 M _._ 1D gold, oalelll.a\14 OD tho buh 

ot ua ..rreDar Yalu•• a t tho data t bo oporat loDI 

wen eutorel 1Dto, or, at t he opt ion or tho r ranoh, 

1a loll.an of 1 Dllllber equ1n lut t o that or tile 

loll.UI wll1oh u4 aatuallT ~•n a put tor r reno• . 

!ho eontraot woul.4 ~ between the r ranoll 

~VJ' aM \he Banlt or Frau•• on the cmo e 14e , 

aal \Ill aau .. state• THUI&J7 aa4 tho r ... ra1 

s.aorn BaM of ... Ton OD tho otllor 1111. 

C01lderal WCH&ll UYI \o M pu\ UP If \Ill JriDIIl 

\0 IO'flr \be equ1Y&laDt, 1A &Old T&l.l, of \bl 

operaUou oa\ere4 1Ato. A• auoh oo11atera1, the 

plt aW lie). I ~ \Ill BaJik ot JriDII W1 tb \Ill 

,. .. ol'&l aoMne l!&ak a\ ~'" York -• a1\o4. 

I • • • 
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1 aU..MI tU\ .at.la MaftnaU• wu .Sapl)o ... 

M 1- ,...._ Ula haM Xla1.a~ ot J'lMa .. wu 

u-. ... -.. u ue acaaen1 1 ... ot au • , .. •• \Mu 

aulB:t~ pi'O'f1te4 ~· Br1\1U. Ut 11nw1 .. , la tile 

a-.... ... ow1W uuer. I aplat.M .._u plJ \M\ 

306 

I laa& Mlke& -.17 tor a '" alnt. .. wl~ seue...,

Korc•.._ oa n1o ••liJoo\ at. a t.raolltNJ'CI \bat. ao au 

n'II--..•Ur- tl\ \o n'-1\ t.llo .. uor \o wau.~1 

Ulo\ we bat .ta .. ~·• au M ta ... \o-taH oonor .. uou 

oa Ulo nliJoo\1 \aat. 1 aa& ao\ noa cho t.ha soent.ur 

a \eaMUn -~ 111 t.bo pnaJ.ooo 1 \bat. 1 wao aot. 

wUllaC M Pit\ .., ot t.u po111\o ot t.bo plan on paper • 

wtallo a\ U.. lllalo\IT 1 an4 \bot. \bo 11bolo quoot.1o11 

~• u-.o t.o 'llo &CillO onr oantu111 wbon 1 dd t.o4 \llo 

Soon\&1')' a\ RtNn (pi'O'f14o4 t.bo rronoh won ollt't1o1ont.lT 

laterooMt 111 t.llo plu t.o -rrut. 81 co1na t.o Rouon) ant 

'liT \lie s ooro\U7' o t.oolt.ai~ o\&tf aner ho nt.unaot t.o 

waob.1Jia\oa. 

It \be rroaaa ..... 111\ono\84, 1 \014 lo!oaoro • 

... ..._. _ __. illlotf Ulat. I Wlllt oo 111to111 soon\ai'J' 

liiOJ'PAUioll a\ aou• uf. t.aot. ~· .-or1oau .Ut ,., 

•P \be pn ... l\lea •• \be U1t1oll. Tb.o 1 ... wu eoa

oo1-.o& 'liT ••. 'ftla noaoll Wlllt aot. opprMoa t.M Brl\loll 

la ue .... ,.. wo onlt oat.ol' l.ll\o \laa plu OCil.r lf 

_.. •uloll U& 1Ucow1oo. I\ wn14 'llo olQ17 u oa

\oaalea of fttfU"l\o \Oo!IJllt .. ut wCNlt N\llln oort.ola 

MelaalMl .............. TJlon otaolll.a '110 llO Pll'llllo 

·"----' .. . 
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••'-•'· _. .. ,.,uet,, ft!le tao ou- ... -.s.. 
UlM "' wl\11 huoo. 1t 1\ RO .... M, \bell Ulo 

,.ootloa ooalt 'llo 4oo14o4 ao to wbo\llor 1t ...... pta'lllo 

tor ox\oaoloa to tho othor \~~roo par\1.. 1a oar ~1parl1\o 

I.CJ'U...,.\ oat •"on for turthor cnono1011 to - ---"· 

1 n..Ue4 \hat wbon OIU' Tl'1panl\o 'lrtt •t w lleoa 

WOftM .. t, wl\.b ll .. on. AU1o1 &114 U.., \llon W lleoD 

ao loa&. oat \bo ta,.onblo noopU• that foU_. w 
'llooa aU \bo poa\or tor \lab naa011. I ... o \llo pola\ 

\hat 1\ wu ot PDr\1nlu la\ono\ \o \llo PnAOh th

al01'0o \hat \bob ftn'OIIOF oaun.u obow gna\er otroa&U 

wl..._\ ..,_. 'llolac ~ ot a - plaa or of ur 
ottldal -..no wll1oll alp\ bo takon to euppor\ tllo 

true. 1a rq talk wl\ll a.ott llotoro aolDg to ooo \llo 

M1alo\or, 1 partlnlulF wanot DJOlDo~ 41aolonno of 

1ato-Uoll. I MJIUOilM tao ar\loloo lD \llt LodOil 

Uet• ot 1&8\ -lt la npri to Soerotar, ~orgontllall'O 

JaMpoaa \rlJ aDt to \llo tao\ \llat Ulo Brltlu 11at 

ntuot \o go alOIII 1a o ~lpu\1\0 .. tluatloll. 1 

ez-plaSH4 \hat 1 ut Uotuoo4 tao plaa .eal1 wltll \lao 

sotn\ai'F, aa4 tu\ ., ooUoqvt lD LOG4oa ... aot ,,. .. 

_.. ot 1\. au.tt oa14 that 1t \boy lot xoaalolt, tao1r 

rJ.aaao1al .t.t\aoh6 111 LoD4oo, k- alleN\ n, \lla lattu 

-.J.4 p~l1 \alop.IIOilt PnOl4ollt a-0\'tl\ Ilia ponoaal 

., ...... 
- 1 tln\ esplalJIM tao plu, l&ai'OIIaa4- oowd 

\o ........ ,..ol'IIUl\1 ot oar WD\laJ \0 .... MOk \lle 
rr.M • . 
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r.... 1 M.U .S. \U lt• wu ao\ \o lapi'OYo tile 

ft\Oo Ofta \llnp l\ alcJl\ for 1\ft\ecio l'IUMI M 

,.-... llaolt \o uout 191 \o \be pout, 1N\ wu '

