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Stcrttary of StatE, 

Washington. 

8281 August 27, 1 p .m. 

GRAY 

London 

DatEd August 2711938 

REc ' d 8 : 30 a . m. 

FOR TREASURY FROM BUTTERWORTH. 

ThE momentum of t ht movE:llltnt i'rom stErling into 

dollars has carriEd ovEr from yEstErday to today. ThE 

prEssurE on thE dollar was particularly noti cEabl E bE­

torE gold f ixing which was unusually largE for a satur­

day, 340 bars bEing d Eal t 1n. ThE Easing of thE prEssurt 

on thE ratE ai'ttr fixing indicatEs that a substantial 

amount was donE for arbi trag£ although i t is somEWhat 

difficult to arrangE whm thE parity at f1x:1ng is at a 

onE-half pmny prEmium. ThE franc rtmainEd idlE and 

s tEady at 178 3/B. 

In usually wEll- informEd quartErs thE rEport is 

now crEditEd that thE stat£ of MontagUE Norman's htalth 

will nEcEssitatE his rttir r.mtnt in tht not distant 

tuturt. 

DDII :HPD JOHNSON 

1 

• 
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FEDERAL RESERVE BAN K 

Of' N~:wYoAK 

August :n, 19)8, 

Dear ll.r. Secreto.ryc 

In thla first letter on your return tro. abroad it eaeae appro-

prieta t o ravia .. brib fly the put two aontha' aoti vi ties i n the cepi tal 

aarket. 

The .arket for bond i aaues of high investment rating baa bten 

conaiatantly good . The volume of offerings baa re.aiMd far above tba 
/ 

low levels of the first five .ontbe of tbia year and bee enraged aa hil h 

aa in the beat quarter of 19.37. Interest r a tea on the higher grade bonda 

have been at or near r ecord low levels , and they have been unifor.ly wall 

received. The tendency during thia period baa been for rates to fall 

slightly. For eX&~~ple, on June 1 $33,000 ,000 ot Co11110nwealt h Edison Ooll­

pany first aortgage 3 1/2 per cent bonds of 1968, rated Aa, were u.rketed 

at 102 1/4, to yield about 3. 38 per cant, and were quoted in the u.rket 

around 104, whereas on August 2S a duplicate offering waa .ada at 103 1/2, 

to yield about 3 .31 par cant, and the Mrket quotation proaptly want to 

around lOS. 

Thera baTe bean no large offerings of co.-on or preferred stock 

during tha peat t wo aonthe . An offering to e.11plo;ye .. of $2, 2SO,OOO Saara 

Roebuok and Co11pa117 stock and the public flotation of 30,000 abarea of 

Scott Pa per Coapa~ t4.SO preferred at.ook at 104.7S ($3,142, SOO) , whiob 

wu quicklJ' bid up to arOWid 110, hen bean t he o-nly atook ia.uea of a~ 

abe. The Scott Paper iaaue 11 better protected with r egard to &arnillfl& 

than II&DT boDI!a. I n addition to U. continued abeence of a t.ook i a iiUaa , 

• 
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Bon. llenry llorgentbau, Jr. 

two or three bond iuuee rated Baa or Ba by llood,y 1 a haY& been indifferently 

receiYed. So.., Baa iaeuea haY& been aarketed quite succeeetully, but h111111 

in thil quality ranae, which is near the bottoa or below the grades ~ 

bou&ht by institutional bu:rere do not gener&J..ly find a ready ..nat. 

The least aucceeatul flots tion since the rerl-.al. of t be new seOUl'-

itiea market in Juno baa been 17,500, 000 Industrial Rayon Corporation first 

aortgage 4 l/2a of 1948, rated Ba, offered at 99 , and now quoted at 93 1/2 -

9L 1/4. A aoclerats , though not eabarraasing, a110unt of this ieaue Ja a till 

in the banda of underwri tere. t his sort of erperl.ance sene a to aalte under­

writers cautious about undertaldng co=ait.ente i n lo••r grade iaeuea and to 

make clear the Uaitetions of the eurrent aarket. Ten ail.l.ion dollars ot 

Crucible Steel Compa~ of America debenture 4 l/2a ot 1948, rated Baa, offered 

this •eek at 99 1/4 , ie currentlf moving slowly and ia quoted at diecounta 

below the offering price of •leas 2 bid , leas 1 3/4 &eked• . 

follows : 

The larger issues aarketed during :Sul.7 and August have been •• 

July 
Standard Oil Coap~ of New Jersey debenture 2 3/4e of 

1953 at 99 and serial notes of 1943-47 - $85,000,000 

Southweatern Ball Telephone Coapa~ first and r efunding 
aortgage 3a or 1968 at par - $30,000,000 

Detroit Edison Oa.p&.<O' general and refunding 
aortgage 3 1/21 ot 1966 at l.06, by priY&te 
aal.e - $15 ' 000 ,ooo 

Auguat 
Indianapolis Power and Light Coapa~ tirat 

mortgage 3 3/4a of 1968 at par and serial. 
notes ot 1939-48 - $37,500,000 

Toledo Edison Ca.pa~ first aortgage 3 1/2• 
of 1968 at 101 1/2 and debenture 4• of 
1948 at 100 3/4 - e36, 500,000 

!law York Steu Corporation tira t aortgage 
3 l/2a, 1963 at par, suarantMd b7 Coo-
aolldated F4bon ~ - t27,982,000 

3 
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lion. fielD")' llorpntllau, lr. 8/~/38 . 

Weat Penn Po .. r C~ first aortgage ) l /4a 

of 1968, by priftta ae.h - $17,000, 000 

PhUllpa Petl"ola\111 ~ eonnrtibla deben­

ture )a of 1948 being offered to stock-

boldera at per, now quoted &boTe 1.06 - $2~,000,000 

Co..onwealtb Ectleon CoapenJ first aortpga 

3 l/2& of 1968 at 103 l/2 - $33, 000,000 

Lone Star Gas C011p&!Q' conTertible debentur. 

3 l/2& of 195) at 102 - $20, 000,000 

The only offering expected during the r• .. lnlng few daya of 

August ie $10 ,000,000 Gu.lt States Utilities Coap6117 first aortgap and re­

funding 4s of 1966. I f this iuue appears , flotations during .lugu.t will 

eomJ)IIl'e with the preceding two 80nths ae followaa 
(Millions of Dollars) 

12J§. lin Capital Rafundtnc ~ 

June (highest since June , 19)7) 167.9 

July 129.7 

August (prall a!naey) 68 

127.7 

53 .0 

220 

295.6 

182. 7 

288 

It will be noted that the TOlUDe of issues for new capital in 

August ia well below that or June and Jlll3". The uounta in thoae .ontha 

were, howe.,.r, largel:y the result of t he $100,000,000 ODited State& Staal 

Corporation and 88~ , 000, 000 Standard Oil C011p&!Q' isauaa. 

In early Septa•ber co.oo,..alth !diaon ~ will giTe stock­

holdere rights to aubscrihe to ao.e $39, 250 ,000 of conTertibla debenture 

3 1/2a or 19~8 a t per, an offering 111a11ar to u,. ft'7 -••tul one in 

June. The onJ.T ot.ber larp iaaue now ln reaiatratiOD ia ~)0,000,000 Youn&­

stom Sheet and Tube conftrtibla debentures of 1948, wboae regi.tration rl U 

becoee tull;y effectiTe earl.7 in Septe.ber. A ,....her of otbar large iaauaa, 

howenr, Ill"& approaching the atap of regiatrat i on, and tbe TOl.- of new 

tlotationa Me .. lll<el.7 to eonti- aubatantiu. 

• 
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... llear7 llorp~RM. .. Jr. emna. . •. 

Jlua1o1p.J. a~ duriJII tile paat two -u.. ba'N """ ..,...._t 
lower a'Nn tban the low le'NlB duriiiC tile tlrat half ot 1937, tba total. ill 

both Jul:y and August belli& about t~,ooo,ooo. P:rio .. at wbioh ia-• ba'N 

aa in the oaee ot corporate iu,..a, been at or Dear reoord 

low leYala , tbou.cb 110118 baY& been diatributed rather alowly. Dul.era' 11>-

nntorlea are atUl relati'N.ly '"r'f low. 

Ver:y trul7 :rour•• 

~~ 
t RaDdolpb Bv.rgeaa 
Vloe P:r .. 1dnt .. I() .... 

~ 

~ ., • . ~ 
' 

Henry llorgantbau, Jr., <-... 
or the THaaurr, .... 

D. C. • • • ' <> 
:. ~ 

.. 
N 
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TO 

,ROM 

TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

8eoretar7~thau 

Kr. Hu.~ 

oATil Augult 29, 193!1 

SubJeot: !be BueiDeaa 8ituation, 
Week Ending Auguat 27, 19311. 

Conolueiona 

(1) 

Bueineee aotiYitT haa oontinued to i~roYe during 

August, present eeti .. tea euggeatiug an PRB index ~or 

the month o~ around !15, aa oollpered W1 th !13 in JulT and 

77 in June. I. ~rther rile 1e generallT expeoted during 

September, largelT beoauae the earlT ahutdown o~ auto­

mobile plants thla aaaeon will probablT result in a oontra­

eeaeonal expanaion during Septeaber in thia induatrT and 

related induetr!ee. 

(2) 

Further buainen improY•ent during the laat quarter 

ot the Tear aee1u llltelT to be gradual, aooording to preeent 

indioationa, and irregularitT a&T deYelop, ainoe 

(a) Hew order• eo ~ar haYa not ahown a great 
~ronMnt. 

(b) Weakneae in oommoditT prioea haa tended to 

retard reooYerT. While the do .. atio aituation ~aYOra 
riling prioee, ita et~eot hae been largelT nullified 

bT detlation&rT ~oreign deYelopaentl. 

(o) The OonrnMnt a~nding progl'all under tbe 

Publ1o Worlte Admlniatration ie alow in getting 
under WeT, and will not haYe ita MxiiiUa intluenoe 

on buaineae untU next Tear. 

s 
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(3) 

Weekneaa in the tore1.jpl a1 t uat1on U the prinoip~ 

unaettl111C 111tl'IMI110e at preaent. It baa brought abo'llt a 

turther deoline in aterling exahange, a aenre priM break 

in the Berlin atoolt •rket, and a deoline in the London 

aarket whloh baa oarr1ed railroad atooka to a new low t or 

the )'ear. It haa bean an i11p0rtant taotor in the deoliniag 

trend ot oo.aod1t1 prioe a. 

( ~) 

!'he auto110b1le 1nduatrr, wh1oh ia 1ll a etrong poai t1on 

tor adTanoement, will proTide a a.Jor aupporting t aotor tor 

bue1ne .. acti T1 t1 th1a t~l. A continued uptrend in ree1-

dent1~ bu1ld1ns peralta, paat the nor.al aeuonal peak, 

auggeata that the conatruction induatrr will ~eo oontr1bute 

aubatant1all1 to tal l bue1ne .. aotiTit)'. · 

(5) 

The longer tor. outlook oontinuea t o point toward 

turther bu811111 .. ga1ne 1n 1939, barring untaTOrable tore1gn 

denlopmente, under tbe combined intlueno .. ot an e:r;peoted 

recoTerJ 1n priTate epend1ng and an aocelarated rate ot 

OoTerrl.lllnt •pending. 

The general eityttion 

The -er upturn 1ll buaine11 act1rtt7, whioh carried 

the J'aB iDdex to 83 in Jul7, a• compared w1 th 77 in June, 

hal alaoltened ite pace ao•ewhat i n August, owing largal)' to 

an earlier than ue~ abatdown ot auto110bUe plant• tor the 

change-oTar to new IIOdal a . NeTerthel aae , eteel act1Tit1 in 

Auguat haa 1noreaaed to an anrage ot about ~ percent ot 

capaci t)', a• compared w1 th 35 peroant in Jul)', and proepeota 

taTor a gain ill the nul iDdax to around 85 in Auguet. A 

turther illproTa•nt ie looked t o r during 8aptamar, 'lllhen a 

oontra- aeaaonal expansion in autoaobila production 11 ex­

pected to eti.ulate aotiTit)' in .. D7 related i nduatr1aa. 

' The New York Ti.M 1 weekl.)' buainall index (See Chart 1) 

hae abown a contlllued upward trend during Auguet , tSi tlpre 

ot 1!14 .~ tor the weak andins Az18uet 20 repreeent1ng the h1p­

aet laTal allloa laet Dac .. ber. Rapid improTeMnt in elaotr1o 

power production, atael production, and oot ton a111 actiTlt)' 

han been 110etl1 reeponeible tor the riM in thie index, •• 

shown on the chart. 

1 
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The outlook ror bueineae aotiYity ~ring the laat quarter 

or the year, howaYer, ie clouded by Yarioue unoerteintiee. 

Further improniDBnt during the late !all and winter 11a1 there­

tore be erratic. The Yarioue uncertainties in the preeent 

outlook are dlaouaeed in the folloWing eeotione. 

The 11tuat1on abroad 

Weekneee in the foreign situation eeeme to contribute moat 

or t he uncertainty to our business outlook, particularly in ita 

weakening influence on commodity pricee. InYolYed in the for­

eign ai tuation hen been ( 1) war rear a, 1ntene1!ied by reoent 

deYelopmente in Eastern Europe and in Spain; (2) weakneee in 

foreign eeouri ty prioee , whloh hae brought pan.ic condl tiona on 

the Berlin exChange and carried railroad etooke on the London 

market to a new low tor the year; and (3) weakneae in foreign 

currenoiee in ~elation to the dollar. 

The decline in eterl1ng to a new low tor several yeare 

(Bee Chert 2) seems to us particula.rly aigni!ioant ae e'f'idenee 

or foreign deflationary in!luencee. The effect or these 

influences on commodity prioee in the Unite~ States, ae indi­

cated on the ohart, haTe been quite evident since laet February. 

The decline in eterl1ng whloh began during the second hal! of 

June seems to haTe reflected foreign deflationary intluenoea 

which, a raw weeke later, weakened commodity prioea 1n thie 

country deepi te the sharp i mproYement in bueineee aoth1. ty. 

Some improYement in sterling einoe mid-August hea been accom­

panied by a strengthening or oommodity pricee. 

The !aot that business hae been able to aake r apid gaine 

this summer despite the handicap or foreign weakneee teetitiea 

to the underlying etre.ngth in our domeetio e1tuat1on. Nenrthe­

leae , the decline 1n commodity prioea ie not in accord with the 

usual pattern in times or bueineee reviYal, and creates an 

uncertainty which will tend to hold reooYery baok. 

A falling ott in agricultural buying attributable to the 

weaknese in !arm product prioee hae been partly reaponeible 

tor a recent curtailment of operations by the International 

HarYeeter Oompanr at ite Jlilwaukee plant and ita Chicago 

tractor works, attar both had resumed operations folloWing 

shutdowns during J uly. 

New orders tending to decline 

OUr weekly index ot new ordere (See Chert 3) hee tended 

to decline eo88What during August, folloWing the increase in 

July to a new high tor the year. While this mar be due to 

aeaeonal intluenoee, it oaeta some doubt on the tall busineae 

outlook. Any upturn in bueineee muet neoeeearil1 be preceded 

or aoco11panied by an inoreaee 1n new orders. 

8 
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A decisive upturn in commodity prioes and etook prioes 

from present l evels would doubtless bring an immediate increase 

in new oraers, as was the case last June, and a corresponding 

improvement in business aotivitJ. 

The stook market situation 

In view of its effect on new orders, tDe action of the 

stock market during September, following its sidewise aovement 

within a limited range over a period of nearly two months, aay 

provide an important indication of the tall business trend. 

A consi der able section or the business publio will be influenced 

in their actions by the direction taken by stock prices after 

t hi s perioa ot consolidation. 

'£he large volume of idle investment funds and low money 

r ates, together with the prospect ot an improving business trend 

under the Government spending program, continue to provide strong 

supporting taotors tor stock prices. On the other band, the 

weakened foreign situation ana the decline in oomaodity pricea 

have worked against the market. Stock prices recently have been 

mai ntained in part by buying based on the general belief that 

busineas will i~rove sharply after Labor Day. This widespread 

optimi sa, without much tangible backing in the torm ot new orders , 

may r eact against the stock market it business during September 

does not show as much improvement as expected. It may be recalled 

that the same sentiment at this time last year contributed to a 

building up of inventories and a general over-bought condition 

which made the stock market unusually vulnerable to unfavorable 

news during the early tall. 

The steel situation 

Some tendency to build up inventories of finished producta 

hae appeared in the steel industry, according to various reports. 

This would seem to be borne out by a oowparison of current 

operating rates with the volume ot new steel orders, ae reported 

by the U. s. Steel Corporation. 

While the operating rate tor the industry during the week 

ended August 27 stood at 42.8 percent of oapaoity, the higbeat 

since the early part of last November, new orders ot the 

U. s. Steel Corporation during the paat two weeks have been 

running at only 32 to 33 percent ot capacity . It ie possible, 
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howeTer, that the d180rBP&J10)' •1 be lbze to the independent 
oompen1ee reoeirtng ordere at a relatiTel:r higher rate. '!'be 

independent• are running at about 50 percent or oapaoit;r ae 
compared with about 30 peroent tor u. 8. Steel. 

Co111111eoting on the eteel 11tuat1on, the Journal or co­
meroe ea;re: "Kore eizable upturn• in eteel production are 
expected atter Labor Da;r, when eteel aanutaoturere look tor 
the releaee ot a good deal or pending miscellaneous and auto­
mobile buelneu. Anticipating euoh expansion in orders, eteel 
mille in Detroit and eo.a other Eastern areae are building up 

their own etooks ot eeai-tiniehed eteel. 1 Writere i n tbe 
American lletal llarket hold the same opinion. 

Tbe inTentorz eituation 

J'urther progreu in reduoi~ iDYentoriee wae aade during 
June and Jul)', according to our estimates (Bee Chart 4), 
reducing them to below the leTel at the beginning ot 1937, 
when tbe;r were apparentl:r not burdeneoae. In certain 11nee, 
howner, etooke ot tin1ehed and aea1-tin1ehed product. are 
etill exceeeiTe, and will tend to reterd production during 
the earl:r etagee or reooTer;r . Tin plate llakere and oan Mnu­
t aoturere, tor example, continue to eutter from large inTen­
toriee accumulated laat :rear; agricultural implement oompaniee 
are reported to be onr-etooked; and euppl1ea ot petroleua 
produote are eubetantiall;r higher than laet :rear. In certain 
ke;r industriee, on the other band, ae the automobile industr:r 
and in retail trade, depleted inTentoriee haTe beooae a bull­
ieh factor. 

Whether present 1nTentor1ee become burdeneoae, or not, 
will depend to a great extent upon the trend ot prioee. It 
oommodit;r price• renew tbeir riee, preaent inventories will 
doubtless be held ae aeaete, while declining prioee would 
tend to toroe thea upon the aarket. 

Auto e1tuat1on a etrong factor in tall outlook 

The ke;r to bueineee aotiT1t;r during the earl;r tall aa:r 
be prortded b;r the autoaobile induetr;r. In their rueh to 
get new-model oar• on tbe aarket to take adTantage ot an 
1mproTement in deaand that hae been eTident tor eenral 
monthe, auto aanutaoturere haTe ehut down their plante tor 
the obange-onr earlier than ueual, and expect to be expand­
ing operation• on DIW aodele during Bepteaber, whloh ie 
ueuall;r the low aonth. 

10 
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'!'he automobile e1 tuat1oft appeare '1117 fa""rable. Ou.r 
chart on bado de•nd (Bee ObaJ't ~) abowa the auto110bile 
induatl'T to be in the 1101t tawra~• poaition of ~ aaJor 
gJ'Oup. While pJ'Oduotion in a number of other induatriee haa 
rieen nearlT to the le'f'el of deaend, automobile production 
during the put ee'leral 110nth1 ( eeaeonallT a4Juated) hal bee 
deol1nlng, While the baeio deaend tor autoJaObllee hal ~pJ'O'Ied. 

Oontil'!llng the 1lllpJ'OYellent in baaio deii&J\d ie the faot 
that retail ealn of 1938 110dell during J'ulT and Auguet han 
ehown oontra-eeuonal atrength. !'he oont1.nued hea'f'T retail 
eal11 on the e'f'e of a eubetantial ohange in !IOdele and an 
expected reduction in prioee aeeae partioularlT eignifioant 
aa evidence of a etJ'Ong demand. Field atooke of 1938 aodele 
ban been reduced to negligible figuree, &ftd the ueed oar 
situation 11 reported to be the beet in 11nral Teare, thue 
plaoing the induetrT 1n a paJ'tioularlT fa""rable poeition tor 
the fall eeuon. Exp&ftdon in thie induetrT will ""'' to 
maintain or inoreaee aoti'f'itT in eteel, glaee, rubber, and 
other related induetriee. 

The oonatruotion outlook 

Recent figuree on residential building pel'!lltl, 'llhioh 
ant1o1pate oofttraot awards, ehow a deoided upturn during tba 
paet two or three monthe, at a eeaeoft later th&ft the noraal 
peak of bo• building. 1'be Departaent of Labor reporte that 
parmi te for boae building 1n urban area• during J'ulT were 
79. 1 peroent above tboee in June, and 128.8 percent abo'f'e 
those for J'ulT laet Tear. Thie euggeete that residential 
contract award• and aotual conetruotion ebould be well aa1n­
talned dur1ng the fall 110nth1. 

Ree1dential oontraot awards during JulT, aooording to 
the r. 11. Dodge tiguree, exoeedld thoee of JulT laet T•ar bT 
8. 5 peJ'Oent. Thie wu the flret 110nth 1n 1938 to ehow a gain 
o'f'er the prertoue TBar. '!'otal oonetruot1on awarde, howenr, 
were eoaewhat lower th&ft in JulT, 1937, owing to a e11&ller 
volume of awarde both in the publ1o work• and utilit1n and 
in the 1 non-ree1dential1 olaeeifioatione. 

1'be 'f'Oluae of boae mortgape 11leoted tor apprallal bT 
the FHA lhowed no eeaeonal deoline during JulT, •• ooourred 
lut Tear, but remained at a peak 100 pei'Oent abo'f'e the pre­

vioue Tear'• figure . 

• 
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Commoditr pricee 

Contending both With detlationarJ foreign 1ntluencee and 
With large 1Uppl1ee ot term producte, the trend ot oommod1t7 
pr1cee t hia eu.-r hae been downward. An adJuet•nt ot 
t1n.1ahed goode pr1cee to lower leTele, notabl7 1n the caee ot 
at eel producte, hae aleo lowered the general price index. 
The decline hae oarrled the BLB all-ooiiJIIo41 t7 index to a new 
low e1noe December 193~. and the t arm produote index to a 
new low e1noe Jul7 193~. 

Boae eTidenoe ot a etrengthening in the pr1oe eituat1on 
haa reoentl7 appeared, aoooarp&l\Tlng the etronger trend ot 
eterl1ng exchange. (Rater to Chart 2. ) With the proepeot ot 
an 111proT1ng 1n&latr1al deaand, together With aeuuree talten 
b7 the Ma1n1etraUon to support pr1oee ot wheat , cotton, and 
other tar- produota , ooamodi t7 prioee would reepond quiokl.7 to 
8n7 taTOrable deTelop .. nt abroad. The e1tuat1on doee not 
appear sutt1o1ently strong , howeTer, to enable prloee to force 
their way upward against the detlat1on&r7 pressure ot recent 
tore1gn deTelopmenta. 

Longer t erm outlook 

The alowneee ot the PWA program in getting under way 11a7 

be an additional fac tor contributing to a te11porar7 flattening 
out ot the bua1neaa trend later in the :rear. In the outlook 
tor 1939, howeTer, this will become an outstanding bull1eh 
tao tor, einoe a pealt in PWA expend! turea is expected in that 
year. 

Our studies indicate t hat bue1neu aotirtty next 7ear, 
in the abeenoe ot unaettl1ng foreign deTalopmenta, ehould 
continue upward. InTantor1ae haTe been draet1oall7 reduced 
to about normal laTele. The baa1o demand tor industrial 
products hae tended upward ei.noe earl7 in the 7ear, and ie 
at111 eubetant1all7 &boTe the leTel ot production. The 
atrong iarproTellent in the capital aarketa adde another 
f avorable long-ter11 taotor. 

A danger in the 1939 a1tuat 1on liee in the tact t hat 
the pealt 1.n PWA expen41turee , 1netead ot prortding a •n­
IIUII booet to bua1neae in the earl7 etagea ot reooTer7, •1 

oome at a time when priTate •pending ie &lao at a high 
lenl . 'l'b1e might create unheal th)' boo• oondi tiona during 
the eUIIIIer or tall ot 1939, and 1noreaee the d1ttloult7 ot 
ahittlng the aotlTe power ot the reooTer7 onr to pr1Tate 

bue1ne ee. 

12 
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August 29, 1938 

The Secretary telephoned to the President , at 
Hyde Park , at 1:20 today. The following is BK,Jr1 a part ot their conversati on: 

I ' 
' 

"Fine! How are you7 We had a wonderful va­
cation. You ought to eee all the beautiful girls down 
at Antibes.• At this point the President asked , 'How 
are Davi d and Wallyl 1 and BK,Jr replied, •ws did not 
see them. I lost a ilo. oo bet . I bet the children 
t hat I would see t hem. • 

"I guess you know more a bout it than I do. There 
is an awful lot of tension abroad. ~ own ott-hand guess, at home, is that I am mildly' bullish. It looks more and 
more as it this was a real recovery. Ot course I need 
not tell you, it they can Just lteep things quiet untU 
t hings begin to freez e over there •••• 

"I was moat pleasantly surprised to find how muoh 
recovery they have in France. The workers get two weeks' vacation wi th pay and they are all traveling and the place is Juet over-run with Belgians and Dutch. You can' t get 
rooms. The place is Just full and you can't get accommo­
dat i ons anywhere.• 

'Ae a Frenchman aa1d to me , 'In t he tall ot 1936 
we had 1 , 200,000 in the factories not working, but today 
t hat is all solved. ' Things have definitely turned t he 
corner in France.• 

•we bad a grand three days with Bullitt. • 

' I am in Washington 
wife met us this morningt 
quarantine at 7 o1 olook. 1 

now. You know what time your 
She boarded the Normand1e at 

'I am anxious to eee you and I am getting every­thing t ogether on fi nancing. Your Eleanor said you are 
tine and that you loolt very well . I will hold all lunches 
open until I hear from you. I would love to see you. I am in tine shape. Thanks eo muoh. 1 

The following is the Pres i dent ' s part of the con­
versation, as di ctated by the Secretary afterwards: 

He, too, ia well satisfied and he, too, i s m1ldl7 
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bullish. He ea1d things are going Tel7 well at ba.t 
and that the tene1on abroad 11 bed, bu~ he has had no 
d1epatchee toda,y. He .a1d, two or three t11Ue, bow 
well he 1e teel1ng and that he would like to eee •e and 
w1ll try to arrange tor lunch tomorrow. He eounded 1n 
excel lent hu•or and ve17 friendly. 
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H. 14.Jr: 

Operator: 

R.!.! . Jr: 

0 : 

H.IJ.Jr: 
Secretary 
Hull: 

H.U.Jr: 

H: 

H.U.Jr: 

H: 

R.!A.Jr: 

H: 

H.M.Jr: 

H: 

H.U.Jr: 

H: 

H. U.Jr: 

H: 

H.IJ.Jr: 

H: 

H. !.1, J r: 

H: 

Auguet 2Q, 1Q~8 
~: l Q p.a. 
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Hello. 

Seoretary Hull. 

Thank you. 

Go ahead. 

Hello. 

Henry, when di d you get baokl 

I got back tbie noon. 

Well, good tor you. I'm glad you're etill 
alive. I thought you were - eo - enmeshed 
oyer there with rumore -

Didn ' t think I'd oom~ok. 

I didn 't think that you couldn't- couldn't 
get away right eoon. 

Well, I got back quick enough - couldn ' t come 
back quick enough. 

Yee. Well, I'm glad you're back anyhow. 

Cordell, I'd l i ke - would it be convenient it 
I dropped in to eee you at your apartment 
tomorrow morning? 

It'd be all right. Fi ne. 

Usual time. Around nine, or a little earli~r. 

Yea, quarter before nine it you'd like. 

"uarter of nine would be perfect. 

All right. 

And anything epeoial from abroad - anything. 

Well, 1t'e - it'e very touohoue over there. 

I eee. 

Yee, yery touchoue. we don't !mow exa ctly 
what' s underneath. 

' 
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H .I.I.Jr: 

H: 

H./.I.Jr: 

H: 

H.I>I.Jr: 

n: 

H. Ll.Jr: 

H: 

H. lJ.Jr: 

H: 

H.M.Jr: 

H: 

H.K.Jr: 

H: 

H. )J.Jr: 

H: 

H . ld .Jr: 

H: 

21 
- 2 -

Oh-hllh. There' • noth1ng epeo1al on. - 70u heard 
tOday. 

No, except that the th1ng oont1nuee th1e -
that way . 

Yes. 

In tact, Tery exploe1Te. 

Yes. You a1ght be 1ntereated, tor your own 
1ntormat1on, that we d1d th1rt7 f1Te a1ll1on 
dollars 1n gold 1n the London market tod&)'. 

Yes. Well , 1t ' e ooa1ng out of there, )'Ou 
ltnow they're all eoared o..-er there, aren ' t the71 

I lmo•, and -

They're Tery much a oared. 

I don 1 t ltnow ho• you f eel but n1 hate to aee th'e 
pound go through 4.ee. 

~es. Well, • e had hoped all the t1me, you 
know that lt might atop around, rlgbt there -

Yes. 

And etay. Well, I ' m awfullY glad you're baolt, 
how are the tollte? 

Fine. And Mre. Hull? 

She 'e not well, but ahe'e about. 

I'm sorry. 

I ' ll look tor you then 1n the morning, Henry. 

Thank you. 

Goodbye. 

• 
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H.J.!.Jr: 

Operator: 

H .!J.Jr: 

0 : 

H. IJ.Jr: 

0 : 

H.ll.Jr: 

0 : 

H.U . . Jr: 

Matteson: 

H. M.Jr: 

M: 

H. U.Jr: 

~ = 

H.:.l.Jr: 

ll: 

H.!J.Jr : 

1.1: 

H. l.!.Jr: 

l.! : 

H. l.I.Jr: 

Hello. 

August 29, 1938. 
3:23 p.,a . 

playlll6 
Dr. Burgeee l~lf thle afternoon, he wlll 
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be in hie offlce ln the morning. Ur. Matteson 
ia there. 

Oh, le he on the wlre? 

Not yet, no slr. 

Let me talk to hlm. 

All rlght. 

Hello. 

lladleon. 

Hello. 

Go ahead. 

Hello, l.lr. secretary. 

How are you? 

I hope you're well, slr. 

I'm very well. 

That's good. 

llattuon, I hear Burgees ie out playing golf -
be1lo -

Yea. 

And I Juet - have you heard from Bell about ~ 
deoidlng I'm going to make a speech. 

Yea , yee. We - we can equeeze it through, our 
policing wlll be pr etty oureory. 

Well -

But we can squeeze lt through. 

Well, the we,y I figure the prl o i ng at tble time 
le more i mportant then the pollcl ng. 
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tl: 

H,loi,Jr: 

II: 

H.II.Jr: 

l.t: 

H.ll.Jr : 

?.1 : 

H. J.!. Jr: 

!.! : 

H.II .Jr: 

~! : 

H.IJ.Jr: 

lA : 

J.l: 

H.U.Jr: 

!.1 : 

H.li.Jr: 

l.l : 

H. ~t.Jr: 

U: 

- 2 -

Yea , 7e1, I can Wlderet.and wh,y that would be 
more oontroll1ng. 

Yes. 

23 

And, and ae a matter ot fact our pol1o1ng 11 -
1s cumulative - we ' re getting better reeulte. 

Yea. 

Ae a result ot what we've done 1n the paet. 

I don't mean I don't want pol1c1ng, but I th1nk 
r1ght now -

Yes. 

I don't 

Well , we ' ll do all that we possibly can. 

And -

But 1t - but i t may be more or a lick than a 
pr omise . 

Well-

But we 'll do the beet we oan, and we can squeeze 
1t through somehow. 

Now, will Burgees be 1n tomorro1t? 

Oh, 7ee , he just played hooky f or a little wh1le . 

Good. 

He t hought thie the laet chance he'd have. 

Is George Harr18on aroWld? 

No, be i en't here thie afternoon. 

Well you might leave - well I can do it through 
my operator, tell my -

I beg ,.our pardon. 
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H.Y.Jr: 

tl: 

H.ti.Jr: 

!.1: 

H. l.I.Jr: 

lh 

H. loi.Jr: 

U: 

H.J.I. Jr: 

U: 

H.I4.Jr: 

H.M.Jr: 

M: 

- ~-

I'll leaTe word, when he get• 1n I want to 
talk to h1al . I 111 lean -

Could I leaTe the word for 7oul 

Will 70u do that pleaeet 

Yee. I'll leaTe word f or him to oall 70u-

Tomorrow, 

Will to.arrow be ti•e enough? 

Yea . 

I 1 11 leaTe word wlth the Go•ernor. 

Plea se . 

With Burgu e? 

With Burgees and with llr. Harrison. 

All right, elr. Very glad to. 

Thank. 70u. Good night. 

Good night. 

• 
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Operat.or: 

H.ll.Jr: 

o: 
H.IJ.Jr: 

Knoke: 

H.JJ.Jr: 

IC: 

H.;i.Jr: 

IC: 

R.U.Jr: 

IC: 

H.JJ.Jr: 

X: 

H.!.I.Jr: 

IC: 

R. loi.Jr: 

IC: 

IC : 

H.ll.Jr: 

Opera~or. 

lfr. ~olte. 

Hello. 

.. 

Yee, Kr. Seoret.ar,y. 

Hello ~oke. 

Welcoae home. 

Ausu•~ IISI, 1838. 
3:24 p.a. 

It'• a hell ot a welcoae ~ou g1Ye ae. 

(laughe) I~ rMq be lote woree, e1r. 

Yes. You talk about a th1n~-t1Ye a1111on 
dollar welcoae, ~ha~'• eoae welcoae. 

1fhat1 

I hear we did th1rtr-t1ve a1111on dollare 1n 
gold tod~. 

Yee. 

That'• eoae welooae . 

Cloee to that. 

Yee. Well, I don 't know whet.her' the~ told rou, 
- becauae I want to do enr,rt.h1ng that we can 
to keep ue troa breaking through the old par1t~ 
4.Be. 

Yee. 

Well, I spoke to Lochhead the dq - on 
Sa~. 

Yee. 

I had ~h11 ~ught lfr. Seore~ar,y. I ~n 1t to 
~ou tor what 1t 1e won.h. 

Yea. 

• 

\ 
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'l'odq 1 e t1gure - today' s London pr1oe, take 1t 
against thir~ tour seventy eeven which bae been 
out coet pr1oe and 1noludea quarter per oent 
bandllng charge. 

Yea. 

It you want to contemplate, under your own 
transactions, charging only an eighth, tor 
inetanoe -

Yea. 

Instead ot a quarter, you could bi d your 
sterling up to t our - higher than tour 
eighty seven today. 

You could. Well, you're a man art er ~ own 
heart . 

Well, I Juet - there are eer1ous proe and cons 
there, but it'e your own- it's on your own • 
transactions, and I think you - 1t'a a per­
teotly reasonable way - reasonable way or 
holding up the sterli ng rate. 

I ' ve J ust - Archie Lochhead ' e coming in now. 

Yee, air. 

Just a minute. (aside. I got Knoke on the 
wire. I wae talking to him. I said I want 
to keep her up to tour eighty seven, eo be 
ea1d, •It I only charged a;reelt an eighth, I 
can do 1t.• See . . . ........... . .. . .. . ...... ) 

Hello. 

Yes, sir. 

Explain it again. Archie - Archie - the idea 
ot l osing an eighth, he got red in the tace, 
but we ' ll see what happene. 

Got gray hair, I gueee. 

No. 
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!fell, -.)' thought. ie ei11pl7 t.hie. At. t.hirt.,y 
tour eeYent.;r eeYen, ae t.he Iloobhead ltnowe 
·we ...CIIJI t.oda,y bu;r et.erling it 1 t. goea down t.o 
4.86 and 5/8the. 

Yea. 

Thie t.hirt.;r tour eeyent.;r eeYen include• one 
quarter per cent. handling charge. 

Right.. 

It t.he Secret.ar;r ie willing t.o reduce t.hat. 
handling charge on hie own t.raneact.ione, which 
I t.h.inlt t.hat.'e eae1l,y - can easily be explained, 
it. eeeme t.o me . 813, it tor instance he ie 
willing t.o t.alte an eight. per cent. on t.hat.. 

Yea. 

We could today - sterling could t.oda,y be 
purchased- be eupport.ed at. about. 4.87 and ' l/4. 

Yea. 

And that. means the Treaeur;r would - would bu;r 
that. gold, not. at. t.hirt.;r tour eevent.;r eeven, 
but. at. thirt;r tour eighty f1ve seventy f i ve. 
That would et.ill be - would still break even 
1t they sold it. nat. and et.ill be malting an 
eighth - a quarter, it the;r aold it at a 
quarter ott . 

How do you mean flat? 

Well, it ;rou were willing to bu;r and eell at 
thlrt.;r-tiYe ;rou would still break eYen. 

I ltnow. 

It ;rou want to eell at. t.h1rty- tive and a 
quarter, ;rou would aalte a quarter per cent 
instead ot t.he halt that ;rou had been aalting 
before. 

Well, now, ie - ie there much et.erling be1ng 
offered now. 

Wo, there ie not. I •ean, it'e pre .. ture, but I -
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that. thought. occurred t.o me t.h1e morni.ng, and 
I ttgured it out. 

Well, premet.ure- the thing that. I got., it ' e 
broke tour eighty eeven now. 

It 1e tour eighty seven. 

What.? 

.It. ia tour eight:r enen. 

Now. 

Yes, but. the preeeure ien't there . 

There's no pressure. 

No, not thie att.ernoon here. 

Well, what. will it ehow on the quotation, when 
it olo'aea today, what will 1t - , 

Well , unleee there ia - unles s the - there ie 
the change - 1t. would show tour eighty seven 
better now. 

I see. Well now just hold on a second, will 
:rou? 

Yea, eir. 

Just a second . ( aeide) • • .•. . 
Hello. 

Yea, air. 

For today onl,y, and 1n order t.o help the 
general eit.uat. ion , eea? Now I 111 willing 
t.odq - today onl;r, t.o bid 4. ae at. 15/lCt.he. 

Six and 15/16t.he. 

Now that. - t hat worke out., Archi e says that. 
worlta out. on t.ha bash or an eighth. 

Yea. 

What.? 
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That ie, in the market, yee, I gueee - I 
haven't tlgured it exactly, but that 1e 110' 
1apreesion. So you are willing to pay 4.86 
16ll6the - no to bid on the market 4.86 and 
15/16the. 

To bid. 

Yea, becauee that'll coat you a little - a 
16th more. 

What's that? 

It'll actually cost a 16th more. 

Well, 1t works out at !our- we're bidding 
4. 87. 

Yee. That we go into the market and bid 4.86 
and 15/16the . 

Yes. 

All right, eir. 

Well now, before I eay that, you believe that 's 
a good move tor today 

Well, I think it's - I haven't discussed it 
with anybody here, but i t seems to be a good 
move, yes. 

You do. 

Yea. 

You recommend it to me, Just -

I recommend it to you. 

You do. Well, I feel that - a day like today 
is the day that the United States Treasury 
should show courage. Hello. 

Yea, sir. 

And it I'm willing to do that tor today. 
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All right, air. 

And t.o-.orrow n go baolt to work on the 
regular bae18 agaln at the one quarter. 

Yea. Al.l right, I 111 get bua7 right • ...., • 
Thank 70U, 

30 

Regraded Uclassified



H.ll.Jr: 

Operator: 

H.!A.Jr: 

Knoke: 

H.LLJr: 

K: 

H.M.Jr: 

K: 

H.U.Jr: 

K: 

Hl!.I.Jr: 

K: 

H.!II.Jr: 

K: 
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August 39, 1Q38. 31 
4:28 p . a. 

Hello. 

Knoke. Oo ahead. 

Hello 

Yee, Yr. Secretary. 

Well I 've made five beta. I bet Archie we'd 
do over a half a aillion dollars. I hear we've 
done a hundred and fifty thousand pounds. 

A hundred and fifty - a hundred and forty-five 
thousand pounds I have here. Thirty, forty-five . 

Well, who did you relieve? 

Pardon me. 

From whom did you b~ it7 

Mostly from bankers, and we Just called them 
up to find out what it ie, but t hey've gone 
home. 

Oh! 

A hundred of that from bankers, and the rest 
spread - three names. 

An::/ COIDJDen te 7 

No, no comments. 

But they - they don't. know what f i gure the 
bankers - they've been giving, do they? 

Oh,no - the JDarltet. here doeen 1t. know anyt..htng 
about it. The only one who might wonder ie 
the Bank of England. 

Well, they ehou.ld have a pleaeant. wonder. 

Well, I am not the leaet. bit diet.~ed 
there. I think they certainly 1.ndioat.ed 
t.od~, by their own operat.iona, that they were 
trying to hold the market, and we han e1mply 
continued on a very emall ecale. 

Yea. Well, we' ll do t.h1e for tod~. You let 
.t..rclU.e know 1f we do anymore. Have you cleaned 
up the market? 

\ 
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Oh yea , yea. The - attar the bankers were out­
and that waa evidently one order - after that 
na taken care or - the market dried up. 

Mk the11, to110rrow, 1t you oan, informally, 
what it waa tor. 

Yea, aa I aey, we Just calle4 them but couldn ' t 
get an an ewer. 

All right, I - I - I'm glad we did it now. That -

But I'm quite aura - I'll confident it wae the 
right thing to do. 

What are you paying tor that? 

15/16 

15/16. That ' e all right. That's all right. 
I don • t know what an eighth on a hundred and 
fifty thousand pounds ie, but it can ' t be 
a lot. 

An eighth on a hundred and titty? 

Yea. 

A hundred and t wenty five dollars . 

How much? 

A hundred and eighty dollars. 

No. Ie that all 1t 1a? 

Yea, that's all 1t ie. 

Oh, tor heaven ' • eake. Tbat•a all right, I ' ll 
take 1t right out or Arch1e'e hide. 

Don ' t take it out or hie salary. 

Well, Taylor 1e sitting here. He eaya I already 
have taken it out or Archie • a hide. All right. 

All right, a1r. 

Goodbye. 
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OP' NIEW YOR K 

()oar llr. Soc,.. tarT I 

Over tbe past aeveral 110nth8 c~nt be.f appeared in tbe nowapopora. 

that the Treaaury baa been aterilbillg &Old Iince the d .. terllisation of April 

In the lut few ~· and, in tact, eeYeral wealta aao , n received 

4 o1111bar of telephone calla trom people in New Iorlt, Ullting wbetber it 1e trae 

that tbe Treasury is sterilbing gold. Tbe belief of tbe1e persona tbet gold 

being aterUhed at the p,..aent t1ae 1e beaed upon tbe conatant17 riai.Dj! 