...... o\alllll\1• \Jbeu we t11llahot Cllal' ~-uoa 

\be •ull\u •n••• q11lh aeuvlu la llla appnala\toa 

ot au ..... YOI'lll& \o ~.lut liP •-'"-c \a Mlp k1a 

Glrfta ••' la \llie MJ'ift8 ll\uaUoa. .. aue& \11&\ I 

_, U. pentt•J \lleplt• \o Soon\u'r llel'&eDUiea u1 

acala M 1417 Mw •• u u. eaJ.,.. u.. seon\u'J'• 

del\ \o JnaM. Ia _, ,... .... llo aan laa\noUou 

\e ... , \o -... llll ottlolala la ..... all4 lla'n'l eall 

• \lle Solft\an. Ia ..,. pnllaiMl')' HDYonaUon, •• 

.. u u la \llo \l'l••IMi'M \allr, Rllott \ho~)' 

D ... l\111 \lll II'I'U\ac .. dlU -14 ·- \o UIM 

~ nM a p1.aa u I ea\lbe&, 

AftU n\lualJic \a ., ottlH, I uraqe& \0 lopari 

tor an•• a\ l.U. an.. a .. lMl'&, ., aoen\&1'7, ddW 

\llo .nao)l l.lU ad WU &IYOII. hll UlllftMO taa\ 

Soon\al')' llercou\lla1111 MIM&OI OD \Ill Pol!!!flO Wftll 

" ......... 111'101'1\)', 'llo\b lll ... "'· 

fbO IIOOI'O\al')' Nllol M a\ UOOII. t~ Aaloll.lo Ia 

a• SCI' \o lllo llliOl')' t l \oll Ilia \lla\ 1 W Mllre& t• 

alllal\ U 111Rr wl\ll ltOIIl'lo ~-- al IIMft u& 

\M\ ~ "" .._,- _ _. la\lftiW la \M Pl.U• tM 

8elft\al')' ~,u\I"MMM .. \o \elo,UU ..., , *1M I 

Ul u ..- M ..,. ... ., .... ,,_ \1 twW, w .. IIIIa 
.. " ..,.q \o ....... \o ...,. -~ ....... ., ... '' 

308 
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lt _.lo aicll' '"" ••U.no anu I 11M •uu.c •1_. 

hue\a17 ICft'PilUio• a\ ..._, Rllett .. 14 ._, u 

weu& "- •• _.. •1a1eu,- ot rbaaoo all an..__. 

•• lt.lo "- anor '1.~0, •• \Aa\ u aftl& tofU'\ WMilo..., 

•nbc lt .. c••• llla allon aoueo. 

I lat\ Pule a\ 1.1~ p.a., AI&Pa\ u, ut U'l'h.C 

•• ...... at a .ae .p.a. Shol'\17 an., nou~ rq I'OOa 

at ~ Bo\ol •• la Poeh, \II• :. .. n\&J7 ..u.c .. w 

1t.1o •lw .._ I \olt hla ot \llo U'I'UC~'' *lu 

ut Mea .... Ma\o\1'Nl7 Wl\11 !Nett, SOOI'0\&17 I!O~Oll\Ma 

u& I \ll• _, tOI' • walk. lJl \M bol7 o\aoaphuo of 

\wo oo\hot..la " Ntnlaot tna \allr: of aoaaJ U&q.I.Jic, 

noon1a1 \llla au'b,oo\ tor tho aon o ppi'Oprla\o .. ulDC 

pi'OYUot 'bJ \lao putt wblu toi"U \lao 'book rut of \ho 

,_ llall. I\ &nolopot ••17 oulr lD 0\IJ' oODnr~aUoa 

\lla\ \llo soon'-17 ut oablM • ploa \o Juhlag\oa aloll 

&oal\ wlUI opon\loaa la torweri tnaoo. I \ol4 \!Ia 

Soan\ol'f Ulo\ at S\I'U~ I 11M ao\ -11Uoae4 toJ'WU't 

tnaoo 01' h\111'0 .,....uoaa of .., eon. MJ ploa •• 

o4YU ... \o )lla ......... aolel7 oa opO\ Ol)OJ'OUOUo Ba 

wu \lllalrlac 1a tonari tJ"oaea, Wlllle I ... \hlalr:lDC la 

OfO\ ti'U .. alu w wn \o llol4 tor \Ill'" -\he. 

I ....,_,._. \lla\ u. Fnaoh .u ... uoa •• I u& ple\1&1'04 

l\ \o llla wu ntllirlal llo\ll tonori u& apa\ \l'oaa-

oo\1 ... 111 ~ mao S\olllll•Uoa ~. I ado tM 

"la' ~\ Ula apO\ ottu• of true• uo aoar U•• aon 

liQI;J'\U\ .._ ,_..... aol••· I ...._, \bo\ l.awnaa\loo 

... u 1 peJIIOI cwor a pol'lot ot UII'M _...,. wall .... 
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....... ~ .... ,.... \lla\ ~ f~ .uh\ -.14 

fellow. I •t~Hnet \llati \lao rreaeb ooat.I'Ol appaJ"eati" 

le ••lo a\ pli'Noa\ \o eoa\rol tibe fcmMN JIU'U\ ,.\hal' 

.. u wl\la ih OWD l'eiOill'"'• 'l'bo s eent.•ll'1 ~M 

\ha\ Jae u4 tnqvoo\1)' •o•o \lae fonut ta-\ 011 

traaea ~ to. u esborllltiu\ rete wben 011\11te laMI'

••11\ioa ~· be•• lleeo a p-Mti help. I I'Mtll)' dal\t.e& 

\lib pola\ '*' upe4 t.lla\ la\eneeiaC 1a fll\uee al_. 

wa ao\ ..tf1e1ea\ u4 \bet. it t.be n.u ••er J"etll1J'e4 

01&1' Mlp 1a \lae• of ''"'' U ~• lie 1a \be •po\ 

MJ'tto\, 'rM seere\ar)' ••i4 ~t. bo bet aner ... 

\Ia~\ of 10lac la\o \lw 1po\ -.tro\, dDOe t.U oall • 

for auS.et.aau \llonla al&)lti be ul.lai\14, oa4 aiooe 

\laon ...alt lie ao pi'OfU 1a 1\ u t.ben 1111V.l.4 be 1a t.be 

forwart .arko\. I \olt lila \lla\ \be oooe14erat.1oo ot 

pi'Ofi\ ut DO\ ea\oi'H latio liT plao t or .. unlo& l.D\er

aaUOMl ftl"nnlO)' e\alllli\J'• Nnert.bele .. , we oo1114 it 

,.. wlah ....... it 1\ Ut ao\ t.eo4 \ o l.Dt.erten wl\b 

~a\ rreaeb ott1eial pl ... tor t.beir owo aoaeJ .. rket., 

41pod\ 011r ,,., traa•• w1t.ll t.b• !l . l , w. ao4 obt.e1n 

lot.on•\ \boretroa. 'ftl• Sltro\111'1 au .. re4 t.llat. be bat 

\o eoo.ll1t01' \lw pi'Ot1\ 11 ... aa4 \ha\ 1t. ,.., lu&elT 

\b..-cb teeou\raUoc \o OoDCftuioaal o.as.u- hie 

allili\J' " saki a profit. oo op•rat.iou of \ba S\allllisa\S.OD 

,_. \Jia\ lao oll\ll.DM \hair n ppor\ c t t.lleir a pproYal 

tor kill \e 1011\S.. \o vnep t.lle hD4 u or1C.SP111J' 

l..,Ula\M, fto SHJ'O\U)' at ... t \11&\o 1a ...-r W 

n.-a\lt ••• 
Regraded Uclassified



,.,..._. ~·n .. t~rea C4111peoo1ou.l C~\h a•, .aa. 

Mt Mlt ~ \lla\ .be tU .. , ~ opo\ rnn... 1 fol\ 

\.be\ \.be locbla\1• oo\\1A1 111 \lao ll \a'IIUbaUoa ,_. 

.... •ta ~' au\bor1\y, 

311 

I wao ••r.r aorry \.be\ l bot DO\ ezplolaot \.be 

~ropoo1\loa wl\h autt1o1&D\ elorl\T ... to\oU o\ 

S\noMiirl• l \ol4 \lao Boon\o!T· \k\ l\ u4 aonr 

oonrnt \o •• \lao\ •••Dina wlaon .. Ueonoot \lao MUor 

ot\el' ts.-r a\ \.be l.laboc Roqo \.be\ lao wwl4 'Duo a 

oa'lllo \boroon. l \olt bla lb&\ 1t I bo4 ODUo1poto4 

auola • 4eYolopaon\ I woa14 b&Yo eoko4 h1o pora1ae1on to 

0\&y OYOP lD SU.&'bcnu-1 IUI\11 I 001&14 han 4Piwn up o 

prooioo nl\\on uaonu4u 1n \he prA181a, n waa 

os no4, laowe•or, \ba\ wo bo\11 ba4 \be au.o purpoae in 

a1A4. 'I'M soon\U')' \hCJU&b\ tho\ \lao tornl'4 propoa1Uon 

~• otter nal uoio\anoo on4 1t wu bettor t o go ohoo4 

wl\la 1\o Jio 114 110\ f&YOI' \lao l pO\ fPIIIO plOD on4 WOill4 

\ako .. otepo lD tnor \.laenof wi\laou\ 1011n.l\illc 111• 

people at\01' bla 01'1'1Yol lD woalatnc toll, 0114 ho \llollsJI\ 

\!Ia\ .... n .. \lie lllaa••• won o\rollllT ocawt &DT 

foYon'lllo .. uoa. I olaPlT I'OIIIJ'k04 \bat I u4 pn pon4 

tho to\allo4 lo\\or wb1oh he ho4 nquoa\o4 u poa _, plOD 

oat \ba\ 1 woul4 4ol1••r 1\ \o hla before ho ao1.lo4. 

wo ntlli'Do4 \o \bo Hotel wben \lao soen\017 ho4 

arnapt \0 _., s ll' neter1ok Pb1lllpe, wllo ba4 an1Yot 

M.l'llo.: la \M 4ay trca LOD4CIO 111 OOIOI'4&AIO wi\11 ploll& 

_.0 
.Uo _.. a.on\0~7 wae at cop t•AnU'bO&. 

1111\te ... :r\ll lad .... OYW trca Loc4oo w1\b Pb1ll1pe, 

Regraded Uclassified



.... 1' \be a.a.MI'p• • lllnneUou. Tlae ort&1Dal ltM 

M& Mea t• tM ...._ -•be \o M ua.u.a ll:r ~ 
8001'0\&1)>, l'llUllpa aa4 8a"Oftl0ftll, 'J'Iao SIII'O\al';r 

toU ..... , lae -11 llaYa PtlUUpe .U a."o~ 

.. "'· lA"r I all01114 Job \!1• tor Uaaor, Je'-U 

•t..• M alcll\ ton a ..a wl\!1 91llllb• aloaa, I_, 
to ., - \o 80 o.ar -• papa•• oat \o M OYallabla 

-....or •u s .. rotar:r •1cll' .. u ... 
I Ml.apll-4 CUicllal a\ 5,66 p,a, ad laarna4 

\ll.a\ \AI rut 11&4 lo1\ ,00,000 pouu 1A a ocapua\l'fol;r 

ca•l•• 4-r, ocala-' 1 11• aUUoD oa Jtoa4-r. ao\b \lla 

apo\ ant tonal'4 nte• h.a4 •11&AU:r 1apro'l'84, 

.U e.ao Bu\tarwol'\b oua \0 a:r ro• a n4 .. u t.ha\ 

\ba !laerotar,-, wtlo "' \biD \altlng a walk wl\1!, Pblll.lp•, 

ba4 ulle4 .. \o \olapbolla !blatt \o oo•• 4QIID \o BaTl'O 

\ll.a aen .ol'llill&, pnpu'O( \0 oro .. on t.ha llonanUa 

wl\la \lae soan\ar;r troa Sana \o sw'h.aa¥\01".· I ~l.a\alr 

p\ a-tt a\ IUa IC1Jlia\r;r u4 ba aaroat \0 ULa t.l'ip . 

I\ WU UTaap4 \be\ Ill all011l.4 \1'7 \o p\ a liOJ'II&IIUa 

\laka\ tar .. u well u tor lllaaalt. Baton we wen\ 

4owa \o (iJIMI' wl\la \ha S IOI'O\ai'F OD4 Pll1lllpa, 8a'\arwor\la 

wro" 1111 aouo of ab no\a1 wtllla 1a a:r .-. SlDaa I 

MYO DO\ ,.., OMD \!1. .. 1 110\0a, IQ' aoaoran41a &1'111 DO 

Ill ... \ of \he at\anoon•a OOD'I'II' .. \lON wl\b PbUl1pl, 

nMp\ u roYMlM 1A \!Ia Uaaor \allc•. 

A\ \lao tlnaer, a\\aP4a4 liT Olllr \bo tO'III' of u, 

uu rro .. rllk PllUl.lpa Mrlr 1A \bl aoo.,.rao\loa uke& ..... 
Regraded Uclassified
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- ... , ., t-.t hue ,...,..1Uoa .... I ntN'I'M 

Ilia • tM BeawtuF t• tie, "' oaplalaM t.lle .,., 
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plu ftUIU Ulef17, 11-. \bo liMe benluM-N tMutM& 

Ia., ........ uoa wt\b Meana. llaftbaatan at llllatt. 