IUOIIII~ of aold bald in tbe Treaaury General lund 1 which baa l>Mn inc,..aai.Dj! 

since April u the reault of gol d import s and other gold acquisitions by 

Treasury which have not been utilized by Mld.ng tranafera to tbe Gold Cer-

We hno replied to the inqui.riu ll8de of ua that the 1101111t1ng tigur. 

gold in t be general flll1d of the Treasury does not denote thet aold ia again 

sterilized. r.e baYe t\l.rtber pointed out tbet when r...aaury depoalte in 

(which ,..,.. greatly inc,..aaed by the daater111sat1on of April 

14, 1938) haYo been reduced to 110re uorll&l tiguroa, undoub~ tbe Treuury 

'111.11 malte • gold depoaita• r.-1.te general fUnd to tbe Gold Certificate Flmd of 

the Federal Reaorve S,..tea, tbe,..bJ- reatorin& the lou to Treuury dopoaite in 

the Ra•erve Banke which occurred by naaon of tbe po.JMDt for rold aporte aDd 

other gold ac(luiaitions. 

The accunlation of rold In the a-ral tliDd ot the !rouary at • t1ae 

when Treasury dopoaite in tbe Reaerve Bulla .,.. very adequate ia of little 1»­

portance one ~ or the o ther . It auat be adaitted, ho.,.ver, thet the riM 1n 
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t he bool<t.epin& it. •Gold 1D Gellere.l l'uDd• 4oea baft - outward a1ail.&r11;r 

to the r t oe 1D gold boldin&• dvring tbe period wben tbe at.rillsation pro,raa 

1n proere .. , altbou,gh at tbet t1Ae cold ao aeqlli....S waa labeled •inacti'ft.• 

aecum>Lation of gold 1D tbe 'l'reaeury and tbe riM 1D tbe booldtMpin& it.. 

in General .!"und" apparently oignifiea sterilisation to 80118 people. 

I u not suggesting a change 1D the current practice w1 th respect to 

l'r•••s"'"'f gold bold1Dga and depoaita 1D tbe ll .. erft B&nlca, but I th1Dk that ,ou 

want to be intonoed ot tbe interpretation placed h;y sOM peraona upon 

current treataont of gold and Treaaur,r deposita beeauae it dittera t~ tbe 

gonera.lly followed prerloual;y when gold was not being at.rillaed, 

l'a.1t~,ovrs~ 

o ~rison, 
Prea dent. 

I ~ 
I r 

L 
\ 

34 

• 

Regraded Uclassified



JFW:DI:ftA_L RESC,ftYC eANK 

M NI:W YOJitJ( 

- - - -

CORRESPONDENCE 

c;oinOMUL nr u 

DAn< •P"---Ia 111M 

SUII.IECTI fJI.-1 Cl!!I'D'A!tOI JDI! 

r. ••• llloall _ __ .... :MLor ao7 MO. 

llr. aouoa ..UI4 1' 101210 w4.,. thl '" .. "" .,u•n 

t h e !J'e!IC hd -ewbat .. led but !or the loa& 'fiiW t h e Pl' ... ob Cllll'­

renoJ rtmeinld ••17' •elk. o.lediu bo4 11Ddoabti41F uortnel4 btl 

eurnno7 (ill order to rehlD bte pnll•-'.., •aJol'i-), bJ 10U. 

baelt on b11 pr.t .. to •41~ tbe <0-bolar •'*· lD bla hdlo oplltb 

bad •phuhed tho Deed tor the rr111Cib to wotk 110re ed to produee 

i t bod Ill boeo 'llbUtltcl dowa DOW to \he -1"- !aotol'leo 

tbo ODl7 oo•• that 11111uld 1r011t loacv. 

h recal'dl ati1'11Ac, the\ wu au!!ll'in& !J'Ot the efiteot• 

a •n •one u n.Ut or 'llblob a II'Mt 4.-1 or tor«lp -• u 

wu b«l111 -••rte4 1Dto doUua lll4 IOld. !be •lQiaUoo 1t1 

•u nrr aertMa. lbt11 ha4 aold 1bout t&,ooo,ooo at t:be 

(Bolt•' • •baequlllt ceblo otat tcl tha t hh \otll aaloa todQ' 

f,l21 2&0,000 w1 th a tu'IMI'I'er of $1110001000) • !hero wu oao 

thin& o r lntere1t1 t h e lwl11 tranoa end tho BUil der• ••r• 

1Dnin& to lbow llpa or wlllale .. en4 wore DO loaaor •• rno rabl7 

thOJ wert a welk or • 110• !be bill•• bownor, wu 

,n1mo.:1n1 vp u • rolll&lt or tbe fl'lll* poJ'lDI ott hl'lt _,_\a or 

I l d't'lnOel prl'liOUilJ' ll'llltM tbe ,.._... 1'111 .... 41 - lhort tiR 

the hllt• •utcn. 
tbe BrUllb GtftJ'IIa•'• lol'" tboqbt, bed done u •Ill 

tbOJ 00\114 h brt .. C ... bo11ftlllt1 lll4 Oe-1 toattber ODd to 
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DATI' ,, ..... , ••• 

' CORRESPONDENCE 

COin~AJAL~ftl.lLo..!·----- su ... Kcn ta•01• con•••na. lltl 
- r.. •• lib•tfiki~jt-------

• 
n o14 a o1ub ba' U IIOW leolced •• tbeqb Ult altlltUoa ... rtt117 

1otar to bt 4nsrslae4 by tba wbl1l ot oat .... fbt .... ,tta aartt .. • 

bad &ott• aore naUt4 o•ar tbh •ra1ac' s .... Ulat t h a o ...... 

to td8114 thtllr •••••ra to tbt a144lt ot Oetollar. 

Cal'1pt1 wu 8\111 taaUAc •• 4.,rasst4 tad pau1alatte at 

eoaoeftllllr tht 1.4temtl a1tast1oa 1n Jlom oe. 

lo1toa raquadt4 that .... do bSa • ta.,.r aa4 ctn t b• a 

ttla 110 .. aotl8t *baa twa or tbi'H dqs wben •• waatt4 to lblp 

rraa _,,...,. 1014 t:roa Loedoa tD lew tom. fheil' lllll1oa Oeptrtlte' ••• 

btn117 o•-ltred at11 that tber t-4 lt 41tt1eult te aot oa our 

atruot1oas ualtss ~. bed a llttlt tol't tt••• 

U I I 1 ) '
1 

f)'k· '• . t\ 

'. 
- •t1 , ..... tt .. , • 

' 
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SrGrrtary of Stat£ , 

Washi.ngton. 

834, August 29, 6 p. m, 

FOR TREASURY PROll BUTTERWORTH. 

GRAY 

London 

DatEd August 29, 1938 

RrG ' d 2:40 p . m. 

MarkEd incrEasE in nErvousntss ovrr thE SudEtEn-

Cztch sit uation thE dEmand for both gold and dollars 

incrEasEd. 490 bars wtr£ dtalt in at fixing and thErE 

wtrE considErablE dEalings aftEr fixing at 1 pEnny 

ovtr thE fixing pricE, DuE to official intErvEntion thE 

rang£ of movEmEnt in thE dollar was limitEd to dollars 

4, 87 3/8- 1/16 but thE volumE was fairly largE , LikEwisE 

thE Swiss franc and guildEr wrrr heavily offErEd but thE 

Prtnch trano rEmainEd stEady and thE volume of sElling was 

small , 

Most forEign ExchangE dEalErs anticip~tE that thE 

movtmrnt into gold and dollars will continuE and incrEasE 

if the EuropEan poli•ical s ituation doEs not takE a turn 

for thE bE'tter. HowEVEr, it might br worth rEcording that 

onE dralrr ExprEssEd thE view that thE English market 
waa 

31 
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2-#834, From London, Aug. 29,6p.m. 

was ovEr-- in dollars and that any favorablE political nEws 

would for thE momEnt producE an instant and dEcidEd rE­

action. 

British s£curity markEts wErE wEak , war loan bEing 

down half a point but thE turnovEr has not bEEn largE. 

~p 

~c 

JOHNSON 

38 
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ra: .Aaerioan :labu.,. Parte 

D.t.Ti: : .I.U£U8t 39, 6 p.a. 

!10.: 13M 

J'R:>ll COCJIR.U 

.t. bal:t million pounds were loet b)' the J'renoh ilt&b1li­

sat1on :tllDd today bold1Dg rate o:t 178.32. 'l'be :tllDd &leo 

1nternned to lteep three montha sterling at 3-3/ 4. The 

international polit1oa1 situation baa worried the market, 

but apparently not so badly ae in London where Britieh 

control ' • 1oa11e have been large 1n both gold and dollare. 

.t. Poet, Telegraph and Telephone Departlllent 30 year 

6 percent loan :tor an un:th:ed total to be opened today 

at 95 wu announced by the JOURI.t.L OJ'nOIBL. It 1e rw~ored 

that tbe J'renoh Treuury 11 now etudying the pollib111ty 

o:t aeet1ng 1te coming neede through h1gber tazee or a new 

1 gol41 l oan. 

Bull1tt . 

• 
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Op-\01'1 

H.loi • .TI-1 

oa 

bo.UI 

H. IA.J'rl 

II 

R.U.Jr: 

ICI 

H.M • .Jra 

IC I 

R. )( . .JJ"I 

II 

R.K.Jra 

Ia 

li.M.JJ"a 

Ia 

llalle. 

.... llleko. 

All rlPt.. 

Oo ahe&d. 

Hollo. 

Hollo. 

Good 110ru1n& Mr. seoret.arr. 

Holl.o llloke. 

. ' 
.-...t. 30, ua. 
10114 •••• 

HoJ"e la .U.t. Lomoa .. 14. !bq weJ"e - t.hq 
DJ"e - t.he7 »n »4 • t.el'l'lblo Uao t.llie .nasas. 
tM7'•• 40De oyer t.wa\J tln 111111011 4ollarw -
a..-t.eu aUUoo ot t.llat. la GDo aD4 a »1.t 
llolll"e. 

I 

At. t.ho r·eat. Ule aano\11.- at.eadler at. •• ee 11114 
'7/SU&e aDd ~ wov.l.d ODn'7 OlD aa4 uao a.ll Uldr 
ettone t.o !lol4 t.he eat•a.- .~o... 

roe. 

!be 4re"" le - t.he 4-..4 tor pl4 lau 41 ... 
appeared. !lao a-d tor .laou'dill& llaa 41 ... 
appearwd. lo IDJ.4 a.ll t.he7 4ld 1a pl4 •e allcNt. 

olllllt. bD4re4 t.»I&IDII4 pOUI!a wllloll -. <--
-Arbl.tTage.... fte ..... t. ... 4let.1Aot.l.)' aD4 4o­
tlDlt.o}¥ ooe 1aM - • .., ti'OII 3:uropo 1at.o ..a 
l&l a oouW')' t.llat. -e 4lot.eat. t.o Qarope. 

r ... 

Ia oUler wol'lle U. -· •t.lrwl¥ • .r ...,.. - t.he 
..,. oear• t.hat. p~t.e4 t.he aoY-t.e. 

roe. 

It. -. - u 4l4a •t. '" IIIV en4 .. o ot - ot 
epooalat.lOD, lt. wae loalt.laat.o ottort.e t.o aot. --' 
ot et.erl.l&la 1at.o eJlOt.her wxr aaq. Bt -t.u.oa 
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tw lu'-"• t.laa~ Aaerl- tl!we ._... wt.tllo­
»14 - .... .,. ..... ··- ~U' ., ..... ,... 
.... ,.. '· , Jb -t.10De4 hn-.•\ Uld ,.. ....... 
0....,._ ao U4 Mea OU'f7la& wt.orlla& balaaM, 
eo4 t.llq t.aU.Dk 1t.1 w be~~ ... io 0" 11 4el.lar 
balaaoow at. \!lo MDIIJ\, . l -~~o4 - M 1 M 
oa14 et.ookMla, ~ Re l ch s Bank _:. ,.,.......,. 

.... talt1Da t.wo ao4 a halt aUI1oa dollan. 

Yu . 

I 11enUonod wbat. n Aa4 cSoaw law~ Dlgh~ . 

Yu. 

Re aa1d , well he hadn'\ - t).&ul'o4 U ••~ -
He Uo4 no~1ood u, bu\ u wa14, •ola4 w *" 
WlqJpol'\ f..- &117WhOI'e. 0 

tlh-laall. 

Aaz WliPpol'\ ~\ wt.erllDI - aet. wader preo•t. 
oll'oaao\anoow 11 welca.o. 

o.od. 

I t.Old hlll w!IJ WI d id 1t. laot. D1&)1.t., llll4 11.0 
t.!lO\I&h t. t.1aa t., tor h1D, 4 W'1A& t.!lo e., ; t.o t.r7 ao4 

11ft \Ill 1\el'llaa rat.l WW pi'O~bl;f .ON \!laD 
oould ba UDdlod. Al~ 11.1 oo1lld )lope t.o do wu 
w .bol4 \!lw rate • . 

Twa. 

But. u t.ll.o116Jlt. t.laat. pooolbl;f lat.o 1n \!le ana.­
" - wo ai&lat. II.&Ye a oll.aDoe t.o do a Ut.t.lo putl!'DC 
'-P ll.ero batore we o l oud. 

Yow. I - I apoew. Wow, wlllat. "' \!lll ab Ollt. t.ll.o 

........._ oalllD& o11t. .U.lUoaal """**' 
he sai d -

fte - ~· - t i'OII ?1 ... -- ao4 Beru~.....- •re 
4oprou1D& t.llaA 7 ewt.ere.,. !2le1 woN"• &I rod -
'ftlere wore .---rw w \U ettM~ t.laat. t.11.o 01-• 
WIN oalli.D& o.&t. a.idlt.loaal NI....,.W. 

YH • ._,ret 
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... -· • 
, I aee. I •••· 1fell, 

Rolr does t.l:le news at.r'Ute 7011 t.o4a,J, 
.... '""$U7l 

1fell, U. - U. - I oaD'\ eH ...,. - a111t.l:lllill 
hopefUl o~ cheerfUl tn 1\. 

"•11, no, but I - I - I'4 like \o aq Ut.la' Ula\ 
•• - aa ooapared w1t.l:l 788~ I'a a 11\tle 
leu disturbed t~ tileD I wu 7Ht.~ ...._ 
oauee I t.l:ltnlr: u.• • 'bema 'IIC aere owtou Ula\ 
t.l:le wbole \h1D8 h \he an ~ • allow - · ... 
I rea4 1D \he p~~pe!" t.l:la\ Rlt.lel' t!"anla troa 
Be 1ehtesgnden \o look at. the to!"\1-
noat.loaa .nd aeu t.o u. \hat. Ula\ appe~e 1D 
enr,r t'II'Oilt pape~ - ttY8J7 toret.p peP8J", I t.ll~ 
\hat. • • done ror a p~••· !hat 1e t.lle work or 
• lllow· -· 
Well, I !lope 70U're rtp\0 -

Well, I - I ~ baY& to •t .. -rde \oa01'!'0W0 
bll\ Ula\ u ... tee11Ag at \he DOaen\. 

" • 11 at leaet - I - I oa~~'t - wtt.ll the Ua.1Dc -
wtt.l:l \he t'ore1p noballse aot.l.Ds the W87 1 t 18 
I 40ft0\ eH ~ ol:ae81't'lal, bu\ let'e ... 
ae the 4q IINII to11orrow. 

Oh, DO I d14!1°\ ae&D 
I'• a ltttle leee dle\arbed ~ tban I wae 
7&1terda7. I'll not oheertul ~ a loiiC abo\ . 

I eee \!1.8\ our - \hat 184uV1ale ~ up • pola\ 
rozo Ule t11"8\ bolD' . 

Oll t'be7 ~. 

AD4 - 0001§ -1411.\188 ~ ... \klrd fll • po1D\. 

'I'M LoAdoa 1\0ok ....U\ 18 ...ur. I waa \ol4, 
1D Parte t.l:l8 ..net waa 141e t.Jia\ J'r-.ll 
~· bel.ag auppol'\84. 
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• .•. .rrt 
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r 

I Mne4 \o Om '>z.1 ..a J11e .sA .._, .. -' 
_... sreat. pl"ea .... sa hl'l•. 
~ \Mt. O!tMke Wlt.la ... , llet.\ ... ..s,&. 
Idle 1~ •arla. 

w.ll, 11' :rou u.r ~ ..,., -·ll M1lt 
.. -- lt.laU". 

All ~t., all'. 

n·~· 

-

4! 
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Dan Bell: 

ll. Lt . Jr: 

B: 

H. W • .Tr: 

II • • • J'J"t 

B: 

K. V.Jra 

b: 

K.ll.Jr: 

!3: 

Yea. 

44 
Allpa\ 30, 11:11. 
lOt• •••• 

I ola111 1T. ' s ab eolutt}¥ U l ..-,1, llea14ea llellla 
e.bout. t..he .,st. s t upi d .ad ula1ae perto ..... e 
I'•• 7et. wua .. aed. Mow - I 4a01. lalow 
whether 1t. • eat. th~ 70VZ' alwJp or DO\, 'but. 
I w1eh J'OU ' d ge1., ;.l.v .. ~ aMe9Uph•$ t.o a•t 
otl 1t. lRg&l~. . 

tlb-lauh. Wall , I d OD't. ~. \he da,y t.bat. I 
... baolt, lat.. t.hat. n clllg, t.hey oalled .. 
troll \he lfllU.e Roue and M14 t.!lat. the Prea1dct 
wtu: adv1s1.ng \he Ooo:odUo)' aa-.dit t.bat. 1t. 
approy ed corn and wheat. loana ot eo.e ll: illd . I 
think t.hst. .uat bo d 1t tereDt.. 

ft.la 1a to ~ a hudred .Ullon bu1hela ot 
wheat. and dWip 1t. OD the world ' • IIIU"'tet., and -

And Uae l o.. woa l d be -

AD4 Uae loaa -.ald be t.all:eD b7 t.b IIW"Plu 
coc::~1t,r eorpon. t1011. 

~ .. Ot.lOD t.h1Mo)'-t.wo 

Well , !'~lor M:f& t hey're so~ t.o - t t. t.h­
aelY .. 111 exceu ot . .. .., a1ll1011 ~ollara, or 
what. eyer 1 t la . 

Yea. 

And 7 ou and I mow that. - 1111J tl&al'ea are ro-.p, 
I -•t. - laat. 7fJIU' a a I r.ellller 1t. t.ha7 
eo• \.\ t.ed t.he!U el nl t.o ald;f 01" a t.x1,J t.wo 
a 11UOD d oll.&ra 0 11 t.h h 7aer'a eot.t.oa pr;cau 
out ot t.hla 7e&ra aeet.l• ~ t.wo ~ • 

Sisto)' flye •UU•. 

e~ t1n a1111oo. 

r ... 
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AD\ all \he reet. - that W18Q 70'1 Mil I .,... Ia 
Mil. V'1ed t.o set. t.llea t.o an -., t.o • W. 
too4 \o &J.n t.heee et.arftns peeple, e't'WIP'• 
... ooa:s1t.te4. 

-

Yea, \alq'n Olll,7 pt., .. I rn n, \he •••'"'• 
ot t.he t l.Nt. Year' abotn. •-teen •" U• 
doll..an \0 plll,y wl~. 

l'l'all, I nah 70•'d p1.1t. 70W beet. an 011 u., 
beoo.uae . you llM I 111"0 llere t.o prot.eot Uae 
Prealclellt. •ptnet Ulla kW ot Ullll&. 

All r1g)lt., I'll s et • ._,II"Md• 011 1t. rs.pt. 
tiWflT. 

I - - t.here •e - t.hq eq t.he eo.pt.roll.,. Me 
appi'O\'ed or 1t., but t.bat d0fle 1t ae.n ~ 
to • . I - 701& - 7o. llll4 I ha't'e sot to 
prot.eot the Preeldont . 

Yea , I ' ll loolt rle;bt 1nto 1t.. lU«ht ...,. 

'll'llat.f 

ree, I'll do lt rlght ...,. 

~-

R~t. 

' 
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Lll.hl llallo. 

o,....tor, 11r. C..liND. 

.... hi 8al.lo. 
a. llerle 
Coehr&DI .no, llr. ~. 
L I • .Tra Go~. 

&aaut .JO, 19.M. 
U1.46 •• a. 

C1 I .,., • ., with Tripp at .au~. 

!Lli • .Tr• YM.b. 

.. 
r 

Cl .. t~ t;ba feelS ne 1A at.llAI 'beloit 4-16 W8 
~1:7 ~. renl\lAI h<:a. n.1cht ot c.>oat'•atal. 
Mpl.al., tr~ b7 tba C...b al'-U-.. 

!Lll.hl Ub !mho 

• \boapt fli ght boD4I NH Pl'~lpall;y tboaa bal4 
1A Loadoll on ooatlMDtal aocoat. 

R.l.hl Ub !mho 

he 
C1 BaS an II H ft1 MU •HJ /1a ooariaea4 that; t hia 1a a 
~ '*' of &apa. 

R.M • .Tra Ala - npat that. 

C1 I ~~q. a!Me tba ,.opla do DGt _, Col4 •••• 
H.ll.ln Yah. 

C1 ...... -b .. ..,,," •••• 
R.ll.lrt Yala. 

C1 .... be faala the\ tb1a 1a ...U II that a real t1J.C11t 
ot aapUal ·~ trc. 3 .,. b ~ftt. 

B.Lha I ... 
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ll.ll.lrt 

Ca 

B.ll.lrl 

C1 

&.ll.lra 
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.. 

.. felt .._, the kiU.Il aathol'iU.a were oppo ... 
to thia UO. ... were 4oU, their ..-oat to olleell: 
u. 
11bblll.. 

• • 
1fhn hi talked b7 tel .. hoDe with b:U hi.&ad ill Lo .. oa 
ear liar ill thll 4a7 •••• 

Yeah. 

b'e na iA!oraed tbat the)- bad alree47 apegt twent:r-two 
ailllon dollar a. 

YMh. 

All - tbeo coueq~aentl)' coU w1ll be ah1ppe4 to 7011 
peo,U b;r thll auk ot ..,h.,., ratbar tbaD co 1ato 
the b&Dda ot brQtera or priYa~ arbitrauer s . 

!bat'• rleht. 

'!'ben tripp aaid the Datch Board waa atroD& toda;r alld \ 
re~uired DO aupport. ' 

Peopl.e ill J.J:Laterclaa were •turall;r tollowinc the Caeoh 
er1.a1a 1.Dte:atl7 ••• 

.... 'bar• ... -
llo wlla" 
.. eoanaced b1a, 1.D apite ot all tbe talk1nc, DO OM 

nnu to atart a war, DOt ..-n H1Uer. 

Yeah. 

• la coiiY1ac .. thet there w1ll be IKI ..r. .. NT• 
thia er1.aia 1.D i.DtenaUOMl polltioa baa 4.nlope4 
jut l.1lr.e oriaM 4walope4 ill ~Ua.l collter-•••• 

H. U.Ira Yeah. 

Ca • • • • u4 tb.,- cet - thea. 

H ••• hl I-· 
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ca 'fbe people •ere eal.lll:r 1oolt1Dc forward to a celebration 
of t he fortieth &DniYerav:r zwxt w.C. 

s.w.zra 8&7 tbat •••'"~ 
Ca I aa14, be .. u tbe Dutch people Yve eal•l;r lookiJII 

forward to ce.lebrat!QI D&Xt week the f ortieth aDDiYer­
ear:r of their cc~een• s r eign. 

H. ll.Zrl I aee. 

Ca At 4&45 I ta1ked with ZanaaenL the GoYernor of the 
Jlational Bank of Bel~ta, a t arua1ela. 

1 aae. 

Be 1a71 tbat the IIODetary authorities i n London are 
•ery practi ca1 people, and 4ea1 wi th t heir probl ... 
ill t he eost pract.i ea1 1111nzwr. 

Ta.lk a .little llo•er. 

He thillb the IIOIWtary autboriti .. in London • • • 

Yeah. 

•••• ve Yer:r pract1ca1 people ••• . • 

Yeah • 

•• • wbo deal With t heir probl ... , u they cotae up , 1n the 
eoat prectica1 MJmer • • •• 

leah. 

•••• and t hey bu:r and ae~ at t he beat poasible price • 

Be u14 tbat the aer"e tact that trade treaty necotia­
tiona are at~ coin& on between the oaited 8tatea 
and Great Britai.D •• •• 

Yeah • 

• • • •• eoln"1ncea b1a tbatll8ither ,art;r lla1 uq plan 1a 
a1Dd for alteriac its c~8DC7• 

Yeah. 

... 
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Ia aald tba\ 1t tbe lritS.h had auob a plea either 
be or ourael-.ea oucht to know aoMth illl about it. 

Ia aald he liD•• abao~utel¥ no thine or alloh a plaa •••• 

Yeah, 

•••• thouch be '• 1n conatant contact, with the Britiah. 

Be waa? 

Yea, 

In contact with th-! 

That'• ri&ht. 

Yeah. 

.. 
49 

Ah - he aald that the tntamational dtuation waa • 
dirttoultJ be dartnttely 1.a not peaa t.1at1ot and 
tb1nlta that hla Oo•em•ant 18 not peut.i aUc. 

I •••• 

Ah - he ret erred t o hi a own experience• 1n the war •••• 

Yeah. 

~cldaotallf be waa ooa or their first aviators . 

Yeah. 

ADd be uSA that be bop ad there ware at W anouch 
p~ple 1D OarUDJ, Great lr1tatn, and Prance, who are 

t :nindtul ot their own aper1ano .. or t waoto)' raara •co 
tc uaa tbelr cood .. ~a•• and a\'old •liT OODtliot now. 

Yea. 

Ba aald bla b&Dk bad a•1Dad a l i t tle cold reatard&T 
~u•t t o let th• awe tbat tbe a1tuat1oo •• not 
S8perat1,... to-dar 1t tm•t quite eo aoo4 bat aUll 
notblDC to ba llpaet about. 

Yea. 
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.. nt'erred to a atat-nt which lie had aa4a at 
thair ... Ulac of hia Director• y .. ter4ay t o tbt 
effec t that DO nacotiati ona a r e being carried on 
by Balglua to AUF country 
.a4if1cation of ·~ aouroaa on tbe aonatary atatua 
ot Bel&i-. 

R.U, J r l Yea. 

C 1 You havt: heard these rumor s , probably, t hat· Bel gium li&S 
naaot iat!D& with Grea t Br itain t owar d a t t achin_ t bt 
bel&& t o tbe pound. 

B,!l,Jr• Yea. 

C1 But thia danlea tba t 3.Jld I UDdaraUDS confi dentially 
troa h1a t hat be cartainlJr wouldn' t conaldar a~ such 
id .. a t present Jus t to &i •• raa1on tor mor e f ears 
about currency. 

H.I(.Jra Ye1. 

C 1 Than I got Stockholm a t four - thirty; De I'Jitt was 
away. I t alked wi th the Deputy Oo• er nor, Walbarc. Ra 
l &id that t hey had been quite anxi ou1 ther e to-day; 
opinion waa ••rr oer•ou. t hia mornlD&• This att e r aoon 
i t 11 euier on nan t'roa London and Paril to t he 
effect t hat the Czech litue t i on waa not quite 10 prau-

i nc. Be aaid t ha t he UDderatood t he preu ure on atarllnc 
had. baan ••rr bea.y and be had. tbt word t hat both tbt 
Swill and the Dutch ha• a been aelllng aterl~ for 
dollars. He adaittM that hia own bank, t hat 1a, t bt 

aaalnat dollara • • ••••• 
bad all o bH n aal~illg 1terl1ng 

R. W. J r a Thnt•a r l&ht. 

C 1 ••••• and be aaid part of th1a raa~ta4 t'roa the fact 
t hat he bad had t o t aka in ao aucb aterl ing troa hia 
own people ••••••• 

H. tt.Jr1 I aaa. 

C1 ...... ao he turned it on into dollar a. 
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Cl W be •~ to Uk • ll-U~. • wu .. to -... 
wllat so 14 llllp,_ to Ule Vl-puUte Ap'U ' U 
•'-11111 •bo-w .. _ .. loww tllaa -· ••••• 

.... Jrt Ab-11111. 

Ct •• • .aa he M4 fl'ellUIIt~ ~ 1D Ule pan 1t wa 
&OiJI& to do. 

ll.li.Jrl Y••· 

Cr lie be&rcl tbat &o•eip allll I e..W ...U lt'• Jut 01'0 .... 
out tor ODe-· I eeid• that "-t1oa .... ,t: ar1 .... 

a ... Jra Y ... 

hit: a mate - wait a mate - ah - ,..... .. &••• u 
aa o~er to •ell a wSlttoa dollar• worth ot atarl1DI 
at the .arket • 

........ 
!be7'r• Ule 110at •nou ot &111• 

B.li.Jra Well " took ure ot 1t. 

Y ... 

.... ,. ·~t: u. 

El il.ltfl ftl 1108t - ·- I talk.. to. 
B.B.Jra Y••· eo ...._. - •••,_• 

J 

Sl. 
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Thia at~ll atarll111 1.a batter ill SW1t&erlaJIIl 
with oNal'a ooa1111 Oil tr~ abroad to b1l7 atarl1JII• 

Rea~ 

Alll1 I aakM h1a - I aa14 who wanta to b'IQ" atarllJIIf 
S. .. 1d Gara&JO' aDd I aa141 IIWhat are the Gar1111Da 
paylnc tor atarllll& with• ••••••••• 

low walt a aiDUta - hold tbl wire - jiJ.St a aiwta -
ab - yea, go ahead. 

I aaked h1a what the Gar.&ll.l were uaing t o ~ t or 
the atarllll& that t hey ware b'IQ"Uig t h1a attarJ»>D. 
s. aaid that they lvl4 fairly coo4 ail:ed &duJI , _ 
acco-t yet - that tba7 .. re coDYartiDI the &wua 
!rllllCa into atarUnc •• • •••• . 

Alt-ha. 

, ••• which I thought Yary algnltant. 

't'ery. 

AD4 u tor t be polltical litU&tion, 
qui ta blue. 

luat a .o.ent - wait a aiuut e. 

ia 

Be aaid be waa not •ery bopatul on the polltical 
a1tuati<>n , be wanted •• t o c 011a up a.nd aH h1a t he 
tlrst 4ay I could • 

.lb-ba1 wall DOW wbat - bow do you illtarpret the 
Garuna aelliJII 8111aa franca a nd buy1ng aterllJII. 
Bow do you illtarpret that, 

I thillk thia thilll 1a atil.l bluff, tbat there'• 
noth1111 coing to happen and I th1Dit ao- or t boaa 
Oeraan banltera or aYan ottlciala aicht ba on the 
1na1da and proc ... to purchaaa/ aterliDC at th1a 
rate. some 

Yea, well tbatta ftry 1ntex-.. u r..:. 
Fro. Bactwann, nMn I checked dth Car1pel juat a 
llttle while -.o ••••• 

J'ea. 

52 
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ca 

. 
&.1.11'1 

ca 

-.-
..... ull be W luat. t.alkecl with Lollllloll at q~~arter 
pu t ti" aDd tM7 OYer there tboqht tmt tbe 
total louea tor tbe ~ would reach tell 111l..l.i oll 
poiiDila • 

Yea. 

That .uch. 

ADd be n 14 that the wbole th1111 waa people want1111 
to cat aw.,- tro. Londoll1 particularly a1Dca ttw)­
faaredf air raida. 

tne 

ADd be aa.14 tbe Scand1na~1an Central Bank& were 
w1thllraw1J:Ii ear-urkect gold troa London rapidly. 

I rarerred tO witbdrawtnc or tha gold. Ba aa14, 
"Jfo, it bu s peeded up to-d.aye . 

Yea. 

ADd be la.14 that Stockbola bll4 noan co.runicated 
with b1a bare i n Paris ukinc that one tboualllll 
poanda or cold whicb tt-Y hAd bare be shipped out. 

One t bouaalllll. 

One tbou&ulll PQ11nd.a. 

lly £Oih. 

Can you beat tbatt 

llo. 

ADd be aa14 that hi a buU1oD 4apart.eQt ... beiiiC 
awaapect w1tb ortara. I M&ll t o rat •ar~k .. colt 
out of bera. 

O.t of Pr&DCo. 

53 
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Ca 
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Ca 
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Y... .&D4 ~ha~ LoDdon 1a bni.D& tb8 aaae propoa1Uor&. 

Uh tub. 

.&D4 tor bll operatiou to elate be bad only lost 
'"en lllmdr.cl tbouaaDd poUIIIla • 

11.U., that's DOt bad. 

'fbat •s not bad. So hi '• kept bla •aae rat. aaa1nlt 
atarling, or course, while it'• very weak. 

Yeah. 

!ben ab - I think that civet a pretty tai.r picture 
or tbe ••• • • 

.lh - that ' • a aood Job, Cochran~ I'• vary aucb 
plaased. Are you coin& to put t b11 1.n a cabla. 

I bave it - part or i t 1.n fora 1o I can cable it 
on. 

Yet, I would • 

.&D4 I can cat tbat one l1tt1:U.at;raph. So on Satur­
day I 1pent a tee hours with 1acobson • •. • • 

Yea. 

the 8wed1.th ecouoaist or tbe B. I. s .•. . . 

Yea. 

Re bad Jus t coae back troa Helsingfors ••.• . 

Yeah. 

, • • • where theJ bad a .. veral-day contarellCe ot 
Scalld1aartan central banltera aDd eco~ta. 

Yeah. 

.lJid be • aid tbat those countries were arowina 
cloaer aDd tighter tocetbar, aa a block to reaiat 
~. 

Uh bub. 

le &aid that tba aeneral teel1.nc up there was tbat 
muar waa lllat'tiJII alllll woG1d aot retort to war. 

• 
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Allll he ..U \be Oc: =n altaaUoa bu b.._ -HJ 
\bet bu~a - ~e nre loaJ.ac eOIIt'U-e •••• 
YMh. 

• • • • Ulll 4-.Ug aenrl U.a 

Y .. h. 
•••• 

• • • aDd that ).abor ... ll.llhappy •••• 

Yeah. 

•••• '"er the ln&h coat ot llYiJII ..... 

YMh. 

••• that OYar belli& 11'1thllra- troa theu DOrul 
-.ploJamt, to 10 i.nto all.lt&ry conatrueUon, or 
all.ltary duty. 

Taah. 

Allll ha bact two or tbraa 110re 1 teas thd I can put 
1a a eabla. 

Ooo4. 

But \bet &l•aa about tba ,_al 14M, I think. 

Well, that'• •er-r &OOCIJ I'• ••IT ach pl.....S. .,. let .. aak you a queatlon. 

Yea air. 

1)14 tba hrla papara carry alll)"thllll about What t 
I aald 1fbm I arrlY.., 

Yea, T••• aDd oaa or two papara plqa4 '91 quite a 
bit, ,._ ate~t allout - the oaaJ:par earrl .. 
all - ah - a bia •te'-nt on rour r •- to 
proaparlt)" 1a \be~·· bare. 

Yea. 

Alit, ah, the tiaaMlal papara, tbla .n-Dllll, earr1a4 
the •toJT ot - ah - lllprO'IM ouUook hera, •tnM 19)6, 
aDd eo on. It ... a &oo4 ltoi'J'• 
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II. I(. hi 

Ct 

R.l(.lrt 

Ct 

R.ll.ht 

Ct 

5S 
-u-

hll, ~ 111&!& •ud •• tbo•• ollpplap, W1U 7f¥fif 

hr., I - I 1U 1ud 7011 the oUpp1JI&•• 

I 4on•t tblak I 414 aQT bara. 

Oh DO, D01 DOt at all. 

Bo. 

ADil ri&ht now, when, when theM people Deecb to pat 
up a bold t'ront, that balP8• 

Wall, I kDaw what I waa 4o1D(. 

Sunb. 

J.D4 I b.Uft'e U. 

ADil I put 1Q' contiDilad 1to17 clear up to South 
llupton in the pouch which let't to4ar. 

Ooo4. 

J.D4 youU:.ha'f'e ft'e:rrthiJII on the t1tth. 

Fine. 

I'•• baar4 DOt~ t'ra. tile•• people axeapt the 
4aT &t'tv 7011 &ot back I talkad with the :rad-hHAl 
wbo •814 thet - ab -

WaJ.t •••• 

- aero•• the eballnel - had been dolD( aQTthiac 
that t .be Central BaDkl tboU&ht abould be done. 

I• rou:r re4-baa4 a aal.e or a r-le' 

(loaqblt) 'fhil J.l a aale. 

This ia a aaleJ I couldn't reae.be:r. 

rhe one wbo -• down with u. 

w.u, that "lrr' it a Mole. 

• 

8a, ,.... 1fiTR7, ab, tblir - tba7 ban ,_ otber 
... rriea :ri&bt now. 
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1.11.11"1 

Ct 

I.W.Irt 

ea 
L ll.lrt 

e. 

• ··57 
-u-

All~ 

m::c. ,_ -,_.u ....... at 110 •'-7 - * 
Yeah. Well, w•~• 1011!1 to • ..U, all ~~~ ul 
JCN .. , \bla all Udo a oohJ.ee 

n•u ao eN& ,.n \bla •• '•· 

n... 

Gooclb7•· 

Regraded Uclassified



H.JJ.Jr: 

Operator: 

H.M.Jr: 

0 : 

H. LI.Jr: 
Aeet.Secy 
Edison: 

H.JJ.Jr: 

E: 

H.J.I.Jr: 
... -· 
H.M. Jr: 

£: 

H.U.Jr: 

E: 

H.ll.Jr: 
... -· 
H.U .Jr: 

£: 

H. !.I .Jr: 

E: 

H. W.Jr: 

Hello. 

Aes1etant Secretary 

Tbanlr. you. 

Go ahead. 

Hello. 

Hello. 

J.lorgenthau epealr.ina. 

Ed1eon. 

• 

Auguet ~. lQ38. 
3:58 p ••• 

. 58 

Oh, yes . How do you do, Ur. Secretary? 

How are you, Ur. Edison? 

Well, pretty good • 

Ur. Edison, I've been reading about these re­
ports ot Captain Evans carlson ot the Marine 
Corps. 

EYans? 

Evans Carlson. 

Yes. 

on China . 

Yes. 
whether 

And I aslr.ed the President .liiiMI I could have 
copiee ot those to read. Hello. 

Yes. 

And I'd appreciate 1t 1t I could, tor~ own 
1ntormat1on, have his report. I read about it 
1n the New York Timee. 

New Yorlr. T1mse. 

Yea, they reported it ae ot Auguet Qth. 

' 
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E: 

H.lt.Jr: 

E: 

H.t.!.Jr: 

E: 

H.U.Jr: 

E: 

H.IJ.Jr: 

E: 

H.I.I.Jr: 

E: 

H.Ll.Jr: 

E: 

H. lJ .Jr: 

E: 

H.!I .Jr: 

E: 

H.l!.Jr : 

St . 

- 2-

You aean the report that he'e aak~ on China. 

Yea. He'e aade a tremendoue trlp with the Chineee 
Arwtt. 

Yea. 

He' e with the llarine Corpe, and I i aagi ne he auet 
file the reports with you. 

You 'd like copies of them. 

Well, I'd like- yea, Ter.y much. 

All right, elr, I ' ll eee what I can do about i t. 

C-a-r-1-e-o-n. 

What'• that? 

Rie name is Carlson. c-a-r-1-a-o-n . 

Yea, all right. Well, I ' ll l ook into it right 
away. I haTen't eeen hi m ~self, so I don 't 
know what the statue they're ln. I'll look 1t 
up and aee if we can ' t get you some coplee of 
it. 

Well, we work Tery closely with NaTal Intelligence 
I don ' t know whether he ' e under NaTal Intelligence 
or not, but - that's Admiral Rolaes, isn't it? 

Yea. 

And Hdmes oomee over ever.y eo often to eee me. 

And - on China. So lt these reports are available 
I 'd lllte to have them. 

All right, tine. I'll - I'll l ook r ight i nto lt, 
and eee what I can t1nd. I - I su••• perhapa 
I can catch hlll thh afternoon. 

Well, thank you. 

All right, elr. 

Thank you . 
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E: 

H.L!.Jr: 

E: 

H. I.!.Jr: 

... -· 
H. :.l. Jr: 

£: 

H. U.Jr: 

E: 

H. •t.Jr: 

E: 

H. :.l .Jr: 

- :1 -

Oh, e~, l1eten. 

Yea. 

co 

one thing 
Do you rememba[/tha President spoke, one t1ae, 
about merg1ng th1e Coaet Guard th1ng -

Yes. 

Well, I haven 't done anything further about 1t • 

Well, let's get together after Labor Day. 

Al.l right . 

Will you give me a r1ng7 

Yes. Sur e. 

Thank you. 

All right. Goodbye. 

Goodbye. 

• 
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I'S'DiftAL Plii:SEftVE BANK 

OF N EW YORK 

DATE ..... lOa lf .. 

Gl 

CORRESPONDENCE 
COinOII!UJ. ru.• . 

L. 1. raoaro 

SUII.JE= fllo&'IIOIJ COif QMQit 11ft 
___ m.&H or •au~D. 

I ..U .... uoa a~ 1 o'alo* 111cl ~ld b1a ot \lao ol'du 

" ha4 roeolnd ~ \bo &11ulltak1 ftoeldlola (w eoll 100,000 ~do 

" ben) tb10h •• had \akta 1ft •' 481 ' ' '· lho aann had bltll 

anr•el.T qu1n bore, I Mid b1a, wt\h OuareD\T Pa1'11 b1441q tor 

•tor11a& oa a •aU "alo hll\ DI"IJ'tal lllcl l.aaaN. probabq bo\h tor 

Pa1'11 ae-t, .,us.... lolatb .tautoa lll4 \ho tar ""• I addocl, 

Wll'l not 1Jl ~~ aann wi~ llq OMOI'Io 

8olton n a\ .. \hat tho ~\al ~., bad doDo all 4., wae 

,ooo,ooo ( \ha\ 11 OilllT ta,ooo,ooo •11l•• Do01l\111o 11hta he ttrn 

t o ao ~~) 1114 t ha\ \bo pi'UIUFI 111 \ho aftol'IIOOD ha4 lii,.Docl 

tho ODlT DWI ~1\ ha4 00111 troa tho BI'1Uib 

•"'t.q •• a na\•c' tha\ ~lc4 -uauocl ~ \17 lll4 

tho pan ot a aocl1nor bn•- Ooac, eel CaeoboaloYMia. 

1aqu1rocl 11ho\hor be ailh~ ap"' &DO\hll" order tor lol41 

lth1t oDe ot 111\ la\arclaT ~ b- Olllaulh4 liT \octqt 1 

IlOilo. I ropliocl tha\ I wu bopo~ wo ooul.4 lin b1a 

11 .. orcltr ~Dilh\o 

• 
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P'&O ERAL JtKRRVI! 8ANK 

OP' N&W YOJtK 

G2 

CORRESPONDENCE 

~·,~~4kJ0L~11~------­

Ju Y. llloll..,e ___ 

DAn tenft lla lt .. 

SUaJECT: & .... J ~~QI •• 

--~••~_,or aGWJt. 

lr. Bol\oll ..Ue4 •• be1'oro 10 o'olo* todq. h• ..,.. 

bartlla a ton1.b~a tS..aJ .. tar thq had 1014 oYer taa,ooo,ooo, 

tl7 ,ooo.ooo of 1t 1n 1 1/t boura. At tho -oat th a aarlrot waa, if 

8DJ\h1DJ, a trtna atoa4101' at 481 '1/ 8. fhOT '110Ul4 OU'J7 C1G iD "-adoa 

aa4 trr net to lot tho rata ao lowar. It thoro wora .., bta SDoraaoa 

1D 4•aa4 to• doUara lator on 1!1 tho '-r ha '110~4 11Ya ao another 

noa. Be waa not ao1D& to att.-pt to palh tho rata up ~nna tho 

dq bHauaa he \ho1laht \hat would ba dap!J' iDY1tllla dtauhrJ tt, 

bowner, •• thouaht •• would like to tiT 1t 1a \ho lata aftamooa 

hera, that 11 •CIIl1ta tho roo-able th1D& to clo 1f 7 011 oan.• I 

t1Pla1oe4 WilT •• had boqht aterUDa late laat a1aht at a rata m1Cib 

ece.iaat aol4 ttpro4 out J•n a trtna aboYe the eqahalct or u.n 

(bh hdre to hold tho rata u aY14coo4 bT tho a1M of hh opan­

t1oaa 41lr1aa tho u,., tho POToholoa1oal taponanoo or· trriDa to 

bold tho rata aboYa tho old paritT, tho bal1at that •• eo~4 do U, 

at han for that oat '-r 1 bT ao1Da tnto tho aan:ot lata in tho 

attOI'DOOD without oparattaa oe too lara a a aoala, oto.). loUoat • 

repl7 wu that be waa Ytl')' clad to ••• -• aappor\ 1D the aarlret 

aad th•t ..,. auppon m1cb atarlJ.aa oould aot ..... tha pn••• 

etraaaataao .. ••• weleaa. 

to4q' • 4-4 tor cSollua, loU& tboqllt, waa oaa fo'l oa* 

aft7 troa a&ropa dlao to 0111 r•- oa!J', that waa the ar ......_ I 

tr. Pra,taa •• Ba•UD q4 lloa •n cSepnaatac todq •c1 thon wan 
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r'EOEJtAL URIWIK 8ANK 

M N&W YOJUC 

G3 

CORRESPONDENCE 

COIPID.wlAL~~ri~L~·!l---­
L. w. IDolre 

I 

DATF Alaftft lOa 1 .... 

su~a~J!~JL~IP~BO~I~I~QO~IY~~~~O!IJil~!l~ 

---~B!!AI::::I:~Or aGUID. 

1'111101'1 o1J'cu.laUq to the efreoi ihat \he Oeauu had o.Ue4 "t 

tc!d1Uonal uaen... Jr1Um -ero1al th•• ...-e JOinJ out ot 

lhl'liDJ into dollar• lan ea .a.mou naa With bruobea in anope 

(Paruowst, f ord, Oceral .. tora, eio.) were CIODYII"UaJ their Rei'Uq 

buanou baolt into doUua. lnrt, .. IWlabllllt had bo~~aht ot hla 

U 1 6001000 tbh aomiAC. then •aa no 4••d tor JOld lllther fir 

boar41nJ OJ' anr ethel' purpoaeJ he had doae leu \hu 18001000 wnb or 1t 

!or al'b1tr.,e wUh the remlt that t he d••d tor 4ollera had b­

conoentl'l tec! on the B:d. Ulh. !he Ito o1t u.h•Je n• week in l.oncio~ 

but idle 1n Pa1"11 althollJh fl"•ob r••e• had had to be mppol"te4 

on a mbltantlal 10ale. there hi eb.olutal7 no slJD of ap-la ... 

tion u .,u.ld be md•ol4 b7 abort 1ell1aJ• rorwal'd rat .. •ere 

ent1rel7 ua41mz1)e4 •4 bua1aeu 1D tol"hh'd 4el1·rel'7 •all• 

I 1.oqu11"14 wb.ether the J014 price cabled ua th1a aomlaJ 

r•a1nec! UDclaaJ14 ud he enerl4 in the atnaau,.., 

Lit tO 
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August :50, 19:18 

»r. Worgenthau , on hie visit to Switzerland during 
h1e vacation abroad, eaw Mr. Royall Tyler in Geneva and 
the latter gave the Secretary hie memorandum entitled "The 
Break on the Berlin Stook Exohange. • 

On the et'rength of this material and in view of 

64 

h1e high regard for Mr. Tyler's ability, the Seoretarr 
conceived the idea of sending him to rteit Genuall)' to obeern 
conditione in that oountry. 
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t!D n-n: 011 Bl •m.m 8rOGI: VCR•-u. 

Pr1ooa ot MOurlUoa 11 BorllJa Mft Me& ... u., •• 

b)' otllor 'llcNrHo. All~· -ro an'ooM«. 

tbo tollow1Dc ... k. 

lat .. t aawa at tho u .. ot wrlUJIC (Aapat 19tb). J1U7 

loo411c H011r1Uoa abow bopa ot 1~ or efta lS~ •• oaQU"M 

'all t-41ato e&IIH ot \llo brook -.. to llaft •• 

... r IN-');.r 

a abonaco ot oallllL ronltb« ~ a ollallp 1a tho .. tllods ot 

tlaa.DoiJIC pdllio -.,rka u4 ~It, 

0» to laa\ April, oottrao\oro -ro 11 tba lulbl\ ot 

ptt1118 a4YUooa 11 tho tor11 ot ro41aa0Witablo !'roanr)' 'llllla. 

'l'be total ot tMM '111ll.a 111 o1roulat1oa •• aoqr 41aaloH4, 

but 111'f1.to4 -•h ...-aulaUoa, ooora\ 11 Oer n)' aa4 pablla 

abroa4. 

baU)' olloko4 1tP wltll thaN '111lla, aatlaotoa ot lllalall r...-t 

troa 10 or lS to 30 'llllHoa -.rtta. llald .. aU •11-"a t• 

tho 41tt1011lt)' ot atatiaJ a .. 1... rk total 11 ~ ot tM 

tree ~•loa, O.IIWIIQ''a u41aoloH4 tloa\1 ...... , ap~ 

to .-t to _.., po~a -•• .. n, \Me oro.' Brltala'a 

Otftolal .• tale \M\ \M MM1 wu 
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aQ111beN •ar •• larp u bad 'beea _.,.. a'll:rod Mcaa 

to appear, witllacM' at•tac &117 fipna, ..a Dr. S.baall' .... 

a PQblla atat-t M Ule ett'aot tat $M Mtal. mlll4 -

Ill April, la taot, ooatraotora bepa to reoel'ft, 

inatead or re41eoountable Treaaury billa, a uw t7Pe ot p~~per 

m own u Dell'ftZ7-b1lla, Which are 110t recUaoounteble, ~at 

only belq Mde upon oompletioa ot 1.ha OOAtnct. A I!Jion ... 

ot caah N aalte4. Contra ct or• mar haYe beaD able to rat .. 

3o.e money on their Dell•ery-bllle, but apparently not to a 

auttioient extent. They theretor. atarte4 ullloac!lq Mour1Uaa 
• 

on the lllarket and , as a-railable oaah baa larplr been pre .... t 

into the MrYloe or \be ~-Tear Plan, tbare waa not "-•• 

deaan4 tor wtlat •• belq orter.4 t o obeolc a tul. 'ftw 

banld!lfl &J'8ta h tld not yet begun to teal the nl1et whleh U 

••-• t o lla'ft beeJJ !loped w01ll4 reault trcxa Mld ng 1.he DellYary-

billa 1nel1glble tor re41aoount. The a l tuatioia •• aarante« 

by tbe ot1tten1ng ot oo..a411.y prloea, othn -utl .. e4 IJT 

deterioration ot qualUr> br the 11 .. Corporat10A tax; bJ' 

rumoare, .s.nlala or 11!:11oh ban bean la-4 1a ao pard .. a 

torm aa ~o be bar4ly less dlaqul a t.lac thall a oout1raat1oa, ot 

a 11aw !In tional Detenoa 1.ax to n'OWI1. to 3ot or 1.he e:Unt.l 

1no.,_ tu:; ud br 111bl1o reallaatloa ~ the nry llaaYT 

bllr4en 1nYoln4 br 1!10b111a1111 a lll1111oa and a llal.t .. tor at 

leaat MYeral ..eke• with the aoo~l-a re&eatloaa oa 

A ftlrlMr ..... ot 
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-. 
- I- ,, 

ezport nrpl11s ot 200 ldUlon Relo~ks tor MYen 1110(1\laa ot 

1937, Gem&IQ' ._. llia4 a11 i.laport aiU'plus ot 110 allllon tor ~ 

oorrespon41q .ontlas this ,..ar. 

Soae Oe1'1114Ds sar t hat or. Sohaoht toreaaw what -.14 

be t he r esul t ot h.la Dal1Tery-blll t1li&IIOID6 aod , 1Jldea4, 

deT1aed 1t dellbera~ely 111 orde.:- to giTe hla own OoYern.&llt a 

s hock and to 1nduoe thea to alow dam on re~nt and 

unneoeasa.:-y publlo works (e. g . , taarlag doWD IID.cl rebulldlJac 

Berlin) , GO aa to ea se t he strain on tbe uational f1D&Doea. 

It 1 e doubt.t'ul whether Dr. Sobaobt rill auooeect ror 10116 ln 

changi ng the t'lnanclal policy dea1re4 by tbe Part y. 

contr iTe, t or a time, t o he lp the 8%p0rtlae 1ndua t r 1ea to 

r eplenl &b hla t'orelp exchange bol d1q s , but Judgi ng by past 

pert'oraanoes be rill yie ld t o J!urty prea81U'e aa soon u lt 

beoa.ea obTioua t hat ~nta producti on or eTen apaotaoular 

public works are being curtailed, and 1nt'lat1oaary t1ua.ola& 

1n tlle staallard ot 11rlllc M7 OOiltioue tor - t~ to -

wi thout o~usloa a bre&k4owa. Coodltloaa still r ... 1ll baUer 

t hao they wre Ia tM letter pt~rt o t tbs wuo 8.114 the polltleal 

ayataa 1s tu aore capable aow than It -• thea ot preT&oUJI& 

aalooateota troa or,.alalq reala\aaee. 

Howftr, la a oouatry 'IIIli ala eW.. a:ra41 t t'Olt 

daT1a.lllc a nter-Ucllt eoo-'o •Tst•, tb8 !!~:!!!l!..!~~!!!:!!!l~ 

wunder, and wlle:re tbs Ootei'-.Dt baa craater ..... ot -\i'ol-

11q ..rnu tMil ..,....... •1• 1a .a. _.u. u 1a -w .. 
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""r ( 'i' 

..., Ua\ • au. • k k Onl• llaft aenrnt h aeeud• 

priM.. .._ U \M "-7 la .... .-.. u.t 11r. se-... 

ancl•ere4 \lie ~l'Mit tar lata - ....,..._., .,._ ocourJ"aM 

.-owa t.Mt. t.llen la • llaMJIO r- htla\loa la Go~ • 

l ong as \be pro-\ ..,.._u IUI4 ptbllo WDrka pollor h 

t ollow4. 

to be anr arteothe departure traa lt.. 

W.Onaalna ban boon oxtre.ol:r ceutl~• tor - t.S. 

_paat la J~ tho Oel'lllan podtloa an4 ban retraluo4 troa 

pNdlotlona. 

in t.lw oarl7 daya or tho Baal r•silae and don'\ W&Dt \o 11o 

wroag a.pla. atUl, •»U""t troa the quoatlon ot Ualq, tala 

aooncalat.a• •la oontantlon 10147 tura out. to haft 'been r~t. 

artor all: -ly, ~at a ayato. oan•t run on 1lldat1Jll\el7 

wbon 1 t ,..... an •noeaalq laor.&M in the proportion ot ita 

t.otal eco~o aot1rtt1oa Whlob a -ntry 4o't'Otea to aoD­

pro4uctl-n parpoMa. 

PtftlMtiOI I A•· 
It look& aa lt ua- •n ao a.ttloloa\ ala&le 

oz,plaaat.loa ot ~ .. ~. 111do~ Mft ~ cola& \lile z 114 

41atruat. •- ot ~ lloat. Clllrk'Ouiaa IUI4 t trn•• ~ .. 

bQY cou, M-n -t.rtb•'-4 to cl-n u..a n rlr •· 

(a} fta bt.on&Uoaal at\•Uoa h c-.1 M& -..t. 

' tuoroaaa4 aazlat.J' anr alMa t.bo --~ ... aa4, lM ... , alMa 

-.pt._ Onl I ........ , - ftail PJ 4Ul l&at., Ia \M 

-.n ... lllahU7 et ...... .lthln, - .. 
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wre tlallaw4 to Mft n•• -. or 1 ... 1 .. epen4Ht o~ \M 

l'arl7 Mlac reple"' tiJ' • ..._. J'U't7-Ma1Ra. It •• eleer 

Nul oplll1oa 414 aot recari t!w AaMill••• •• eiiOQ8h ~ a 

suocaaa tor 19H u4 tM.t tile rta. ~d tie nn 1D ol"'aal' M 

toroa a eo1ut1oa ot tho· Czeoboa1oYak1u qaoatton thia 7ear. 

'llhall Groat Britain, b7 taktaa a fira at&Jid OYer tho Ma7 21-22 

weltaD4, abow4 that abe •• ao:. a,;ala &OiD8 to Uaplq tbo 

- peasiYH;y as U.. 414 oYer the Anaobluaa, •~ rallet •• 

tolt, wt 1t -• eoon real1ae4 tbet o.r.aa,. was oaly "NOOIUifAer-

108 the aeana ot oarryi~~g out bar plana about CzechoaloYall:la 

and bad by no .. ana dropped tbaa. It 1 a 4lft1oult to ... ~ 

this probl• 1a soir.« \o be atoered OQt of tho sou of '-­

diata 4Bneer to ~r14 peaoe. 

(b ) !be a1taat1oa 1a Oeraany baa s1Yan Yarloaa aisaa o~ 

beayY atrala. 

' 

prater to flght rathar thaa be beaten b:y econcsic and t1nanolal 

torooa. It lllfl.:" 'be argued that, with Brltiah ro~u ~ 

caa41n& taat IUid artaira t.n France rathR on tho •nd, 

0er.&~~7'• and Ital7'• o llllulcaa ot nooeaa are now at lout u 

good aa tbay will be ned year and probabl7 tar better tbu 

they will be in two ;reara' tl•. 

(o) In Ital7, ~· ocoaom1c altuation is ati l l W8&ker ~ 

in Oorman7. '1'lae .,. • ._ ot autarlcy 1a Aot as ooapetoat1J' raa, 

41ac1p11no 1a tar loaa portaat 1Ul4 tho tii.Adaaental prdl:t..a 

are 110ra 41 tttolll t. .uao, the ca.pdpa in Ab:raa1n1a &114 

Spa1a baYe -nt a beayY drain oa I t al:r'• roaouroea aad 

cauae4 w1 .. aproa4 reaa~~t.au. In Goraany, U• %'4«1• llaa 
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88.7 .... .......... - , .. ezoMI,. b :n&l7 •• 91•'-7 

ot lolltttM .. .,....._. Ia .D7ulala loea .aot • a ••• tw 

dotol'rM ._... Ia 1J h aal aaU-.1 lillall.laU• t• lla't'lac 

ba4 ~nasi • .U alle-llaea aal ,.llMl7 &Dla« •~ 

<JerMa7, Ia AUtr!a, Ill 1111at ••aollal, oal.J' a .... lo f/1 

·~ I 
:year~ .-re I'dJ' ~~ ~~- ,..S.t. ..Uat Ia .a. rfct.e 

baa ba4 - \elltq blowa,. Tbe priM le"l II .. tu .. Uttl­

ouU to hold. llauol1111, ... ,. people tear, .q ~ \Mt 

hb oalJ' pou1bll1t7 ot OI4Nqle ~ oollapae lloa ill a-.. -­

tul ..raM that tho ~MI ot .UOOIH are bettor- tMa 

tho:r wlll bo uxt year. ac.. obllft"NZ'a attooh a ola1a\er 

d gn1t1oaaao to hla reMat aatt-S•1t.1o ataat, 1111l1oh Ule7 

t hilllt 1a at..d at olll1.-:IDS the aQport ot the Aralia aptan 

l'lnglaa4 aD4 tho Jloal• populattoaa ot Jlorth Atrloa •pfad 

l'ranM, la. the oftat ot a ... «ral ~tloa. 

(I ) C..o.lloalonld.a aot a reprlno laat Mo.:r 21-22, Mt ... 

•:r retloot that, lt Jnuaot.aa ao .. •ooool la pr-u.ac a 

cc:aproa!M, U will oalJ' re•U Ia laoreoalaa ~ Ooftlla 

el-t•• opportaaltl .. tor waklldll& the Ozeo)loal..ak atoM 

aa.4 taollltotlaa lta atlaor.ptloa IIJ' ~ .. ,_. at a lat. ..... 

ftore dooa - to t1o a Maleaq, la - TU'J' lat~atlal 

q11U't1Wa la Prapo, to prefer~ tone u 1-at-· .... 

1t trc. a atrlotl)' allltor7 polat ot rl- ...._ •• at ....... 

are .aot •• aool u ta.e:r 111«Jat be laMr, retller tlilaa •IIIII' to 

a proMaa ot attrltloa •Ilia alcht e4 ill tbelr ~~~~ 

u aa. 1114epa4•t -t.I'J'· .. HI•'• n.. oa tllia protllaa are 

&IQ'ato:rr, "-'.-.. are po-.la Ia h'aa.oo ..._ atU_.. S.. 

• 
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~d - ot t.llle ou-Nat. puellueo ot colt are pro~Q\64 'liT 

- ••~ pl.aao, or Q- laaoWl.M&e or noploloa ot t.boa. 

RaOar 11&1 1\ t.lll&\ ..... u4 liOUa to •• - .,. to .,. u4 

tll&t. Buoa ~4 nuaor tlpt. --. .U:o N41oal -lllllou 

t.o t.llo Oo~. 

(a) Dl ~oo, ~· ol\-Uoa 1a 1a - lllpor\aa\ 

roopoo\o llo\t.or uau 1\ Jau Mea. Be oplrU 1a \llle U'IIIIF 1a 

'117 all ao_.t.o O%Mlleat., fte prloo-leYol IIIO"ll4 .. , __.., 

aliT -• tor t.r\bor 4on.lii&UOII. Bit\ \bo pu'llllo t.'ll\ p .. 

011 laoroaoU.., 1d.Ul JtO proopeot. ot a 'llaluoect 'llllCpt.. 

Opt1a18Uo o\ot.-Dtl '117 tho atalallt.ratloll haYO l oot tlwlr 

ottoot '117 ,..,_,1 t10D. ftere 1a 41o'llel1ot 1ll ..,. roftl'al ot 

tho \ell4oaOJ' u4, 1t t.lllo t..za4ell07 lo aot n.Yeroo4 , ~ 

tlllllko tlllo Ollri"'DOJ' will llaft to llle tho ... pocoat 01100 apill. 

hoplo on Urect ot -111& t.lwlr hol41aco ohrlllk apia aa4 

qa1a liT 4on.l~~at1oa 0114 on trTU.. to horn bow t o prot.ot. 

th- while t.llloro 1o otlll t.S.. , 1 . •. , 'liT laoer41D& gol4 oa4 

torolp oarrolloloo or ooll41ac tlllolr _,. allroo4. LoOII: ot 

oont14oaoo 1a t.IM GoY-at 1a - lJipGr\aDt pout Sa l'nlloo. 

For - 1101"• peat., .-a'llllo opW011 Ml ""' roauaro4 WilleN 

rraaoo•o torolp pol1o7 1a ooaoorao4. .., • tow ftell.-.a 

at.trlbato t~o s.pro.-at to ~· taot tll&t Fralloo )au 

Ylr\ullJ' llaato4- llor torelp polloT to CII'Mt llrl\ela. 

!'MJ' aM U.t haaoo'a n..-lal attalro 4o aot.- lib~ 

\6 .... atll -.,. ue oau.ot.M te \M v.s.A. 
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'l'lula, tlwr. AN pleat,. ot taotora, 1a a • ...._. ot 

oowatriea, oapa11le ot oauatq people to w,. to 40tce riaka 

by bllJ'iac aou. 

4nal.uUoa ~• tl:wl &II.J'tlltac elaa, tho'Q81l -. .. ta alao, 

110 4oabt, 4el111erate -..oeawtac 117 .,aoulatora, wt1o 4oa•t 

oare parl1oalar17 llow ,.._ tNe uelaupa 110n eo loac u n.,. 

do IIOTe u4 4oa •t ~a wt tJI.1Jl tiM aorMl. aarrow 11111 ta. 

It tbia taterpretattoa 1a oorr.ot, tt all bolla 4owa to a 

queattoa ot peaoe or war. 

ar, the 4eTal.uUoa ~• M7 l o .. tlwtr wtqo. 

XD optte ot tho b.apra tuereat 111 tho 1.Dt eruUoll&l 

aituaUoD, tlllo toroea work1q acatJut war AN pro'lla111J' atroac 

eDoap to kMp tho paa .. tllta J'O&r &ll4 it IIQ' 'II& laope4 tllat 

un J'O&r the aUuaUoa Will 1lo utter nthor thaD Wlr •: 

(a ) fte OorM.a Oolleral. Statt, tor aU tlllo Part7 • • &Uoii!Ph 

to a11aor11 tt, aUll oo11talaa lenl•hoa404 ool4t.ra. . Ill the11' 

Tlaw, tho taak ot tlao Ooraaa &l'IQ' 1a t o proteot tlllo OOillltr,. 

u4 Dot to Hrn aa tlw taat:r at ot U7 rlat~ ,.u.,. 

••t that OorMJl7 ..., Ital7 &N loatac tlaotr ••-· 

a111tar11J', oft'lr ON&t Brttata .... l'l'aaM..., tlln U .-!& 
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'lie 'llett er te drib -· ~- - nplJ' ~- •• •• ua r.. 

OenMT aM It&lJ' t'all ....._ td ~ ~ 11111all a t< sa aol41er 

1e .. u te llaft .-w aa tM •'•' J11aU1'J'illc a -· ft 

tba arc-•• ''-' •• aaos '• ai'-'loa 1a pUhc ~flit 

baa4, thaJ' - 'll-' U' tJaan 1a Pille te tie ens Ia 

coll.apM 1A Oe:rwaJ170 tlla ~·· 4UtJ' la to M tbere to ~.,.., 

tha oouat17 tra. t'allliiC a praJ' to alla.oa au that, tiJ' IIID141ac 

1taalt ia rea4iDa .. qalan aiiOJa &ll -rpna,., 1t h aenlac 

Cera&~~)''• .. u •• 'be t ter tM.A 1t -1· .. bJ' apaalAc to nan; 

&D anproala1q - Wbioll, 1t uaMaooa .. r.l, woul4 4r-c 4-

the Ara7 iato t.ba -• aa wll • • tile Party. 

Bow aall wlcht \llaaa aoaa14anUoaa _,. ba'N w1•1a 

Hitler, who h raporta4 to Mat p14&1loa alllatlT ti'Ga lila 

a atrolocer, la a -tter ,,f ooaJaot _.., lnlt tll.era 1a - 4CM1lt' 

~bat aobar Yian an llel4 b7 - ao141ara 1a napoaalltla 

poa1Uoaa. 

(b ) .Utlloacla tbia 78&r U7 ba ltatter tb&a aan t:roa ~ 

Ger:aan-Itall&ll a111tary polAt o r Y1aw, tbia 78&l" d ao Jau 

i ta 4nnaoka. 'l'llare h a laok ot a ynohrOiliMUOD, u 1t 

wera, ot ~ t'&YOUJ:'&ltla taotol"a. Japaa, •• tbe o.- .. ,." 

are allowe« tr.el)' to poiat a.t, h nUl M&TU7 e•ppt 

1a C111llll, ItalT 1Ja 8p&ia. 'fttera ia nlll - !JicNpell4 .. t 

Czaoboalonlda wl~ a ltlc alr-toroa wltlala Jaalt a fi~lilllllr 

t'roa -n1 ot Oe~'• ~o palata. Oel'MJIJ' ...... 

natunl petrol•- tor bar ••latloal oU aztraota4 rn. ~ 

doaa 110t aarft , .. purpo•. With a Yi- t o a war, ~ 

-ld lllta to ll&Ya ... raa aooaaa \o Ula Rou.a~~l&D oll-tlelu. 
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(o) J'W all \Ml.r JNMftdS.U ot .. ,.~_,., ul lu.tlt7 

ot alu, "- a.-• ....... Ital.J (\M7 .., .. onllal'• 

.-Jtor u BleUIV.. lt-U), _. tM ItaUe .. u\e _. t.-r 

~· On •:r •- .n --~ \o .... a -.r otarW '-

~~ ... 0-- ••MrMlr 

1'1&ht1Dc to Ulp Oerau7 -.Ito unolr oaalpotont 1A Coa\zoal 

and Solltll-Eaa\orn .E\lropo. It 1o not oa\ or ~ qllooUoa 

Ul&t one ot Ulo partuoro a1pt ~P tllo o~or d no u·Uteal. 

~at: at an:r rato, tbot poaalblllt:r to pro .. at to tbe alata 

or bOth.• 

(4) fte PQtlllo •Uoruoea of t.11e ProaUoat au4 ot llr. Bllll 

are atro~~&l:r uaeourac111& to GeNUT aa4 Ital:r aa4 aaat ..u 

bOth realt .. tllat u:r tu-tblr au...- t o aoln probl o .. '-7 

r oroe •:r un 1acalealablo ottoo\a oa t.11e aU1t.ll4o ot ~110 

tJ. S • .l. 

(o ) fte 4anCer Aollllt.loaa u:iata that Caeolloolo'IUia, 

4r1Yaa t.o 4oapa1r t~:r ~-.o proopoot of "poa"tul poMtnUoa• 

liT o._,., _,. 4olllloratol7 lot. tlltaca tau a oov .. 1MI.1Jic 

to IU'. Bllt thta ..... r 1a •U-ao. t.o \be Br1Uall, aal 

BrlUah tatllaeuoo oa JHao-. pollo:r 1a - 4oto,...t•nt. U 

-:r M bopo4 tbat oa Uao - .._, tllo --••&rJ' a\epo wU.l 

llo taua t.o u-•• SM OMoU,1a Ulotr - la~onat., ~ ... , .,.., 
t.akbc UJ' 1U-ooao1..._. ... , •• &Ill tut oa SM otar.er ,... 

C..ab ooM&~1YU7 -:r ooat.ritlate t.o ..a O«r ny .. llu-. 

• A o. • r-u,. t-"' tM tvn..s,. rz- •· a-, Qo 

ln!a OODtuT ll'eao a nlall-'t "'- 11M 4o &a...S. a•a 

Jaaio flat- ... ,.... •• .... M" .& 11 l'aftlt. o •••• 

Ma1' l - ••aota .& 11 • ...... 4..a tela a ..-a 4o 

0 pp'?.~ Regraded Uclassified
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JR 

SEcretary of StatE, 

Vlashington. 

RUSH. 

PLAIN 

London 

DatEd August 301 1938 

REo 1d 2:15 p, m, 

839, August 30 1 
6 p . m. (SECTION ONE) 

FOR TREASum: PROM BUTTERWORTH . 

ThE dEmand for dollars has bEEn Extraordinarily 

largE and thr rat E has gradually movrd down from 

~4 .87 to 4,86 t htn with thE opEning of NEw York 

to 4,85-3/4. Gold fixing was limi tEd to 327 bars 

at !42S. l l D. bEca~sE thE apparent prEmium sEEmEd 

higher . ThErE was a very largE d£1118nd after t'ix1ng 

which for a whilE was satisfiEd by thE Brit ish fund 

and 1 t was whrn thEy wmt out of tht gold marktt 

that tht ratt droppEd tram G4,86- l/2 to $ 4, 86, 

ThE markEt 11as somewhat surprisEd that thE ratE 

broke $4,86 whrn Ntw York 11a s opEn and thE imprtssion 

is gEnEral that thE i <1 :· .:as td pressurE will continuE 

until somE favorablF '!m:·. ~tloal ntws crEatEs a 

momentary turn a~d 1& 1B also gtnErally bEliEVEd that 

thE 

7S 

• 
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-2 - #839, August 30, 6 p. m., from London. 

the aut~~riti cs will gradually check the movement 

but arc not prepared to stand firm, The franc bas 

bern st eady at 178, 31-33 and bas not been undEr 

unu3ual pressure. British security markets have had 

n firmer appearance today, British Government bonds 

ror exampl e moved up on L§ but then gradually slipped 

back again, 

17 
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DAHl 

:110. : 

••riou labUif, Loll4on 

~t !0, 8 p.a. 

839 

BIO'l'IOJ no 

r 

Waler ie a till -...y, Phillips baa gone on le&'t'e for 

a few nelta, and I ba•e an appoint&ent w1 th hia oolleague 

e~r R1obard Bopkina tomorrow aorniDg to dieauee the eub­

j eot of lll'f telegrea of ~t 26, 6 p .a. Jo. 834. UDlaee 

you inetruot me to do eo, I shall not raise the question 

of the dollar sterling rate. I:IID d88AGJ: 

J:OIKDY 

78 

' 
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PARAPBR.lSI OJ' Tn.GIUIII SDT 

TO: Aaerioan Lecatioa, Bern, Switaerl&D4 

DATI: August 30, 19:58, 6 p.a. 

10.: 41 

STRIOTLY OOJJ'IDIJITUL, 

79 

It h understood that lllr . Royal Tyler 1e at present 

tD Genna. You are requested to approach hia and ear 

that Secretary Morgenthau would appreci ate it if he were 

to malta a trip ae eoon aa possible around Germany, 

apparently at hie own initiatiTe, with a Tiew to ~~~alting 

a brief appraisal of eoono.io and financ ial conditione 

there. When he gate baolt to Bern, he 1hould file a 

c ipher telegraa through the Legation outlining hie Tiewe; 

this telegraa should be beaded •tor the Secretary of the 

Treasury•. The hope i1 expressed by lllr. lllorgentbau t hat 

a full picture will be giTan by lllr. Tyler, and that he 

will not try to abbrniate hi e report. Hh expen1e1 will 

be paid by th.e TreaiiUl'y Department, and an honorariua 

of $35 a day 11 offered hia. You are requested t o caat10G 

lll.r. Tyler that absolute secrecy i e eeeentlal, and it 1e 

hoped that he will be able to undertake thh trip with 

a ainlaua of delay. 

BULL. 

l 

... 
U : Lft ' -· 
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J'ROII& Aaer1oan labaur, Par1e 

10.1 1!71 (Seotion One) 

Dot.TI: Auguat SO, U38, & p.a. 

J'ROII COOHlWI 
' 

8'1'RIC'l'LY COJIJ'IDENUAL FOR 8ECRI.'l'AJIY IIORGE!ft'IWJ. 

oo 

I Tieited t or a tew boure laet 8un4&7 with Jaoobeon, 

the 8wed1eh eoonoaiet ot the Bank tor International 

settlesente. He had Juat retwoned atter haTing attended 

a oon.terenoe at Hele1ngtora ot Soand1naT1an eoonoa1ate 

and central bankere. He etated that there wae an 

1noreae1ng tendeno7 on the part ot l'inland to tiU'I:l 

toward SoandinaTia to tora a bloo rte+rte Ge~. 

He &lao N1d that there nre aore ooneul.tatione and 

aore cooperation between the 8oand1n&T1An oountriee. 

At the ooDterenoe the general teellng wae that &ltbov.gh 

the e1tuation had beoome eo tenee that &D1 aooident aight 

start real trouble, Hitler wae blutting and woul.d not 

reeort to ar. It wae Jaoobeon'• opinion that the 

internal lituation in Ge~ had beooae worl8, with 

labor unhapp7 OTer the high ooet ot liTinS &114 the wit.hoo 

clra'al ot worlalen troa their nor.l. e.cplo~ent tor a111tai'J 

18rT1oe or oonetruntion, and with b:leineeeaen loeiJIS oo.,.. 

tidelloe &114 ~1ng eeouritiee. 
.Jaoobaoa 

• 
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... 
Jaoob•a ...... d .. f. \be a.cre• '• 1dd.oll llll11llell 

noi'J'Whe:ro 1e UJ)odot. •poD roOOYU'J' 1a t.hl 1ha1.t.o4 

lt.at.oe. 

(Ill)) ucmo• on> 
BULLI!! 

• 

ll&D .. -

\ 

Regraded Uclassified



P~ OJ' 1'J:L&GR.&K RECEIVED 

J'JIOJU £~~erio&D li:llb& .. y, P&ria 

10. : 1371 (Section two) 

DATE: .&uguat 30, 193a, 6 P••• 

RUSH 

He stated that the prillle requisite for reooTery in .&merioa 

u equUibri\1111 between ooata and prioea. It ia hie opinion 

t hat it ia neoe .. ary that the interest rate f or nn inTea~ 

111enta for buUding 1110rtgagea ato. in .&aerioa b& kept low. 

He thinlt8 tb& t 1t II&)' be dangerous , if real r eooTary 1e to 

come in the United States, not to permit the decline of 

federal bond quotation.e. Jaoobaaon thi.nlta that i f the 

rata of 4.as should be broken, there would be a tre•aDdoua 

preaaure placed on starling. Ha does not beUeTa that 

sterling i .e oYer-T&luad at 4. as. He stressed the need 

at tbia ti.ae of a demonstration of aonetary atraJ18th on 

the part of tile ~orao1 .. , 1dlo b&Ya eo -cb. gold 'but 

who are altiJ18 eo little usa of that gold to oounter the 

militant de111onetrationa a&de by the totalitarian states • 

.&t 4.125 t his afternoon 1 bad a talk with President 

t rip of the Jetherlanda B&nlt at .&1118t~rd&a o1'8r the tel~ 

phone. It was hie opinion that the daoline of sterling 

below 4.86 was purely teaporary and was the result of a 

flight uf continental oapi tal Which bad b-a al&raed 

by the Oera&n-Oaeoboalo1'&1tian situation. 

(KID 8100!101 !10) BIILLI1'1' 
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Seotiop thrtt . 

President Trip thought the tligbt fun4a were those held on 

continental account in London. He is oonvinoed that it is 

a flight out of Europe , einoe the holders do not want gold 

but are eeeking dollars . He felt tb&t the Br1Ueb author­

ities were opposed to and were doing their utmost to oheok 

this drop in eterlin. Today, when Trip talked to London 

officials br telephone, he was informed that $22,000,000 

had alread)- been yielded at that hour to hold tbe sterling 

rate . Consequently gold, instead of being pel'!llitted to 

pass into the banda of prints hoarders or arbitrageurs, 

will be shipped to the tlnited Btatee br the Bank of England. 

Trip told me the Dutch florin was strong today and no 

support was required. .Uthough the JDarket orieie was 
intently 

naturally being/followed by people in jmsterdam, no panic 

had denloped. Trip personally ie oonvinoed tb&t despite 

all the talking, there 18 no one who wants to start war, 

not even Kr. Hitler, and consequently he ie oonvinoed tbat 

tbere won' t be ~ war. Trip believes this oriu in inter­

national politics baa oome just as crises i n international 

oonferenoes develop. He t old 11e that the Dutch are oalllly 

looking forward happily to celebrating the fortieth 

anniversary of their Queen's reign next week. 

I held a telephone conversation wit~ Governor Janseen 

of the •ational Bt.nlt of !elgi1111 at •:•5. Janseen believes 

that t .he monetary authorit1ee in London are very praotioal 

and deal with their probleiiB in tbl 11oet praotioal manner, 

bu;ring 

Regraded Uclassified



84 

-a-

&Dd eell1D8 at the beet price poeeible. Janeeen 8&14 tbat 

neither tbe United Stat .. nor Great Britain h&a &117 pl&n 

in mind for &1 tering ita ourHDOT - baaing hie op1D1on on 

the mere faot that trade negot1.&t1ona betnen the two 

oountriee are continuing. 

Seouon lour 

It the Britieh had auoh a plan, Janaaen thought one 

of us ought to know 110111etbing about it. In api te o! hie 

close contact with thll Britieh, be knows nothing about it . 

That the international political aitua.tion ie 41!!ioult is 

admitto4 br GoTeroor Janaaen. J&DIIeen pereonally ill not 

peuimhUo &Dd tbinltll hie Gonnaent ' is not llithllr. 

Janeeen bopoe that there are enough men in Great Britain, 

GormaD,y &Dd J'raooe who want through the .... erperieno .. 

~e did twenty year• ago who are still au!!ioiently mindfUl 

thereof to use thllir good aena11 to avoid. war now. Jane"n'• 

bank had gained a little gold leu than 100,000 , 000 Belgian 

!ranee yeeter~ an4 be aai4 that despite ruaore the 

e1 tua.t~on today is still rather quiet. Janaeen referred 

to a statement which be a&de yesterday at hill bank1 11 aeet­

ing to thll ef!eot that there are no negotiation• blling 

carr ied on w1 tb &117 country with a new to a ao41fio&Uon 

o! any kind. o! thlll Belgian monetary 11tatu11. '1'hia atate-

mant waa ude in &o~~wr to quariea about thll 1'WIOra that 

Belgium waa uegoti&t~ With Great Britain toward attaching 

tbe 
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t he belg& to aterliQg, but -r understanding confi4ent1ally 

ia that Janseen will not at preeant consider suoh an idea 

last it give rise to more ourrenoy chaos. 

Section Jive 

I got the Sverigea Rikabank at Stockholm on the tele­

phone at 5:00p.m., and spoke with Deputy Governor Walberg 

since Governor Rooth was absent. They were having a par­

t icularly anxious dAy in Stockholm, Walberg said, and 
·~~~ : 

tbie morning (?) liil4 been particularly nervous. Better 

news from Parte and London i n the afternoon to the effect 

that the Ozeoboslovak question was not so pressing bad 

eligbtl,y ~;.#~ eased this market . Walberg said that there 
great 

must be very/pressure on sterling, and tl:at the Dutch and 

Swiss bad been selling sterling against dollars. Since 

his bank bad been obliged t o take i n so much sterling, 

it bad also been selling sterling against dollars. He 

asked me if sterling should go much lower than 4.86 as be 

baa heard the past few weeka it waa likely to go, what 

would happen to the tripart1 te agreement . 

I epoke with cariguel at the Bank of rranoe at 5:10. 

Oariguel ~j bad just spoken with hie friend in London who 

estimated that total losses by tbe Britieb authorities 

for the da,y would reaoh 10,000,000 poundl . The idea seemed 

to be that people, fearing air raide, wanted to get their 

f\mda a~ from London. Central !lanka in Seandinavia 

OS 
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bad b .. n w1t;ll4zaw1q ean&rkecl aolcl rap1cll.T hoa Loll4on. 

file !~Bilk ot lr&Doe llu ben requ.etecl by Btoothola w u1p 

out the 1,000 1014 poiJII4e helcl ~keel heN &114 tbe bullion 

depart.ent ot the Blmk ot J'r&Doe wu ewuped nth YU1oua 

shipping ordere. On1y about 700,000 po\mde were loet; tocl&T 

by the :rrenoh Oontrol 11h1oh kept the truo eUady nth 

sterling at 178.33 . 

I epoke With Pree1dent Baobmann ot the Bw1•• Iat1onal 

B&nt at Zv.r1oh at; 5:30 th1e afternoon by telephone. Bachaann 

said tbat the 8w1ee n:re d18po81q ot their aterl1ug hold-
eUcle 

ill8• aeatMt clol.lare ._;.!t"ltl.t the dollar bad been 't'&l'J' 

atrong and eterlins 't'ery weak at Zur1oh th1e morn1ug. 

Sterling had been eought 1n Switzerland troa abroad th1e 

afternoon. I 1Dqu1recl ot Bt.ohllann what parUoul.&r tore1p 

country had been b~Q-1118 eterliug through Bw1herl.cd cd 

wbat ourrenor had been paid tor tba eterl1ng. Be eatd tlat; 

Oe~ 1n part1oular had purol-.884 eterliug with Swi" 

tranoa whioh the ae:raan banU etUl po .... ,ed. Thie ee•ecl 

to ae quUe e1p1ti08At ainoe it ai~t 1nd1oate that Oen&ZI 

oftioiale or Oel'll&n bank.8 ha't'iDg ottioial infor~~&Uou 

't'iewed ibe eituat1ou with leea peee1a18a than outeidere &114 

thought ihil a ll(lod tiM 1n 11h1oh w aoqutre poun41. 

Baot-nn ~fl tlat tba Zur1oh aornin8 paper• were not 't'ery 

hopetu.'t with re ... rcl to tlll international pol1t1oal outlook. 
•• 1". 

lben I epoke w1 th hia, he lad DOt yet "en th18 atiel'IIOon'• 
11 oir 

PHMI1'8· rwn OF XUSAQJ! ......... IIIZP.t!' 

BOLLI!! 
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August 30, 1938 

The Secretary t elephoned to the President today 

at 9: 40. !.lr. !l:orgenthau said, "How are you? 1 Md t he 

President answered, "I am fine . Are you cooing to lunch 

at one o'clock? " and HM,Jr said , "That's fine.• 

Yr. ~orgenthau then aa1d, "For t he f irst time, 

Sterling has broken through t he old flgu re of $4. 86. The 

Sank of England talked t o the Federal Reserve or New York 

tn1e morning and there was trouble with the connection 

and they were cut orr. Therefore, we had only gotten 

t he news that t hey are having a terrible time i n London 

and t hat conditions are worse and also that Hitler has 

called out mor e reserves for the ~. I will get that 

confirmed in a few minutes. They are going to call back 

again. I did what I could last night to hold it. I am 

sure that we will ge t repercussions and will conti nue to 

get t hem until t he war scare is cleared up. I j ust saw 
Cordell Hull and he is very serious about t he whole thing. 