I ~· Jab tlla\ I bat rout \he heaeb otttelale t.a\lna\14, 

I bat lalla\at \ba\ oar ooa.oraa\loa waa aattralr .._ 

pllft\o17 U4 \bat. 110\Jiiq enl.t lie ,_. U\ll I lad bat 

hnlle• -lll.\IUODI wt.\b Ula s aora...,, IIIII ul. .. a \lla 

e.t.\tala ·- 111 • U.. pi'Ol)OelUoll \o ..U 1\ a 'l'rl,.,..l\1 

•"•. ~1U1pa ... or \lla ~1111oa \bat. \lie lecula\1• 
uta• * .loll llb PU4 ... ••• •• wo.l4 110\ pe:nd\ laoltlllc 

ot ape\ tnnoa. HI Mit \bo 11'1\lala PU4 ... or1&111a\14 

r .. uawlac a\allll1\)' ot \be JIOI&,U. I \Olt Ilia \111\ 

a\&llllt.\7 wu a .. u .. or ralau .. ••• \lie\ 1\ ••OM4 
nuoaallle to uMI'\ako 1\&lllllalllc oparaUou ebb 

111Yolftt \be \lt.J'M MJ•r ....,...s. .. , 111olutill& \lie true . 

~uu.pa \Jaea ra\&rM& t.o \111 t lloaUo• or to,...... 

openUeaa. I \ol& Ilia \11&\ \Aara laa& "- • a1RD&or-

1t.utlllc Mh Ill \111 GIOft\&17 ID4 IIFIIlt t 81.1100 WI 11&4 

\allr ....... \Ill M\\11' t.S.\1 llvrt.etl)', blat. \111\ 1 

uten\oet \be\ SaoJ'I\01')' IIOI'&IDtliA• llt.MOlt laa& ftlllaial& 

\Ill tall'WUt prapoelUn. I t.bd wn\ 111\0 •- &at.all 

to aplala 11Mra111 1 \b"&ll\ \Jio hiD~ 81\uaUoa lla4 

•• tat lapi'OYH u4 lla4 ... raaolla4 a •taa• wiiiH wl\Ja 

1_, 111ta\&IN \he tnao alp\ lie llalt, ooatl&doo 

,......... ut \lla -t.n ••••nll1 pat. oa • lll\\11' _.,...,. 

ut ttuaalal ll&lll, w1\ll oou•,•••' lapJ>OYeMI\ 111 l\1 

• 

s.aunat.lOII&l • • • 

Regraded Uclassified
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iaMne\'-1 ... ,... l'll1llb• ...... \o \lalalt t.lla\ 

a tnae a\ ..,.... uo wu panapa lanl\ona. aa Mlt 

\lla\ 1t tMr .. , • •e.lluc• eoa\nl U -.14 pnk~ p 

M \lla\ Mp\ll Nallat ~ liN .. Of aall MDUOl, 0.... 

.S4wJ.ac t.lla pl4 neenee of '~ S\alllllMUM rat, 

u U4 antlaiU t.lla rnaa eo.l4 ~·~ fnae ,, l\a 

,.... .. , left! ... \llaa \llne -lta w • -" ... t.lla\ 

1\ -.14 t.lln - la \1M Un•U• or uo \o t.11a pout, 

1 ..,,.,laet \1M pa•lt.r et • l'lrbU _,_, al'lele 

wl\llla ~ Den \llfte _._ ... P•• tllb •• t.ha ....... 

.., I tM a4ftllM4 a nq.eUn t.o \1M !laan\uT at. \!ala 

\IM Dlab I ll.a4 DOt. \b"&ht. ot 4o1Dc lD t.ha put., wheD 

t.lle tl'aaa wu at. a lnel wllan lt. eoll14 DOt. poul'lllr 'De 

ll.a14 tatafla1t.a1T lD --. all't ... t.aDtae, aD4 whaD out.al4• 

pe11Uaal .... lUou tM DO\ 'liMa eo t.hna\alliDa t.o all 

ef u, ... panlalllwlr \o r ... aea, •• t.ha7 an at. pl'aaeat., 

I \oU PU11lpa t.lla\ 1 wu -•laM4 \he\ \he 'llal&a 

-14 ,.11_ t.lle tnaa 1t t.lla lat.\... ahor\17 -.at fu 

Iter_. ltt, ... \lla\ t.llle wu4 luUt.at.au sola aal'lH 

of .......ar .,._.,,, 
nUllpa _ ...... .un ... t.lla ... alP' •• 'De • 

MftM ,_. .. .,. t.o Hll toJW&ft haaoa 1t nat lal'p 

~-· u ou t.wo J'ata wan alWQ'I la t.lla Mft:e\ 

\o \aka t.ll•• Be aliO WI UHrt.alD U t.o &a\IMI' \1M 

ruaet tM ur ottldal pU lD t.oDtoa 'lllllat WR14 lie 

ettei'M u eoUa\enl. se ... at.al')' Ul'&aDt.hlll laUMt.M 

\!lat. ._ alclt' !.- la\o \1M poeeUilllt.r at \1M gu!A 

~··. Regraded Uclassified
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etolbc ee.lt wu M llelt ., ...._. ,,eo, •• \laa\ 

M tit ... alaal'e _.Ia .-.nl DPPNUuiOD lad ... \al 
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'' a ,..llno \natlq or .._ 6.ee lo'Nl. fte Boon\uy 

bat \olt ~llllp1 \ba\ -1• la\oo\ npor\o traa .._•loa 

latloa\ot a lau or 111\ono\ \lion 1a .a. mao .... ..., 

••1111 • 

.t.\ t.u • WolaoM&T •nlllc, 411CQ\ M, Bll\~, 

... Xq U( 1 pro ... ._. \o Jla'n'O 117 nU•117 aa4 -...... 

\lie ll!m •Uo. Bll\\o~ aat I ._lDo4 lD Kaoh)'• o 

Milia u\U oallot la\o \ba 8oon\DI')''o nl\e tor 

lullleoa a\ CNlO o•oloot. .Raott wu alnot7 \lion w1\A 

~ IIOon\u'J. !be touo ot u luohot \oco\llor, '1'U 

,_ liOI'&P\ball 'lleTo WOI'O aloo .PJ'OOO!l\, fllo OOATOI'IO\iCNl 

tulll& 1-u.ooa -.. ot a •-nl Ollol' .. \01'. .t.t\or 

lu-... -.o s oon\u'J G l)l&.laot \o auott \lao\ \lw 

pnpool\lla wll.loll M wu Ia a podU• \o pnooa\ \o 

-Ia, 1pook1 .. t• \Ao oo.u-a\ ot \ lao UD1W S\doo 

ot .._rloa, -.. Uttona\ tfta \u\ 11tllu 1 11at ovUlDot 

to ,.._ Jj iJlbMl" oat lbiOtt, 4M \o a .UutonkDClac 

nnl\lac tna laot ett \S.O \o co la\o \lao MUo• 

\Jie..,P'7• Bo 101& .U\ \lao •U••• wn \llo .... , 

ot cl'flat nauo noll u•lo\&Doo u wo oCNlt d \Ao 

'"-' '*• 1t \llo .. nor , ...,.. or llltano\ \o \Ao 

,. ..... •ulotrr or r~uaoo. 

fto .. on\U7 o\eW lie 11at liMa tuon'1117 llpn .... 