I am fearful t hat if this continues, we will get a lot of 

gold. Denmark and Sweden have all this gold on deposit 

and I am afraid that we will get quite a flood.• 

The President said, •It might be good psyohology 

to set up in t his country, under t he Treasury , an emer­

gency -- I want another word for 'earmarked' gold -- an 

emerg~ncy fund which does not belong to uo. • HU ,Jr said , 

"I don ' t g et it.• The President explained, ' Instead or 

put ting the figures in with all of our gold now that we 
i~vo earmarked , this would be merely a third category, a 

foreign- owned fund which is here for safekeepinf• nothing 

else , but actually it ie the same as ear~rked. The Sec-

retary said, "Let me turn that over.• 

Continuing, t he President said , "Psychologically, 

it would nelp. It would tel l tne world that in Scandi­

navia and England and France they have their gold all right, 

but t hey have sent it to t he Uni t ed Stat es where it would 

be out of the way of foreigners . I think , psychologically , 

it would help. I was talking with the President of t he 

Norwegian Parliament Rambro, and he said i n t he event of 

war Norway will be in the same fix as it waa in 1914 and, 

ile said, it would be a very good thing for them if they 

could have, for t heir financing, some sort of fund here 

for safekeepi ng, because it does not come out in the papers 

ar.d the people 1n Norway do not know. If the Norw• gi ana 
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knew t 11at the7 had llOO,ooo, ooo of gold here belonging 
to them and we would be kind enough to keep it tor thea 
until the end of the war, the7 would feel .uoh better. • 

!OI,Jr then aa1d to the Preaiden;. •Atter the 
Bank ot E~land and the Federal ReaerYe haYe co""leted 
their oall, I will call 7ou.• 
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August 30, 1938 

The Secretary today sent tor Ur. Yottett , Chief, 
Division ot European Atteirs, State Department, and he 
called at 4 o'clock. 

l.lr. Llo rgenthau told him he had t alked to t he 
Presi dent and 1 t le agreeable to the President that Mr. 
~ lorgenthau ask Royall Tyler to go at once, at the ex­
pense ot t he Treasury , to Germany and tour around tor 
a week and get, entirely on his own, his 1m!)ress1ons ot 
tne economic and national conditions. He would li~e 
::r. Tyler to cable tully his impressions and not to be 
concerned abOut how many words he uees i n his cables. 

The Secretary said that it was his i mpression 
that l:r . Tyler was a wealthy man, to which Mr . Moffett 
replied t hat he thought he was • comfortable" . When 
:Jr . !Jor genthau inquired whether llr. !.lottett thought 
~25 .00 a day was wnat we should otter Mr. Tyler, Mr. 
~!of! ett said he thought that would be very generous. 

HM,Jr then informed l!r. Moffett t hat Tyler 
was in Ueneva and llr. llotfett commented that it Mr . 
• yler ~as on the Geneva payroll, it would be better just 
to offer to pay his eX!)enses for traveling. However, 
he ~ould make inquiry. 

!.lr. Morgentuau said he thougnt Ur. Tyler was 
one of the moat interesting and intelligent men he knew 
and Moffett agreed that he was pretty olever. Mr. Moffett 
a l so said t hat he would let Wilson know that we were oom­
municat i l'lb with Tyler. 

was the 
getting 
1f this 
Italy. 

HM,Jr also told Mr. Moffett that, of course, time 
essence and the latter promised to lose no time in 
word to Ur. Tyler. The Secretary remarked t ha t 
works out .well, he will ask Mr. Tyler to go to 

The Secretary then explained to Mr. Uoftett that 
t he situation abroad has changed; that up to yesterday 
the movement was the hoarding of gold. He said, "That 
has changed overnight, It 1& now t he tl1ght t o the 
dollar. That is new. The movement t oday was enormous . 
Sweden eold us, at the market, t l,OOO, OOO Sterling; 1n 
London , J2,500 ,000.• He told Mr. Noffett that he had 
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called Cocl~an and asked him to call u~ t h e heads of 
the Central Banko o f Holland , Belgium, · Switzerland 
and Sweden and find out wluH they t hink of t he general 
situati on. 

so 

He said tl~t Cochran had renor~ed that t he 
countr ie s which are in t he St erling area are more nervous. 
Belg ium and Switzerland are not as nervous as Sweden; 
that t he Oeroar. citizens who have Swise francs sold them 
t oday and bought Sterl1n~. He explained to Hr . L:offett 
t M t that might be t hat t hey are afraid of t he Swiss 
fro.nc or that Sterling l.G c11eap or t hat t hey want to buy 
Sterling and cilange it into dollars. Ur. llor gent hau 
also told tlr. ~offett that Cochran fUrther reoorted t hat 
Tripp is convinced that ther e will be no war and t ha t 
thP. Belgi ans are not so pess i mistic, but the Swedes are 
the most nervous. 

Sterling broke throu~h 4. 86 , he told llr. Moffett, 
and •we mo ved it back to 4. 86. 0 He said when he saw 
.?MUips at Rouen he t old n1m t J10t we would hate to s ee 
the a go to $4.86. Philli ps said that he d i d not mind 
and sa i d he thought he would stop i t a t ~4.80 . 

!Jr . !Lorgenthau expressed t he opini on that in 
t:~ last two days the people who have Sterli ng are scared . 
~offett eaid that he felt that we will not know for ten 
or twelve days wnetlle r tuere wlll be trouble in Czecho­
s l oVakia. 

The Secretary aeked ~r . ~offett 1f it would 
be oossi ble f or him to come ir. every day at four o ' clock 
to l:eep hi m posted for a while . He told !~r. i.:oftett 
t l10t he had to r aise a lot of money on the 8th or Sept em­
ber; that ~~ nad told the Presi dent he woul d not make 
any decl s1on on hle flnanclng until the 7th; that we 
do no t have to borrow any ooney; that if t h1ngs are bad 
"e had enough money to run until the 15th of Deoerober. 
He explained that t hat was why he was mor e i nterested 
t han usual; that nor mally we would make our announce­
::-.ent on flnancing on the 6th, but that with t hings going 
as they a r e , he would wait unt il the 8th. 

Hl.! ,Jr also informed Mr. r;orrett t hat he had 
a sked Rlefler and Walter Stewart to come down and talk 
thlngs over with h i m on Th•.~rsday . 
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lllhoe1~x-tax 
.... :bcho fax lla\\aro 

J. W.Oru41a lllli11U\el 
to \he Becre\aJ7 of t.he Tr•IIIU'J' 

~t 31, 1938 

!'he fo1loriDf; ~ 4eel riUu 

1, Illtereot u a Ae.tDc:Uoa (u.c- tax) 

2, faxeo ao a Ae.tDcUoa ( laOOM tax) 

3, Oo_,.it:r proport;r, aliA ro1ato4 quoUoao (lacome tax) 

•· Dep1otloa (lncoao tax) 

6, Cbaftcterhiico of ol<CiH taxoo. 

'!be -tarlal ~ be conolf.erof. b oech oooo larpl:r u a 

wpp1-at to \he r...-l<a al~ -u oa \hue •ttaro 1n ot.her 

roc:.,.t reporto to \he Tr•IIIU'J' ll:r \ho wrUor aliA ot.hero ri\h wlloa 

be I>Ao be.,. uoocl&to&. 

Iatarut J.o 4 lle4!lctlop.- 'lbo bc:c• taz uaall:r Aooo not allow 

Aeduetloa of ouUa:ro that aro olllpl:r poroollal apllliOI aliA that betlco 

ban no Alroot coaaoctloa ri\h \he aoqlllrlac of \he ir~r1o b-· 

!horo aro, hooo.,.or, a f .. oxcep\lou, OM of \huo oxceptlcno h 

latoroot pall out, 'lbo preoct ol-Uoa h u tollolrll 

1) J.ll btoroot pall cro.t 1a orf.er to olltab t&xo111o u.­
h Aeclao\lllla. !llv.a lnteroot pall to a lii'Olalr oll a ~-.de to 
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2) I nterest on indebtedness i110ur red or continued to puroho.ae 

or carry wholl y tax-exempt bonds is not deducti ble . Thus if ~tax­

payor borrcmo money in order to buy a sto.to bond, he cannot deduct 

inter eat on this d ebt in oomputin.; his not inoome (there is , however , 

one oxcoption to this rulea if tho e:><Gpt aeourity is (a) iuuod by 

t:10 ~nitod ;;tatu, (b) issued after ;Jept..,bor 24 , l917, and (c) 

cri~nally subscribed for by the taxpayer , the interest on the debt 

r:A:f be deducted) . In practice, it appeara that this restriction 

1a not vory offectiTe. If o. taxp&yer •a financial &ft&irs are oco­

plox, it iB difficul t to provo that he borrOYred ctOnoy f or tho par­

t icular purpose of buyin~; or carryin(; o. tax-exempt bond. 

3) I nterest on indobtodnoss inourrod to Got exempt income 

(other than interest incoco, •lhioh is ooverod in ;:o. 2 above) is 

r~t deductible, under ~~e &eneral pr ovision of Seo . 24(a) (5) . 

4) All other interest is deductible. :·or insto.noo, a 

h=oow:ler ce.n deduct his mortaage 1ntoreet. "'ut in practice , the 

lo· .. cr courts , the Boo.rd of Tax Appet.ls , and tho i'reasury have r e­

stri cted this deduction sevo.r el y , pr eewaably by a narrow definition 

of intos·cat. For exampl e , the followi~ pay:nonts have boon bold 

not doductiblos interest on a noto r;iven in pa yment of a.lioony 

(aliMony 1 t:loli' is not a deductible expon.se) 1 om.ounte paid , under 

install~:~ont plan.s , in excess of the "ouh" price and in lieu of 

intercot , althoubh the oxoesa paymontl nay approxictate an intoreat 
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ohar,so1 inter oat on e. note oxe outed t.ll ll t;ift {a gift itself 1o 

not a deductible expense), and intoroet on a note 3ivon to o. 

trootoo •·1h0 l oaned be.ok t o tho to.xj)O¥or tho money ho ho.d e;iven to 
11 

hie ><lfe, tho T~>olo t hing boing " te.x- ... vin,:; plnn . 

Dittioultios of Pr eoent D1atino t1on. - Tho be.ei c wee.knoso of 

tho present intorost deduction 1a that a non-deductible expense 

u.y be triiJlatonoed - in part , at lout - into deduc tibl e i nterest. 

ihe dividll1.; l ll1o i s dif'fioult to tind. tho interes t on t ho 

al i.Dony note ma.y """"' cloe.rly to be e.l11110ny rat.'>er t hiUl ll1tor e•t, 

l;ut whe.t or tho taxpo.yer who dooidee to bor rew e.nd build himself 

o. hoe1o r o.thor tho.n rent? l.o io t r nna forml.Jil; r ont 11l expense into 

(in por t ) int eres t oxpcns o. Ront11l oxponse ia not deductibl e ; 

int cros t oxpena e is • 

...or oover , 11 curious di s tinction oxiats bewoon •. os . 2 and 3 

abo•• on tho one hand., o.nd t..o. 4 on the o t ho:r. I f the i nteres t 

ox:p(!!C• e results i n soc.e~ that can be c alled "inoome " and that 

Ia non- toxe.bl e , then the oxponao ia non...Seduotibl o. It t ho result 

ina toad ia s ono aort ot "non- i ncome" , tho oxpena: o ie deductible. 

Tho law noTihero defines "exempt income" . Ie tho uao thAt a person 

eot• from hi• dwelling .. kind or exempt 1noomo, or is 1t simply 

"non-1noo!'!\e 11? 

Those pu&tlea r 6Sul t from favoring a certain kind of expenao. 

Tho t&Tor goea to those p'H'oona who happen to be able to tnna tona 

Y The• • cues are taken trODt c.c.u. •a7, Sec . ln. 
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10!:10 othor-i'li~e Wldeduatlble expenu (e . :;. , rental) into interest , 

at tho exponae of othors who oom.oot do oo (e . s . , those who cu 

borrow to build a horle Md those who Ct.llllot) . l t ta'fora those 

~hose position in lifo h~ppena to involve heavy poroonal intoroot 

outl ays rQther thQ!l othor , non· deduotiblo, poraonal outlays . Tho 

economic a.specto a re npt to be unfortwu.te, ai noe a preadum 1a 

pl aced on borrowi"6o 

..f'feota of Proposed Change . - lf interest cleduotiona wore re­

a trlctod to those oonnootod with tho procluo~ion ot (taxable) 1noomo 

(in tho words of t ho tlenor nl statement in (c) in Article 21-1 of 

tte;;ulnti cns 94) thooo oqui tabla and eooi!Dloic diti'ioul ties would 

disappear. 'rho aclmn1otr~t1 ve dift1cult1oa would aoarooly be o.ey 

.;roatcr (a.,., point l•o• 4 above) , To avoid hardship , however, 

n~oro taxpayors have entered 1Dto C<>OX01 tl:lenta wi th tho belief that 

interest po.y.Jento would bo deductibl e , tho chan~;e should apply only 

to interest on lonna ocntro.ctod or r enG\'red o.ftor tho paooa!;O ot the 

l nw na Y.:int; tho oho.nc e . 

~his change would remove the pr esent equal income- tax treatr.lcmt 

ot the two kinds of hoo""""ora - tho outright buyers and tho 

bcrrOTrors , If a taxpayer 11 hol~ soour1tioa and with the inoo:e 

t.~orotro~:a 1.s: r ent ins a houa o, ho can deoreue hi a inooao t&%• under 

exis ti ng law, if be bu1lda h1a owu houae and o1ther (a ). aolls the 

a oourit1es and paya for tho bouao outright or (b) borrows on the 

94 
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securities to P8lf for the house . I f peroollal-expenee interest 

... ro dieall.,..ed. ae • cled.uotion, it •oulcl atill J*Y him (as to 

iMO::o tu) to soll t he eoourities and build hie own houoe, but 

it Troul d no lon;;or pay him to borr<m o.nd build . However, on tho 

~roWJds thnt tho inoomo to.x should not b e \400d to ouboidize home 

ornor •h1p, a rC!1!10val of thio auboidy in tho oaeo of the borrower• 

bui lder is a atop in the rib)>t direction, evon thou&)> it 1s not the 

ooaplotc 3tcp. 

'i"iaxes as a Deduction.- - Another oxamplo ot a. poreonal expertSo 

tt,e>t con be doduotod fro1o t;roco income undar t ho present law ie 

taxes pni d . Inoor.~o, death nnd gift taxes o.ro not deductible , and 

local ~peoial aaeeseaonta oo..n only be deduc tod i n the loflb run. and 

not always then (by addi,.; tho tu to the basil ot the property) 1 

but there re::..in :umo iaport&nt t axes such u tho real Mt&te tax. 

scco of the retail ao.loa t uos . and State cigarette tuea that aro 

deductible oven though tho thin;; that ;:ivea oooallion for the tu 

(dwelling of hor.teO'<mor , retail purch..,o) roprooonto no bl4ainoa• 

or inocme- producinc trnnoe>oticn. 

:·or GXIIlllple , auppoae & cigarette amokcr apenda ~20 a year for 

200 p&ok.;;., of cir;arettee bofcro & State tu 11 iaposod, aDd ,.20 

" yoar fer 182 po.ck&gN after the State hu forced the price up by 

lov-Jins a 10 per oent tu. Io thoro any reuon .,hy he shoul d pay 

'i:he Fodero.l Govormuont leao income tu in the o ooond eaa • than in 
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t."'c firo tT '!'be prioe of oige.rottes hu .;one up 01Ting t o a State 

w,, jU!! t ..,. it mi:;ht have (;ODO up cminz to MY nunbor of rcoaaons-­

:.i h<r l ent tobaoeo pr1eoo , oto • 

.. drtl.n1s trntive J..opeeta . - - The acltl1nis trat:1ve burdo:> uould be 

11 ,htonod if th o deduction wor e limited to taxoa po.id out in oonnooti on 

• \tl. ~!!e ;>rod,.ction or t a.xab l e income. At preoont t he • ureau of 

.1t~il:tl .\OVOnuo mu.o t ana.lyzo .itate l avt3 to a.ooortai n upon nhom o. 

4 vor, true 1G le~ly levied . ! f Q. COn:l\Q.Cr b.aya an arti cle for 

l . )I) o.nd po.ya tho r otlliler 2 oonts cxtrtt for s.U03 ~ax, the con-

• r ooo doduct t ho 2 oonta in his inocne te.x rot-~rn if tM tax 

lo le~e.lly one upon oonaUtter o, but he cannot if t he to.x is o. buoiuess 

tax Lvied on tho buo!nessnM . Inoidontol l ;r, thio illu.otrates tho 

tn.1'a.1 rness of the pro3cnt provisions o.a betxroon oorunmort:: in 

e•Jbotru-.ti o.lly the swno economic position (tho huoinessmo.n comes 

Olt ali.'<o l n t he two caocs ) . 

, omo -Oun1n,; :>ubaidy.-- Tho present heo.vy •,ioil)ltinc of the 

to..x !1:1Ste•1 i n f e.·1or o t' ~e OTtners and o..~:;o.i nst all other inoono t&x 

pay. ro woul d be somewhat lesooncd by l1miti"6 the deduction ... 

s o~ted a.bove. ~uoh., pcrhapa nos t ., or tho non- bus ineaa tax 

dod•tction roprooonta real e ato.te tax on home- <r.tnors• dwellin;:s . 

-~ 0 fai l ure of tho prosont te.x S)'ll tem to tax &Cly Of the imputed 

inoone r eprooontod by tho not u.se (L';r OU use cdnus repe.ira and 

d•preoiatioo) of an owned homo, o.nd t ho deducti on dlowed for 
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110n-busin""s lnterost are still fUr ther aubaidies to homo-o'll'tliJig 

at t ho expense of other to.xpo.yora . 01' ooura e if rume-o'Onl.ng {aa 

contrc:.ated 11'1 th h=e- r enting) ia to b o subsldi&ed indl rootly by tho 

Jovcr nment , retention of the exiatlng t ax- doduotion provision ia one 

nJ to do it. I 110idento.lly, the aubaidizlng of home- o'OX1l.ng should 

not ~· confused with the aubsididnt; of houai~~&• 

Dlaollowo.noe of Possible Buslnoaa - Expenae El~ent . -- Some 

te.xeo represent a mixture ot business and non-buaineoo to.x. For 

cxo.mpl o, a te.xpo.yur ownin~ a.n unincorporated business me.y be 

•~bjoot to a State incoMe to.x on hla entire inoomo- - buainoss prof! ta 

pl us tJ1mpl e inve.stnent income tro1n bonds , eto . It may, however , be 

ar .;uod that avon hero the lnoooe tax is in no we;y "busineso cxponae . 

lf 1t roally ia not shi fted to conaw:~ors {end this is the usual 

aooumption) it is not an outl ay made with the expectation that i t 

will increruJe uoas receipts . This repl y will not talco care or 

the oaao of a real estate tax on a building that aarves both aa a 

pl ace of bus inesa and as a clr;elli~. However , allocation between 

bua i neao and DOn-buaineu uao 1• already requi red in the case of 

doprooiation under t ho Fodor nl inoomo tax, and could likewise be 

r equired with rospect to tho r eal estate tax. 

Disturbanoo of Ind 1roct Aid to Sto.toa . -- Tho diao.llowance of 

State inoone to.xea paid as a deduction ..,ul d upaot tM exiating 

deqeo of coordination ot Federal and State iooo=e taxea . Thia 

coordination ma,y not b o very mo.rked, but it dooo exist to ao1:1e 
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extent . Probably oaoo Sta.too have put thoi r inoomo ta.x ~o.too at 

111.;htly hl.:;llor l ovolt than t hoy 110uld have ohoaen if tho Podorol 

..,vor=ont had DOt t.lloored J tato income taxoo pt.id u a deduction. 

,, .it.Lte rate of 10 per coot plus a hdorol tax of 30 per cent, for 

inotancc , woul d rop~oocnt a combined burdo!l of 40 por cent if no 

deduction we~o nllowed, but o.<>tuo.lly , it h only 37 pe~ oent oinoo 

t."tc .•ederal .iovernnont allm1o a de du.ction. ln ofteot, the pr eoent 

dod tctlo:l provhion ropNS cots an indi~ect fon:t or Federal o.id to 

t.' • .jtatc~ in ao tar o.a St&to rate.s ere, beo.au.e or it, hit;her than 
!I 

ti.oy ot:1er.'o'ise v:oul d bo . 

CollDlllity Property ,~ delated $ueation.o .-- S':ate lav/8 differ 

t.ith rospoot to propot·ty l'l.;hts of husband o.Jl4 11ifo. 1'he dlfforonooo 

ll"O or eonsidcrable 1m.porto.noe for the income te.x . Suppose tho.t h 

( . .UbMd) ....,.,. ~30,000 and ·,7 ('1'1'1fe) oarno ~ 10,000 . If the hu.oband 

has t,.e r i;;ht DOt only to tho ~30,000 but also to tho .,.10 , 000, he 

J),t be taxed on ,.40 , 000. I f each has tho r 1C)\t to hie earnl Jlb8 , 

t.nd thuG ~1 i s taxed on ..,30,.000 and ,, 1a taxed separately on 

.10, 000, the tot al tax pt.id by the two will be l ooa than H' s tax in 

tilo !'irlt case , owin..) to tho operation or tho progressive rates and y 
t ·' earned incoze orod.l t. If ""ch ha.a a r 1C)\t to one-half tho 

total e&!'nin;;a (oo-.nlty-property state) . 10 that n Y.1>uld 00 taxed 

on ,.20, 000 and ':1 .. po.ro.toly on ,.20, 000, tho tott.l tax l'IOuld be s till 

leas . 

t'or furt.>tor oommonto on thia topic , eoe '1'1-rentieth Century Fund , 
Studies in Current Tax Problomo , pagoa 58• 64. 
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These -ttera a.ro Ulll&lly approo.ohod with the eiS)lt oOilDlnity 

property otateo ill a1n4 . I n thou eight weatern and aouthw•tern 

stat es (incl<ldill6 Lou!.liana) tho lll'ft generally proTide that oo.oh 

opouso acqu1rea ownerahip ot halt of tho imoae earned by the other u 

well ... half or t ho income from OO<I:liW:Iity property. Some income may 

belen;; to oaoh spouoo eeparatoly--tor example , inoomo from property 

acqu.l red before lUI'riaee , income from inhoritanooa lll1d gifts, eto . 

;;ut tho splltti,.; or tho oozo::l.lnity iDeo"" 1a important enouglt to 

perait of subatanti al tax aavin,;•a for t ho CIOderatoly wealthy (but 

not the extremely wealthy, since cost of their !.noomo !.a ill a part 

of t he incoue t o.x scale whore the progreaaion of rates taper oft) . 

The natural reaction or ~·t observers 1• that those persona 

are cnjoyiD,J an unfair tu: pr i vilege . u soon as one tries to 

discover a r.ay to el iAinate this prlviles e , however , he 1'1nda t hat 

he 11 really doo.linr; with a far 1z>re important probler:t th&n that 

of co"""-Ulity property. lie 1o dealing with the prob lem of whether 

t ho f aaily or t he individual 1& tho proper unit for application of 

tho progr..,•ive rate ooalo or the incoll\8 tax- a probl.,. that would 

exist were t her e no cCIIIII'lUnity property atatoo at all. 

For i nstenoo1 one way around the ooacunity property probl ... , 

it 1o aaid, ia to require all huabands and wi'OOI livin.; tagether 

to lump their inooc oo in a single return, no -ttor what State 

they live in. Tiaivillg tho aerioua quoetion or oonatitutional 
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nl141 ty, there r -.ine the queeU on, wb;r 11lor .. ee t1ro per eou' 

t6:Ue ju.at beeeue tl!.e7 pi ...-rledT !hh W'OU14 be ihe r .. uu 11l 

- of ihe caaee mere the wife he4 ha4 a Job before ~ u4 

lcopt 1 t after oarna,., 

Another propo .. l , 1D Jut the oppoalte 41recUoa , h to per•U 

•ll apouaeo UTiDC topther, whether 11l oo_..1tT•proper ty 8\ahe 

or other St•tee, to eplH their a«c:repte 11lcc .. equall,y between 

~ 1'hi• would lower the r ......... cr-tl,y, ....... .,. .. uate ... 

iDcreaM 11l rat .. , with ccrr .. pon41DC anere e!feete on e11lcle 

pereona, 'CIIlle .. thq were pYeD a eeparate rate. 

1'he problem ot the feall,y Yerna the 11l41T1411al • • the unU 

for a progre .. 1Y .. rate tal: h one of the 110et Ulportant 1D the entire 

inoome ta.x f ield. It neede 1IQ.eh ..,r e •tu4T· So.,. prel.illol.DGl'T 

..,.....,to can be f OilD! on pe.cee C-9 to C-14 of •.t hport oA the 

ladera! BeT.,... llfet_. llllllodttad Sept•O.r 20, 1937 to UDder 

Secretary lfaclll l>T &GT ~~ u4 Carl Shoup. S.lllee tb.e co .,, ty 

property probl• 1e 1neT1\abl,y 11DA4 to thle broader problc, the 

preU11t lrl'1hrle ccnolu.a1oD 1e tbllt for the U• be1DCo and ptDdiDC 

fUrther •tu4T, no ohaJICe llhoul4 be ..4e 11l the trea-Dt of oo-1\7 

inoo .. Wider the preMDt ta.:., altholl&h U 1e eT14ent that web 1-

h UD4ul,y faTOred. 

Deplet ion.. !be proT1e1oDe for depleti on 1D the cziatiDC t.. 

r .. uu ill creat faYor1U• to oll u4 pe proecera and to ooal 

ainee, ooetal 111nee , and eulplmr ~aHe, '!he ratoN~ t hat are DMW 
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are (a) to ollDiDato the p.,rt oiono tor peroent~ depletion ud 

d.iaconry depletioJl, {b ) t o el1ll1116te the ~r lt.a1t (30 per oellt 

of tho aellill4 pri ce) now Ulpoood on the .urtu: on the pin troa 

tho sale of an o1l or pa property \bet hat 'been 41oeo.,..re4 'by the 

taxpenr, (c) t , require all d~htion to 'be 'based on coot (or 

llareh l, 1913 value), as it uoed to be bot ore the 41oeoVOJ'7 

provhione were introduced ill tho 1918 act and the percentaca 

depletion p.,viaiona 1n tiM 1926 all4 1932 acta, 

Pereentsge Depletion and Ditcover.r Deple t i on,- Tho preoent 

percentap-depletion ud 41aeovoJ7-4~leUon prorlaiona allow tho 

taxpaJor to d.adu.ct ao depletion Dlch more than t .he property coat 

him (or uueh more than ita llareh 1 , 1913 value) , !bile it an oil 

• •11 cooh $100, 000, the d.a4nctiona token yaar 'by yaar for 

depletion in co111p11ti~~g t axable net inco110 of t he oil well IIIIIT 

f inally a&grepte mch more than $100,000, Wider tho exht111g 

perconta&o pn)rltiou. 'to the extent thet they 4o exceed . 100,000, 

the t~er oocapoo a to% on not illcomo ao eo111p11ted tor taxpayer• 

genernlly, 

'l'h• peroontap-depleti on provhiono are oo called 'bacauee 

depl etion 1 o declared 'by tho ~ to be a certain percent~ of 

the groao illco,.. f i'OIIl the property, !he percentap 1o 2?t for 

oil all4 po wllo, 23 for oulpbur al.neo or ~at to, 115 per cent for 

.. tal a i noo (copper , load, oillo, cold, etc. ) all4 15 per oont for 

coal awa. '!» peroontacao differ pre.-1117 boc:a'UO of different 
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ratioo of 6f'OSS inoomo to a.pit&l value of property. Aotuelly, 

tho percent a;; ... l:IU4 t b e nry arbitrary, Iince proportioa n t!Un &:11/1 

one of the olusoa above -y vary ooMidorabl y in tho ratio of 

roo • incooo to capitAl value and, jud~ins by oatimatea or revonu o 

lo•• to tho Tr<>aaury, aro in pr actically o.ll oaaoo high enough to 

allow the taxpo.yor to cot back , tax-.freo, far more tho.n the ooo t of 

t.oe property to him (or Uarch 1 , 1913 vo.luo) . Tho yearly deduction 

1• lioited in o.ll thoae oo.sea to 50 por coot or tho net inoone of 

the taxpo.yer .fro:n tho proper ty ooc.putod befor e deduction for de­

pletion (with a qualified exception for oil and l U wells) . liut 

thoro is no overall l imit, ao the taxpo.yer oan ~o on taking de­

plotion doduotions yeo.r o.ttor year even thou~h he ho.a lon& s i noo 

oX:toustod the a wogato deduction that would bo o.llowod him on a 

coJt or ~ch 1. 1913 baaie . 

"ihe discovery depletion provisiO!lS aro DOW Of little practical 

l.:lportrutce, ai noe they are confined to minoa (thua not inol~diDG oil 

or ~as wel ls ) othor than motol , coal , or s ulphur . These p:roviaiona 

allo·." the te.xpo.yor ""' au rogato depl etion deduction, over t he life or 

hio pr operty, equal , not to tho cos t , but to tho v&luo , Thus o. 

proopootor cay opend wlOO, OOO diacovorint and dn oloping & mine that 

turn.a out to be worth .,.1 , 000, 000. Hio doplotioo doduoti0115 can 

total vl , ooo, ooo . 'l'hua he got• his ;,900, 000 ; rotit tax- free, if 

ho 1vork:s the mine . 
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Tax Ja•oriu ... - ~ero will ar,ue tbat u..,. aboul4 'bo 

ellowed • total depbtlon d.ecblctlon creater tball o!Jop~ ooot ot t.he 

proper~, to oompenaa\o tha tor othor ., ... turoo t.bat ·...-.~ c1Yo 

the looaeo that th.,. COil DOt uae to reduce illooiM teuo be-

tho looaeo exceed tho ~•r'o illoome from other oourcoo tor tho 

yeare in qu.otlon. It a e&rl')'- forward of buoinon looaoo &lid capl tal 

not looaoo io adoptod, thio argument tor opoc:l&l doplotion treatment 

will Yanioh. In OZ1¥ e&oe, tho extra cleplotloll crante4 by tho die-

ooYel')' or percontace depletion 4ou DOt oorrupon4, except ill oaoeo 

ot ohoor c:oinc:idonc:o, with tho amount of prior lou Nffero4, 
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lloreovor, J:lllCh of tho oil , p o, coal, copper, etc. , io mined by larp 

oorporatlono whore a proopectiO« looo eon be oot ott (for tax 

purpoeea) againot income from other actlrttioo carried on by tho 

aeme corporation, lYon whore tho m>terprioo lo not large, methodo 

haYO 'been donloped tor oplittl.ng tho rioll: of one nnture amonc a 

num'bor of people &lid thua &11.,..10« one peroon to hol4 a bulldlo ot 

oplit rlalco 1n onor&l onterprlooo (whore tho cballcoo for otfoottlnc 

ot loaoea a&aillat protlto ill ozq one year are good) , 'JJ 
Bc:onomlc J.apecto.- Ollo of the reeoono 11100t otron&lT urged 

for tho dioco'foJ7 doplotion pro'fialono ill Ul8 wao tho proopoctlYo 

abortoco ot c:rwio petrol-, aDd tho conaeq~m:~t ucoool~ tor oD­

COUl'a«ing 4rUUnc, !hio arcu-nt 1o aloo applico'blo to percontace 

depletion u loJ14 ao tho porcentagea are ao ,..norouo &o theT are now. 

But tho ar~t ltoolt baa no f or ce llOWI lndood, tho ot&to &lid 

Y Boo tho -..randtoo by o!tici&lo ill tho Vt.luatlon D1rtoion, f r o&ftlT, 
in J labyt o 111M report to tho frea0Ul7, P• Wile, on iJu:ooM tax 
pro'b"-o. 
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f•doral llovorn::onts h&vo b eon busy in recent yoo.rs tryinj; to reto.rd 

tho f lo\1 of oil . JimJ.lo.rly, no reason o.ppears for offer1n;; o. bounty 

to con.l, copper ., sulphur etc., produoora , especially a.e ohanoos or 

discovery in I!IBllY of these fields •- rmote, and the chief economic 

effect or ~cneroua depl etion provisions is therefore to hasten tho 

rate or uti lization or known deposita • 

. ~e.venuo . - Tho rovenuo loaD reoultinr; from tho oxooos ot do­

_;lo~~o:> allO'I'od ovor depleti on on o.n &djustsd oost or ..:Uch 1 , 1913 

bD.D io will ote&dily .,row gree.tor ..., alDro minoo, e tc . , got to tho 

point ""here they 1'111 have ua od up all the depletion &llow&ble on 

t!1e cost or 1913 baaio , so thnt all, not merely part , of the pcr­

oonto.;;e or dis covery depl et ion will be "exoeu" depl etion. ! n 

Sopto~ber , 1~34, off~cinlo in the Valuati on Division of the Zre&aury 

reported that for the 39 taxable r ei>Jrns for 1932 thiLt hod t;ono 

~ .ro-\~~ tho :.:UU.ns Section at that time ond ht\4 had poroenta.:;o 4e­

l•lotion, tho pcrcentf'{;e depletion wilD ~ 1 ,2 mil lions • GIIi not the 

. 3 r~llion tt.at 1<0uld otherwise h&vc been &llcr.ved. Aeyone &n&lydng 

';he published finanoie.l r eporte of oil oompnnioa f or 1937 I!OlOt heLve 

cor. otruot- by the amall OJ!IOW1t of undistributed profits t&x p&id, 

oo"po.rod with t ho l&r&o profi to reported to 1 tookholdero . Appar­

ently, the " mdiatributod profits" wero • call l:ocCLuse in oomputint; 

~:o (taxable) profit• the oxoeasive d epletion oll071&no ee were 

us od. Tho proti ts roported to stockholders , on the othor hand, were 

prooumnbly alter deduction of only tho ordinary depletion. 
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Adllinhtration.- !be ac!Juted ooot or U.. 1913 baolo tor lle­

pleUon requir11 U.. .. ttl~~& of a Tal,.. on tbe pro~rlT· !hie h 

&4=1Ue41J' cUtflcuH, but experl~nce with U.. ~rcatap prorloiou 

htlo oboYn that it h Jut about ao 41ft1C>llt, &1111. ~rhape ..,re eo, 

to reach an Jl&re-nt on the lise of tho •cro11 inoome from the 

propertY". l!oreo'flr, the Talue of the propert:r beo to be calculated 

UJ¥W81/, whene .. er (a) 41 .. 14endo paid are lllr.el¥ to be in uoe11 of tbe 

net 1ncolll8 reported tor tax pmpooeo, oinee the exeeoo 1o exompt ao 

n ret\l.rn of capil&l onl¥ to the extent tbet it represent. a real 

oxceoa - i.e., an aotual return of capit&l ao oomp11ted Wldar ooot 

or 1913 rulea of depletion! (b) the proport:r io oold and capital 

pin or loas 11111ot be OOlllpl\ted. Therefore 1n 10108 caaeo the per­

contace-depletion provioiono ha .. e simp~ added one adminiotrati .. e 

took on top of ano thAir • 

Char&cter\ttico !l!lxche ~·- The follow1JI& table 

repreoento an attompt to eeoro the excioe, o\allp, aD4 ml.ocellaneoua 

tsxoo of the J'edeno.l Oo .. o..-ent b:r labeling each tax 1 0ood1 , •:r.J...-, 
or 1Poo..- in reopect of each of a number of characterhtica, out­

lined below, that aro of epecial importance in detem1n1JI& whather 

a tax ahould bo retained, A queotion a:alil: 1ndiceteo a r;reater 

then uoua1 deg.e of uncertaint;r 1n the writer '• opinion. In 

Collll:ll V (Bo.rden diotribo.tion) it waa found not feaoible to expr .. o 

on opinion 1n the t ema ueed, bo.t the oolUIIII 1o t.n in. rl th 
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-;be tobacco to.xoa &nd liquor taxes are not covered, since 

• ,ere b no pr03poot that thoy Trill bo rop01Llocl. 

~~i s scor e shoat. it mu4t be ~ph&slzod , ~ivoa no objec t i ve 

r J tl t . ."'he i:npor'tMce ot tho sever al oho.ro.otoriatios varies ; tho 

.rnd in~ i n mony oaoea 1o l ar ;;oly s ubjeotivo; the liat of che.racu r iatioo 

h r;ot exhAustive ; and 4 oho.re.o ter istic tho.t 1oom.s to tho prosont 

.. r itc:r clesirG.ble cay o.ppoar otherwise to ZOllooca ols o. ..!or eover , the 

.:-t..din ... relAtes t o the tax u it otands ~oday in tho Federal syate:a, 

:»t ... it ::li.;ht bo if it nro alwr ocl (but io ..,.t oue:s , no alur .. tioo 

oo . l d chM ,;c t.'>o ;;radinc Mtorinlly) . r'ino.J. l y, tho c ryptic colwnn 

hoadin.;• i n tho Tabla uro ver y apt to miol ond unloao atud1ed in 

conJunc t ion " 'ith tho text below, The table 1a thorofore aioply 

o'" c;r ed e.s pe.rtial intorc.atlon o.nd u provoo&tivoor turtl'!er study 

:no follorrin;; Hat o f cho.ro.otor istica , llOod in the ocor e- shoet 

tabl• , hflS been conpilod .,. " hel p in deciding which oon.,.,diticc e.ncl 

trMao.otions should bo roliovod of t ho ex1ot1nc to.xcs on them, whon-

Y ever it beoomos poaaiblo to repeal some of those t.xoa, but uot all . 

:".e lla t r.ould be soaewh&t dU'ferent, but not m&J'kodly ao, 1f the 

;<e.tion r.ns ins teo.d , which to.xeo to o.cld (or ro.l.ao) ins teo.d of 

ropoal (or rocluce} , It woulcl a lao be s01:1mlho.t ditforont if other 

typos or tax - e . g. , tho incoce tax - \'tOr e 'boins oonsidor ed. 

'..'ho list io " r evision, 8Jllll.lgaau>.tion, a.od oondonaation of tho 
o.nalyu• in o.ocora.Ddllll P , report by Shoup , 1934, PP• 16- 21, e.nd 
in Lloubh- Shoup ~opo rt, 1937, Chapter 1 . 
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Choraotor iltios woul d then be l1etod that aro omitted hOr e beoo.use 

, ·. th reo poet to thee ther e 1• very little to ohooo o IWO!l;; tho 

4ovorll 1nd1root taxes . Fo1~ exomple , nono of thoao tuos is good 

jud,.o•l by an l'bility to tax urmeritod !)aiM . Again, they differ 

U ttl e, or to no o.scertainable oxtent , in thoir effect on vol ume of 

:u~ .... in~, '•7illinvnose to take risks , or willingnoes to a ave . 

-··· characteri stics to be lis ted will be thoao, not or tho tax 

1~.c.!' , bu . o f t:-.e eo=odity or t r anoaotion to be ta.xod; they are tho 

o..ar~ctcristics that o.rt:Uc f or t he r etention of the tax already l&id 

..t_EIO.l it, and oorreepond t o tho "Jood" ontrioc i n contr!l.St to tho 

'!'hv C0%'1\l10di ty or t r onsn.otion whooe tax is relc.tiv ol:r well 

l'ittod to bo roto.inod is one that io o 

•. d:oir.ie trat ivo Con.sidcrationa 

..... ) Produced or sold, at soce at~o, by a rem, l&rbe .f"1..rc.s 

rA' .. or t.\O.."l c:.a.ny, s:uU.l !"in:l.S ( e . ; ., o1GU"ottea versus toi l et 

_rornrutioM); 

) rroduood or sold by taxpayore who produce or sell nothillf:; 

t l wo l rooord- eopi ns i p eAS ier and BVaaion more difficult (e •G•• 

tobo.cco CD.nufneturors verous tobaooo rotaihre)J 

C) b ·oduood or sol d in a bus i noao whoro tho mortality ro.te 

ic low (o • .;., roadside oto.ndo voro-.a oi~arotte factori es ) 1 
y 

D) l'urohaaocl only by those coDIIumOra who o.ro doaigned to 

Y "Co:>SIIl'ICr" in nll of t !1ose p&rA.:;J"&Phe neana the ul ti::l&to consunor- ­
the ono who uses up t he ~ooda or aarviooa . 
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bear the burcl.n ot tbe taxa troul .. OIIIe a..aptlona are obdate4; 

J) Capal>le ot precha definition w1 tbout therebf excl114illc 

arUclu &l.!ooat co111platel;r al.&ilar <••C•• 1 chew1nc cua• nr.,.. 

•ea.ndJ1 , or 1:yello,. oleolll&l'flU'iDeh 

J') J:ntoreaable w1 tbout i=poaiJIC on tbe tu;pe.rer the neeeu1 t7 

tor specia l inatnllationa or dea1gn (ct, ap1rita d1atilling tax) , 

extanaiv" rac:o~ep~, or o tber co eta of compllanee.l/ 

Revepuf . Jconom1c. fRd 19u1tablt Oon•14trat1ona 

108 

G) Growing or decllniJIC (in un1 t or dollar alee or pro411ct1on, 

per capita) bu.t al1ghtl;y (whether onr a bueineu cycle or a lonpr 

t 1uo, bu.t pe.rtic:ularl;y over tbe cycla)a tenda to atebillee rtna'tfUA;Y 

!!) Ce.pable ot reapondi!ll>, aa a tax baae, repidl;y to n riae 111 

ceneral pr1cee a~ tanda t o check 1ntlatioJ/ (defined ao axee11 of 

covernmental outpa;ymente to , over intake trom, the pUblic); 

l/ To aome extent thie character1at1c h a cenerel atoteoent coa­

prehendil\4, emo~~& other t h1DC•• characterhtice B, D and I above. 

Y 'lhio impliee tbet auch inetabillty •• the revo.nu.e qat.., as a 

whole n .. dt can be lUilPl;r aupplie4 by taxa• other than tboae here 

Wider cona1dere\1on - ••C•, income and deeth taxa a. 

'i/ 'lhie h DOt aillpl;r the coJI't'arae ot (G) , tbo"f:h 1t h to • 
certain extent inconahtent rt tb 1t; (G) co vera pb.rei.-1 

ehe.nca • , and cyeli cal chAnge a. 

j/ Such a check it not d.aairabla at 80118 tinlee; 1t probabl;y rill 

be dee1rebla 1n tbe CM"'ll& 7e&r•· 

' 
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I) Controlled by en inolutio dolt&lld , i . e . , f.., oonaumera 

drop out (or co~o in) or roduoe their purohueo (or inoroase thea) 

price ~;oea up, orin,; to an increuo in tho tax (or dom1 

y 
its reduction) 1 thua (a) the chBJlllo in yield to be gained 

or loot by a chnn~e in rete oan be mora aoourately predicted, 

or eny ohan<;o of i ta rate, will tend to oouso leu 
y 

oa.pital and labor """'nS industries 1 (c) the kind of 
J. r ation of 

loso of consumers' satisfactions that is not reflected in tax 

~<oolrtc >:!.11 !'robabl y tend to be loea; 
y 

J) ~olloctod f r om ono who aolln directly to tho ultimate 

oor.:·1:.1er that is deoicned to bo burdened• tho chancoo of ;;ottine; 

t .t to.x shifted to t:..a con3U!:ler ore somewhat incroo.s ed.J 

.. ) $ol d to ooll!lul•or in units or not lo .. than 20 or 25 cents , 

ll:ld , o.t looat , not leu than 5 conts t otherwise , under ordinAry 

r~tc-a , it bocomea nceeaao.ry to ahift the to.x by lonerine quality 

o1· c.lttin,: a1 r.os , ainco ohiftint:; by a prico increo.oe would, under 

~ ""d<ro.te-ra.to M valorec t o.x, involve 1:11oh less thnn l oent 

per uni t ; 

L) 3old at a r oed! l y ucortainable pric e , or othemae readi l y 

71\l •eel, :J&!:in,; possibl e an "d va.lorom tax ro.thor than a apeoifio 

- !I 
tax : l ess daneor of a oho.nzo of real burden of tax when oelli~ 

p·ioe to con:t\.I:X:ler ohangOI J 
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Y ln a suoptuary t ax (dooignod to repress oonswnption) this oharaotoriatio 

1:1 or oow-ae & f$.Ult . 

Y .iuoh roou lts will ooour ill!lofar ..., t ho consumer restricts his other outlays, 

but t ho force will be dissipated over a large nuuber of business . 

2./ 3oo f ootnote 2 above. 

!!/ .:Xpre•sed ao o. percentage of ooll!lumer •o tot&l dollar inoome . 
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::) Sold to tboae who beMtit by the expellditure to which the 

tax io dediceted (e. g . _. in principl e , the gaaolino tex, tor roods); 

11) Sold to tho gr oup in tho collWUnity -- 1ncaoe group, y 
.;eo.,raphioal JJ"Oup, oto., - - that it h des i red to burden. 

O) Inol uoive onou.:h ao tho.t olooo oompotitoro aro to.xod 

y 
cquall:,·. 

~) Produced or sold under conditions such that repeal of the 

tax would tond to c ive e.n undoaorved bo= to others , rather than 

rol.=buroins wsiness individual• that had been inJured bY the to.x. 

Q) Suite.blo tor whatever opecifio control purpoae may be in 

r.Und , oumptuo.ry (to ohook u.se , as in opirito) or otherwise. 

r oderal-Sto.to·Looal Rolotiona 

H) Hot also taxed by a to.to or local ;;ovo>·nmenta . 

S) c.ot likely to be texed bY thiiD, or to h&ve oxis t i "b to.xoo 

incr cuod , 1r Fodcroll tex is r opealed1 othon'liao, r etention of tho 

• edcral tnx would tond to repros• s t"to and local fiscal indepondenco. 

Y 'l'hio is s imply a c enoral at .. temont, for whi ch (J.t) above giveo 

a specific exaaple . 

Y To o. lo.r~;o extent this 1s e. pha..se of itoma (E) and (I) abovo. 

1l0 
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w u\ato \&% u4 pf\ \&% laan not bo ... wl>Joct.ed \c ....., a 

cerotul ooru.tiJIT, olthor l.n plllll1o 4hcueo1on or W'lthl.n tho !roaiUrJ• 

11-hilo tho Yol-. of rnoeue trca thio IO'IU'ce, 11114 010ro parUeulAr)T 

w rno,... of fin, \on or wont)" 7oaro frooo noW', 1o beillc c:d 

!/ 4ow b)' Yar1oua •ethc4o of aYo14ance. lloreonr, the prounro 

for 1nc:roaae4 rnoa. 11Ur\e4 1r)' tho proo ... \ u4 pro~rJMCtiYo procrea 

of J'o4orol Up....U \uroo oallo tor a roo.llllll.a.atlon of rotoo aDd 

ex.aptioae. 

!he proomt report h laaoe4 largw)T on .. ,.oral W'eeko' oork 

in Jl>4llAr)' to llarch, 1938, u4 loano hoaY1}T on tho f11141l1co 111 a 

4oteile4 report n'-ltte4, at tho !r0&11U'J'• requoot, 1r)' c. I.ooroll 11arr1 .. 

on J'obrna17 26, 1938, •eurr ... t ProblOIU of J'ederal Joo\ato u4 (Uti 

Tamt1on,o 

V 1J.Yo14ance• 1o a 41ff1171>U \&% to..- to 4of1u, '1111\ ito pural _,inC horo 1o that tho throat of tho \&% oauooo tho tupqor 
\c 4o o-.thillc ho -u not othordoo 4o 1o order tho\ ho noe4 
not PIIJ' tho ta.-Udo -thiDC ... 1DC cloar)T withio tho ~. 
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1!4 

la!u. Ill " \loy 

AD Up-eaaioa uhte 1a .., qoaar\era \hat \ha hurel eata\e 

tu 1a alreadT ao bleb \hat f'U'\her lllorM .. a would ~ee aa 

11111alr 11114 eco-'-.. llT 111180'<1114 budell. 

Tbia ilrpreaaloa baa beea arMted b7 the bleb ratu \hat app}T 

ool3 to atratoaphere l rrele \hat few u tat .. ner reach, Cloae to 

part plapd 111 \he couat17 ' • flace.l qat• '117 the J'eul'lll uta \a 

tax. It h produclll& olll,T 6 per ceat of to\111 h deral \ex rrr.-.lf 

J'e4oral &ad State daath t.e.Da topther produc.d 111 1937 olll,T 

3 per cent of total '-Ural, State, 11114 local \ex rne.,.. (there are 

no loeal death \axle). 

'l'o ohow what t he aitwt.tion r..U}T h, a few co~~p~~.\ationa are 

g1 nn l n the follonnc paragrapha. 
y 

l'Futn\ llalu U. Je.rloua I.tnlt.- J. tuable aat.ate of .150,000 

pqa $200 111 J'.Ural u t.ate \ex - 2/8 of 1 per ceat of the u \ate. 

If the utate h $100,000 , t he J'ederal \ex t.al<ea t4,200 , or 

4.2 per cant. 

State death tuea lapoae .., enra burdeu which 1a 1n alJooat 

all .... , le11 thaD 2 per cent 11114 -nlT leu than 1 per cent of 

the tazable ea\ate,!/ 

l/ lati•ta• for fhcal 1939 in ltat!P!at bY the Pr11idnt l n tzptiop 
of the lW ,..•at, Jul.T 13, 1931. 

iJ •• Ulled hare the tara l taa)le ao\ate1 -· cro•• ao\ata ll1lloaa 
all u dnotlona a.:.pt thit apeol.fio u.pt l on of ~.ooo. 

iJ 1111po.bll.a..d a.ta pthered 117 ~-....,. ])1rle1oa of lle.-reh &ad 
Stat l etlce (!ax lwYlaion Stadiea, 1937, Tol. T, P• D9) , 

• 
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lU 
IA!u. 114 b Uoy 

.&A ilopl'eaaloa exlah lD -., fiQarhra \bat \II& :hderal .. tab 

tax h alreadT eo hip \bat N\ll&r 111101' .. ••• would lllpo•• -
l!JI!alr &114 eco~oallT 'IUl.auDd lnu'deD.o 

Thle t..pre .. loa bat 1>••• or•ted bT the hip ra\ea \bat appJ.T 

ool,y to e\ratoaphere hnh \bat f• uta\ .. enr reach. Cloa• to 

put pla7ed lD the COlUltl7 '• fiacal qat• b7 the Jederal utah 

tax. 1\ h produclu& oal.T 6 per Ull\ of total :hderal tax rn•-·l/ 

llderal &114 State death t&zee topther proa..o.d lD 1937 oal.T 

3 per cent of total :r.a.ral, State, &114 local tax renDU (there are 

no local death taxea). 

1'o &how what the a1 tuatlon r&&ll.T h, a f ew COIIplltf<tlona &re 

gl"t'On in the followin& paracrapha. 
y 

PrueM 111!11. A!. Jarloua L!Tela.- .t. t&zel>le eeta\e of t&o,OOO 

P~~J• $200 1D Jederal utat e tal< - 2/f> of 1 per Ull\ of the utate, 

If the ••tat e h $100,000, t he rwral tal< ~. $4,200, or 

4.2 per cent. 

State death ta><ea 111po .. an enra burden which h 1D ~at 

all e&lle l e .. \ha:A 2 per cent &114 -~ le .. than 1 per cent of 

the t&zal>le eatate,!/ 

J/ leti•t .. for fho&l 1939 1D ltatwat liT the Pr!ai4ent ln t_,tioa 
tt the 19M Jn4nh Jul.T 13, 1931. 

i/ .t.a ueed here the tera •-1>1• ewtate• -• cro•• utah 111111& 
all decluction a ea:.pt the apeoltio u.ptlon of $40,000. 

!/'O'npa.blltboed aat.a pt.here4 bT tr•IUJ')' Dlwieloa of b.-rch u4 
St.atletloe (!&z BeTlaloa S~••• 1137, Tol. T, P• f>SI), 

• 
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J.t the .1500,000 lenl ~ ~edora1 ~ h .80,400 at the •r1PW • 

or 16.1 per c•" or ~ .. tate. Ia neq State except •e'fll.da (whioll 

!lao DO duth ~), the ao\ual ~.Ural ~ 1a conl1brabl.7 1e .. , 

ol.llce the taxpe;rer caD deduct t'i"' •hia hderal ~ tho death t.u:oa 

paid to the Stateo, within a 11.&1\ (thia liait 1a 80 per cent of 

the t.u: dna Wl4er ~ old 1926 act). !he ut aMitioD&l 'llil>1'dell 

illp>ood liT the Stateo' death ~~ 1a in • .,.eral ltat .. aero. at 

thio 1en1, a inca theT keep their ~ee within the lloWI4a of the 

llarliDIIID of the ~ebral credit. Senral Stat .. , bow.,.er, aM tr011 

1 to 3 per cent ~ or .,..,. 110re. 

J. ~llle eatate of $1,000, 000 pqe $211,000 in hderal aatete 

tu at the m•a:z1IWI--:ii2l.l per oent. Scae of the StAtu oTerotap 

the .... ..,_ credit n'ell at thio l.,.el, end 1mpooe 2 to 5 per cent 

(a tow, avon more), but moat of U... atq within or cloae to tho 

cradl t ..n-, &llc1 tlma 1mpooe llC or U tt1o not 'tlurclc aMi ticD&l 

t <> the 21.1 per cent tiiQl'a. 

J.t the .10,000,000 1n'a1 almcat all tho Stateo eta;r within 

tho credit axl.&=; tbarefcre ~ ledoral •n•• tax, $4,936,1500 

(49.4 per cmt) ~3.7 rapreaenta tho COlllbined 'burbn of lederol 

ODd State death ~ •• 

l!p!!tf 2.(11eturp.a A!IIJA l«!•1o.- !!>ere ia, ho•.,..r, DOt 

-.ch point to dhcu.oainc eetatea of .10,000,000 or 110re. ~t a 

oiJl&lo eotate ~t larp wae rapraalllted in ~ eatate ~ return• 

filed durU.C ~ calender 7oar lt36 (~ lataot tor tdUCih pool)liohed 

at&Uotico are a1'a1lallle). ~ .. at ~ $1,000,000 lne1, C.re 

' 
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\ho rate 1e 21.1 per _,, tlM pno\loal upoob ar. ollp\, .~ 

lou \hall 200 roturae allowocl u eaW.to at or aboTo \hat l OTe1.11 

116 

1114114, ..,.. ~ 4npp1ac to tho teoo.ooo lnel (wboro tlM 

wrl- Jocloral t.u: h 111.1 ~r cat) , 11 .. \bul 400 t.ualllo rotcuou 

v 
are o.ddo4, 11 T1llc a \ow.l of llotwou 1100 aa4 1100 rotuna aline 

the ~.ooo l OTol. 

Ill~. \11..,1 aot ere tM:a 800 """'a 7-.rl/ are attectocl 

)7 U.. Jocloral ratoo \hot riM abon 15 por Clllt; of u.. .. 100, 

""' more \hu 200 are touohocl 111 tho ratoo Ulat r1 .. abo't'o 21 ~r -t. 
!he not aJor1 \7 of t.u:elllo ooW.too are \horoforo Woxoc1 at rat11 

!he f1prea 11141oate that, 1u a u .. when tho neocl for t.u: 

!/ DaW. fro• 'labl11 <& aa4 II of 1936 UaUetiot of Ia00• , Part I, 

PP• 46-4'7, J. proche f1pro h not &Ya1lt'bl o, o1nco tho 4&\a 

are IJ'oupo4 on \he llaeh of • net 11tate• ao 4af1no4 111 t.b1 
lWfoane J..ct of 1925. tho ,...or h no -uor t.bta U<6. llowOTor, 
aa4 no larpr \han 3041, aa4 h aleot conaialT well 'Clll4or 300. 

aJ !lho fiFo h 31.1 f or roturae llaW..n the t400,000 aa4 . 800,000 
lOTelo (1.825 not 11\at e), aa4 53 llotwoea . 800,000 an4 .1,000,000. 

'§} !he f1pro will ot oovao 111 ~r for ere prcaporou 7-.rt 
an4 lown 1n o\horo, !lt.o .. llllll 4aW. rotloot oanm•o con4U1ono 

of a 7-.r or oo pronou. !bq aloe reflect a aUptl7 ~r 
apec1t1c e:a.pUon \hu ollta1no at pro_\, 

i/ 1J.Yarap•, lleoa'Clll of \he propoaal, 110tocl llolow, to Mb \he 

u.-pt1on "f''r7 w1 \h relation of ll_.f1o1a1'111o 

• 
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I!!Ut•\!!1. J!B ~· - U n 1t aa-d that tba .peoiflo 

axapUoat propoaK 'Mlow will anrap tao,ooo por etta\e (la plaoe 

ot the exlttlac $40,000), \be a llou\ $800,000,000 a )"ear ca lot 

ralaed Oil et\atet aDd Clft t rtprtalll\lac buatn.aa OOildltleaa 

rouglll)' oorrupoadln& to ihoae of oaltadar 1936, b7 a aoale of 

ratea aa abowa 1a fable 1 (all ft&uraa 1a thlt poracraph are to 

\he lle&reat $100,000,000). fhh acall 1t ooaati'QCtM on the aanoopUon 

that the aatate tax &lld cl:tt tax would be coordinated 1D the _,er 

doacrlbed 1a later poracrapha . fba oloalnc of T&rloua loopbolea 

rec~-.led lD aullaequeat porh of Ulh chapter would brlnc 1a 

another $<100,000,000 a )'tar (1936 oondlUoaa) wUhla a few )'a&ra, 

aaiiWIIiac \he rate aoale ln !abla 1. 'l'hua a total of . 1,000,000,000 

troa the utate and ctn taxea oa a 1936 bada would be reache!l. 

!he table l rate aoale 1a OOJIIIP&rl'ble with \be ao-oallK 

1 \entaUTa tax• IC&le at praaent 1D f orce , &lld uaed in t ba -.x~ 

Plderal tax co..,.tauon t a 'boTe, d ace 1 t a•-• ooatlauance of 

\he exlat1Dc credit f o r atate death tax ... 
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lfa!btr of lt!'9n!a.- .Ut.b.oacll Ulere are appronaate}T 1,100,000 

adult 4ea\he ...-li, ill the 11n1tt4 ltattl, lt11 ~ t,OOO taxable 

ootat10-W.X reiunlt of reddot 4ece4oh were f1lt4 4urlllc the 

ll 
calendar 7ear 19315, ~en w1 th allowance for the fact that aq 

people cl.h leaTlllc DO propart7 at all, it h obrtoua that the J't4aral 

ootate W.X touchtl but a .-11 part of potent1al}T tamble retunte, 

~re were on}T 2 ,628 W.X.ble 11ft W.X returne f1lt4 for 1934. 

lf the eetate ancl. c1tt W.Xee art to plq lmCh .,re 111port&Dt 

roleo, the opec1fic .nmptione aboulcl. be lowered. .Ul net utatee 

(before ueption) of leta thaD $40,000 p&T DO J'etleral .. tate tax. 

J. t1milar epec1t1c examption 11 allowed uncl.er the cift tax. if 

!'hle U>OUDt could reaaona't}T be rt4uced. 

i!.u. At Specific Jr!!!!?Uop.- It 1a oometlmeo arpd that the 

opec1f1c fUICPt1on 'IUider the etta te W.X should be ~ enough 10 

tbat tha wi4Dw ancl. ID1Dor children aDcl. po11ib}T other cl.opeDcl.ento 

could Un on the ill.,.,... froa the uoount e:umpttd. '!hit arC~=fnt 

attramee not on}T that the cl.epaDcl.anto abould be cart4 for 4urlllc 

their entire Ufetimee (illclud1nc, for children at leaet, a tt.e 

When thq han OUtiJ'OWD cl.opencl.tDq') , bolt alto thet the oepital 

eboulcl. be haDcl.td 4oft 1ntaot vpon a .v.lloe~t death, 

l} lD a prooperoue 7ear , aDcl. 'IUider the erletiDC opec1f1c e:umption 

( thoae returne reflectt4 larplT 19M eoonoaic ooDci.H1one aDcl. a 

-hat ~r epac1f1c U111Pt1oa) the ~r woulcl. of OOUI'M 

be larpr, bolt atill DOt -a. 110re thaD 1 or 2 par -t of the 

total cl.tatha. 

V ~ be cl.1et11lcUiebt4 f1'oa the ·-1 uclueioa (t6,000 Uait), 
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So 8IIGll faYOr .... M\ 'M ••· fte folleriJic a\a84aN h 120 

pnorou euaPI ex...,\ aa -• t.lla\ wnld paroliaM \emtaallle 

IIIIIIUiUn .aocpa\e to oan for \M ohiltna uUl \llelr a,jorlv 

( or -.mat llo7"114) aa4 \M w14ow, aeooa4aab , aa4 .. o..-ol\aW 

chll4rc aa4 \>robre aa4 da\en ..... ,u 4Mth. 

llO o1Jiclo flai al[Mp\toa nob at \he prnc\ ou wcro.ld llo :Ui 

rl&ht u oopi 1D ran oaan. !bonfora U h dulra\>la to uoa, 

tne\114 of a altom .pooltio ~\loa, aa .,...,iioa \Mi will 

'f&J7, clopenAtac upoa -.lle\her uq pari of \he nto\e con \o a 

turYiTiq IIJIO"CUI or depaad.,.i chUtrn. or fa\Mr or M\har. ~. 

if DO par\ of \he aatoto CII>Ot \o OJIIIIf t'I>Oll heira, DO 0.11 ... \tOil 

would llo allowM., uoop\ oaa of $1,000 Plll'•lT for a4aiDh\raU•o 

COIIYtDiROI • .Aa U ... ilOD of $30,000 wnJ.d M Cl'aOW f or-b 

&Olac \o a wniTiq apouoo, or io a child who waa -toll.T or 

~a1oa117 1Doapadtoia4, or io a llro\har or ahtor ltbwiM 

iDoapacitoiod or io orpbaa. .Aa a.oa\ v,p \o $6,000 coinc \o a 

a1Dor duoiDdaai would lllaowha \>a I.III""Pio4. J. $5,000 UI""Piloa, 

or po .. lbl7 """• would aho llo allowed f or each a4ul\ lineal 

aooaD4aD\. S'IIOll f,.....\ar7 4ato ao an a'f&ilalll a 1Ddloaia ihai oa 

tho .... ,...,. \hate .,...,u ... would fall ,.., far froa $30,000 par 

llto\e¥ 

!hie 1a \he \7P1 of ~Uoa ainoiurl ua4 1a \M ... Terti: 

10114 •orih Dam\a daaih U.ll lan. liaoa \laa opaoitlo -" 

allowd an ~d \o llo na-"le, \~aero 1e ao ... for MU'-c 

Oil na.-..11 UaU •• \he \a\al of \M ,,....uoaa 1a OJIIIIf oao aa\a\a. 

lf Aabolfl..._\ h _..of M\a nppllecl\>7 llr. llluoall ..._ 

of iha !n&al'J'o 
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J. atUl mora reti,..d plan would make the exemption to the 

opOUll•· etc., depend on hi a or her ec-. and tbu.a would require 

tbe use of actuarial tablu - the eborter the life expect&DC7 

(or tir.!e to ma,jor it7, for aiDor deplndenh), the maller the 

execJ>tion. In Tiew of the ina4equACT of the tablu now a.va.u-

nble, however, thie refinement 1a not recOIIIllanded tor. adoption 

ll 
in the immediate tuture. 

i'be wealth alreaey pooeeued bT the widow, child, etc., 11 

another pertinent factor, but in the preeent ateg~ of denlopment 

of the estate tax it ia probabq not practicable to take thla 

into account. 

Conatet. fN>iehing, etc, , llxF!ptiope.-'lhe exhting apec1f1c 

eu:mtion is conetant.--it remains the • ..,. no matter how large 

the estate. With a given rata ecale the eaTing in tax becanaa 

of the eumption 1a greater, the larger the eotate. !he point 

1a unimportant, bow..,er, ao long aa t he exemption h uni.fol'll; 

if a certain conetant exelll!)tion, taken out of the top bracl..-eto 

in this ·~· giveo more tax relief to the large estat es than ia 

deemed auitable, the r a te oche4ule of the tax can be chent:ed to 

receey t his defect. It, bowner, the e'*"Ption 1a to Tary ac­

cording to the nature of the beneficiary, the const&JIC1 of thl 

!1 Eeren with the beet tables, inJu.Uceo will oeaur, becanM the 

tables repreaent averec-a-a concept contrary to the idea at 

relathe individual ability to pq. llllt it 1a doubtful whether 

it would be practicable to tak8 into acco=t ..,.,. at10h obJec­

tive data ao p~eiciane ' report• on etate of health in tl'Tin& 

to diseoTir, e.g., bow lone the widow rill probablT live. 
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1~UOll ad the teet tbat 1\ 1e \alf»n out ot the top bnocbte 

ci,.. certain retulh that cazmot 'be crr•ro- ll:r dll!pq c'baDclac 

tbe tax rat••· The eprea4 'betnen the e...,.iDC in tu: on ec001mt 

of tbe apouae, with a $31),000 e~Hon, and the •...,.lac in t u: 

on account of a chHd, ri th a $5, 000 ex.ptlon, will be larpr 

t haD if tbe ex.ptlon '"'re telten out ot the bott011 brackeh; 1t 

tbe e:umpUon b a Tanilhille one, there fi ot courae no aprea4 

at all 1D eata t .. that riee aboTe the ex.pt1on1 a Taniahlac 

point. ~ conataDt e~Uon telten out ot the top braclo:eh 

11 tbe dmpleat, aDd a:ttT reti-nt to t&kll oare ot the aprea4 

just noted need be considered o~ atter other, more important 

refinement. be ... been ghen due attention (tor example , T&J:7illc 

tbe exemption with the lite expectanc7 of the benef1ci&rJ). 
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?.limi!!!!t10n of Dq!!l!le !?rntiou. - At preaent the $40, 000 

1
pec1!ie elllmpt1on een be used twice - oliCe under the gift tax 

ond. ago.in under the eate.te tax. Since it 11 the same donor in 

both eueea , there ia no ree.aon tor allowinG tbie duplication. 

t benfore the Bevenue .t.et of 1939 abould proY1de that the 

t!'ec1!1e e xemption e.t death be reduced b3' 10 IIRICh of the gift 

tiiX apeeiti e exemption (DDt the Mmu•l e:a:luaion) aa ha.a been 

a~ailed of. 'rl>1a prov ieion ehould app)3 whether or not the 

g!It tax and dea t h tax are coordinated aa rec011111ended below. 

It the t!'ecific exemption is east, aa ree011111ended allove , in 

t enos of a fixed amount per donee or heir, the ume -principle 

should a!)')lY. Thus if an exemption of $5 ,000 appliee to eO!lG, 

and it the taxpayer givee (above the all4Ual exclutiona) $3 ,000 

to Son A, $1,000 to Son :S, and nothing to Son C, during life, 

hi s esta te would. be entitled to an e~tion of $2,000 for 

IICCIWltt lett to Son .t., $4,000 aa t o Son :S, and $5, 000 as to 

Son c. 
Under t h le plan a widow who had alrea4y received the full 

exempt amount under lifetime gitta would get no exemption at all. 

1! abe bnd tpent all tbe lifetime g ifta abe might ban aa =b 

need for t ho exemption ae one who had received no l i fetime gifte. 

It ecemo !:'ee.sonable, boweYer. to levy the tax on the aasumptlon 

thAt abo bo.a not spent the gifts, eopec1all3 a111Ce on13 81110U!lta 

;:Ivan to her a])on t hose neceaaar:r tor support and lOl&intenance 

are eonaldered g itta. 
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Coo!'!l'npUop ~ !lit. latate fa z 21fi. 1M 

Gitta durW 1111!.1114 ~ U. ~-'fbe lederal tttate 

tax and g1tt tax a.rt ttatntialcy taxee on tba t rant!tr ot propertT 

t bs.t ie c 1ven awa;r. Wbether tba tranater o<:cura a t death or c!nrl.Dc 

life should be illllla terial in detei'IDin1Dg the !11101lnt ot tax due. 

!wo e...:eotione to this otatement - the 1nte ... ot t110tor and the 

sarllli>• in income tax - a rt dlaeuaaed below, 'out otherwioe, a 

!air t ax on the gh'1ng-awa;r o! a p iece ot property will be the 

sMie whether the g1tt 11 made during the ghar• a l1teU108 (an 

inter ~ gltt) o r at hie death. Ulldtr the present Federal tax 

votem, however, the tax 1a not the oame. J. li!ll!>lt a%8l!lple will 

1lluntrate t ba p rinciple . 11 
sa .. Y!&!. !n le4era1 ~ liz Hnlr\pg §9a!. G1tta during llll!.·-

S\lpJ>O•• thet an 1nd1 rlc!nal hat $1 ,000,000, ot which be wante to 

give Mill/ $500,000 at death. 'l'be remaining $500,000 ba 1o willing to 

give a'lf80' either ot death or during hie lite . If he givea it 

C'lftl/f a t death, it b, ot courae, added to tbe other $500,000, 

..alting $1,000,000 given a t death. '1'he eatah tax rates are pro­

&rllsive; tbaro!ore t he tax attributable to thio second ~0,000 

ia much greater t han tba tu on the tirat $500,000. 'fbe ae.:olld 

$500,000, in other worde, l1ea 1n the upper, hlgb-rate braekth 

o! the tttate tax. U 1t 11 g iven ..,q bt!o.._ death lnotecd ot 

V Savi11g1 in atate deat h taxeo are DOt included 1n tbeoe illuatre.­

tiono , but do a!tord mother reaoon tor i nter !1!!1. g1vine. 
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at death, it 11 r-••4 troca the 11ppar breckete ot the eab.te 

tu. It fallo in gitt tax breckete, but , it the taxpa;rer baa 

mada no other g itta, the gitt tax brackete thet it tal.la into 

are the l ower onea. 

t!oreover, the t axpa;rer aats the benefit of the $40,000 

specific exemption and the $4,000 emmal exclusion per 4on.ee 

tbst are allowed under the gitt tax, while retaining the use 

of tbe $40,000 epeci!ie exemption l"&nted under the estate tax. 

IIJ' eplitting his total gith ot $1,000,000, IIUilc1ng part 

o! tbe:l dnring lite and part of the at death , the taxpa;rer 

t bua savea a aubatantial amount of taxea. 

!om~ Gitta during ~ and Gith ~ Death 12, .bcerte•n 

~ ~.-'lhe onq wq to eli!llinate thh difference in taxation 

1a to eoabine the gift tax and eete.te tax into one ta.x. The gift 

t ax would be ae 1 t now h -- a PrGI"e '"i ve-rate tu with the 

ew..ulathe feature, whereby the ta.xpa;rer' • account h kept open 

froo yeor t o yeo.r and the eize ot the total emount alread:r giva.n 

aw~ determines the rate bracket into which each e.dditional gitt 

shall fall. Then the llllOtllth that pa81 at death WOQ.ld be dmp]T 

counted aa atill further gitta, ao that the rate bracket• into 

"bicb they li'Ould fall would be determined by the 811101ll1t that the 

daeedent bad gi'fen awa;r dnring hia lite. .Uoo there would be 

110 double uae ot opeeita aDG}>tiono. 

'!'hue if two men, A and B, eaob left an eetete ot $.1,000,000, 

lrut 4 had alreaq ginn UI8T $500,000 dn.ring hie lite, wbile B 
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hod p ven nothlnc, the tax at death WOIIld ~ heaTier on A'• 

$1,000,000 than on !'a $1,000, 000. 'l'o put it another wq , .l 

..,uld haTe bad a total of $1,500, 000 t o s in aff1q while :a 

110uld have ba4 onl,r $1,000,000, ud, 1n effect , the extra 

$500,000 of A' • would be properl)- taxed at progreaa1••17 

hlsber r atos. 

Interest bctor.- It wu said above that there were two 

exceptions to the principle that the time o! /iivinc -- whether 

during lite or at dea th - abould not in!luonce the 8CI01211t of 

transfer t ax. One e.u:epUon concerns in tereat. 'l'he present, 

independent rate oehel!ule of the sitt tax 1a const ructed Just 

11lte the p reoent , independent eata te tax achedule e.u:ept that 

in each br ac:.:et the &itt t ax r ate 1a one-fourth lower than the 

estllte ta.x r a te. 'l'hia di!f erence was i n pert i ntended to co­

penoat e f or the intereat lo.. that tbe tax;>a;rer undergoea whe n he 

: O.:<aa a &itt duri ng hla lifetime r ather than l a ter, at bis d eath­

h!! loses not onl)- the emount paid out in tax, but alao tbe illtereat 

t hat he misbt have obtained on the tax mon<r.fo 'l'he difference 1n 

tax rat e , to t ake rough account of t hle factor, could ~ retainod, 

oven when t he two taua were coobined, unleu -- ae in !act will 

be aeon to be the caeo - counterbalancing !actors dest%'07 the 

•~•• for euch a dif ferential . 

Spipgs j,A lpcw Zao-'l'he second exception eprlQgs hcla tblt 

saving 1n income tu tbltt can ~ secured 1>1 g11'inc durinc life. 

12S 

• 

Regraded Uclassified



- 15 -

!liter vhoe girts are often made primarlly to leuon 1Ac0111o tax• --
by intra-family distribution or tho proport-,. Thus more personal 

exemption and lO'NOr surtax brackets apply. To oountorbalance this 

advant...,e, it N.Y be f&ir to tax~~ gifts IOQ....,at more 

~cavlly, thus tending to offset tho interest- factor consideration, 

"~ £!!_ Tax" , !!!! Annual Excluo i on. --Undor the gift tax thoro 

h no •tax on tho tax" , in oontraat to tho estate tax, For example, 

lr a tiLXj)O.yor has v l , OOO, OOO and giTes .,100, 000 away during hie 

u ro, ho pays a .;ift tax on tho ,;100, 000 - - say, rout;hly, ,;4 ,000, 

f o thon he.s lett ,.1 , 000 ,000 minus \1 104, 000 , or ~896 ,000, at death. 

'!'he ostat o tax is levied on th1o ,.896, 000 and amounts to, eay, 

rcu,;bl y, .., 200, 000, The .._.,t aotually ;;hen to tno ho1ro is thus 

.~.•G,OOO, Tho oatato tax 1a therefore l wied on t ho Cll:IOunt given 

o.r~ay (~6~G ,OOO) pluo t ho oatate tax i taolf (..;200, 000) and consequently 

is in part a t ax on a to.x, Thie di eorepe.noy oould be elimineted 

bJ requiring that tho gift tax be paid out of the t;ift , The only 

dio o.d\-anta; e of this would be that 11. donor woul<l havo to use simul­

t o.noous equations , or use a prepared table , to find the groaa ;itt 

~.< trould have to n:alco in order to aa euro tho dono<> ot a .;ivon net 

t:L-x.unt o.ttcr tax. 

Insofar aa on annual exclusi on under tho git't tax ia rot&inod 

(tho pr ooont ono ie $4, 000 per donee) thoro will be an 1noentho 

to Gin durin~ lito ratnor than at death . Soco uolu.lion is do-
]/ 

s l rabl e, however . on adllin1atrat1vo vounda . 

(iloo next pa;;e tor footnote) 
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In cont rn.ot to the int ereat factor and the income-tall-o&Yingo 
factor, the tllll-on-tax and excluoion itemo cauoe a diocrep8J1CY 
becauoe thet affect the tax b&ee , leueninc it tor the gift t ax 
co:Dl)n.red with the estate tax. A. certain net gift obcw• up ao 
a ,;;w.ler taxable amount under the gift tax than under the 
u t ate tax. It 1a therefore not neeee ~e.r1ly a matter ot taxing 
tbe (net ) gift oore beartly than the (net) eotate, but, inahad, 
ot revioing the gift tax rate t o eompenoate t or the reatrietion 

ot 'baae. 
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~ a • .Unat ~ 2.'! ~~~,--In aumnary, then, 

ur.dcr c. oyu tOll! the.t ooordina.ted the two t o.xea , t horo woul d be 

reaoono i n tax justice for allowing a r oduotion in tho to.xation of 

inter vivo• 01i'ta beoa•.lao of tho intoroat fo.otor and for to.xing 
!I 

t'" ;or o heavily booouse of inoomo- tox ao.vinca . The "tax on t he 

tt.x' reotor and t he 1\Jlll'-'e.l axolulion offer roaaone for to.xin;; theo 

""r. i.cavi l;r. I t cay be tbat, UDder tho proposed coordinated 

s;-:s~ .. , t:.o n ot resul t justifie• •=• cr<Aii t ~&inet tho tax on 

lt!'&t!.:lo .;1vi!\iS ,. or ,. conversely,. so.mo ored:it o.na.ina t the eata.te 

tox, but it io •o difficult to rroi~;h tho faotoro invol"ted that 

no credi t at a ll io prouably as eood o.o any other o.rrangemont. 

l'h~ croo.t oo.vin.;• to be mo.do by !lifts ~ -~ under the 

ox< o tl: • .; oyuto:. o.ro perhaps not ;;enoro.lly r ooot;ni&od . Ir a tax-

?~yor """ o. for tune of .,5, 000, 000, 1 t mij\t be thou&ht t hat he 

""uld po.:f tho aini::lu::1 of transfer tax , under tho exiatin;; •yst<D, 

looo tho..'\ half •t death . /.$ a ,..ttor of faot ho ac>hiovos the 

- -------------

129 

!:/ !'·or o 13 o. provision of the inoomo tax law whor eb:r property that 
oo.rr ico o.n accrued capital LIILiD can bo taken over o.t de .. th •ritb 
value "t death o.o the amount to bo aubtr C>Ot Od from the amount 
r oo.lhod , 1f evor , by se.lo. If auoh property p~>saos during life, 
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~o.ina and lo11es aoor ued to tilllo of tranefer would be taxed 
to tho tr..neforpr or his ostotoJ henoo thio i tom will not bo oon­
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a1Aiouc of tax b,r pariiJic with $1,360,000 cbari111 l1fe u4 OJilT 

$640.000 a t deo.th. 'rhie rewl.t retlech t:ba tu-o11-t:ba-\u 

tactor, tbe ou..-!ourth ~erenUe.l 1D r~tee, all4 t:ba epeci!l.c 

11 
ue:ptione. SiDCe thie ~-tie.l 1e rappoucl to reflect 1D 

put t he inttr .. t factor, which is not Uken Uto acocnmt 1D 

t his 1lluatrat1ou, tbeee ficur• • clo not SiTe "" abeoluteQ- fair 

cc=J)Ill"ieou , 'bllt they are UTertbel eu i ll'laiD&tills. 

130 

Regraded Uclassified



- 18 -

!!op-'l!X Purpo1t1 1!1 Coptrol of C!1Y1H. - !hio d1oeuooton baa 

... .,..,d that the tax OT•t• ohould lean the relati•e inclinatio,. 

t o t;1Yt during lifetime and to cin at ~ath u nearJ.7 aa po11ible 

tbe oome ao they would be 1f there were no death and cift t a:ns at 

au. I!, ho ....... r. it h deemed oociel17 desirable toe~ 

one kind of g bing at the expenee .of another, t he rateo can of 

course be adJust ed for thia purpooe. ben iD th1o caoe, coordina­

tion of the lrlnd ~U&&eoted aho ... h preferable to the e:rlstinc 

IQ'IUQ, lillCo t he cl.egTee of preaeure eurte d iD e ither 41rection 

h bound t o • ary creatl:y and capr1ciouol.7 fro~~~ one 1D41Yi4ual to 

another whon the rateo of the two t &Da a re i ndependont of each 

otller. 

St at u ' l!evezrw~s. - In genera l, tho otatea ohould benefit b;r 

tl:e eoor41notton of the two t&Do , a ince only six of thom have gift 

taxeo , while all but one haYe death ta:no ; tbola the existing l'ederal 

d1fforent1al 1D fayor of il!1!.£ !USIJ. cifto worb a tron&l.7 ag&inat 

the=. 

Tho preoent c redit could be retai111d, ito lll&x1maln being 

IIJ)IC1tieall.7 e:rpreooed, aa 1t 11, iD effect, DOw, iD t ema of a 

lvpotbetical t az ~ under the 1926 rateo and apecltic llllllll!>tion. 

44Ain1otr&t1Ye J4yantageo. - SUbot antial a4m1Diatrat1Ye 

advant agea will be achieved by coor41nat1nc the cift tax and the 

eatate tax. J.t preoent lllllCh of t he ..S.1n11trators1 and taxpqero ' 

time io ahoorbed 1n 41oputeo oYer whether a tranofer IUda in feet 
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clllrill& Ute ie taD.ble 1111<\er \N ·cut tax or .. w.ta tax -

tor e:IU!pl •, tranefero that U.. eo-1 .. 1oAer ..U.\allla AH 

•1 .. cont.-pla\loD of 4Mth. 0 'Obder tN ooor41Data4 .~• 

' 
milch, though not all, of tu 1ncenun for RA>h dhputae 

(at lea at on t ba part of the tupa;rar) woul4 ell4. llo.-.onr, 

lf the tau• AH not coorclln&ted, H will bo adrt aabl e to 

atron&then et i ll tllrther U.. eeetione of the law \hat eheclc 

!A!!!: vivoe clfte dee1g:ned to avoid .. tate tax - &D4 a s a 

reauH t'llrther eomplex1 tlu will be 1ntrO<iueed • 

.An ac11111n1 s tratlve dhdvan~ of the coordination would 

be that UIJ' def1e1enc:r or ov~nt 41ecovered in gift tax 

~ta would neceesitate a rerte1on of an eetate tax l1ab111~ 

that misht alree.q heve beaD. discharged. '!'be ....,. probl• 

eldste at present within \ha c ltt tax, but \ha trouble , ~ 

pr 1a1n&l7 eDough, eeeme not to be aertoue. 

Oopat1tut1opp.l1tz. - Coordination of the tJ'pe h ere pro­

posed i e apparent}T eonetl tutional. 

Batt 0-rpe. - If the rate eehedule of th e DO'! tax were 1 .... 

eree.ud at &rG' tilDe, the 1ncr.aee ehould not be made retroaetht 

to eonr &ZIY gifts prior t o the chaD&!• In eooae eaeee t he a4ded 

Ia% dull, tepec1all7 11' .t.ath oec:--~ •=•41ate}T after the rate 

increase , would ucead the t.upl;fer'• total aueta, ud enD 

when H 414 not, lt alsht be eo larp a proportion of th• •• t o 
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be ditUnct~ u:nfair. '!.'be Go't'el'lli!Mut hila 110 .. 1!-ni deut right 

to expect tbo taxpqer to forecast Coll&l'etaionol ection on ratee 

and lo.'! e.oide t he reeervea neceaee.ry to meet future re.te illCree.eee. 

Converael:/ , the Government should not hll.n to prv retuude wheu 

ra tes were lo,..red. 

.icceaaiona %!A 

Loopl!ole Created by TJrl.ng Up PrOPertY. - 'lbere exieh under 

· tbe es t ate tax a maJor loophole, of which ..,re and more uae is 

bell\3 l!llld4 eao"ll 7eo:r. It is the kiud o! loophole thll.t baa a 

particularl:/ bad effect on future revenue , though it ie eerious 

eno~h even for preeent revenue. It coneerua the tyi~ up of 

property f or long periods of time , and can be illustra ted b1 a 

&il:lple 1\orpothetical compariaon. 

~·· that an individual, .1, owna aoma i ncome-proc!neing 
l 

aec-.u-itlea which he leaves tc hia children, 11, 11 , e tc. , at 
l 

hit death. !Ue children leave them to t heir children. C, C , 

etc., and the l&t ter in turn paea thlllll on to t hoir chil dren, 

l 
D, D , etc. ( t he gnat~andchildren of the !ir at individual). 

At eoch tranefer the eetate tax sppliea. Indivi duol A. mlf1lf 

o":>v1nte all but one of t llese taxes b1 instead leavin& hio 

property 111 trust whereb1 hie children , 11, etc. , and each of 

their chlldren, c, etc. , anjO)' the income but get no title to 

t l:e pro-;>ert:r. 'l'hen the only transfer tax d:lla, until the great­

grandchildren g ive a~ t lleir ebaret , or die , i a the tax at 
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tho d4ath of , or &1ft by, indl.Yiclual .t. when the truat 1o 

created. llo tax aeoruea upon the dea th of hie children or 

gr!lJidehildren ill thia caee, 'Wld.er t he present law. 

i'be ho eituationa are not precioel:r cc:aparahle, b eo.,.• 

in the f i rst case the children (and tbe &randehildren, aa....,.. 

ing tbe7 do get t he property intact) han power to co.._ the 

propert:r, sell it, or give it &WII<7, which the;( do DOt haTe 1n 

the oecolld caae. The estate tax, hcnreTer, doea not depend on 

wbat the bene!iciariea do with thei r propert;y; and if they 

do not, ill fact, diapoae of it, the two aituationa doacribed 

above are euctly alike ill actual rewlta, but with a great 

difference ill tax. The estate t e.>: 1a suppoaed, in general, 

to tax tran~fera !rom one generation or peraon to another. 

lt fai ln, when property ia tied up !or long periods i n truet. 

The problem cannot be diamiooed aa a mere possi bility , 

ainco a apecial atud:r of a Dlll!lber of gift tax and eot a te 
ll 

ta.~ casee made by the 'l'reawry in JtUNBry and February, 1938, 

showed that a surprlaillf: amount of propert7 has recentl,y been 

tied tiP ill t hia wrv. Jpparentl7 the conaequencea tor the 

estate tax re•enne will be aerious within a few :reara and will 

&ro• atill more aeri oua thereaft er. Perhapa .uch of tbi t7ing­

tlP it cot bated b:r other than tax conaidoratione, but thia 

l1 rue ia the !!arrha atu4)' referred to on tbe tirat page 

of the preae.nt report . 
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queation io larcel:r irnlevant. llbatever the motin , the 

decreaoe 1D the tax revenue and the unteir diotribution of 

the to.x burden r.,..Un. 