• .a.. a••rnl oiM&Uoa 1ll , ..... , •• lao 11at -• l\ 

C.rlat "' tift -ru· YhU, •• o.1ao 117 no ., ..... ... ._., ... 

' 

Regraded Uclassified
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... , •• ~ ............. • t.atnel' w , ....... -

·-·~ ....... .. ··-·· ... , ... heull .... Mftl...a 
\M hae u tu u -.11 lie Ju\ltl.el ua 111 MlS..el 

\laet .., tu\Mr ...,, l ..... l'b al.cllt pla r-.. &tall' 

ll'fU\acll a\ \M ftpeUI Ot Malll -\1'111 U ~-• 

... tt ••1.\w tlla\ \M eeoaoaJ.t tl'-U• ap,.....\17 

...,UI'el .. hnlltl' lnaluUea, -.at 111 MJ.I .._, \M 

~ 11\uUA &lao Ml \o 'M IOUl .. nt, 1111 ...rt 1 

w 'Mea .,,, ... to 1-l't.c tM tnae lt~To.a ua. a. 

~s.au .. \!~at 111 W Mia alatu• " \lilt pelat, 

._, .. , al.aH \lit lepnelaUA \0 Ul, wllilll llal \all .. 

plaN 1.a MaJ. uaa, w u.apt •• u 1Qonut _., 

ol llpl\al \1 li'IUaH ul W alna toM OOYti'JIUJl\ a 

"'''" ot ll'flnl. ...... "'dl'iq ............... , ... 
BaM ol ,.... •• 

ftt ........, \II..P\ \11&\ la \lie 111'-kllt .. l\ 

at.pt M poul'lt ttl' \lat UlllW Std .. , \IIJo 1b lu 

8\t)UI.M\lA J'UI 1 \1 M ol - ualt\U .. \0 11'1111 

1.a pn~auaa a f1lr\UW lepnelattA ot \Ill ~~~~'~'~~~''' 

fte IMn...,- )l'letl.J a 1'1 ... lib pl.all. It ... tn 

t1ae hl\el s ta\11 u1 \M 111'1\llll ShbUlulloa rut• 

\1 pvalt.Ue ~tl.a\17 tnwaH fi'UII (Ill l'lftl'l'tl lpttltl• 

M11F to t~t.nt ..... ,_,. l . ftt rnao -.11 " 

...-Uet -. ,., ., ..U.\II'al la \M UlllW eut .. , nell 

....... 11 .. lt.e1t 1a ..... , ... nl. a. ............ 
Jw ten 111J tM llUk et ,._.... ftlt IMAP\laa It \M 

tnaM .-11 Me a\ \Ill .UlM ol \111 vai.W 8\a\M 

. .. ,us..a•~, •• 
Regraded Uclassified
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5\a'IIUlaaUoa ~. 1JI el\&or col« or f.oUan, Tile 

BMn\uy • p1&1JIM \lla\ llo -.lf. DO\ be wUllJic \o 

.. f.u'Mk• nell operauou IUllooo \be Br1\lu - 1JI 

oa • flf\7-flf\7 'Malo, Ua .. u \be\ he - l f. neono 

\be rich\ \ o DD4 \ho ern• a\ 8117 u ... 

Ruoff o\a'-4 \ha\ 111o Ml a lo\or of rtaaaoo llaf. beee 

Yuy a ppneta\ho ot CNJ' a ppnaell , He, lllleft, \llaDltM 
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\&o s .. n\ary WU'IIlT for 1AYU1Jic lila \o \hll ooateruoo 

uf. for laaYlJic pnau\M a plu *iall alp\ " of na1 

bolp \o J'J'DJieo. h off Mf.o a fw M\oo f.ur1oa \ho 

OOD'fOJ'Oa\loll Ul Ultef. 1f llo alp\ 1-r1a1 bll llll411'o 

o\uf.lac \ o \he 500J'OhJ'7, lhaotf ... or t bo op1nlOD t ho\ 

\ hJ'M ooul .. ra\1oDO won l a Y01Yo4t (l l t bo ous s ••t10D 

ot \bo Sooro\aJ')' b:roaluof. tbo conoral baola of ooopora \loa 

uf.or \~o ft'lpoJ'\1\o Aero-•'1 (I ) b)' s ob& 1nto \ho 

t o:rw.H tftao, \llo \Oobal\ •O ot \he o.,orat.lou of \ho 

3 \oll111.aa\1oa r.ala WOR14 -. e&toa4o4 boJ OD4 t ho apo t 

..rko\1 (I) \lla poillt ao to Juot what .. t.er 1al aaa1atuoo 

woall \hon'117 110 cl'fon rruoo -• not ' ' ' elu.r 1o Ruoff'• 

a lai, Rllotf \bMIP\ \be plDD wur\h oonoUortog oo \ho 

f1Ht \WO polJIU dODO I Df. U k04 \he GOOI'Otii'J to bolp 

bla llo\\oJ' uluo\u4 ·tho \1111'1 po1Jl\, 

fte s ooJ'OMI'J ahuoM \bo U'&\&MJit t bd lf \ho 

Aaerlou aa1 Br1t1oh S\oll111u\1oa PUDlo woro w1Ula& 

\o \U:o ...,.. of \ho foi'WU"f. aerkot for \ho n-o, \hat 

-.11 lM'fO \ho PJ'UOh S\obUlaa\loa r.al \ha\ -- aen 

fJ>M ,.. • ...,. ... for opontla& oa \he opo\ aanot. aaott 

....... \lla\ \bo Val\of. s tet•• w.lf. ~1ro coli la 
... y ... Regraded Uclassified



• II • 

. .. YOJ'k u eoU.a\ol"&l • P \o t h o OE\on\ or \he 

wbloh \ b o 0111\ot S\a\ao hll4 a l iJh\ .. l'I'Y 011 1n 

oporaUou 

t oi'WU't 

tn~oe, 'l'bo SoentU')' conttno4 \hh, Ruott Mh t h e 

pola\, \benton, the\ it \he r renob \hue llat t.o 

bJpot heca\e sol4 t o ooYor \ breo ao11\ho tnno o pera\loae 

oaJ'J'lo4 out t or ~or1oan a oo01111t, \hla woa14 bo 14eot1ool 

with t ho plan thor now r ollow ot taklAa oJ' ea1oulat1na 

wt of \he 11014 wbioh t hor ban 1n \hob ll\eblllza\1011. 

AoooaAt \ho ..ouA\ whloh auet be otlllaet t or reparlDc 

o-ltoaoJitO wblob thor ba·u ontorot lJito on the tol'ftlr4 

aarkot, nuott talle4 to aee, \horotore, bow t bl a eob ... 