.. 

l!.etbod of ClopiM Loon!Jole. - Stud:r of the varioua .....,, of 

clos i n.<: t bio loophole reveals t hat the beat device h that 

uoed by tho '8r1Ueh a.nd known as the 1pr1DC1ple of ~ation. • 

tinder t bio plen the Talue of the intereet tb.et veata 1n C, for 

loot"""•• U!)OD '8 11 death is a&greptad or ad.ded to the' eatate 

o! 3, DDd the avercge tax rate applicable to tbio entire a&­

~rmnt ed rmount 18 levied separately on 3 1 a eotClte and on C •a 

i nter oat--c be1n& respocsible for payment of the lntter tax, 

which is therefore o.n acceeeioce tax, leTied ee a .applement 

to the eatate tax. '!'hue 1f ll owns property 110rth $1,000,000 

Nld elao hu a rit;ht to the 1neo:oe, 1br life, of & $2,0 00,000 

eot et e , end 1f C gete this esta te 1n fee oimple upon 3 'a 

deat h, thee ucclar the proposed plac the $1 ,000,000 and 

~2,000,000 would be ad,ded, and the aver861 r a te due on the 

rea'.llt in& .um, $3,000,000, would be found. If tbio rate were 

32 per cent, aa it is, approximately , under the preaent law, 

i!' a estate would pq a tax of 32 per cent on $1,000,000, and 

C a tu: of 32 per cent on $2,000,000. 

If 0 were to get only what '8 had-i.e. , a right to the 

lneoa from the $2,000,000 for lit-there would be added to 

.!35 

. l 

• 

Regraded Uclassified



- 23 -

tba $1,000,000, not the tull $2,000,000, but the actuarial value 

o! C's ri6Jlt. The coa:putation or tb1a actuarial value would ba 

nothlJ:Ig nev in :Federal eatate tax procedure, aillCe it mnat ba 

clDne under :present law when, tor il1Bt&nee, an eotate eonte.111B 

"" interest 1n property dependent on the length of life of aome 

otber peraon. 

Sta te legislation could of courae increase restriction• 

on tl:e t i'iii&""UP of propert7, but i t ia not aafe to count on 

£UCh action. At present the ueual reatriction 1o thAt p roperty 

cannot be tied up for a period longer thAn for live1 in being 

9lu1 21 (in aome atatea 25) years. Tbua property can 1n effect 

often pals through four generation& (father to ebild to gr8IId­

child to great -grandchild) with onl)' one tranafer tax under 

pre aent law. Onl)' one estate tax or gift tax mq be clue on a 

Civen piece of pro;>erty 1n more than a centur,.. 

~ aeceasione tax ahould of courae cover interest• in 

truets, o tc., created 1n the paat but maturina after the tax 

was enacted. 

Si nce in some cases the corpu1 or principal will not ba 

at tho dilpoeal of the recipient of the interest (e.g. , when 

be has only a lite intereet) the aceeniona te.x t M.t be 11111at 

pey should give genereue providona tor pq11ent eueh u the 

8-Jear period ponible under tba pruent eatate tax la. 

13S 
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.lk .. lllla• IZIIIIIIS.''ll•• 

!ht HO·OOO - U• - !Ill .... 1'81 11\ak \az ...... 

up to $40,000 of Ute 111...--. prooll<le 110\ colDc to ~ 

totltt of tile &tceot.Dt. 

s- life l.nnraDCe prooeecla reprel!llt, 1A pu;, -tap 

1>1 tbe 1nlll1l'.._ !here le 110 reuon for tooriJIC ibie parUcnalu 

ldJid. ot eaTtac-. Otller a&Tbp, tor e:aoople, tllo11 illnetlcl lV 

tbe oYer bl.a11lt ill Oo1'en.ent bo1141 or pleoed. in eutac- ~. 

are 110 leu dellrTillc· 

pure illlll1l'&DCe. !be iDIUrldDal baa paid. ill a11117 with tile proe­

pect tbet he will Dl1'er pt 1 t back at all if be lint loDC 

oiiOll&h, but that be will get back llllCb more iball lie pllt 1D (nn 

cOWitiDC 1Dtereet on hie preai-) if lie 411• eoon ellaQCb. laoh 

h tbe cue with tile entire pr.i- on tena lnnrazace , &lld. 

toooe pU'i of tbe pr.t- Oil etraicbt life 11lftraDCe. !be pro­

ceed& are not, troaa tbe 11ld.11'1dDal polDt of Tlew, etrictq o_. 

part.ble with e IC1'illce _,__ 1D a 'boulk. 

l1'ell tbo~Jc:h iMIJ' - -.ot illu o~le, ~1'1 1a • l'I&IOil 

wiQ', on i!le balta of relaUn a'bUt.~ to M, tbe proceecla of 

pure illnraDCe 11'01114 'be &11'1D a priTilep4 plMa. 1t A pUI 1D 

a 111'1111• biDk tbe - -" iba\ II plf'e 011\ la \e~e 

preet-, aa4 u 'both .ue llllonlT llt\ln.r4. 'I ... , tafM\ ,_ 

ter a c reater -' at 4eatb \Ilea A c1o11, a4 hal a c:nakr a11U1tir 

to~· 
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lloreoYer, UlllllpUoa of ~ 41aortaaa\ea .,.U.O\ U.. 

olclt aa4 u.. ap4 Do_, p\ "'-· 

lA new of u.... oouiclloraUoaa, a ..._ .t.c\ of 19111 a11ov.14 

repeal tlw o:a:aptloa of 't-oo proooo4a. 

:IYen 11 U.. \alc1JIC ""' ot 1a- h to 'M de1411104 a\ 

Oonruental ..,. .. , Ule UlllllpUon 4nice lhoal4 ""' 'M uUUso4 

'QJ1t1l t.ho Ui>OUODCIJ' of a cUroci da1q or oilwr fonea of a14 

ban been uploro4. 

lqw to Ott_ ih8 f4Q,()()Q J !loa Al!'mp lot h!!W'al!ll·-

aDd ropr4lou of hia IIC"• proY14o4 h8 wUl at tho - tiM bQT 

of the 118111 ~ a lifo IIDII'<Ii t:r. Tho eooner ho cUu, ih8 

the 110 ro 1i p1na on t.ho IIDII'<Ii t:r. The co,..n:r 4oun' t rhk a 

cent. :for o:x.ple, 1f a ~er baa .lOO,J, ho caa turn U 

over to ih8 1Dwruoe CO"'.P*"V' 1D return tor prolliau (a) \o 

~ hl.a about p,IIOO a :rear for Ute (he JIOT•• oq, t4D,OOO 

for tbia u-tt:r) uA. ('b) oa bia 4oatll to poT ih8 MDOf1c1arioe 

.100,000 (1>8 JIOT•• ihaa .80,000 for t hh 1anranoo). !he ro­

llllt h ih8 - aa 1t ih8 1a41rl4Dal ha4 bgt hh $100,000 
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and in.,.ated 1t 11• at per oat lloDda, ud ibn lett U. 'boll48 

to t he 'belleticiariea wma m 41e4 - lrut 1a tm latter cue 

tllere 1a no ianraDOe .-pUoa ~rca tm .. taw w.z. 

to cut oU thh ..,. .. et aYo14&noe, tm ... _Jet of 

1939 mi&ht include •- r .. tricUon ao that wmre an iaourace 

contraet an4 an ann11i~ oontrect were \token out with the •­

insurance compaJ17 w1 thin a abort period, the ian.raDOe could 

not be exempted at death ( 1t .-a~~b an eaq>Uon tor 1niiW'...ce 

1n general ~ina), 

&:qtion Mn tbe Iagr!cl •ta1Jl! Bo bc14gta ot 

Qwnerablp.- U tbe ianre4 peraon rataiaa no iacid&nta o~ 

omerehlp in the policy - 1t, ~or inatance, be can do none 

ot t he followiacl clwlge beneticiar,y, borrow on policy, 

rurrender or cancel the polic;r , aeaign 1t - then the proceede aa 

not included in the inoured1 a tual>le utate. Perhapa the 

existing law 1a 1a ~.ct broad 8l101ICh to allow iacluion, lrut t o 

romo't'e uncertai11i)' the lw abould be 111148 ~e1t1c on tb1a poiat. 

'the caee f or iacluion 1a tu tual>le .. tate reate on the 
ll 

aame ceneral priac~plea u the ecceuiona tax, uplained aboTe. 

Death CBUaU the aaturiae ot a property rieht which bae t.aMbe 

meantime been fioatinc in napanae, ao to apaall:, '-'- tm 

donor and ...._, CIUi et tm praant ooatrol o~ e1U.r. !Jill 
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tr4Dt1'er 1t e1m1ler to tranatere talti-ac attect 1n poaaauion 

or enJoyment at or alter 4Aoatb and to t;ifh in contemplation 

ot deatb.. 

Tl>e coet of such inaureaca 11 at preaent a tauble gift. 

Therefore, if t be estate tax ond gift tax were coordinated 

tl:e preble would not be 10 10riaua aa to 1naurance tuen 011t 

etter tl>e lew waa cbonged, but certai:n]J- aa to old 1naureace 

1t would be 4Aoe1rable to 1nclu4AI tbe procee4AI 1n t he eetate at 

deatb, allOwill& a credit Of gift taJt a&aintt eotate tAL 

Jpparentl:r a conei4Airable emcnmt of inaurance baa boon 

token out, wi th no 1nci4Aint.a of own.erab1p retained. J. large 

part of it baa been purcbaaed on the combined 1nsurnnoe­

aDnu1ty plan 4Aoocribed abo"•· In the example Just ghen, a 

t;ift tu 11 at present lnlod on tbe $60,000, but, aa noted, 

tbe beneficiariet recet .. e, t'..,...free, the $100, 000 at deatb.. 

Tbu.s $40,000 11capao tranefer tax. !!bit $4(),000, bowe .. er, 11 

1n essence tl>o cOillP(IW14Aid earn1nc• on tbe $60,000. !be fact 

teat me gift tax 1e paid earlier sene• to counterbal&DCe 

the relative amallneoo of t be gift tax bate. 3Qt on tbe 

ceneral principle of reach1J!C propert y rl.abtl thet mature at 

deat b, tbe metbod indicated at tbe end of tbe preceding par.­

grapb ohould be empl07ed• 

H O 
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A!oi'Wt lD: llU.It liiiJ: It .... ktr t.-o..t tone of pi'Optn, 

o'I'Derahip or c ontrol DOt adieqaate}T J't11Cl»4 liT t:t. Pl't-t tftMftr 

taxu 1e t hat txitUDC wbtn a ptrtOD baa a powr of appo1at.nt. 

ror exaaplt, J. willt hit PI'Opt!V ~o :8 t or :8' • 11ft, clrlDC :8 

bot h the 1Do::ome &D4 a powtr of ~olatment , i . t., tbt r~ at hit 

(B ' t) deeeate t o detenaiDe wbo 11 to hkt tbt propert;r DU\, 

Under the prtttnt l aw, 1t B eurobet thit power of appo1atlte%lt 

the properv :P&ttiDC UDder it i t t axable at part of ll't eet ah, 

but olll,y 1t B baa what it lalon at a 'lflllral powtr ot appointment. • 

It J. epec itiee t o whoa B ..., &i"' tbt p i'Optrt:J'-t or 1Dtt...at, to 

luf'tll 11Re of B, or tbt O<nUia of J., or C' t a .I.Dor chll.sr--

or lia1 it t bt croap, oDt of whiola 1t t o rtetht, ibo'Qih lta•iDC 

3 free t o cboott wh ich of tbt croap, t~!n tbt powtr 11 DOt p~~ertl 

and tbt traneftr troa B it DOt t&DCL 

It B baa a c-rtl power 8Dd cSott DOt tarci tt it, tbtD tbt 

propert:J' will onU.urilT patt at 41nott4 liT J.' t will (or trut) 

and there it DO tax OD the UUtftr tram B. CoDttqDIIDt}T, 1f :8 

h u tit f itd with t:t. WiT tbt propert;r ~4 patt a6tr J.'t will, 

B can ""' cl.tath tax liT r.tu1DC or tt111DC to taraitt bit 

power ot appoia'-'>t. J. cnm4fatbtr, f or ..-ple, ou dil'tot 

that hit tttatt it to 11e 41~ tqUl}T .a& hit oll114rta 1D 

tru t , tiiCh ohlld ha1'1DC a 11ft tti&tt 8Dd a~ of ..,ola._t, 
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but tbat 1! the ahil4 cloea 110t aurelia thh power , t~ p l'OpiJ'tT 

11 to pan equalq tG tbe l&wtW. i ... u of t~ child oa tbe latter'• 

death. f"oil theo cin• euh child tbe po"r tc cut off hie 

children or d.lrlclil 'IID8qual}T ...,DC t*• wt eaablea hJa to aTo14 

tax if he whhea to do 10 bJ lattiDC the property pan eccord.lDC 

te t lle grand.father'a will. lloreonr, it ~~pp~ara thet tbe be....­

!iciary, if the same pe r aoo aa would receiTe UDder ooo-eurciae 

of the power, ""'1 hinleelf elect to t oke 1D the l atter .,... and 

el t:liMte t he tax, ena tbou&h the dAca4nt did aurelia the 

~wer. 

It it difficult to e~ bow lllllCh property ia DOW tied "P ao 

that t he power of appolntmnt is eithar (a) not £"neral , or (b) 

ruch that failure to eurciae will paaa propert;r to the oatil-

f~tion of the life teD&Dt. l!owenr, the frequeoc;r with which 

ouch powers appeared in the gift and e state tax caaea coTered 

in t he special Treaaur;r atuG;r meoUoned abon gina concam for 

the tuture of u tate t ax rna11118•· 'lhlla whole aatatee ~ oot 

be so tied up, lart:" parte of them are. 

l!2!.t!,1ble 'EwtiOD i! PrgperU t ani!!C ~ lnti ~ 

A"""inbent. - 'rllere eaecu little cloubt of the conetltutionalit)" 

o! 1nclud.1tl& in the decedaot '• tuable u tate ~ propertT onr 

whlch he had a general power of IIPJlOintlllent nen tlxnl&h tbe 

propn t;r po.aaed under prorlalona of the creator of tile power 

rather tb4D the d.ooee of the power ( t ile decedent). 'to wbat 

extent C DII6J'eao could tax tile t ransfer wilen the po"r 1o Uaited 

baa not been deci ded 'b;/ the couru¥ 

lJ P01rero created befo~ 1918 could not be taud. 
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If all ecceedou hZ lo 1"'184, u l'eCI-n"-4 aloon, u 

aboul4 be tr.-4 to lDalU. pnpezv paut.c 'lllldar a opoolal 

power o! IIP])Ob-lat or 'lllldar a -nerol..a c-ral powr 

of l!)l>Olnt•nt. 

an4ed to 1Dcl'G48 1n U.. hallle eoiato all propoi'Q' pa .. lac 

ln either of tho .. \wo 'llllre• 

0pt1gp U. U, Jal.Wigp Ja.ll. 

Banegn tA.£ Cppe14et1M ~ ~ - !llo prooat utato 

taz lu allows an e::r.ocutor to TalU the a .. oh of tbe oatato 

u or date of death or, at hle option. ou year later. !he 

purpoaa 1a to &'0014 hardohlp tbat occura wileD tbe eetate 

ehriDlcs &T&&tly bet.lreen 4ato o! cleath and 4ate of 41atr1l>llt10ll 

of tho property to tbe belre and otber l>ono!iclarlea. S..Ch a 

ebrlnkage 1e parUoularly eonro on roddDary locatoee - wllo 

ara often w14owe and ch114roll -, e1noe, coaplo4 wl th tbe pq­

cent of t1:m4 l>oqueh plu tbe taz, lt .., leaTO little or 

!IOtllinc !or t.ha. 

Tile MOIUit of tho tax ehoul4 not l>o 1nflunce4 by cb&Jipe 

1n the nlue of tbe property after lt hat roacbed tbe bdro 

and other benaflo1ar1oe, wt -16treUoa eboolld be ci,... to 

"Alue fi'll<ltuatlou before dlotrlntioa. !llo tax lo a tax • 

trauter • .UthoQCh local traufor occur• at tbe _, af 

death, actual tranafer doeo not. 1oplly, tbe \ax 18 • .. ta\0 

tu; 1n1t t» pnot1oal ropoli"C'Uelou OD tbe 'baefloiarleo 

·-t l>o icaorod. 
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El.ia1natipc Opt=li'eAr•• It lnapt Pnyie.lp• - De 

preaent proYhlon, bo .... r, 1e -h too fiiYorable to t:t. tupqer. 

It ijje eete.te 1 a •e.l,.. 4ecl1ua, \boo tupqer 1e rali .... N, bat 1t --ito TO.lue 1ll0reaaea, t:t. Go'We~"' 1a DOt a14e4. !be ..,hal 

transfer argu~Mnt DOted allon appl1ea •~lT ill caaea nt r1a1Dc 

•aluea 8ll4 fallillt; val'tllla. !beretore the taz abould co ...., 1t 

•aluee go up. It 1\ •re DOt tor lecal 41tf1C11lt1ea, th1a coald 

be accOIIIJ)liabed b7 tald.~~g tbe \u par,yalola oil 4at.-ot-4ea\h valuea 

and 1DCreuillg or 4.eereaa1~~g 1t b7 tbe parcelltage l.ncreaaa or 

decrease abow by the eatate !rom data o! death to a0111e later 

date. tlntortunataq, \be tax 11111at 1 tor legal reaeona , be l&Tled 

on the l egal tr8nater rather then on whet waa called aboTe t:t. 

actual trana!ar. Bence ~ tNCh plan that would require the eatate 

to p~ tex on a value higl»r then Talue at date o! death IIIUt be 

41ecard.a4. 

ln the face ot th1a liaitation the aoUDdaat p rocednre ••--

to be return to the ! o111er p ractice, abol1ah1ng the optional 

Yaluat1on1 and truat1Dc that the Tiolct price coll~~pae ot 193~ 

33 will ba repeated rareq 1t at all. rua aolutioll at l .. at 

hao the adTantege ot aliaillatillg the a44e4 ..aill1atrat1Ta llu.r4n 

bpoaod b)' tbe u sa of two nlutlOil clatea, with the acc~illt; 

neceaaity nt Taluillg propert7 at UIM ot dlepoael 1t diepoaed of 

between thoaa two datea. 
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TrenWn fK M l k . Qherltyl• . 

ltl\c1SN. lb.• 1 ktJ. 

llxt1'!11!8 lora o! lruent '!=Uo• -- Cooopleh e:a.pUon 1a 

s ivon under bot h tbe 11~te taz and the &1ft taz to contribati011a 

to public, ebaritable, relll:lous, ate. , 'bodiee. Sillee the ,... 

fCI!lUOD takes the tors o! & de4:11ct1on !1"0111 the &rOll !ltate or 

cift , it eoaea, in a!!ect, out o! the hi~et bracket. • 

.1. method !or ep ree4111g the contribution prcportionall.T 

o'"r all the bracket. would be d!lirahle it practicable. Jbr 

txMIJ)le, i ! a tazpqer leaT!I $1, 000,000 to DO,...eDOIIpt belll1'1c1ariae 

and $500,000 to exempt beu!1c1ar1ea, the tax would, unc!.er the 

Natr1et1on Jut '""nt1oned, be t-thirde ot whet i• .,..,.Ud be 

if the $500,000 had «one to no,...exempt banet1ciar1ee. Ullder preeent 

law i t 1a IIIICh le., than two-third!. The propoeed method .,..,.Ud 

result in a wealt~ 1118111 ! gettiag onlT the eMie percent.,.. re­

duction in u tate taz aa ezt:~ otber tupqer wbo diSJK>"d o! tbe 

Ollmo pereentll/le of his propert7 to eDOIIpt bene!1c1ari!l. The 

doTiee to be eow101ed .,..,.Ud 'be a tax credit. It aould be an 

&:eount that .,..,.Ud bear t he ,_ ratio to tile tax otherriM c!Da 

aa the l llltOI!)t property bore to the entire .,.t u tah 1110l'll41ll& 

the e:uarpt property. 

Unfortunately, thie dedca llq 110t h pncticahle tor tbe &1ft 

tax. It would nece!lit&te riCCIIIJ1Utat1oll! with re'b&t!l or re.tlt.llda, 

either each 1 ear tollowb« a ci!t or onc..-!or-all at death. fh1a 
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procecture 1a not illpoael'ble, bU tvtblr •tut\" 1e .... ~ to 

ucert&ill whotblr tbe a44e4 e41111A1etrati'f11 oo.plexitlaa '1101114 

be 110nh tbll rosul h. 

L1ntit1M AaKrqpt of •u=uon.-lt tbe a.-ptl.Oil 1a to be 

l imited ill coount, probably a percaat.ge limitation i.a better 

tban 811:¥ other kind. Jbr e:ample, 1netee4 of uaiDC 1 tbe e:m.pt 

properlJ' ill tbll ratio forwula el>o'f11, 1150 per Cll1lt of tbl e:ampt 

propert71 could be uaed. 

.Again, honnr, tbe «1ft hx preaenh 41tf1oult1... J.:q 

limi tation baaed aolel7 on one 7ear1 
• « ifh wonld ba U'blira%7, 

and bamtul ill that it •i&ht 41aeourap the 110at efficient wq 

of giving a oonaill a'WII. Small glfto acatterod over tbe ;yoara 

would be eDCouraged a t t be eJ<P81U1• of a large gift i n one JOU· 

JD;f r euonable ll.mitatilln would ha'f1l t o ltMp the accov.nt open 

unt 11 death. Thia 1a a troubleaome procedure , bnt if no 

limit ation at all 1e t.poae4, while the eat ate tax hoa one, 

t here will be eona14erabla praaiiUl'e to che duriDC lite rather 

than at death. 

J'urtber reaearch mq, boweYer, find a wq to apply tblae 

proeedurea to tbe gift tax witll<oo.t aaoh 41tt1eultJ; tblrefora 

tbe Q&tter 1a ...oo ..,.4, not aa one t or S..41ate action, 

but for tllrtber atu4;r. 
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JUftrpqta Jtt- sap at •tM• 1fM 'P' (lW ZH 

.,...,uon.-ltpeoiall)' if tbe .. tate taz and citt taz are 

CI>Ordinated, tbe eo ope of tbe IUIIpUon a bould be tbe -

1D both. J.t preaent there are eom. 41tfareJ>Caa. 

!l!lduction of 'rn?M!• M!WUr Pa14.-!be preent eatate 

tax law allowa 1UIIpt101l to eontribuUone not act'llallT paid. 

in 10111e c aee, and dent .. it, in o tbera. !be face -t ot 

a cbarital:lle, etc. , beqv.eat aq not act'llall,7 be paid Wc:.,ae 

the .. tate uperlenceo finaDcial ditticultieo ud reacbea a 

cOI'J)ro<Dila with t be charitable, etc. , 'beuficiary. .lt \be 

other ext..-, a plecljta ( 1D dht1Dct1on to a bequeat) lllf' 

poaalbl.7 be held DOII-414Dct1bla .,.en t hcnlgh enforcible 'Wider 

State law ond actuall;y paid -- but tbere b aome conflict of 

author ity on thio point. 

:Both points ebould be cleared up bT a otatut oey p rodaion 

li:liting deduction to the -=t actuall)' paid, but vo.ttinc 

enforcible ple4gea on the .... balia aa beqv.eota. 

Dcgtetie WUtuUoy.- J.ll e:a:ept non-reddent aliane 

<1o;r at :present claia tbe ll*l;)tion (aetate tu and &itt taz) 

!or a contribution to a fora ten charitabl e, ate. , orsantoation. 

Since the ~tion ia allowd larplJ' on tbe crOWI4a that theM 

priYate or&&Di&aUona are doine wbet tbe t~en would otber­

wi aa hen to 1\o, the •DIIPUOD ahould be Ual.Ud tot nnatan 

t o clomea t 1e ots&AisaUCIDI• 

• 

(. 
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Potaiblt Cop41t1opa tg Lips•• oa Ipat1tpt1opa.--fb. Consre•• 

might conaider wl»ther it wante to lllld certain raotrlct1ono coacen.,t 

in& tbe type of inetituUon, tl» ~h or ~queeta to which ua 

exo::rpt. Sllould tl»re ~ a raquir..At that 1n41YidDalo ouhicle 

tb4 donor's teail,y and circle ..r lruinau aoaociateo be cball 

ol eceo on the governinc boarcbf Should the racorcle of tl» in­

stitution be IIAd.e available to the pul>lict s- critici .. hal 

developed of t he tax pr1v1legn ~corcled private charitable, etc. , 

foundations that gin the donor and hlo tamiJ.7 close control of 

, ropert7 c.nd (rl t hln aoiDe 1 11Dlta) the uae of ita inc()lll8. 1lo 

make no recOliDendatione, but wggeat that the queet1one be debated. 

PropertY. Preyigutlv TwA 

Exemp tion ia granted from the utate tax to propert7 that 

paid a Federal gift or eeta te tax ~ time rlthin five 1earo 

be! ore the decedent •a death. fhe e~tlon extends to propert:r 

that wae received in exchance ( 41ract17 or illdirecO)") tor rach 

propertJ'. 

'larloue l11Dita t1ono are put on t.be •D~~~Ption, but t he general 

e!teet h to ll&hten the eetata tax barden on proper~ thnt paoeea 

117 gift or inheritance rapidl:r. The tbe-7ear period, how ... er • 

1a arbitrar;r - highl,y ao , 1n that propert:r just one dq or more 

over the fi"Y8-\\'B&r line 1a tul4' taxable. .An ex-.ptioll gred:aatecl 

with the paooage of time would be 1110re reaaonabla. fhe 8'~10il 

14& 
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at~:ht, for 1Dataaoo, lie pwte'-4 • U.t 1t the - 0 114 

tr&Aafer occurrocl withla 1 :r- flit the tlnt, a 100 per -t 

ua~~pUon wo1ll4 llo oll-4, llat tlaet tllh .U4 11o roclaco4 

to 80 p<~r cent, SO per cent .• 40 per cent, ell4 30 per cat 1t 

tlle p<~rio4 .,.re 2 J•ara , 3 Je&re, t 1001'11, or 5 7eara, 

rupeetin}T. 

'llle argument tor u~ption baa proDOaDCe4 11001<Deaaea aa 

concerns tax Justice. hppoae, t or e~la, the fcllowlDI 

two linea of eueeeaaionl 

(.t.) lather 41ea at 60 1D 1940, aon 41•• at 40 in 1~, ell4 

~andaon c11eo nt 60 in 199 •• 

(B) latber 41•• at SO 1D 1940, eon 41ea at 60 1D 1!162, ell4 

~ancl.aon 41 .. at 60 in 1~. 

It 1a at leaet doubt~ \bet the aataae ot the aon in eue­

cuo1on (.t.) baa ft11T claia to c~leia e~ion c011p&re4 witll 

the a a t a te ot the eon 1D 8'11Cceoaion (B). 

lloreoTer, 10111 •&-1niatraUn c11tticult,. 11 iDYolTacl. 1D 

t racJ.n& prop<trty thro'QCA one or 110re e>OCllenpa wUbin tlle 

fh.-,.ear perio4, to ucertain whether 111¥1 proport7 in tlle 

estate ba4 bean obtained 'b7 the ~e61nt 1D elOCha>lp tor 

property prni.,..l7 taxed. 

Stuq allcralcl. tllaretore 11o ctTc to the poll111111t7 ot 

&bo11eh1nc entirel,-, in •- later JO&r, the •-tloa flit 

property prni.,..l7 taxe4. 
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btclfig Jmlylp 

Pouible lltaaoaa tor 'hrzlviop. - !be c11't tu 1• allowa 

tbe doDOr a epee11'1c exoluaion ( to be diet1J1Cuiahed trua tbe 

specific e:amption) ot the tirat $4,000 chen to ezq peraon 

1D azq one yeu. lD other worda , a &>nor m.a:r t;he ~ to 

$4,000 a year to uch ot Ul':f number ot peraona , &114 pa;r no 

cift tax. Onl7 the exceoa OYer $4,000 ginn to ezq &>nee 

cll1r~ the year 1a taxable. 

The poos1b111t1ea ot an excluo1on are fourfold: 

(1) To el1m1Dete a luge number ot tmall returne ( i.e. , 

tbooe ahowi.,..; either a tmal.l number ot large c11'ta or a lar8& 

uwober ot amall gitta) eimply t or adm1Dietrat1•e re&&ODI. 

!his :puxpoee 11 undoubtedly oernd by the preoent uoluaion. 

(2) !o el1m1Dete, aga1D tor adoin1etrat1•e coDTen1eoce, 

t he reportlng ot a large maber ot amall g11'to (a cigar, aa 

an extreJ:>e caae) 1D tboee returno that obould be tiled be­

CIIWie ot t he mmber ot large c1tto. Tb1e purpose 1a DOt 

acco::pliohed by the preoent law, o1nce the &>nor , once be 

hu given more than $4,000 to ezq one donee in a year, ..,.t 

report all gitto to that &>nee in that year. ~ thlt lliiCe .. 

o•er $4,000 11 included 1D 00111911t1Dg tuable cttto. 
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(3) !o a~t c1fh tbat life .-1-o'bliptol')' -h u 

Cbrit-, b1rth4q, aDd ...041 DC c1fh, !he PNHIIt l D t...U 

to 4o 'hi• 11141rectJ..,, thnrncb tile $4,000 e:mluio11, althoQII:I 

t hh ,.q oot conr a tn extr.el.., wealtq 111d1Tiaa.J.a w11o 

feel obliged to gin reell.., nbat&Dtial glfta 011 wch occuio110. 

(4) To ueapt aemi- o'bliptcry g1th web u tboae to 

npport ~ra of the t•il.., (aDd poaa1bl.., alao clcae tr1e114io) 

.. boa the truaferor baa 110 legal dnt:t to orapport. In th1a cue 

tbe aha of the uclulcD mq ben 10118 reuouble rafere- to 

aome reapecta to tile peraollal eJIID!ItlOn greiltad 'CIJidar the 

1/ 
illcome te.x. '1'b.a preaant e:mluaion 1a teo largo , jqad bT 

tbh atand&rd alone. lloracver, it 1a DOt lWtad to g1tta 

t o ._bera of the f•ll.., &Dd cloae fr1ell4io. 

Cg=·pt gp. !!euopa. - !he f1rat &114 aecond of the faur 

poulbilltlea above are import&Dt. Little '"'ight need be 

gheD to the t hird &114 fourth, bo1Nftr. Chrlat ... , etc. • 

g1fta thet are ao large or ..-rou that tbe7 are DOt er-­

cluiled ull4ior tbe flrat re- (for a.a1111at rative ooDvanience) 

ahould probabl:t 110t be ~ed ao o'bllgatcl')' u to •r1t e• 

t>:ptlon. Aa to the f CIIQT\b reuo11 (npport of relatlfta aDd 

cloaa friew) tbe aliDlulOII WO'<lld !Mira to Willa wMra th1a 

11 '1'h1a poillt baa 110 retar....,• to pepanta ~ 111 nppon of 

wife or aiJior children, aiMa tlo.re a:data bera & lagel 

c'bl1&at1on to ~n, a4 lie- ao g1tt. 
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a•i-obl1p\OJ'7 ·- ...s-4; and \~ 41.tflcultT that will 'be 

!C7@4 in \J7Uc to draft raolo a prorl.aioa 1a - I.JioiJcaUDD 

o! tl:e we.:C.eee or U. propoaal. 

file preeent k1o.d or ucluaiDD cane for \~ firot poia\ 

ol>o1'e (la.r~ IIIJIIIber or eaall retun>a), but .-.ooo a ;raar 1.a 

prob&l>l.Y larpr \ ban 1a aoO<Iot4. n lliebt 'bettor 'be pl<ICM 

et $2,500 a ,. .. r. 

?or tbl eeeond !)Oint (.all git\1 by doc.ora who ..,., tile 

returns boc&ll&a of ~ gi.tt;a) it aicht prcmo r-11111, in 

Addition \ o \~ $3,000 e:luaion , \o crut u e=luai oa or 

$20 per week per doc.ee. ~~ would in larp part liloplT 

regulari:e a a~ altuaUoD. 

c 1uProptm 

ll 
In tho eight atateo \hat ut1111a t~ aOIIIIDDiv prcpartT 

111•t.,., u. lmaballd 1a rec&rdod u o..,U.C aao-balf of ~1 propertT 

acquired c!nrU.C ~ \ hrcagb the afforta a1U.r of h1aaalf or 

hia wite, or both, and t he wite, the o\bar half. !herefcre when 

e1tber epouse diu, there la, or course, 110 trautor or tba half 

~readj owed by t~ nrwt...UC ~· 0... rewult h \liM U. 

preaeut hder~ eatate tu t. dNa aot att~ to tu tat au. 

1bret ,,,., of DlU•"Frit a c- le nppoM4 wben all 

!l Arizona, Calitond&, Ua!lo, :r-as-. hft«•, Wow llb1co, !au, 

lllld "IUh1act;oD. 
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e~llJ'iiOn bu\we .. a 01--l'l"'lir7F~'~U1Jpu~l'tir-o\a\u all4 U UUOOll-1--ullt ·t;r-

propert7 e\a\u ru•nh a ~' \bnu k1u4ll ot 41U'unuoe ia poudllle 

11tate h s 'b'4r\leal 

1) !be 41!turucu ~ \be \a oa a 11.,... -' a4 a ta 

on balf tba\ ...unt. 'liiDu, ll (buba114) 41uu t1n\l 'I (.Uu) 1u to 

be..,. all tbe pJ'OPUrto:r• ID a DOD-C~\T pf'OPUrto:r u\a\U, tale tu 

1a lerled on all the tai]J' PJ'OPUrto:rl 1a a 040-lll"d't;r-propu~tatu, 

onlT on one-belt tbe propun,. 

2) !he 41tterencu -t- tbe \as 011 a ~~Tun _, and twiN 

tb& tas on one-belt tb&t -\. !!zu, B 41ue fir.t, and it 11&1 

been agreed that C (child) will recein all propert;:r pae•inl at 

death of either parent. ID a aon-c-=1tJ""propertT etate, tbe 

t as 1a lUT1Ud on all the property, upoll ! 1 I death, elDCU 1t all 

coe• to C at tb&t time; 1n a o-.ut;r-propurt.T etatu, a tu 11 

le•1ed on one-half the propertT at II' • death (B to 0) uiDGu on]J' 

one-halt of 1t co•• to C at tb&t tiu, and on the other balf at 

111 death (I to C). 

In theeu two caauu, tbe tas oolluch4 1u \l>u c-"Q-

proper\j etatu 11 tho ...J.ler. ID at laut OM otber oue, 

hoTeTer, 1t iu \l>u luprt 

3) !be 41ff•r.- bu- \l>u ius n belt \be 11- _, 

and no tu at all . 'liiDu, 'I 41ee tin\ I B 1u to 'ba'I'U all \be 

property. lD a..-: ntt;r-prope:\1 u\atu, tUM 1u UO HZ! 

1n a c~~rt;:r uta\u, a tu oa ibe loe1f JMiiUI ~ 11 

ll 
to IL 

i/ See foo\ao\U on ~ PliO• 
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Fro" tiJ:Io to time it hu boon oharr;ed that the relichnts of 

oo=nity- property stat.,. oQjoy an unfair adTante.ge with roopeot 

to tho Federal estate tax. The first cue aboYe (hu.oband dies 

fir•t) is ooJtUoonly cited. 'l'ho cue wl\ero tho wife dies firot 

is , hc:mover , oormonly ignorecl. To.ld.ng the a1 tuation u a whole, 

it is hcr::enr not prina ~evident whether, on bale.noo, t he 

:odcral estato tax geto more or leas r evenue from oCIIU!Unity-

property states than it would it those s tates had no oo=nity-

property len. There 1• a sli;;)lt oue for auppooin& a revoaue 

loos , ainoe tho difference between the tax on a giTen acount 

and a t o.x on half that amount (oo.so 1} io greater than tho 

clifferenoe betrtoen tho tax on half that amount aDd no tax at 

all (eliSe 3) , under any prou oaaiYe-rato tax. So m&ny other 

footors en tor . how8Ter . that this raotor m1e;ht prove to be 

of minor !J:lporta.noe. Cue 2 ia nothing but a variation of ou e 1 . 

('ootnote from prooeding p&&e) 
iAtoopt , aooording to a Federal lower oourt decision, in llovacla 

o.nd how Uoxioo , where thoro is no to.x . See memoro.nd~ ot June 
9, 1938, from J,!r . Shaw to Ur . Tarloau . If tho wife owna tho 

proper ty , the clifterenoeo are the s.....,1 oubati tute r1 for H 
and a for 17 in o&eb cuo. The stat-..eut o&n be generali&ed. 
b;,r e>alling the three peroo110 SP (the apou.oe th&t, 1J:I • non­
••= unity-proporty st&to, ...,. tbo property) , S (tho other 

•pouse) and c, and aubstitutin& SP for H ancl S for 17. 
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Thether, when II 41• t1reto W re&ll7 geta -&h to juatify 

tho inlpoaition of an 11t&te tax on her o-..l.ty ·~ ••- to ., 
bo a diaputed consti tutional qu•tion, Perllap8 a etrong., oue 

oould be c:ade tor an aoo• liona tax, ot the t)'pe re....-ed in 

lA earlier aeotion ot thia report. on w• a CC""Pm'ty ah&re. the 

illpolition or either t ax would give the ...... tax treatmct in 

oOIMIUDity atatoo and DOD- O<amlnity et&t• , whon II dieo tint, 

excopt i n •u e 2, where the total tax ""'llld be greater in 

•""""""ty atatee , and thio greater tax aight be juotitied on tbe 

u•Wld• that halt or the property doea in raot in thil oaoe Wldergo 

110r o tranafera in the oOIIII!IIUiit)'-property ota'.;o than in a non-

oOJ:IWlity state. Even uido tro:a the ooDititutiollal quNtion, 

tho proaent writer ti.D<U -•lt without a deoided opinion one 

'R'f or the other , u long u the wife'• OO"'"''D'ty ah are 11 taxed 
y 

wllon aho dies firat (oue S) • 

Y In an e&rlier -rand- tbe pr•ont writer aro;ued that t axation 
of 1Y1a "'Y"111ml ty ohare when II died tint would load to taxation 
or II '• oo-.nity ehare (in addition to IT' • ...,..an<ty oharo) wh-

17 died fi r st. In vhw ot the 1nto,...tion oupplied , however, in a 
memorandum ot Juzw 9 tr .. 11r . Shaw to Ur . rarloau, i t appean 
that suoh a r•ult need not, and indlld TVY probably oould not, 

follaw. 
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'rop!!)oice bY th§ Bnt1retx:-11ncler a tenancy by the entirety 

(which con exist only between opoueee), neither aponae c&D die­

poet aoparat ely of h ie or her share in the property. 'rhe 8\ll'­

vhina a'P()uee gets the whole property. 'rherefora, when a lou­

band !>Uta int o a teoancy il7 the entirety ..,,.. of hia OYD p roperty, 

l>e 1a certainly c 1v1DG "!' to aoae extent, at leaat, en int ereat 

in !>l'O"Oerty . The gift tax llegulat1one {.Article 2, {?) ), but DOt 

the law, apec1f1ee that I!UCb a t ransfer lhall be texed. fbe e1 .. 

of t i:A! taxable gift ie to be determined by 1 addinc t o the value 

of her r ight , 1f any, under t he law of such jurisdiction t o a 

ehare of the income or other enjoyment of the property c!nrinc 

the joint liveo of hereelf and llueband, the value of her r ight 

to the whole of t he p roperty ebould abe 8\ll'Vive him, the value 

ot ecch of auch rights to be determined in eccordnlce wit h the 

J.ctuari eo ' or Combined Experience fable of l!ortality, aa 

ertencled. • 

'l'hia rule aeeme reaeonable, and abould be apecitied in tbt 

etatute. 

Joint tenancies: - Under a joint tenancy , any one of the 

tenon to con demand to han the property d1 Tided and can 41•-

!'oae of hia interaat inc~ep<ondently of the wiah of tbt otl:lora. 

the w niving joint tenant(a) t;eea the whole property. Il • 

m>ta hb own p roperty into a Joint tell&DCY, he h olrY1oual7 

'l'o 
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&l•iDC 11p OOIIPle\a:&, IWI richto \o a t'notloll&l par\ of tba\ 

9ro11erlf (ou-balt, lt \bore are oll:&, two Joint taiWiil), '1'bo 

prt tax lloplatlou (.ArUola 2, ( 8) ) , llv.t DOt \be l ao, lnl.oo 

a tP on tbe t\Ul Tal:o.o of tbio frecUoll&l part. 'fhio rala, \oo, 

.,,,. ruoonable, and oho'ald ba 8J>OC1tied in the etotuto. '1'bo 

rloclple of the mod1fioat1on introc!uced by the Jle&Qlat1o111 

co:>Cernill& b-.K 4opoal h oho'ald abo be inaer\edl •It .A. create• 

1 Joint b&M loOCOIJIIt for hintoelt a:od B, there is a gift to B 

wo 3 d.rawa u;pon the account for bia own benefit , to the 

e:dt!lt of tbe ICOUIIt drawn• (.Article 2 , (4) ) • 

!Ill Prgpert:r Aro&4 

Tbe Jedoral oetate tax law exempto real propert:r located 

obrc5-:i, but the gift tax laor doea DOt. '!'here 1a DO reaeou for 

tUa dit!erence e:rc8pt po01lb}¥ that g1tt taxes ar• rare or 

light abroad, while death taxes are DOt. 

Tbe eotate tax exemption apparentl:r e~reoaeo in part a 

belie! in tbe aqu1\T ot tho p rillcipla that raal estate should 

o!ll7 bs taxed at allH and 1D part a doalre to encOQnCe 

.l::ler1cane l1•1DC abroad for bualna .. purposeo. Bowe,..r, with 

preaent h1ch aotate tax ratae, a pereon owniae or pazohaa111c 

prouert:r abi'M4, wbioll iDchM• C&DAd& ( w»re eiOCh P""iDca 

haa 1 ta o"" a.a\1> tax and \be dominion haa no 4aat~ taxl ca, 
• 

nen tbo>~Cil a tax 1o lnlad tbora, ul<a with profit a llnble 

or "41Uple ue ot low briiClolto. Ill a441Uon U>a priJiclple 
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oxpOllllc!ed in hAior •· InC" (1111 tq,. Ct . 800) llliJ' lie ut..-4 

to tro.at carti.ttcat .. 1a toretcD real .. tate, U.U 1a etfeot 

-.Jd>~g aTailable rea411T ..nnule t~ cart1.t10at .. of 

onersbip. 