.oul4 a otuallr bl'OabD tho poedble a tent to wb lob tbo 

MJ'ket oCNl4 bo eoutrollo4, or bow t he r ronoh s old 

neour ooe wwl4 go anr turtbOJ' t h an under t ho praunt. 

praetloo. Ruoff aa14 that be .ould like to t b l.nk tbie 

nor and aaltet peratoolon t o withdraw l.o onot.hor rOO& 

toJ' a wbllo, Tho !looratory a greed to t b le and let lluort 

knOW ~' ~· eonoo ot t ne ; roposit l on bad been oommunloato4 

t o tho 8J'ltlab TJ'e&OIII'Y and t hat ~1r rrodorlok cb l l llp• 

bat b ee n autt1o1ontlr 1ntorott.o4 t herein t o l ot bla 

mow nat bo would be alad to han Buott 0011.0 on to 

Lon4on tr- SOII\huptoa t o diUU" tbo qu .. Uon at thO 

Tne•lii'Y 1t Bueft aaw ru. It ... not 41aaloeet \0 

SYoff \bat DlJ' rro4erlok Pb1ll1pt bad been 1n Rouon . 

no preaaaahlr gala.d. t.bo tapnoeton \bat. t.be eoaauAloat.ioa 

_. t.~ Jl¥\\arwGrth• Ruoff _. Yhiblr aurprtaet, 

lNt aczoot. fie plann.. t.o t.olepbolla t.be rruah x tah\aJ' 

ot • • • 

Regraded Uclassified
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fll ftaaaM r.... ._~._ \o lllton Ilia ill Ule p...U .. 

lt We ... ,... .. ~ •• 

AI'- -.tf WIR t.a\e ..... ,, n. \h SIIN._,., 

ta1.kM ..... -·-··'* u4 .. t•. -··· ........... . 
liMit\' -..14 ... ••4 .... , ..... •t ... '"''· .. .. 

Ml4 u M\ \e , .... ._r \o ..U U1e U• \e ~Sa. J 

• left \11..,._,....,,, ••U• \o Ylll\ \a. Puew•• ottl ... 

lut •• J •• N\llnlJia, J lad •" *' \lie s .... ..,., 

wu\ .. w \e ~ob lwtr 111ao lad u k .. tor ... 111\MIWI'UI 

... I \h8a \Ilk .. wUII !llaetr 1llao .. nUl umlCIIU " 

elUlfJ' pela\ I '"' nU..t, \a.\ 11, jut ""' .. , 

w\Wllll 'baetl\ .-14 M w \lie ~eh s tali1UaaU• 

hM .... , \!le prapoee4 U'l'IJl&-11\. 'l'!Mn •• UUll 

Ula\ • e01114 aU \o \he !liiH\IU')''I a\a\eaent. 

fte \line ot u _, oa belt t or • p..-aa•• M\ 

1laol'\lr w\ \!le CIIH\arJ u4 n\IU'M4 to the a uUeter 

_..._, ~el'llln. i!llett \oU the noen\u'J' \hat lie 

W ---·· \M .. \tar OYU IIA4 hat 41eeuH4 1\ a 

11\\le ~r wUla llla\Mnonll aa4 111101t. Be \Ilea 

npea\e4 \Jae \UN pela\a u4 ulte4 1t u hat ... ,,.,, ... 

u.- ""'"'11· fte hiHt&I'J' 1114 ao\IIS.. tunher M 

.. 4. J\ ~ ............ , !Nett ~' ...... 

lMfW ... at\11' eeenl\a\lola wl\!1 Sll' FH4ed_. ~1~1 

....... M PUll u4 lat- lib 111Jiill\er 1a \U pna~ ... , 

tor •• &oo111H u \M rnalb ...._, IIIUII " Mlle. 

"" 801.,.,,., \oOit .~ .... -.e or \be oe ... loa " 
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secretary of St atE, 

Washington. 

824, August 26, G p, m. 

PLAIN 

London 

Dated August 26, 1938 

Rto 1d 2 : 45p. m. 

STRICTLY C~IAL.FOR THE ASSISTAI:T SECRETARY 

OF THE TREASUR'i;IFROII BUTTERWORTH, 

// I saw Phillips t oday who said that RuEff had 

rEturned to Paris last evEning. Rueff apparEntly 

mai ntained the s amE a ttitude he took on thE NORMANDIE, 

namEly, that hE fElt surE l>larchandtau would wElcomE 

the suggestion as it woul d (a) augment the Tripartite 

AgrEement and (b) add a new techni que of cooperation; 

but (c) that thE material advantages, as far as thE 

French were concerned, wert morE "formal than rEal" . 

Phillips said that hE and Rueff had discussed tht -~~lt 

questi on and rEachEd agrEEmEn t (1) that Rueff should 

takE up thE matter wi th his Minister who after all 

had had no i nformation to datE and (2) that at the 

same timE thE Bank of England and thE Bank of France 

should discuss thE t Echnical aspects of any such 

arranscmcnt. 
Phillips 
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Phillips also said that 1 t vtas tvidcnt from his 

convErsation with Rucff and his O\m talks wi th thE 

Bank of England that thtrE nEEd not bt any difficulty 

about sccuri ty and in f !lct hE h..'ld found that tti . • • 

Bank of Frnnct did havE oomt gold on Earmark i n London. 

Phillips raisEd thE qucsti on of thE avoi dancE of 

publici t y which hE said RuEff had gathErEd from thE 

SEcretary of thE TrEasury ::as a sine qua no1~ and hE 

said that hE had bErn ndvi std that "directly that kind 

of opEration O.!)pEar s , tbc markEt 1'1111 at onc E knovt 

that somEthi ng is on and bt ablt to tcll who is doing 

tt , " I satd that my imprEssion ~tns tht SccrEtary had 

fclt strongly th~t no public dcclnration should bE 

madt but obviously one could not prEVEnt thE markEt 

from forming its own EstimatE of the charactEr of 

nny projEctEd opcrnti ons . 

I shell of coursE rEport furthEr dEvtlopmrnts . 

JOHNSON 

HPD 
.. 
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Secretary of St~tt, 

VlasMn.:;ton. 

825, :.'.lg1.'.Bt 26, 6 p . m. 

~26 

PLAill 

London 

Dated A~t 26, 1938 

!leo ' d 3:20 p. m. 

PC~ ~REAS~Y PROM BUTTERWORTH. 

?reoccu9ation with the franc situation may obscurE 

t ilE basic -problEm of tht pound-dollar rate , It nu1y be 

of interest to exami nE the position as stcn from London 

particularly as I under stand from the Secretary of thE 

Treasury t~~t in rtply to a stote~cnt he madE t o 

PhillipD to t~t tfftct that ht uould bt disturbed to 

stt the dollar- sterling rotc fall btlou ~4 .86 as he 

felt that sucl: a decline would haVE important consE

quences in yrccipitatina the exodus of funds , Phillips 

said very emphatically that he realized t hat opinion 

was fairly widely held but that ht disagreed with it 

dtcidtdly and ht ocw no reason \1hy dire things should 

happen if tee rete went to 04 .80. 

It occms to me that thio s tatement may mean one of 

two things . (A) that thE Br1t1sh would rather l i ke to 

ott stcrlin~ zo t~t far nnd tbtrtfort would not 
o.nticipo.tt 
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anticipatE that it would break confidence or (B) 

was looking a~cad to a time when some more d t finit• 

arrangement mi3ht have to be negotiated betwEen the two 

countries and therefore did not want (,4. 86 to btc<DE 

in effect a bottom level. Two questions arise 1n this 

connection if (A) i s corrEct . (1) Art the British 

rigllt in their estimation or tlJ: situation and ( 2) would 

the drop to thE (;4.80 level in view or th£ extent or 

327 

( the sterling area bE an eventuality whi ch would be onE 

or such importance to us that discussions on general 

objective~ with thE British might be considered 

duirablc . 

ThE situation which is dcvclopi~ stEms to me to 

point to definite dangers if tbc pound is allowed to go 

beyond C4.86 and Phillips' apparent complacency in 

vicwina such an eventuality seems quite possibly un

justiricd . 11y reasons tor this viEw arc as tollows . 

British Government revenue i s declining though ror the 

present fiscal year the total receipts may not rall short 

or estimatE:! bEcausE income-tax will bE assessEd on th£ 

good-profit yEar 1937-38. But t h£ prospect or sharply 
curtailEd 
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curtailed revenue <spco1ally from this source in the 

coming tiocal ycar will soon have to be t aken i nto 

account . E:r.pEr.diturc 1s r1s 1ng not only tor ar11111111ent 

costs and t::e problcm or balancing tbt: nut budget even 

w1 th thE hElp or such borrowing as the government 1s 

likely to consi dEr advisable will arise next April and 

thE fina nc ial community will anticipate this problem 

sEveral months bEfore it has actually to be dealt with, 

A thrEat t o confid Ence in stEr ling With a buclget problEm 

approach1n~ and nn advErsE tradE balance increasing 

could not b£ contEmplated by thE c i ty with Equanimity, 

I ncidEntally t hE Emphasis laid on tlu: importance of 

balanc1ns thE buclgct bEforE the gold sto.ndard was abandoned 

1n 1931 nc1 tlu: pri .ncipal f'octor which maintained conf'i 

dcnce in t~E nEw situation thEn faced , 

A sl~y upturn i n British industrial and trade 

activity i n t he nExt six mont!~ would do much to casE thE 

problem but thEr E is so f ar n~ evidencE that such a 

r Ecovery is likely. In spite or the foot that building 

renai ns nt 0 fcirly hiGh lEVEl, ~cnt activity continues 

to stimulate spec1cliz£d i ndustries nnd 1ntErnnl tradE 

rcmnina rElatively steady the outlook for gEneral recovery 

1a 
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i a by no mEans good bEcause Great Britain's dEpendEnce 

on exports is so great and the dEpression in hEr basic 

export industries continues to become more acute . In 

any case a t~c-lag or at least six months artcr any 

marked United States recovery must be expectEd bEforE a 

revival in thE demand ror primary products and the 

restoration or purchasing power in Br itain's princ i pal 

export marl{tts produces a ny a!;)prcc i ablt increase in 

the volume or British exports . Unemployment i n the 

principal tx9ort trades whicn account f or 40 percent 

or total unemployment will continue to be a drag on thE 

whole economic body for a comparatively long period a nd 

the snow- ballinG EffEct will reduct profit margi ns and 

tax receipts nhilE the expenses or thE social services 

will be aUGmentEd and the t rade balance will r emain 

adverse . 

At present British buaincaa men do not lack con

fidence in sterling or in the !J:OVtrnLlEnt 'o ability to 

deal with t hE comi ng problems , Industrial investment 

is practi cally at a standstill because prospects of 

profitablE trade simply arc not thEre , Depr ession in 

the basic export industries not only precludEs any new 
investment 

• 
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investment in these industries but nlao slows down economic 

activity i n consumers goods, construction, distributive 

trades , et cetera, and makes busintss mEn avoid expan

sion 1n tr~ir industries even i f they cater predomintntly 

tor thE homE markEt . ThE hEsitancy of capital to sEEk 

industrial invcstm:nt dOEs producE a pr'lthora of funds 

which will tc.1d to makE govErnment borrowing chEap and 

will creat e conditions conducive to recovEry unlEss 

(repeat \mless) there should be a brenk in confidence 

in the fntl'.rE of st~rlin5 and consequent cxodus of 

capi tal to ~!ew York. British confidEncE in stcrl1ng 

may be stron:; but thE attitudE of foreignErs may makE 

or break .a g iven resistance . 

The London short term position With the possibilities 

of the withdrawal of bot money and ~Erhe.ps evEn also fund s 

ot central b~;s of such parts of t~e sterling area as 

Scandinavia makes it imperative from the British point 

of vit~l to naintai n long-term confidence in sterling. 

Even thovgh thE cxoha~e equalization account may havE 

adequate reserves agai nst withdrawal. of abort- term 

overseaa bal~~ces any senoational exodus of capital 

arising frorn a brEak i n confidencE in sterling would 
bE a 
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be n ver;: cL -~ :.·ent t h i ng f':rOl!l c. u! t :"ldr nwa l of funds 

ar i ::JL"•; fron 1: t return of confide:lce for ex0111ple in ... 
tile fr:-.nc , becn\\Oe~ t mis ht carry also a n outflow of 

13r :l.tioh CC!Ji tnl o.nd r.tight go. in r r.:ni dly in momentum o.nd 

accent~~tion or tb£ f l ight to gold ~uld also occur. 

In v ie\"1 or the above nnd of '; ' !C undoubted psycholog i

oal rc ::istcncc u:1ich would help to !:ID.i ntcin a rate 

nt the old 'lU:"i t y lev£1 and wh i c h rould not b e true of any 

new l evel i t o cc:.n:~ to me t hat Phill ips ' complacency in 

viewinG S\•.c h an eventuality i s ql\it e possibly only 

a , parm t , I f m<:~ttcrs wer e allowed to rid e until the 

30Wldncss Of SUC'\ a Vi E\/ tttr£ put to the t ea t 8 situation 

rni:')::t dEvelop nhich oould req uire drastic action and tl"£ 

United ~ta'.:c3 ·.;ould proba bly have to t nkc a very large 

amount o! ·;old. .Althou;;h th.c United S t a t es would probably 
"tl G.9'f\T« 'I' ( u c.. 

a lso r..av E-. t o talt£ :~omc millions of z ol d in order to hold 
~ 

the r o t e"-ll:lt the old pori ty the n::to\mt woul d be very much 

l ess t r.nn i f :n ythins a ppr·'.:.chin:; :o. flight movement were 

allowed to develop. 