1D rorei&D real .. tate rather t ban dcaeotic real aata ta llliJ' :baTe 

undesirable economic aD4 aooial affaote. It would lie a 110ra 

prudent policy, in general, to r .. OTe t~ praeent full •DIIPUOn 

t%'011 the .. tate tu. 

abroad ie not clear. !'o p r&Tent great c!enaga, a credit on the 

United Statea eetate tax abould be allOdd for tax'paid abroad 

on the •- propert)". !he credit lllo'ald bear the - pro-

portion to the tot al f oreip tax on the eot ate ae mch real 

propeft1 bora to all the propart)" in the eotate ta>Oid b7 

fore~&n CO'Qiltriee. !he credit abould aleo be Uaited eo that 

it •onld re<tace the tln1te4 St ate• tax b7 no creater propo.rtion 

than the r atio borne b7 the f oreip real .. tete to the total 

11t at e taral>le b7 the tlnited Statee. 

h'ep'"" it. a•ral OoT•rs• 
Qbl 1pttge 11%, I9V'tlArpt t l tge 

Tranafare of hc!eral OOTe.._..t obll.catiou 'lllr -161Dt 

aliena not •~~&aged 1n wain••• in thla oout17 are e.-p\&4 f..­

ci.tt tax and eotate tax 'lllr repla.Uon (DOt 'lllr atante). !he 

roaeou for thle e-x>tiO'A IP llaal< t o a tiM wllen it ... -•rtaia 
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whot bcr it would be poulblo to tax IIUOh truateH 1n all in.otancea. 

SUbsequent court d.cia~ •- to haYe 1n41cated. ho"Ter, that 

.,.,;, te:mtion -.ould be 'Yalid. 'fheretore the atatutea abould 

oipeciticell<l tax t boae tranetera. 

Dec!uetiona m !hmpoft ~ Drptpdaph 

~ eatate tax law allon, 81110Jl4: other dac!Dct1ona f'- gr0 11 

utate, dec!Dctiona o! IIDO'CIDtl 1reasonabq required and actwllq 

eXJ)onded tor the aupport (!ur1n6 the aettl-nt ot the utate ot 

those dependent upon the dacedant 1-1n each cue, howenr, limited 

to t!Je llliiOU!Ih allcnred b7 the le>rs ot the Juriadiction UDder 11hich 

the estate ia bei11g a4m1n1atara4. 

.lt tirat t:lance it mi&ht orppear that, liDCe the dapendenh 

OIUSt be aupported. to tax the .-a uaed tor thie parpoae would 

be un.Juat. Tbe eatate, howner, ordinariq earna inco .. c!nr1Dc 

aclministration, and thie will F to the beneticiariea (unleu 

i t is uaed tor p.,...nt ot obll.«ationa that abould COM tree the 

ca:pit al o! the aetate, in 'tlhlch caae the net worth 11 iDCreaaed 

onr what it would otheniae be). !he eetate du1'1DC thia period 

hoe not onl.J' the 1ncome-proc!llc1DC .properlo7 that the benatioiariea 

will BTentualq han, but it alao baa the properlo7 ueed to pe;f 

the tax (not au. till 15 .ontha attar death) and perhllpe to p4I/T 

other debta. !bu.a the 1110- dul'iDC Mlliniatratioll.., be 

larger than later. !o require npport ot MpiiMIDta troa th1a 

1DCoae iDYolTea 110 inJuetloa. 
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The fact tllat U.. udaottoa 11 now all-4 on]T -.re ata\tl 

lu a.llon 1t •- tU\ 1e 1e ill fact allowcl ill llllcnR baJ.t U. 

ttat••· .lt present , U..retore, 'beDatlclarlaa ill canaill ata\tla 

reeoi .. e SN&ter N .... Dt8ji&S \ :baD tlloH 1D Otbera. 

The de<!uctlon tor ~n of Up&ndenta llhoul4 therefore 'be 

d1a&llowed. 

lpn!ral. &4 Mn1Jlittratigp lzr'PH' 

FUneral e.nd admlnlatratlon expenaea ~ after death and 

ero to s011e anent rlthiD the control of the admlnlotrator. 

lhero the eat&te ia la%S•• there ~ be a tendeDC7 tor b18 to 

opond more tor & sanaoleum or prolouc admiDiat ration or 1Daar 

extra legal feea when he lmon that & thir4 or hal.! the cost 

wUl in a .. noe be p&id b)' the GoTe..,..nt, through tbe 4ecblct-

1bili ty of wch ellp&ll8&o. S\at·• laa recule.te, to Y&fYiDC 

extents, euoutora' t eea t.nd otber eJ:pena... Probably the 

beat prece.utlon would be, not to disallow theee ezpenau 

entirel,y, lint allow U... to 'be ta.n on t.n uer.,ge-tax-rat a 

bo.da, not aut of tlla h!ahe•t bracnt• as e.t preHnt. BoweYe>;. 

t hh 1o & Qttar for- tartlwlr research, not tor iJDediate ~~etior.. 

!he present statute liYee the eo.ataatcner DO a3Pllolt 

outhorit;r to require intonation returna fro8 ~ &114 t:naateee. 

b reculatlona aUplate tllat ....,h returna -.t 'be flle4. 'llllt 
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10me toxP~tro baTe o'oJeote4 aD4 rotuoe4. Althongh 110ro wo:dr: 

would be thrown Oil trut COIIpuioo (aD4 a fn 111Jmteo wo:dr: Oil 

~ doneeo), public poliey fuoro tho requiring of illtor.&Uon 
.. 

t 'rolll evuy oourle poeai'ole. J. &>nor ...,., cheD.ge tho prodoiono 

of a trust, malcint; it preoent~ t&Dhle without hio lmowiJI& 

H; when the thing io diocOTered later, be mq on!ter ill 

penalties and illtereat froca innocent failure to tile. 'nlerafore 

the gift t~ law ohould 'oe -nded to ponllit tho C0111111ioeioner 

t o require information r eturno. 

Tha pr ount gift tax 1o oo light, compared with the ootate 

t ax, that there reoulto liNCh more induc-nt to gh'o durill& 

life than would exist 1! there were no t.,.,o. It io to 'oo ro-

called t hat the folloll'ing federal tax fec toro are wor".d.nc ill 

favor of iJiltt ~ gi!to: (1) Gift tax ratoo 25 per cent 

lower than eotate tax rateo; (2) ~'ole uoe of la.er 'or~to; 

(3) no 1 taz on the tazl; (4) ...,..t e:a:luioo of $4,000 per 

donee; (5) oaYint;o in tncoae tax 117 greater use of eB~~PtiOOO 

And lower breclceto; ( 6) dou.'ole • ....,uona of gift taz and 

utato tax. In addition, there are tho otate death &&Do to 

conoider, in oo far aa tbe;y ucMd the credit allowed. 

.&gainat !a.al..!1nl. gi!to thoro operate onl;yl (1) the intereot 

lSl 
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oil t be ci!t tax; (2) the t*UI ot tile llo110r1 1 "llull• 'lllr tile 

doDIII wbe11 the properv c1Ta oarrl•• Ul aooru4 cain. 

1'bentore , 1t tbe death tax u4 cltt tax &rl IIOt -r41Aatl4 
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u ouueota4 abon, tile c1tt tu rataa ehnl4 be ..sa the - u tile 

.. tate tax ratee. 'l'bere 11 110 particular w1rtu 1n \be _ .. ; 

1t 11 eoawhat arbitr&IJ', and a cloeer approach to equli v oa 

tbe awerac• lllieht be tdlllld at •- other lenl - tor iut-. 

with tbe cUt tax aohednla 10 per cent 1-r (or hicberl tileD 

tbe eetate tax achednla; but at leut 1t wwl4 prcbab}¥ be 

closer tban the exioting qatem to equliliJIC the tu torcea 

011 g1t to ia~ WU, CCJIIIP&red w1 th tra~~etera at death. · 
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H ,Lt.Jr: 

Operator : 

H. l.! .J r : 

0 : 

H. U.Jr: 

0 : 

H,U.Jr: 
George 
Haae: 

H. U.Jr: 

H: 

H.U.Jr: 

H: 

H.:.I.Jr: 

H: 

H.l.t .Jr: 

H: 

H.M.Jr: 

H: 

H.U.Jr: 

H: 

• 
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Hello. 

Mr. Haq . 

Who? 

llr. Ha.ae . 

Oh :ree , tbanke. 

Go ahead. 

Hello. 

Good morning, llr. Seoretar:r. 

Good 110rning. George , on that dailY ahee t 
which you ahow on the etock market tor U.S. 
England, so torth and eo on. 

Yea, eir. 

I want :rou to inolude that tor the same period 
and also Ital,y and Japan. 

Ital:r and J apan put on the same chart. 

\ 

On the e&lle chart, it neceeear:r ehorten the chart, 
eeeT 

Fine. 

But haYe them do one 1n pencil and ahow 1t 
to ae. 

Fi ne. 

Will ;rout 

Italy and Japan and the etoolt market or each 
countr,r . 

Yee, well :rou 1Ye got on their now -

Yee, I'•• got three oountr1ee on there. 
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H.II.Jr: 

HI 

H.!J.Jr: 

H: 

H.II.Jr: 

H: 

H. t.!.Jr: 

H: 

H.U.Jr: 

H: 

H.U.Jr: 
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Well now, put. t.he three d..ocrao1 .. on t.he t.op 
and t.he three 10 and ede at. t.he bot.t.o.. 

O.lt. 

All right.. 

That. 1 e r1ght.. Gel'llall7'• already there. 

But they tell ae Ital)' hae had a bad drop laet 
week, and I don ' t know whether ehe hae or 
hasn't -

tlh-huh. 

But put 1t on there . 

F1ne, I'll do tbet. Meantime I ' ll ebow you a 
peno11 copy. 

Yes , ebow me a peno11, let'e keep score on 
the deaoorao1ee Yereua the eo and so'e. 

O. IC , all right. 

All right. 

\ 
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GROUP IJEETIJlG August 31, 1938. 
9:30 a. m. 

Present: 

R.U.Jr : 

Taylor: 

H . I~ . Jr : 

Oliphnnt : 

H,IJ,Jr: 

Taylor: 

H. 'l .Jr : 

Whi t e: 

H.M. Jr : 

l(r, Maglll 
l(r. Oliphant 
l(r . Gaston 
Jlr. Haas 
Yr. Taylor 
l(r . Bell 
l(r . Upham 
l(r, White 
l(r. Lochhead 
l(r. McReynolds 
Ill's . IClotz 

I have seen the original copy ot ~ennedy • s message . 
They will bring over a paraphrased copy at four 
o •clock th.is afternoon. They s ent over a special 
message, but wouldn1 t let it out of my hand. To 
sum it all up, it is very pessimistic - 50-50. 
They don' t think anything wil l happen before Tuesday. 

Good. But Thursday? 

Not saying, but the Ritler crowd are telling them­
selves that France won't fight . 

Won't fight? 

Won•t fight. 

This lad t ha t was her e yest erday didn't talk that 
way . 

But England has an agreement w1 t h France that 
Fra nce will. not declare war without first consult­
ing w1 th England . 

Declare war or fight? 

' 

Declare war. I •d like to appoint a committee of 
Taylor, White, Lochhead, and Oliphant to bring me 
in, by t wo, a finish.ed, polished, c0111plete 
mechanism, so on one hour's notice I can call an 
exchange control it I want to. I want it by t wo o•c~•~c•'• 
not later. You can consult with anybod7 down in 
Federal Reserve that you need. Taylor, you are 
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Lochhead: 

White : 

R.ll. Jr : 

Whi te : 

Bell: 

17h1te: 

B.!l .Jr: 

lSI 
- 2 -

Cbairun. I want it b7 two, tiDiabed aDd 
cOIIplete, ao I can Just ••11 •Exchange control -
she goea on.• Bow tbat doesn't aean 7ou can't baY& 
an alternate plan, but I don't want to begin flounder­
ing around it we have titty to a hundred aillion 
dollars a dar, it there should be war. 

Now1 the President again told ae to see 1t we 
co\Udn1 t work out something, a plan other tban 
ear-markinc the gold so the countriea can send 
gold over here and put it on depoait, to be used 
in the purchese or war materials. Be seems to baYe 
in mind the ract that a country could sead IIOD87 
over here and have i t here, and it would have a 
good errect . We'll sa:y the Oeruns - we lalow tbat 
there is this tund. I don' t quite see - I aean, he 
wants to have it public and still, 1f it's public, 
why do they baYe to set up a special tund . I 
don't quite get it, but he 1 s told this to ae 
twice . 

In other words, sa:y England wants to send titty 
million dollars over here, as a - •kitty• is the 
word he used - to buy war materials. This would 
really be in the British Treasury. 

They can. Under the license you have issued, the 
Federal Resene can hold ei tber tor the Central BaDk 
or foreign Govern~~ent. 

He is raising a .uch 110re signiticant question 
here. 

Whether the British Treasury could send f'itty 
million over here tor deposit! to be used ror 
purpoae~ot bU7in8 war aateria s . 

Whether selected countriH could do that. 

the 

They could· there isn' t a thing acainst it. They 
did it durlng the War; thq bad balanr•es in the 
Federal Renne baDica and balance• 1n the llational 
banlu. 

It ia reall7 a sbap1ng ot a different polic7 tban 
the Beutralltr Ac~. 

All debt, tbllre are roar ot rou. Do rou (Bell) 
want to sit on this ~tteet 
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sell: I haven' t the time; I'd like to, but I can•t. 

H.li .Jr: 

Oliphant: 

l!.'J. Jr: 

Gaston: 

H.U.Jr: 

Oliphant: 

H.'l .. Tr: 

Oliphant : 

H, IJ ,.Tr: 

Oli])hant: 

l!. 'f . Jr: 

Oliphant: 

H."l .Jr: 

Oliphant: 

H . ~J •• rr: 

Taylor: 

I •d like an answer on what he said; 1f I could 
give him an answer on that particular thing by 
Friday. 

The thing to do is to state the implication, 
which is a very useful thing - the one act which 
might save the world a war. 

AnYWay, he's asked me this twice, and he may not 
be aware of the fact that maybe his hands are 
tied, under the Neutrality Act, but t his is the 
s econd day he ' s asked ae now, so let •s give hiJa 
something on it as soon as possible. 

Apparently he wants somethi~ he can announce . 

He • s got it in mind - somebody close to him told 
me. But you fellows have got that, so let ' s give 
him something on it . 

That is very promising. 

What? 

It i s very promising. 

In the first place, let•s get the answer to the 
ques tion, ncan they buy war materials?" 

Can Germany buy war materials? 

Yes. 

That is the one thing we can do, I think, to 
prevent a war . 

What? 

I think i t is the one thing we can do to prevent 
it . 

Then let's get a paper out on it. 

You can use a Government agency, exeapted from the 
Neutrality Act and the .JohnSon Act. You can se~ up 
an account on the Export-I• port Bank, for examp e. 
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I!.Jl. Jr: 

Oliphant: 

I!.M.Jr: 

161 
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It tt. utter b .. &I~F value, Mr. Seoretaey, tiM 
is tt. alienee. ..,.,e it we cat thia thiDs 1n 
toiDOrrow ••••• 

I don't need &n1 •••• 

Can we bring it to you as soon as we get it readf? 

Sooner. I aean, as tar aa you tallows are concerned, 
I've got notbi.ng. We'll sit witb these fellows an 
hour or so t0110rrow and chew the tat. 

(Telephone conversation with Mr. Bussell c. Letting­
well, at 9:40 a. a ., attached. ) 
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H.li.Jr: 

Operator: 

H. IJ.Jr: 
Russell 
Leffingwell: 

H.LI.Jr: 

L: 

H .!.I.Jr: 

L: 

H.l!.Jr: 

L: 

H.U.Jr: 

L: 

H.II.Jr: 

L: 

H.lol.Jr: 

L: 

H.!A.Jr: 

T • 
~ -

H.U.Jr: 

L: 

Hello. 

Goaheiad. 

Hello. 

Hello Mr. Secretary . 

How are you? 

Auguet 31, 1838. 
11:40 a .•. 

Oh I ' • get ting along tine, thank you. 

Good. 

1C9 

I' a having a holiday up in .New Haapsh1re and 
they told ae you had called me up. 

Oh! Well, what I wanted waa th1e. I ' m asking 
a tffff people to coae down and have supper w1 th 
me toJDOrrow night t o talk over th11 inter­
national e1tuat1on, and - I - I kinda wanted to 
have you there but it you're away up in New 
Hampshire , that ' s aek1ng a lot. 

No, it - it - nothing 18 asking too much 1t -
you want me Mr. Secretary, I'll come . 

Well -

It - lt - lt it'll keep, why ot cour8e that'• 
tine, but I - I -

Well, U -

A call troa you to ae 11 - 18 an order, you !mow. 

Well, it - 1t ' e Juet thia, that I ' d l ike t o talk 
1t over before the t hing blow• up in ay taoe. 

I eee. 

You eee7 

I do 1D4eed. 

.lad that - that'• the wbole idea, Juat to dieouee 
wye and aeane in oaee the thin6 8houl4 reallY 
go - get auch woree. 

Tee. Tee. Well, that ' •- that ' • 1ap0rtan~ 
1D4eed, and -
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H.!l.Jr: 

L: 

H.!.I.Jr: 

L: 

H.U.. J r: 

L: 

H.!.!.Jr: 

L: 

I! . J.I .Jr: 

L: 

H. lJ .Jr: 

L: 

!!.M.Jr: 

L: 

H.U.Jr: 

L: 

H. U.Jr: 

L: 

H .IJ.Jr: 

L: 

H.!l.Jr: 

L: 

H.W.Jr: 

L: 

170 
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Yee. 

ADd I'll be 4el18bted to oo-e, 1t 70U 14 lite 
•e to. 

P'1Jle. Well, I would ney JDUoh. You - I don't -
.;,. a4dre .. - ha..-e 70u sot .;,. e4dre81? 

Well, I ha..-en't got 1t at the .o .. nt. 

well, ha't"e 70u got a peno1l? 

I - I ba..-en 1 t e..-en got that. Wait a aeoond. 

Well 70u -

I can re .. llber 1t. 

Well, 1t'a- when- 1t 1 e 2211 -

2211 

~th Street. 

~Oth Street. 

~0 

Yea. 

And 1t 1 e juet ott -

2-t-l-1 -

Yee. 

~th 

And 1t'• just - be eure to tell th·' IUJI 1t'• 
ott - 1t'e ott Maaeaobueette A..-enue . 

Yea. 

Beoauee thq ueuall7 tate 70u to Georgetown. 

Oh, I eee. 

2211- ~. 

2211 - -'Oth Street. 
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H.U.Jr: 

L: 

H.!.!.Jr: 

L: 

H.U.Jr: 

L: 

H.U,Jr: 

- 3-
1n 

Well, I ne aolDa to ha•e euPPer at en­
t.hirt7 to.ornnr n18bt. 

At ••••n-thtr\7. 

Thank ;rou •ery IIUob, llr. Seoreter;r. 

Thank you eo .uob. 

Oood day. 

F1De. 
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H.~ . Jr: 

!I . J.Jr: 

Taylor : 

R.fl • .rr: 

Taylor: 

!!. : .J r: 

llhite: 

Oliphant: 

H .~~ . Jr : 

Oli;>hant : 

H. lo . J r: 

Oliphant : 

- 5 -

All right. Well, you fellows can go on that, 1t 
you will . Let•s see, the President is having • •• • •• 
And on this thing, also, this question or war 
material s , I discussed that With the President, 
and General Craig is having lunch With me tomorrow, 
alone, and I am asking him what materials he•s 
short or, and again, the question or, is there 
some device that if he says he needs this or ~hat, 
that some agency - could we swap wheat for 
antimony, or mercury? If we are going to dump 
wheat, could we swap wheat for mercury? We have 
been all over it, but let ' s do it again, because at 
that time we didn't know we were going t o dump 
wheat. 

Or could we swap gold for it? 

Well, I don1 t knov:. Anyway, take a look at that. 
As I say, on this thing, of course, we mustn ' t 
mention it out or the room. Vlith the thi.cg so 
close up it ' s stupid not to. Certainly this cable 
from Chamberlain raises •• ••• •• Well , it all-
all moves are in Hitler ' S bands. They are all 
just sitting back- (shakes hands) • •••• 

Ther e is one other aspect or that thicg, which I 
don't know whether we will - but we can bring 
that in later - and that is possible liquidation 
of securities for foreign account. 

Huh? 

Possible liquidation of securities for foreign 
account. 

~eah. Well, will you go into that too? 

Does t he S. E. c. have to • •• • • 

Also the foreign •••• • 

•••• • movement of capital. 

The presence of capital, and movement. 

No. 
You want to talk about takinR over foreign holdings? 

• 
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Taylor: 

!I.!I . Jr: 

Bell : 

H. I.I. Jr: 

Bell: 

H.IA.Jr: 

llagill: 

White : 

H.U. Jr: 

White: 

H.II. Jr: 

!iag111: 

B. l.I. Jr: 

- 6 -
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This ian•t a question ot t•k1ng OYer, but in 
case there should be a desire on the pert ot 
X ccr.:ntr7 to liquidate ita holdings in this 
country 1 atter they have taken tbe11 over, t o have 
a 11ecbanisa there which would function. 

Yeah. lll right. Will somebody tell •e bow IIUCh 
the Alien Property Custodian' s &ot - how 1111ch aone7 
is there, t~re? 

~~i I think there is possibly ei&hteen or twenty 
lion dollars, but a large share ot that belon&s 

to American claias. 

Not big enough to use . ~ didn't know but what it 
was several hundred llilfion. 

Oh no, it•s not more than twenty llillion dollars . 

Well., take a look at this thing. As tar iS I aa 
concerned, with the exception ot our d!lT-to-day 
things, I've got nothing 11ore important, or as 
important as this. 

(Nods to J.lr. J.lagill. ) 

Decentr ali zation ot t he Bureau. 

I was wondering, al.ong this line, would there be 
any value in reexa~~ining, at this time, more or 
less publicly, the barter arrangements which are 
now going on between Ge.rmany and the United States, 
and under which al.most al.l, I understand, ot the 
trade 1s being conducted, and aore and acre ot 
the trade - so that mos t ot this trade is heine 
conducted under this barter arrange~~ent, which, 
at most, is a questionable device. 

All right. 

Sbal.l. we examine it? 

Sure. A.eything el.se on tbet subject? 

(Nods to Mr. Magill.) 

Decentral.ization ot the Bureau. 

What Bureau? 
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Internal ReYenue, the local. Bureau. I had a t al.k 
with Gravesyeaterday, and the Co..tssioner is to 
be back immediat ely artar Labor Day. 

174 

!I.M.Jr: He C8Jile back on my boat . 

llagill: Did he? 

s. ~I . Jr : Sure . 

llcReynolds : He didn ' t come back to Washington. 

llagill : You must have left him o.1 Hoffman Island, I guess . 

H. I.I . Jr: 

llagUl: 

Oliphant: 

R.II. Jr : 

Oliphant: 

H.M. Jr : 

White: 

B.II.Jr: 

We woul.d like to get the order - not the order out, 
but get t he understanding Yery well established 
that the rest of the program is going through 
between the first of January and the thirtieth or 
next June. I think everything is all. right, but 
I think it woul.d be just as well to get it nailed 
down. 

Well , l.et•s handle it the way we did the last time. 
Take it to Admiral , and he ruminates on it 
a week or so, and then he says~a all. right . You 
have to give him a week or two. Wby not fix me 
up something and I ' 11 get it over to him and say 
after he studies it will he come over and advise 
me on it . Magill , will you do that? 

I will. lfothing else . 

There is ~ memo, appropos or the Arthur Krock 
speech, if you want it. 

Arthur Krockl Do you read Arthur Krock? 

I r ead Arthur Krock religiously. That is, the 
answer is perfectly clear. wa are per f ectly right 
on it. 

Give it to Gaston and let him have it. I don't 
want it . My father always said, "Never get into 
an argument with a skunk; you always loose.• 

What was t hat end? 

You always l oose. (Laughter . ) 

I bope I didn't spoil that. 
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McReynol ds: 

a.w.Jr: 

Uagi ll : 

H. II .Jr : 

Oliphant: 

H.II.Jr: 

Gaston: 

Oliphllnt: 

H.li .Jr: 

- 8- 175 

It was all right until you .. nt1oll8d the IIOdil'ica­
tion. 

Oliphant, 11' Herbert wants to get out his skunk gun, 
it is all right, but I 1ll leave it to the two or 
you. 

You can win with an automobile , I notice, up in 
my country. 

All right. What else - Herman? 

Nothing. 

You handle it, Herbert? 

Oh yes; yes, it's very interesting . 

The Executive O.rder was based on very clear 

Oh, it 1 s just amusing. I read it. 

.. ... 
Oliphllnt : A grand strain to rind something . 

McReynolds : You haven't heard anything from Jim Farley yet? 

B.M.Jr: I ' m waiting to have. him c.:tll up and congratulate 
me. 

Gaston: 

B.M.Jr : 

Gaston: 

ll.M.Jr : 

Gaston: 

Oliphant: 

I've been getting oral opinions on this effect ror 
t he last two or three days; I'm very glad to have 
some suppor t. We ' ll check with the technical 
s tarr opening . I think Kr. Marrs is going to 
Cbicago this rlternoon; I think I'll ask Schwarz 
to go With him. 

Good. I read the piece in the !few York Times; 
I thought it was ver y good. 

They had a nice editorial. 

Anything else? 

The only other thing or iJiportsnce I ean think or 
1a that this is Kr. Oliphant•• birthday anniversary. 
I 1a not a good siD&er. 

Tbis has never been .. ntioned - nobody•s birtbda:r, 
to date, has ner been aentioned in hare. It's 
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a.u. Jr: 

Gaston: 

H.li. Jr : 

Oliphant : 

H.M.Jr: 

Upham: 

H . ~! . Jr : 

Upham : 

H. !A . Jr : 

Yagill: 

!I .U. Jr : 

- 9 -

a.lso Charles Burl:l:ngball•s birthday. 

(Shakes bands with lllr . Oliphant . ) 

116 

(To Mrs. Klots:) Better send lllr . Burlingham a 
congratulat ory telegr am. 

What other good news? 

I think that is all this morning. 

r •ve been waiting for s~ebody to congratulate me 
on Cotton Ed Smith, and Jefty o •Connor . 

What happened? 

Olson didn't mention it, but he's leading the 
primary. Didn' t we get that telegr8111? Did he 
let you know? 

Yes, I'll take care of him. 

All right . 

It's sixth, I think it is. 

Sixth? All right. 

Who had charge of California for us? was that 
Cy? 

That is whY Olson won • 

.. 
Regraded Uclassified



B.li. Jr I 

!laSS : 

H.U.Jr: 

Bell: 

H.U.Jr: 

Bell: 

- 10 - 117 
Georce, wben I co over those tigares with you do 
you want Bell present or not? ' 

Yes . He aaa88bled the ticures; -r contribution 
is Just the picture Mltinc. 
Are you available at 10t30? 

Yes sir . 

WUl you come in at 10:·30? 

What figures are those? 

!laas: Those estimates of what they ere goinc to spend 
during the balance or the fiscal year, broken 
down by agency. 

H. II .Jr: 

Bell: 

H.ll .Jr : 

Haas: 

Yll-1t e: 

H.U.Jr: 

Bell: 

Taylor: 

Bell: 

H. ;.a..Jr: 

Taylor: 

B.I.I . Jr: 

Krs. Klotz says I have a ten- thirty; make it 
ten-thirty-five . All right with you? 

Yes . 

Anybody else interested in those figures? You 
ar e invited if you•d l i ke to come . Rate ot expen­
ditures , is that it? 

The expenditures by month, by agency, and the total 
for the rest of this year. 

Will the total be available? 

Got to take a look at it first; how do I know what 
t hey•ve got? 

I don ' t think I've seen them. 

The pictures are tine; I don't know about the 
figures . 

I question anybody' s ability to make up figures by 
months, by agencies . 

Well, let•s take a look at it; 1f anybody•s 
interested - ten thirty-five. Taylor? 

I'm interested, but I 'm supposed to go to this 
Al·t Kuseua thinc, which I tb.iJik I'd better not 
do today. 

Well, tbe .. etinc i s at ten tb1rty-t1ve, 1t auT­
body wants to c~ 111. 
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White : 

H.Y.Jrl 

Illite : 

H.I! . Jr: 

Taylor : 

Lochhead: 

H.U.Jr: 

lihite: 

H. IA .. Tr: 

thite: 

H.Y •. Jr : 

Loch.lu!ad: 

H.!l. Jr: 

Uph:lQ: 

- 11 -
178 

A slight bit or information of passing interest: 
The Swi ss bankers were Pl'ivately extended a loan 
equivalent to about a hundred ten million dollars 
by the Chilean importers to purchase materials 

from the united Statea. 

Say that again. 

The Swiss banla s eem to have a lot of funds avaU.­
able; have opened a line of credit to a maximum 
of a hundred ten million t o be used f or the pur­
chase of materials for armaments to Italy. The 
credit is to extend to the Italian Government. 

Get a cable off to Cochran to confirm or deor that , 
will you, Taylor, for me? I greatly question it. 

(Nods •Yes . •) 

Didn' t that come through Cochran? It was a foreign 
report. It was from one of the Embassies. 

Let's get Cochran to confirm or deor it. If that 
is true, it•s very interesting. 

Our exports continue to decline this month. 

Exports? 

Expor ts, that i s , for the firs t two weeks in August. 

Anything else? 

So far nobody' s been tryi.ng to buy sterling in 
this market a t all; it is Jus t simply a pause 1n 
the selling. That i s as far as it•s gone. 

Cy? 

The Comptroller of the Currency has about fifty 
Million dollars worth of securities for sale, belong­
ing to closed banks, and his people, who are liquidat­
ing those sncurities are of the opinion t hat Septnber 
and October would be a good time to sell substantial 
quantities of them. That, apparently, got out and 
he has a letter f r om the Treaaur~r of the westing­
house Electric Compaey, saying that he t hinks prices 
will be higher after the election, and they'd 
better wait to sell securities until then. Be ' s 
not doing anything about it. Be ' s in New York today 

looking it up. 

Regraded Uclassified



a.u. Jr: 

Upham: 

!I .!.I .Jr : 

Uplulm: 

ll.:.t .Jr: 

Uplulm: 

H.li .Jr: 

UphAm: 

H.!.t. Jr: 

Oplulm: 

H.II.Jr: 

Bell: 

- 12 - 179 

Who? 

Diggs. But i t seemed to me, in our thinking about 
the Comptroller's Office, that particular activity 
ought tq be tied in a little more closely with the 
Treasury. 

Are they Government securities? 

No; I d~n•t know their composition. They are, most 
or them, probably industrials and municipals. 

Ot course, if I was a Trustee for anybody, the 
way I'd act, I tt seldom dump large quantities . 
Offer them as they became available every da." and 
not try to pick them out. 

They became available in great quantities when the 
banks failed to dump them all on the market a t 
one time. 

But they wouldn't become available - they must have 
been available over a matter of months, or years . 

But during •31 and •32 there were a number of 
bank failures. 

I wouldn•t. I'd spread it out • 
• That is what they are doine . Now, they think, would 

be a good time to speed that up a little more. 

I still say, as a Trustee, I would sell, if I bad 
fifty million dollars, I'd say, "All right, it•s 
available; I ' ll sell five million a week for ten 
weeks, and average it out. I wouldn't try to take 
a day or a week or a month. 

Ori ginally they notified us every day as t o how 
many securities they wanted to sell and we tied 
that in with our Treasury program. It ' s been so 
long since they sold any, I guess they have forgotten 
that arrangement . 

H. :.t . Jr: Who's your contr actor? 

Bell: ~(IJi'~~ (l>I guess handled that at that time. l'J It ought now to be tied to Archie's office, I think. 

R.II .Jr: Anything else? 
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You•ve gotten all the information you want on the 

wheat subsidy? 

A man told me he had all the information in his 

pocket and he forgot to give it to me. 

You•ll have it this morning. 

\'/here is it? 

I sent it in to you the first thing this morning. 

He was so exhausted after walking home • • • • •• 

I was so weak I couldn't lift it out of my pocket. 

Rave you got all the information? 

I think I 1ve gotten mos t or it. It you want a 

little resume I can give it to you. 

Why not after the ten thirty meeting, let ' s do it. 

That's all right. 

All right. 

Mac, you've got some stuff accumulated, like 

Magruder. 

UcReynol ds : I took that Magruder t hing in and delivered it to 

Herbert , because he wanted to put something in the 

paper. 

Gaston: He showed me the statement; I told him it was a.n 

entirely proper statement for him to make, but I •d 

question the propriety ot his making it, calling 

the employees into his office and reading it to 

them as he did . What he wanted to know, since 

there ' s been so aany rumors about it, should be 

not givv it to the ~pers exactly as he read it 

to the employees, and t said he should. 

The President said Magruder submitted it to the 

Treasury before he aade that st atement. 
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He caae 1n and talked to Gibboaa about it ard 
Gibbozw worked it out with b.111. 

181 

But as t ar aa we are coacarned it' s a closed i ssue? 

I th1nk ao; he's &oing to &i'Ye it out to the pape:ra. 

It •s a perfectly clean 1tatement. 

What about the:. V. A. aarble bus1neas? Bow do 
I set ahold or that? 

I gave a copy or that to le1l Johnson yesterday 
morning before you got back • 

.U1 ri&ht. 

You recall that Chief Usher Crim asked you to eat 
a job tor aomebody over there. He tole me this 

morlllng Richardson, who 1a the chap in tha State 

Department who wants a job, and he told ae ha'd 
be delighted to accept the job I ' d offered him. 

He 1 s so1.ng 1n the course of t he next two or three 

weeks , down as a storekeeper's job, down in Taapa, 

Florida . 

Let ae write a letter to Crim and tell him I 8Jil 

very much pleased to do it for him. How•s Mrs. 

Crim this mor!Ung? 

Fine . 

I'm glad she had the courage and thought i t was 

only right. 

Space arrangements, as tar as Bell ' s departaent, 
Bookkeeping, Warrants & Accounts , etc., will haYe, 

I th1nk, space • • •• • 

•••• 1n 1940? 

They are gradua11y IIO'Ying. Pretty nearly enry­
body on tbe third floor is shifting around 1n order 
t o get the space. Incidentally, we .aved s lar ge 

group or Colaptroller • s people out or the buildinl . 

It took a little while to comice thea they wer e 

really eo1.ng, but they are out. And Harper' • 
office baa been IIO'Yed down on to tbe basement floor • 

There are r eports that tha d.iYilion or tbe big 

rooa down on that end - IIOYed it oYer. Ard we 
are sp:readin& tbe thing out, 10 they will haYa 
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good office space, and they are now actually out 
or the halls and i t's not so bad, but as rast as 
those r ooms can be fixed up - and Johnny Fox is 
doing it !rom day to day • and illlproving it 
every day, and in the next ten day1 , the movement 
will be completed. 

Can you and I take a l ittle look around and see? 

I don' t want to do it t his morning. 

Sounds good. 

How about the Clinic - Public Health Clinic? 

They are building the space for them. As you 
like construction work you can go down and look 
at it now. You said before t he first of Janusry 
you wanted them out, but they will be located , • •••• 

Oh, MO . - the first or August . 

You told me so f ar as the Clinic was concerned, 
you had to have t heir present space before the first 
of January . 

J.lac
1 

that is a pure figment of your imagination. 

Procurement is working on that thing. They had to 
rebuild the room in that old building where they 
are going, and that i s under way. 

And they a.re making my cuspidors bigger than they 
were yesterday. 

That's aJ.l right - go right ahead and break it. 

By January firstl Mac, I don't think - Mac, now 
listen, when can I take a look at the new Clinic 
construction, and !:Irs . Crilll 1n her space? Did 
Budget get more room? 

No, no we didn' t bother the Budget. 

(Telephone conversation with Gordon Rentschler at 
10:06 a . 11 . attached. ) 
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H.II.Jr: 
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H.li.Jr: 

Hello. 

AII6Uit 31, l.e38. 
10:011 a.•. 

Hello, Henr7. Did 70u baTe a aood holida77 

Fine. How are 70uT 

Hello. 

I 1q how are 7ou? 

Hello. 

Oh, I'• all right now. I'• tine. 
• 

Are 7ou worltl.n&? 

1&3 

Oh, 7ee. I ' • on the Job now, regularl7. Loat 
a Uttle bit 1n the .arnl.n& but ordinaril7 set 
here eYer7 4.:t. 

Well, the reaeon I'• oall in& 70u ie thi1, I'• 
aak1ng a tew people to come down tomorrow night 
and talk oYer thie international eituat1on, 

Yea. 

And I wondered it you'd be aYailable. 

Oh eurel7, I'll come down. 

Well, I'• not adYertilin& the meetln&. 

Oh, no, I reali~e that. 

And 1t would be nnn-th1rty at -:r houee. 

SeYen-th1rt7 at your houae. I' 11 be de 11gb ted 
to be there, Henr7. 

Do 70u know where it ill 

Well, it'a the .... plaoe, ian't it? 

Yea, 2211 - 30th Street. 

22ll - 30th 8tr1et . 

Yea, and tell the taxi .an it' a ott Maeeaohuaetta 
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Yea. 

eo he doeen't take you over to the grayeyard 
or oYer into Georgetown. 

All right, Henry . 

All right. 

Well, I 'll be there at seven-thirty. 

0.11:. 

I don ' t suppose they're dreea1ng. 

Oh, no. 

Row did you find things over t .here? Lote to 
talk about. 

Lots to talk about. 

They're not ao good. 

Well, it- it'e changed a lot e1noe I left there, 
and I don't th i nk it haa got any better. ' 

Yea, I'm afraid that's eo. 

Yea. 
That's whet our advioae all say, and I don't 
U.ke i t. I 'll be do.m Henry and be at your houee 
at eeYen-thirtY. 

Right. 

All right, nne. 

Thank you. 

• 
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O. K. 

Here is a letter to Ickes r eleasing the three 

million two from the Cost Guard. The only thing 

about that is that the boys have written into the 

letter a suggestion that if they want to give back 

the three million two, wetve got contracts ready 

to sign and we can start spending it immediately. 

Now listen, Mac, I'm going to bold this up, until 

I - when I get through with all these things, and 

with Bell this morning, and if Bell has time we •re 

going to ask him to come in and I want to talk with 

Bell, this whole' bus1ness about when does Ickes• 

money expire, how much has he okayed, as of the 

fifteenth of August, and how much has he at present. 

I don t t want to be on record on something which, 

maybe after I •ve t alked to the three of you, we may 

want to put something up to the President, as to 

t he possibiliti es of ba,·ing a dead-line. General 

Hines told me yesterday he had twenty-one or twenty­

two hospitals. He said I got t hat when he heard 

he did the same thing for the Army. Ho'K many ex ten- , 

sions bas the President given me on the fifteenth 

of August? 

Vlell, I don't know, but I think the President has 

given Ickes a general sxtension. 

I think, as Secretary of the Treasury, and Director 

or tha Budget, you and I ought to know. The question -

it comes down to the question of a fiscal policy. 

If there is so much money unallocated, does the 

President want to consider the poss ibility of putting 

it away and not using it, and before I sign that , 

asking for additional money ••..• 

You are not asking for addit ional money . 

What am I doing? 

Turn1.ng it back. 

I thought you said I am asking for it back. 

In view of the commitment made to Ickes when he 

made the three million two allottment, that we would 

turn this back, we are merely turning it back. 

I told the boys - they came in and found that Mr. 
Gibbons was wrong ill telling you that they couldn't 

complete their arrangements to spend this money in 
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the Coast Guard. Aa a matter or tact, on the 

fifteenth ot August, all but about two thousand 

dollars .- I said 1 "You can 1 t do it; :you can • t. On 

Assistant Secretary Gibbons• recommendation, or 

statement, to the boss, he went and committed 

himself to Ickes. " 

What was the matter with Gibbons? 

VIall they didn't have the ways, about the tenth ot 

July - they didn' t have their titles clear, and 

you remember, Steve told you that - when :you heard 

t hey had turned down Public Health on some allott­

ments , Steve t old you, "Here is three million two 

that Coast Guard can• t possibly spe.nd. n 

Did Ickes give us that tor Public Health? 

He did . You told h1m that you hlld asked h1m to 

give it to us for Public Healt}\ so that actually 

we have now thirteen million two instead ot ten 

million. Vle•ve got three million two tor Public 

Health, plus that, for you would give h1m back an 

e~ual amount from Coast Guard . This is merely 

giving him back the three million two. In the 

course of giving him back the three two, you are 

merely remind1ng him that thos e contracts were 

r eady in the Coast Guard, and are now ready it he 

wants to spend it, it it•s available. 

And are t hey going to finish Bethesda? 

Yes. A million, hundred sixteen thousand on that 

(Br ox) possibility, which was something I 

wanted to think about, but I think you ' re all 

right in signing that. 

H.U.Jr: Well, I think Parran ought to be tickled • . 

llcReynolds : Well , he was sore because he didn't get t he seven. 

H.JJ .Jr: Parran•s sorel Tell h1m not to corae around to me 

about it. 

UcReynolds: No, he really was glad. He though: he 'd lost it 

all. 

Regraded Uclassified



Present: 

)lr, Taylor 
Mr. Bell 
Dr. Ha.as 

August ~1,. 19~ 

10:30 a • • • 
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Dr. H&u: (Referr1ng to attached charh) ftleee 
ere caeii depoa1ts and oaeh receipts and are not budget&%')' 
figures . To get so• idea, the difference is on re-
cei pts. These total. up to t5 972 000,000, whereas 
the Budget 1e within 15,000,000,000. But this 1a t he 
type of things you need to indicate eoonom1o epend1ng, 
irrespeot1ve of how the books are kept. 

~~ Whether or not epend1Jl8 d1d cause the de­
presa'!Oii'r 

Dr.~eee: No. I think this may have been the 
proper~ ng to do, but while 1t was being done tighten­
ing should not have taken place at the eame tiiiB. 

!Dl.Jr: 11bat 1e tbe red 11neT 

Dr.~••: llalbe I had better start with the black 
11ne.e black lines are the deficit or eurplua. 
lfe put the surplus this wa:r when there was an elCoese 
of receipts over el[pend1turee, you have this 11ne (point-
i ng to ~hart). The red Una 1e the 12- month average 
a.nd the average put in the center month, so it ends 
here. (pointing to chart). 

HM.Jr: Are these trial ballooneT 

Dr, Ha.at: Yea; estimates. 

HM.Jr: These are eetisateeT 

!!:r. su : The JulJ ngure had not co• 1n. Rare 
was a'riil ~loon. Bee how 1t worlted outt Did not 
quite uke 1t. Rere' s on e][pendUute•· ThBJ spent 
leu than eet1-ted· 
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H•,Jr: Which is the green? 

Dr. H~s: Estimate. The difference between the 

two is the iffsrenoe between the estimate and actual. 

Sane thing down here: receipts were very cloae. Here 

you have a 'balanced baa1s, on cash. 

HU,Jr: Last SeptemberT 

Dr. Haas: September and November. 

l.!r. Bell: The September income taxes gave you 

t hat . At that point. 