In :~hort tlle rnnir>tL r.c nc.e of confi dence in sterling 

t . ar(\ of cour s e th£ llr >. ~iGh 'l'reasury will not i s 1mpr r c ). ve 

wish it to iJc imJ)aircd , But it i ll poas i bl c that they ntcy 

test 
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tEat thE staying power of confidEnce by allowing the 

ratE to dip bElow thr old pari ty level a few times and 

if it proves not costly to bring it back they may let 

it dip increasingly lower until the idea of a lowrr rate 

becomes gradually accepted. If on the other hand danger 

signals appear as soon as a ltvtl btlow ~4.86 1s touched 

thty would then Either have to pay heavily to hold 04. 86 

or it would bEcome imperativE to givE to strrli ng some 

nEw stabi~ity that would command confidence. In such 

an cvtnt\lO.lity spEEdy o.ction in which the UnitEd StatEs 

would ho.vE to share might be ntotoaary. 

The present cri t ical European sit~tion also 

s'U8geats a few thou,;hts on thE probable policy of Britain 

1n the fo.cc of such o. Europeo.n criaio as might really 

lead to wnr . It SEEmS logical to expect ttnt sterling 

would bE allowed to drop quickly to a considerablE 

cxtcnt o.fttr which a new levtl uould be held to give 

confidcnct for a pEri od at lro.ot . Wit h conaidcro.blt 

rcsouroEo ror wartimE purchaaco in the UnitEd Stctra in 

the rorm of dollar assets and of gold a d tprcciction in 

stErling would not greatly 1mpn1r ~tdiotE purchasing 

powrr there . !t:my row mo.tcriala \lould ol!lo be owtlablE 

in thE 
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in thE Enp irE anc1 other s cc tions of' the sterling area. 

FurthermorE , forE i gn s t erling funds in London would 

t lltrtby ~E soru:what rEducEd in tEno\8 of goods and 

SErViCES • 

JO!!llSON 

WIVC 
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SEcretary of State, 

Washington. 

826, Ausust 2G, 7 p. m. 

FOR TREASURY FROM BUTTERWORTH. 

PLAIN 

London 

Dated August 26, 1938 

Rtc 1 d 3:50 p. m. 

In connEction with my 825, August 26, 6 P• m. , it may 

bE Of intErEst that today 1 s Editorial in thE FINANCIAL NEWS 

on "TripartitE Troubles" analysts thE agrEEmEnt and its 

results and concludEs as follows: 

~It must frankly bE admitted ntvtrthtlEss that thE 

broader achiEVEmEnts of thE TripartitE Pact havE bEEn 

far from spectacular . During the period of its operation 

the franc has depreciated stEadily from 105 to 179 to thE 

pound. Dollars havE fluctuatEd against sterling bEtwEEn 

limits of 5 . 03 7/16 and 4. 87 l/4, whilE the pric e of gold 

has moved betwEEn 139S . 3 1/20, and 142S, 9D. Although 

this may sEEm to represent a fair degrEE of stability 

in rEtrospEct that stability has nEVEr bEEn of a kind 

on which thE businEss community oould place grEat 

relianCE at any particular momrnt , thE pEriod has SEEn 

a suootssion of currrnoy soorts duE partly to political 
unrest 
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unrest but in grEat mEasurE to rumours of a chong£ in 

t h t dollar pricE for gold. It is fair to suggEs 'C that 

if in fact thE dollar bas bttn h t !d fairl y stablE 'Ct~t 

i s duE not to thE Trip9rtitt Agrtcntnt but to thE fact 

that domEs~ic ~onsidErationJ havE nEVEr bEEn sufficiEnt

ly powErful to ind~cE ~hr UnitEd 3tatrs administration 

to undtrtt' k£ a uniln tt>.'a'. r.hongt i n thE dollar parity • 

That tlH t.gr·~"-lliCnt should }'AvE fnilrd to sEcure rtnl 

s t ability VTas pErhups i nr.vit.ablt,, . ' Alt .1ough re.ch of thE 

porticipoti~ govrrmnm,;d c.fft.rmtd its dEsir~ to promotE 

EXChange ~tability Each rEsErvEd its r ight to "takE lnto 

full o~count ~hE rEq~r~tnts of inttrn~l prospEri ty• . 

In thE lost rEsort thoJE obj EctivEs orE incompnti~lE 

EXChangE stability which l! to co~nd nny confidtnct 

i mpl i Ed that somEbody m~st bE prEpared to dEflate somE 

timr . In f act, of cours e, no~ody io prEparEd nowadays 

to dtflct£ in or der to maint~ir. nn rxchangt pari ty and 

in th£ cost of Amrrica that rr.a trvation is expr essed 

in t h£ 11 tv: rnty- fou:• b0\1:'11 basis Of 1 ts (lOl d priCE -- thE 

~oot di3locating f actor i n r~cLnt E~c~~ngE his tory. 

HencE thE tru£ i~portanc: of thE TripartitE Agrtcotnt 

lit& no t i n its ttclmicul but i n its political implicati~ns . 
It 

• 
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It is probably truE that until recently the effect of 

the agreemEnt was to kEEp the franc over-valued i n 

relation to the dollar and to a lcso EXtent in rElation 

to sterling and that the agreement still prevents the 

over-valuation of stErlin£ against tht dollar from 

being corrEcted. In the nEar future this countr y ' s 

adherence to the a~rt~tnt is likely to be tested to 

the uttermost fer thtrt is litt le doubt that the 

defEncE of stErling at its prEDtnt dollar value will 

Entail the loss 0f furthEr large quantitiEs of gold. 

No doubt it is truE that currency deprEciation is not 

thE best means of corrcctir~ our adverse balance at a 

timE when large imports of materialo arE nEEdEd for 

rearmnment. The best course mny w~~l bt to continue 

financing our import surph1s by drawing on our ovcrsco.s 

investments and if nec essary a l ar &E part of our gold 

reserve. Even if that wert not so it might bE worth 

whilE to suffer considtrnblE inconvEniencE rather thnn 

to break away from the ngrEtmcnt since the l atter 

affords a means of prcscrvins the political solidarity 

of the democratic nationD. But it mny seen regrettablE 
to 

' 
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to some that AmErican viEWs on Exchange ratEs arE 

rElativEly rigid and that the scouring of thE political 

b~ntfits of the agreement should ooneequcntly bE a 

matter lEft so largely to this country. " 

wwc 
OW 

JOHNSON 

•• 
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J'IOK: .&mer1oan ~ba .. y, Pa.ria 

10.: 1354 

~TEl AUgUet 36, 1936, 7 p.m. 

J'JIOK OOOBIWI. 

!o hold t .he rate at 176.36 U waa neoe .. ary for 

the J'ranoh atab U1zat1on fund, on a oala -.rltet; to 

yield only 1 20,000 pounds today. BoweYer, the fund 

ba4 to proYide 130,000 pounds 1n addition for Treaeury 

needs.· fbue the day'• lo••••. •ere 350, 000 pounds. 

BULL IT! 
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