Dr. Haaq: Actually at t hat point he had a surplus, 

but he was looking at the red line. which puts us on an 

annual basis. And here is the pick-up in e~enditures. 

Started about this period, which was t he t1:ae it was 

balanced, and started goi ng up and receipts started going 

down. That ' s the depression brought them down. So now, 

if these est imates work out, you are going up at quite 

a rapid pace. 

Thia next chart, I have taken total expenditures 

and broken them down by agencies, eo the sum of all these 

chart a would equal this fi gure here. The first one ia 

Works Progress, and here's Hopkins' trial balloon. He 

says he is going to spend an even $170,000 ,000 a month. 

Then these balloons down here, the boys i n Dan' s office 

[lave lUm another $500,000,000 to cllrry him tbrougb the 

rest ot the year. To do that means $125,000,000 per 

month , so you don't k'now what is going to happen. 

Llr. Bell: In the budget picture it i sn't the ca se 

a t all . These l inea should come up and these should 

come down. In the budget we had lt billion -- 1 billion 7 

approximately - - appropriated to Hopkins and National 

Youth and t hen" e had to put in aooeth1~ tor the last 

fi ve months, eo we figured he would spend around 1175,000,000 

a month throughout the 12 months, whioh made about 

2 billion 2 , ao we put the difference i n tbe supple­

mental items in the budget . Hopkins, however, took 

all his money available and divided it by seven, which 

i a probably what he will obligate, but doea not mean a 

cash expenditure. 

This all waa baaed on a maximum of 2,800 , 000 people 
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and he now hal 3,050,000 on the rol11. I &lkld 
Rarr1ngton whJ it was tbe;r were inoreasing their 
pella when busin1a1 is inoraae1ng eo fa1t. He ea1d 
•It ' s unanawerable. I ha•e tr1ed to get Hopkin~ fo~ 
the last three weeke to .atop taking anybody and, be 
said , they won't do it. • 

Drt Hau: From the standpoint of pure bua1nen 
at1mula ion, you sti ll need a 11ttle - - not t1ae to 
cut down. 

HK
4
Jr: Jlot to out down, but allow people to go 

ott. hey loee ~ a month ae a turno•er. 

Dr. H&aa: low Iokea. !heir eatiaatea showed - ­
of oourae this is the moat f l exible; Hopkins goea down 
very quiokly and up very qu1okly -- the•• eat1aates 
look as though t hey go up very qulokly if he meets it, 
but 1n July be' s off. !he peak'· of it oo111e next year. 

189 

Th1e il agrioultural aid 1 inolud1ng Comaod1ty \ 
Credit Corporation, and what t he way the boys handled 
c.c. c. waa t o eatimate the ·net amount whioh would go 
out and they th1nk th1a year it will be a t otal lose --
not total , but they feel there will be hea•y loesel 
on the ootton loan, whioh 11 really a net expenditure . 

Kr. Bell: Just a subsi dy. 

!Ul,J'f: !hat's r1gbt . 

Kr. Rye: Hera tbey were abo•• the1r eat1~~&te, 
but the exPlanation of that 11 they were elow in ge.tt1ng 
out pa;rment1 f or t he l aet t1aoal ;rear and t hey oarried 
over 1nto th1a fi1 oal :year. Jeaee Jonea got back more 
than he expeoted. 'llhat he ought to do il eell some of 
h1a own aneta. 

Kr, Bell: Bell some State aeour1t1ea , euch &a for 
t he Ban rrano1eoo Bridge. 

Dr. !Ia 1: Here' 1 a ai:I&J'P inoreall 1n truat aooounta. 
Those inofu!e a lot of th1nga -- Unemployment truat Fund 
1a there· Railroad Ret1re•ent , and D1atr1ot of Ool~b1a, 

' . all that aort of th1ng, 
ltow, down here, hare' e intereat -- then large 

Regraded Uclassified



-4-

quarterly ~menta, dhtorted picture. 'l'hia 11 nary 
other Goveri\Dient exPenditure which 11 not included in 
any ot he r chart •, departmental mostly, and t he bonua 
was put in hera. 

Now thie ohart, Mr. Secretary, i e what might be 
used as a statistical control chart. for exll!DPle, 
l orka Progreee estimated they would s pend l billion 860 
in July. You can see how t hey are coming pretty olon 
to it;over here it gives you a oloaer pi otu.ra of how 
m u ob tll.ey are off. Hera t hey were about l~ onr . 
Same thing with Publ1o Worlte. 'l'hey are under. You 
can aee exaotlY bow 11111oh they are under. 'l'bey are l~ 
under. R. F. C. 1a d own. 

ID.I ,Jr: I would keep it up. 
lent . 

I think it ia excel-

Dr. Haas: It worked well in Farm Credit when you 
had 12 banks ; kept t hem on their toea. 'l'h1a thing ia 

190 

statiat1oally controlled on the baaia of these t hree. 
In other words, you can ' t call a nJbody up when you see 
expenditures are going down, but f or y our own informat i on 
you will know the deficit 1s working len than th e e·st iraate 
o r that recei pts at 3.~ higher than est1ratea. 

HM , Jr: But the deficit 1s about 17~ leas than the 
est1mate . 

Dr. Haat: 
Departmental. 

Yea. Not the budget eet1cat e, l:l'.lt the 
We a.re having another chart on the Budget. 

lolr. Bell: You don't han a 1110nthly breakdown or 
t he budget made on a yearly baa1a . 

HK,Jr: Well , we ought t o make one . 

Dr, Ha&e: You made one last year. 

HK,Jr: I would like to have one. 

lolr, Belll It isn' t worth guoh •. Those figures 
aren't worth IIUch. 

HK.Jr: But 1t 'e better than keeping your hea4 
i n t he aand. 
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~. Bell: Of course , we can have a much better 
est i l"..ate from t be total standpoint than from i ndh1.dual 
agencies . Ot course , I work t hese things out wben I 
GJake the estimates and tie them in w1 th the budget 
but I would have to eeparate some of the stuff tb&t 
does not go i nto the budget. 

HU,Jr: Here is the thing I would l ike to do 
George: (l) sometime within the next ten days or' s o I 
would like to go before the Presiden~ and 887, ' Now,' 
look. We a re running along here noof. We bave Jul)' 
and August figures • . Here's the thing. You want to 
keep this up at this rate or don ' t you? But I would 
like you to take a look at it and would like to bring 
it t o your attention once a month. 

J.lr. '!'~lor: 'l'hese are your charts to talk over 
and I thin George has given you the picture. 

HW Jr: I would like to say ·~. President , t his 
is wort~ an hour a month and here's the picture. New, 
what have you in your mind? ' Well , Hopkins is taking 
on more people. Here are the employment figures . Do 
you want this thing to continue or do you want them to 
atop at <;hi a point? 1 '!'hat would be t he one thing. 

Now, what a bout Wr. Ickes. ' Up to date, so much 
under allotment. You bave postponed so much more. 
Are you going to continue, as these things come in, to 
postponet 1 

What's the deadline under t he l aw tor Ickes? 

Yr. Bell: No applications atter September 15th, I 
t hink 1 t is. 

HK,Jr: Will be accepted? 

191 

Wr. Bell: Yea. They can tile a.ny before Sept. 15th. 
Ot course be has 110re than l billion and t hey took that 
ot her dat~ out -- the 15th of October. I will check that. 
They have plenty of time under the law. 

HM,Jr: What I want to do -- he ia extending these 
t hing s enry da)' and I will simply aa;r 1 llr. Pr~sident , 
take a lock at tbeaa tb1nga. Enn if you don t do an)' 

' 
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more, Ickes eetlmatee - - he's Just going to hit this 
thing up there. Haven't we got enough ot that ltind 
or stutt and don' t you want to eay right now no more 
approvalst' I mean no more sxtsneions. 1 Don1 t you 
.,ant to stop malting approvalat 1 

I t hink i t i s up t o us . I would l i ke to do i t 
with him once a montu and I would 11lte to aslt him ' Will 
you give us some time at Hyde Park; tell us when we 
could oome up and we would l i ke to put it be tore you. 1 

To make it simple 
have Ur. Ickes there . 
boar d . 

tor him, I think h e ought to 
Let ' s do i t all right above 

J.lr . Ta,ylor: Certainly better 1t they are there. 

HU,Jr: And have I ckes and Hopkins there. With 
that in mind , I would be worlti~ on t b1a thi~. This 
figure proves that i t we • ever voted any money, the 
expenditures started to i ncrease without any additi onal 
appropriations . The point I am t r ying to get at, it 
the President bad not voted any money to Ur. Ickes, it 
you would look over your business recovery per i od, you 
will tind we began t o turn t he corner here in June. 

Dr. Haas: June, 1938. 

Hll.Jr: Here . 
months 1 head start. 
!or Elopk1ne? 

And that de1'1oit f igure had B1x 
We a sked tor $200 ,000 , 000 extra 

Kr. Bell: ;2so,ooo ,ooo. 

HU,Jr: But the Presi dent only signed that b1ll 
the end or June, so t his thing bad nothing to do wi th 
all that and 1t ia goi ng to come exactly as I aa1d 
it would and I want to allow 1t to the President . 

Kr. Bell: You ea1d Icltee would not spend anything 
until after business recovered. 

Mr. Ta,ylor: J u et what you said l aet Spring. 

EIK ,Jr: You contended t he one billi on wa e not 
neceeeary. 
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Kr. TaYlor: These charts are Just what you were 

saying last Spring. 

!Q(,Jr: That wae my feeling and I haYe nothing 

to substantiate it. 

The National Reeouroea Board are crowding me. 

They want a f isca l authority set up , me as Chai rman , 

Director of the Budget, Chairman of the Federal Re­

serve Board, and a member of the National Resources 

on. They want a f iscal commit t ee. So what I want 

to do is this: I am going to see Franklin Delano 

nnd say, Here's t his thing. You take a set of theee 

charta and after you haYe assn them, I want you to 

193 

cake a recommendation, because the committee coneiets 

of Merri am, Dennison , a fellow named Ruml, and this 

economi st David Cushman Coyle , Kitchell, and the fellow 

we had on cement, Blaisdell. 

Mr. Bell: Ickes is one. 

HH,Jr: But he neYer attends . He doesn't know 

"hat's going on. So I want to know i s t his simply 

a bureau i n Ickes' Department or an i ndependent group, 

and before I tie myself up with you fellows , here ie 

the thing; what would you do about it? 

But I would like t o ask the President. He will 

be at Hyde Park, he said, tor ten days beginni ng the 

6th, He m1.ght see ua on t he 11th, which would be a 

lo!onday. And I would like to lay t his be fore him, 

We want halt a day. And I think it's worth all of 

a halt a day , and you, Haas, could have all the busi­

ness chart e. I don ' t mind , I would like to do it 

right out in the open. And we get the employment 
chart . I would j ust as lief ehow i t to I ckes and 

Hopkins before we go up. lo!y attitude would be, 

' Here, Ur. President are the figures . lbat do you 

think? • Dant You concur? 

Kr. Bell: Yes , I do. 

Mr. Tplor: Ae you eay, while they may not be 

completely accurate, it certai nly aeeme to me thie 

is the moat complete and easiest way of presenting 

the thing that we haYe seen. 
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Ur. Bell: M7 point 1a, these estimates, you 

can't finance on this baaie. 

HM.Jr: Oh, nol No! 

Ur. Bell: And I would say t hat this one of 

I ckes should be extended out here further, probably, 

whi ch makes it worse, of course. But I think you 

will find, not a s much ae you did in 19~~. but you 

will find that t hey are Just forward one more month. 

HM,Jr: Let's have our differences in the room 

before we go up to eea the President and make it ae 

near right ae we can. In 15 minutes he can get this 

picture. He can eimplJ say -- I om not going to 

force h1m -- he may say no; we are not ready. But 

does he know? Lots of times Hopkins goes ahead and 

does t hings , but the President does not know about it. 

Could you, Bell, 1n view of this proposed i nter-
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view , get tor ue a statement how much was let as of • 

t he 15th ot August and , eeoond, how much has the Pres-

ident postponed beyond the l5thT 

t.lr . Bel l: Yea. 

HY. J r: And then next week we can have another 

dress rehearsal. 

But I am very pleased w1 t h this, George. It' e 

a swell Job. 

I can see from Bell's standpoint he could not 

make a budget and I could not finance it, but that i s 

not what I want . I just want to get trends. 

Dr. HAAs: This t otal figure ror agriculture adds 

up to this 1 billion 192 m1ll1one, agricul tural aid. 

does 
They 

IDJ .Jr: I said yesterdaY 1 bill; on 1. That 

not surprise me. But that 11n t enough, George. 

need another b1ll1on1 

Well , that ' s that! 
next week. 

We will have another reheareal 

oleo 
Dr. Rr'e: This one you have not eeen. You asked 

to ge expand1 tuj;ee and have them est1:nate ea~ploJ-

Regraded Uclassified



-9-

ment tor each agency. The only way the boys i n 
Dan 1 a office could figure , to get comparable figures 
from each agency , was to estimate man months from 
each agency , eo this is what thia ia. This ia 
Works Progress and shows how many man months and 
also on the next one , which ie Public Works and Civil­
ian Conservati on Corps and all other Government em­
;>loyeee t he curvee will look juat the a&llle aa the 
expenditure curves , but we are unabl e to give a true 
pi cture as one agency pays a lower average ealar,y 
scale . It shows some information. 

HU ,Jr: It it is not so good, I don't want it. 
But I would like to lay this before t he President -­
let ' s see, that would be t he lOt h , llth, 12th, t he 
12th of September, and that also would give ua t he 
fir st feel on how he feels on t his whole thing. I 

would just as lief have Eocles there and would rather 
nave Eccles do his talking t here than in the papers . 

Mr. Bell: Yes; that' s right. 

HU,Jr: Because I personally can't see how the 
National ~aourcea Board tit s into this thing, but 

l et's s ee. 

»r. Bell: They are in almost everyt hing. They 
figu re that this whole economi c pict ure fits into 
the resources of the country some place and t hey have 
got to have t his whole pictur e in order to develop 
their program. In order to f ix up a program, t hey 
have to know what the ot he r branches are doing and 
how t hey are feeling . TlJ&t ' s the way they feel about 

it. 

HM ,Jr: All right. 

oOo- oOo 
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111!£AT EXPORT POLICI 

SECTION 32 MONEY (DISPOSITION OF WHEAT) 

August 31 , 1938 

(This 1s a continuation of the meeting of ~~at 31 
at 10 :30, when Mr. Taylor, Kr. Bell and Mr. Haas ' 
we re present to discuss various oharts prepared by 
L!r. Haas. The same group r emained for the follow­
ing di scussion. ) 

about~M~i All right. 
Do you (Bell) want to talk 

Kr. Bell: I f you want me. 

Hll ,Jr: Please. 

200 

Mr. Bell: There i s available i n 1939 for Section 
32 purposes , $144,000, 000 and there was reserved out 
of that for a cotton subsidy $65 ,000,000, leaving a 
balance of i79 ,000,000. In July , just before I left, 
Wallace went to the President and out l ined a program 
for operating under Section 32 , most of which ie 
around relief purposes. It's going to take all surplus 
stuff off the market and tur n it over to rel ief agencies. 
So we gave b1m $74,000,000 of the $79,000 ,000· We 
still have $5,000, 000 in reserve. 

While all the diacuesiona that we hsCl were around 
relief purposes , the letter of the Prealdent, i n t urning 
it over to Wa1lace and telling hi.m to go ahead on t he 
~rogram, di d not confine it to relief. So he has 
'74,000,000 f or general purposes under Section 32 
not confined to any one section. 

They have now, I don't know how much Surplus Com­
modi ty Credit Corporation has a balance , but theY 
have on our bOoks upstairs t•b,ooo,ooo on requieition 
and they have with our disbursing officsr I4,000, 000 , 
or a total of f44 , 000,000• And Surplus CommoditY Credit 
has more than $12,500, 000 balance, I know, beoauee JUIIP 
t old us yesterdaY that the SecretarY •• drawing back 
fro m that Corporation 112,!>00 ,000 to be used i n coaneo-
tion with this wheat eube1d1• 

lrbat they are going to do now is have the Corpora­
tion borrow 13(>,000,000, 'llhioh hae a1read1 been epprond 
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by R. F. c. , from R. F. c. and use that as a revolving 
tund to buy wheat and, as I understand it, the Corpor­

ation will g et some broker or brokers to sell this 
wheat on the world market outside ot the United States 

and 1 t t here 1s any lou or any di fterenoe between what 
t he Corporation pays and what it e~lls it for, ~ it 

wi l l be made up out or Section 32 money. The reason 
t r.ey are usi ng t he Corporation ie because the Corpora­

tion can act ae a revolving tund. Whenever they sell 
t he wheat, the proceeds will come baok into the Corpor­
ation, but it Section 32 money bought the wheat and 

sol d it, the receipts would have to come back into the 
Treasury and could not be used again. So all section 

32 loses ie the lose -- makes Uf the lose and the other 
can revolve and revolve. That a just about the story. 

201 

HM,Jr: I see. I see. I misunderstood what 

Taylor said. What I was all excited about wae I figured 

t hey had used up all the Seot1 on 32 money and were commit­

ting ue t or Section 32 longer than July 1 , 1939. Taylor 

saye I am wrong. 

Wr. TaYlor: They tentat ively allocated it, but 

t hen changedit. 

HW .Jr: That ' s their business. But I was think­
i ng they were borrowing the money with the expectation 

t hat Congress would vote it tor t hem - - make it available 

aft er July 1, 1939. That is what I was excited about. 

And you would be too1 

l£r. Taylor: Right! 

Kr. Bell: The Corporation 1s a Delaware Corpora­

tion and in ita charter baa almost everything except 

the kitchen stove. 

Kr. Tglor: They have every power in the world 

except to order out the Army and Navy. 

Kr Bell' And I don' t believe Herman Oliphant will 

fi nd anything w~ng. The Solicitor ot Agriculture &nd 1 
the Genera\ Counsel ot R. r. c. and the Attorney Genera 

have all paaaed on it. 
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HK .Jr: !bat1 e a dif ferent thing. I a1eunder etood. 

lolr B'lll I think 1 t 1e all right. From the 
standpoint o W&llace' e authority , i t 1e all right. 

HK.Jr: Is he going to pu'olhh how much he loeee? 

lolr. Bell: That will come out eTentually. In the 
Budget ennt\l&liy. Here' e a pretty good preu statement 
on i t. 

Rlol Jr: I haTe i t . What eleet 

Mf.Bel l: That ' s all. 

HK ,Jr: All right. We ' ll call 1t quite. 

oOo-oOo 

• 
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DifUldlmOM FOR idE pans 
(J.ited State. Departmeul of Agricaltan 
Acflcultunl ~t Mmlnletfttloa 

!elesso - l•'ll\odi~to 

ACTING SECRET.ARY TllLSOll AIINOUNCES 
1938· 39 Vf.iF.AT EXPORT POLICY 

August 29, 1938. 

' 
Acting Soorote.ry of Agricul ~o If, L . 

n:son "'''''"'""od tomy o. wh""t and l'lour export aalu policy for the 1938- 39 ....,._ 

<•tL~ seoson, desi r;ncd to enable United Statca \thoo.t fart>oro to maintain their 

<bora of tho ""rld export t rade. 

~e ~xport aalos policy is expected to r oault in United States exports 

~•ring tho ourront soason of o.pproxir..atoly 100 million bushels . Tho export plana 

203 

fit into tho r;onaro.l whoo.t prograr.t of tho .v.A. Thoy oupplomont tho aoroago allot-

.o,t proviaiono of thllt program, !Uld in no •ro.y r oplnoo tho nood for production 

t~.dju~ t:l':'l.ont non auroa. 

Tho Unitod SttLtcs policy will bo ClAde offoetivo through purchases by tho 

Surpluo Co~ditioo Corporation from docoatic prod~era ond others and 

to ex;>ortors , with losses on thoao roal\loa , if aey, to bo ""'do up fr<a 

32 funcla , >~hich cct~ aside an MOunt oqual to 30 porcont of tho customa 

1'0••o1~ ·ts for progrGmo for tho removal o.nd dispoao.l o!' l'urm aurplusos . Tho FSCC 

>rrMtod to borrovr $30, 000, 000 from tho Rnoonatruotion Finance Corporo.tion, 

thio C\llll will bo used o.s o. r avolving fund in tho exporting oporo.tiona . Firat 

sos woro mo.do on August 27 . 1n tho notuol ac.lo of tho v:hoo.t tho FSCC plClll 

purauo o. ~oroho.ndi;ing policy similar to tho.t Wh\oh h~• boon adoptod by tho 

l:...,,d1'"' \Tho~t BotLr d . In onrryin;; out tho pror;ro.m, tho ro.oil1tioa of tho rogulo.r 

inc l udinG tc.n>cr oooporntivoe, will bo usod. 
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"Tbo wl\8&t export progrw:1 announced toda.y ho.a botm adopted aa a nocoaaary 

~ocM or ,.ootinr; n apooinl situo.tion, " Acting Soorotsry "IIUaon sai d. "Tbat 

tltultion io tho fnct thnt , up to tho present, tho najor exporting nations o.re not 

00000
rnting in n jSOn~r:.l program for mootinr; t ho world wllent surplus problem. 

"Tho progrnn will o.lco supplOlllont tho 1939 AAA wheat norongo nllotmont in 

crin
6
ing nbout n bettor balo.nco in tho vlhotlt supply situation, Tha. United St~>tos 

crt>p this yonr is now ostimntod o.t 956 r.illion busbola , tho oocond lo.rgost crop 

•• rooord . Tho supply, including tho co.rryovor or 164 million busbals , is coti­

~'tod t t 1, 110 million bushels, tba lnrgost supply this country bas bad since 

19'2-SS. Tho osthntcd aorld crop ia tho lo.rgest on record. 

"1hic export pro~..,. docs not r <li"IOVO o.rt;t of tho nooosoity for .moo.t pro­

eucur s to work throu&h ncr oo.go a llotments to bring t~bout o. bettor bal~oo in tho 

•'hent SIJ!lply ai tur.tion. Even r:ith whct\t oxporto or 100 million bushels, tbo • 

Ur.ltod Stt~tos \/hcnt oc.rryovcr on n<>xt July l mny oxoood 300 mHlion busho1a . 

"Thio export pro&ro.m is for o. opocifio limited objective of 100 million 

busllolo . Thia 1a o.ll tho.t tho prc&rM o.i.'Os to do. Export• of 100 million busholt 

~•uld bo r.pproxl.mo.toly 18 percent of tho ostino.tod m>rld trade in whoo.t for thia 

!celson. Thio co;op:u-oc with about 20 porcont of tho world trndo that tho United 

St• tos obtsinod duri..'"lg the pest aooson o.nd '.ith an o.vcro.go sh!U"o in world """"t 

C.'!'Or to of ~pproxino.to1y 25 percent during tho )'OATS 1920 to 1929. " 

Qporation of tho Progrtlm 

In tho o.otut\l operation of tho progrrum an offer tlnd accopto.nco method will 

bo uocd, urulor which oxportors of whoo.t o.nd flour vrill o>o.ko offers for vrhent or 

flour bosccl upon tho prices prov<>il1"6 in tho export mo.rkot . Thoso offoro m(l)' bo 

lou thon tho dcnutio price po.id for tho \'lhoo.t by tho FSCC· Tho difforonoo bo• 

~ .. ~ tho r osdo prioo of ahC<lt or flour to exporters o.nd tba prico po.id to 

t"""stio holdoro, will 001:10 fro,. Seotion 32 f'und• • 
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It 11 ~Jopoaaiblo to doten:ll.no bow 11111oh por buahol wUl bo roqu1rod to ...,..0 

\!:• '~!!~CAt into oxport, as thls will dop<>nd upon tho pri ce or whe<>.t pr.,..tU.ll.JI& in 

,!t. s country M d tho prioo nt ..tlioh it can bo oxportod, 

typos of WhO<lt oxportod uill dopond nlmoat ontirol:y upon domnnd . Thor o ar o 

~•"!unto oup~li•JC of :.11 ty;>os of whont in tho United Shtoa this :yonr , lloi'I!Ulll:y, 

•::-Jtod Stntos \/il~nt export• t>r o cOT.\pr1aod ohiorl:y of hnrd r od winter ,'lhont pro­

!l!od i n tho South\Toot, soft uhi to "hent produood in tho Pnoifio NorthttOst, o.nd 

produood chiefly in tho Dnkotns o.nd llinnosotn, 

Tho provon \."ill opcroto ontiroly in cnoh ·.:hc:nt nnd it 1s not conta:~plC>tod 

t: .• t J'~ ~ilo'\t •411 bo boutht or sold on tho future s oontr nct """'kots . 

Who~t \:Ul bo puro~oocl by ngcnts or tho FSCC in vo.rious pC>TtS of tho 

:>'.ll\try, t..!Jd , 411 b o sold to oxportors r cndy for londin& for oconn shipmont, 

purchnao o will bo mndo in v:u-iouo pnrts of tho country, tho offer s of ox-

•rtora nr o ~11 to bo mndo to ·tho of fico of tho Corporo.tion in i'lnohington, O, c., 

.:td offers .Ti11 bo 1.\0ooptcd in tho ~loohiugton offioo. 
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Tho pr o&rom \till bo under the irnodio.to dir ecti on of F . R, Wilcox, dir ector 

r ~~c IJ,.<, 01-tiGlOil of !<ru'f:atine •Jtd Ho.r!octin& Agroononte o.nd Vioo President of tho 

..ru! J , W, T:.pp, Aosistc.nt Adcl.nistrntor of tho AM ""d President of tho FSCC o 

"i'!lo Pwornl Surplu• CO::ltlOdi tioe Corporc. tion 'till purohnsc mont and flour 

~"t.o interior or o.t ports. " t!r . 1,lilcox &:".1<!. "ortcra to oxport will then bo r o• 

lVJ-1 f t On OJ>:porting firn.s , i neludiflb flour millcr OJ Md thO Corpor "tion mll 

or ru j oe t inJivicut\1 pr oposo.ls . In onoh in•t!IMo tho oxpor tor of oithcr 

flour 11ill bo r equired to conduct his oporntiona under " bond tll\ioh nill 

ox~~rtu.tion of tho ·:moc.t or f l our puro~'\aod t'r0111 tho Fodcr:>l Surplus 

~O'"<:~!it!M Corporo.tion. 

"Ia tho 
001 0 

or flour, it is <..>:pootocl tho.t tho aillora <411 obtain outlot• 
" their flw r 1n tho u su:ll wcy c.nd '.:bon nrr t\:\110 tor anlo nnd ropurcho.ao tor ox­

.: t 'J1 t h t ho Conor<.tion to till such buai."loos ''" onn bo obto.incd upon tonr.a 
oo:llrnc l">"v to tho w llora end to tho Corp~ro.ti on, It 1a nnticipe.tod thnt tho 

C<>a:u>:litios Con>orc..ti<n \1111 bo in tbo """kot continuo:aly tor "" 
perio d for tho purc~:o n:>d r cs:>lo or both whont <md flour. 

---o---
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!h20 pa 
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Steve Earl)' called ~P and ea1d that the United Preu 
said the)' had a hot t1• that I aa rea1gn1~ to head up eoae 
movement. He ea1d, 1 '1hat ~• there to 1tT and I aald, 1 I 
don't know anyth1Df about 1t . It 1 • turthermoat troa II{ 
1111nd. 1 He eaid, l'el.l. , I w11l deny U w1th both teet. 

-
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TREASURY DEPARTMENT 

INftlt OI'I'ICa COMMUNICATIO N 

To leon\U7 .......... 

~- 11. A. llaftta 

laMp. L I, 

U. I. !a .,.., ._.. r..iu4 tt.aa ~oat \be aom. 

""'' *"'111& U..- IMv pl'l- _,... 1-, wUia U.. lOIIIC 

le-a l..U.. \M Will'• At tM otfUI.Al ol•a .t U. aubt 

1""" rap& fNa a te t/laltU •• ~' atw taa o1- a 

"'*toM u..iapM ... 1 ...... ~ .. , ., ... _, 

prt.oaa loaft WproYM 1 ta t/J.a. .. tbat 1 ..... for tba .., 

,.... fNa a .. <6/aa.t• far \M U.rt ul 1atamacl1ata 1a­

ul fNa " to 1/1_.. fer t1aa leapr 1•-· 

llr ... ,..._ &taW tMt aa far u 1M ...U t1M At 

U.. a h u - ... -• te .. ._Uol Goller& ._ te 

ao-.1 aalaa aK at U. - t1aaa p-t1ool17 M ~ .. 1ataraat 

waa &bonia U.aubt. 

fraaai'J MMa r..iu4 ..-ra1l7 tl1&t wltll pi'lOH at 

*• oloM 1 aK a/1_.. 1-. 
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August 31., 1938 

HK,Jr called the President thie morning at 9:30, 

The President said, 'How are youT• a nd Mr. Morgen- ' 
thau said, 1Fine! 

The President then said, 'What's newT ' and BK Jr 
replied, 'I have a little news thia morning. We put' 
Sterling t o bed last ni ght at 4.86. It broke through 
4. e6 this morning. I t went down early to 4.85 , but since 
then it has come back to 4.8st and t he feeling seems to be 
a l ittle bit better. For whatever it ia worth , I Just 
thought I would pass it on to you.• 

Continuing, HK,Jr said t o t he President, 1Mottett 
was ki nd enough to send me Iennedy1 s cable, which is an 
interview with Chamberlain. It is pretty pressi m1sti c . 
I guess it ia on its way over to you.• 

"I am having my crowd gat all t hese exchange regu­
l ati ons ready, ' he told the President, •so t hat it we should 
push the button in case there was war and want to put i n 
exchange control, I want to be ready at a moment's noti ce. 
It we had war and they started duJQPing $50, 000 ,000 a day 
en us , we want to be ready to do something to atoP i t .• 

At this point the President said, 1Ae I said yes­
terday, i n the event of war it would help i f outside of 
our general statement they could send us money t or their 
own use to bU)' things from us - - a purchasing lt1tty -- that 
would not appear anywhere else. 1 The Secretary answered, 
' I am working on it. • 

Continuing his remarks , t he President said, ' Psycho­
logi cally it would have a great ef fect in Germany, I taly 
and Scandinavia if they had t heir own accounts over here , 
not in t he general tund , and marked tor use to buy general 
supplies , wheat, cotton , eto.• 

The secretary then remarked, 1I invited General 
Craig t o come over here tomorrow, because I want h1a t o 
know a l ittle bit about out problema and discuas some of 
hie problema IIUCh as what raw materials t heY would be 
short of whi~h came from overseas. • The Pree14ent com­
mented, 'I u not worried web about that. Moat of the 
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raw material• ooae troa plaoee where we oan get ttea 
without anr trouble; 1n other worde, fro& trhn417 
oountrill• It a1ght be poee1ble, tor inetanoe, ue1ng 
Commodity Ore41t Oorporat1on, to haYe t hem par ue 1n 
raw aateriale. 1 

The 8eoretar7 oonoluded t he oon.ereat1-n b7 
&11)'1ng 1 '1hat I am do1nc here -- I think the 11 tuat1on · 
1& aer!oue enough eo that we should all be on our to ... 1 

oGo-oOo-oOo 
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Ueeting 1.n the Seoretar:r•s Office , 2100 p .:o., 'll.clneada,y, 
Aueuat )1, l9JS. 

Present I Secretary Worgenthau, .Usiatant Secretary T~lor, 

llessrs. Oliphant, Lochhead, Cairns, Bernstein and 
mute. • 

The meeting was held in accordance with the Secretary's request 
10atle at the 9•JO staff meeting that some proposal be drafted to carry 
out the President's suggestion with respect to making it pos!ible for 
a •ld t tY" to be set up in this countJ')' b7 certain tore~ gove!"llllen t a. 

l!r. Oliphant presented t.hree proposals: the first aalc1ng pro­
vision for extension to the original members of the Tripartite Accord 
of certain privileges with reapect to the withdrawal of eanurked 
gold and the sale of that gold for dollars and use of the dollars 
for purchasing of goods needed in war time a, other than &nns and 

1101r11Jlition. The Secretary ba<:l several c012nents and suggestions to 
cake with regard to the draft. 

The aeooocl dr&ft contained the proposal suggested b7lo!r. Taylor, 
which would set up special accounts for specified goven~~~ents with 
the Export Import Bank to be used for the purchase of materials . 
The Secretary OQII!Iented on the relative merits of each proposal. 

A third paper presented to the Secretary was a proposal to 
invoke Section JJS of the T&riff Act a&&inat C-e:naan iJaports, the 
fact of discrimination already having been declared by the President 
on previous occaaions as indicated 1.n the draft. The S.cr.taey said 
he did not think 1t ougj'lt to be handled that way, but that it mieht 
be an excellent th1ng for the President to reveal to the German 
Gove:mnent that they would invoke Section JJS of the Tariff Act it 
Germanr resorted to force or entered Cuchoslovakia. The rest of 
the men agreed with the Secretary that would be much the better wa;y 

of handling it . 

The Secretary requested that the men wori< over the drafts and 
prepare them in form ot a proclaation or statement. He said since 
tl.ne was of tbe essence it had better be done as soon as possible. 
The hour was eat for J:)O for the presentation of the next drafts 
and the S.cretary telephoned the President and obtained an appoint­

ment for tour o'clock. 
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THC. SI:CfiiiiC'TAR Y 0,. THE TR!:ASU"Y 

WASHI NGTON 

- ~~~tt 

t .d;! ?/Yj. 

l!!llORAIIDTJ!I FOR THE PRESIDP: t 

P.eapondi.nc to 1ou:r request tor u &rr&Jigaellt tor a •kitty• 

to be held b7 certain foreign gonrDMOts 1D this COUDt.rJ, to be 

usod in the eveut of war, obrt~ one ot the aoet ettecti're thiaga 

which JOU could do at thia jUDcture to preveot the impending catastro­

phe or war would be the t.Dediate announc-'lt ot 1ou:r inteotion to 

aeek a change 1D the leutrallt7 Act, per.l.ttitlg JCU to diserilld.Date 

among belli8erents 1D order to carey out the purposes or treaties to 

'llhl.cb the United States ie a partJ. .l.s turther stepa 1D this directioo 

we could do the tollorlng nn things without turther congressiooal 

action: 

(1) AnnOUDee u &rrt.ng811eut aaong t he three ori81D&l. pertiee 

to the Trlparti te accord Ullder which each ao-remment would be assured 

that tbe sold which it bad OD ~It 1n another eountrJ could be 

treel7 rl thdraWD and exported at aD:f t111e. 

(2) fb&t IIUcb 1old oould be treel7 ooDTerted itlto the curren01 

ot tbe COWitr7 1D which the 1old i e ~ked tor parchuing us:r IIUP­

pllea uaet'Ul during a war other than aru and .-ition. 

(3) It deaired, ,.. could go turther and prortde that, tor a 

liaited tiae and tor the 1.1alted purpose atated in (2) • tbe cold could 

be connrted into .,........,01 ot tbe oOUDtrT in which tbe cold 1• ...,.. 

2.15 

' 
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Ml'ked at ~ re.te batwHD tbat -••07 ..S lol.4 pre~ todq, 

or, 1t -rlte4 bereatter, at ~ re.te prnall1J11 at tba tiM ot 

It preterncl, tba lJIIited Stetea ooul4 do U!T or all ot tbaM 

tbrae tbiJICa, aotiJII u-. 
Ill adtUt.loa to all tt. toraaoiDC or 111 tba uterDau .... , w 

could, actiJII al.oDa, arraJ118 tor utT ll&t.lOD we aUaote4 to ba.,. u 

aceouDt 111 the !:xporWlopart Bulk ..S 'b7 th1a _. do all tba thiDI• 

MDtiOOecl 111 (l) 1 (2) ud ()) aboft. 

• 
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THE SECIUTAIIIY OF THE TlllEASUIIlY 

WA8HI NOTON 

!!!¥lWOOJI lOR tBI Pl!l!SID!il!'f• 

t<N can forthwith prool.&i.a the 111P011t10D ot aM1t1ccal dutiea 

ot S~ ad ftlorea 011 tiM produota ot 0.~ and 011 art1c1ea t.ported 

1D Oeran naaa1a. 'l'bese additional dut1ea wOIIld 10 1Dto affect 111 

t.h1rt7 dqa. t<N han ~ repeetedl,r proch!.., the tact oo wbich 

this act would reat. fbe law and the 81tuat1011 ar. u tollon1 

S.ct1oa 338 ot the Tar1tt .let ot 1930 (u.s.c. t1Ue 19, sac. 

1338) provides that , whenenr the Praa1dent ahall tiDd aa a tact that 

lUI¥ roreip count.y diacria1Datea api.nat the co-rca ot the Un1tad 

Statas, be ahall, when he tillde that the publlo 1Dtereat 1lill be eernd 

ther.llf, t.poae additional dut1ee not to exoead ~ ad ftl.orea, or ita 

equiftl.ent, oo "'V" produota ot ev.ch diaoria1Datillc countrT or oa art1-

e1oa 111P0rtad 1n a naeel ot such COUilt%)'. SUch additional dutiu 1lill 

be appllad th1rV dqa attar the date ot tha proolaatioa. 

U the tora1p diaorlalnat1oo cootiJmaa attar the 1u1Wlca ot 

a proolaatioo 111poa1nc aM1t1ooal clut1ea, the Preaidant ~ ieev.a • 

further proolaat1oo prohib:ltillc tbe 1.aoportat1oa attar t.h1.rV dqa rr­

tbe date ot the proolaati011 ot' produota ot the d1aorla1nat1D& cOUiltiy 

or artlolee 1~d 1n i ta Taaaa1a. ' 
The trade Acreeaenta .lot ot 1934 (u.s.o. title 19, aeo. 13.51) 

prorldea that ratea ot dut;r utabllehad purauant to trade .,.. .. - t• 

ohall app}T to product• ot all toraip oOUiltriaa, blat that the 

Praaidant ~ aupaDd their appUoat1011 to the proclllote ot NIT 
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count17 beoau .. ot ita d1aQ1'1a1Aato1'7 tr.at.MD\ ot .lMrioaD oo-rc•. 

Pursuant to th1a pr0Tia10D ot law, 7011 ad'riead • 1D a latter dated 

Decallbar 2, 1935, pllbllabad 1D Tr.aRJ.7 Dao1e10D 48035, ot Dacear 3, 

1935, aDd 1D M'O'aral n.beequat 1ettera IIIIich were abo publlabad 1D 

'freUUJ'T Dao1a10Da, that 701l fOUDd •• a tact that Clenalv' d1acria1Dataa 

apiut tba o..-ree of tba lhdtad Statee, ud tbat t~t. 

rates , theratore, aboald Dot be appUad to producta ot Ge..-q. 

UDdar praaeDt. c011d1t10DI, 1t would be c~t.eDt tor 70D to 

det el'llina 1t to be 1D the public 1Dtereat, 1D 'riaw or tba a~ 

ascart.a111ad d1acriii1Dato1'7 treat.Mllt ot AMr1ou o-e• 'liT Ge.-.oDJ, 

to illpoae the add1t1011al dut1ea pro'ridad tor 1D aaot101l 338 ot tbe 

Taritt Act or 1930 -t101lad aboft. 
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Tbe llxport.o.Iapor Bau baa t~ opeud special 

aooounta tor tbe Gov........,te or ------ &lid 

-------• Tbrougb tbeee 1'ao1Ut1ae the 

&OTerDSeDta ot tbeee oountriee wUl be enabled to 

oonnrt into dollars tbe prooaed1 ot &old .., Ml'tiiU't 

tor their accoUDtl in tb11 couotz7 and to vtllisa the 

&IIOWitl atandlng to tbeir oredit with the Export-Iaport 

BNik tor tbe purcbaae or nrioua riW -terials aDd 

!inlabed products lfhich these oatloos U.7 wish to 

aoquire in tbia cOUDtry. 

In a ddition, the Export-J.aport Bank will be 

avthorisad to arrange !or the export or gold now or 

hereatter pleoed under earmark by tbeae gOTerDDeDts; 

for the OODYare,iOD of sUCh golcl intO clollare !or 

aaJdn& tbe purchases 1181lt1ooecl abOYe; ancl tor a 

period ot a 7ear to arran.&• tor the sale or such 

gold at tbe Treasury b~ rate prenilin& tocla7, 

or 1t the golcl is earaarted bereatter at tbe TreaSUl'7 

b~ rate pl'n&ilillt: on tbe date ouch gold is 

e&r!IO.l'ted. 
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FOR Illll!IDIAT! RELUSI!. 

1938. 

ftiWIURr DIPU11Uit 

1luhiJict<e, D. C. 

221 

By autJ>or1 ty of tJ>o Pruidta:lt, tJ>e Secrete.J;o of tJ>e 'l'Joeuu:-:y 

makes tJ>e 'followi.Dc ate tact• 

Suppleaeotill& the arranc•eota which h&Te been ...So 1JI purR&Ilce 

of tJ>e Tri partite accord, tJ>e GoTil'llllet of tJ>e Ollited Stetes hu 

adTiaec:l tJ>e Bri tbb GoTeraae t and tJ>e l'r111ch GoTerallet of the 

!ollowi.D& add1 ticnal a tepa llhicb tbia GoTel'llllent 1a tai<1JI& 1JI order 

to carr:r out ooe of . tJ>o t'lmdaalllltal objectiT .. ot tJ>o Tripartite 

accord, neaely, •••••• •to footer tJ>oao ccnditiooe which a.focuard 

peace and will boat ccntdbute to tJ>e reatoraticn of order 1JI 

internatioaal ecODc.ic relatioo• ••••• ·"• 

1. Gnat Br1tei.D and Prance will bo allo'O'od at any tiee treeq 

to witJ>draw or to export any cold which either ot such JOTernw•ta , 

directly or throllib any aceno:r deaipatod by tJ>•, holdw 11D4er ear­

mark in this country. 

2 . !hie G~t will at u:r tiee doairod by Great Brite!JI 

and Pruce purohue ...all &old witJ> dollar• at tJ>o rate epeoitiod 

1JI Seciioo 42 of tJ>e ProT181cnal Gold Jle&ulaticne iuuod -....ler the 

Gold Beeene Act of 1934, tor tllo purpoeo of r•h11"1 Gnat Brite!JI 

and hence to ut11111 tho dollerl t11111 ol>teinod to paroball euppllll 

in tbie -try. 

• 

Regraded Uclassified



- 2-

J , Tho United States rill also, for tlw lillitod purpoae state 

i n item No. 2 abcwe , and f or eucb period of tiN ae ....,. be f ixed 

' 
by tho United States f or cona.._t11111 arv purcbue for which ""' 

such credi t is established, purchase t he gold thua earl>&J'ked by t.he 

·ov~rn1110nta of Great Britain a nd i'nlnce in thia countcy at t.he 

Mte now oti pul.atod in Section 42 ot t.he PrO'Iiaional Gold Regulations , 

'ld , f'or such g old thus aar:~arkad hereafter, at tbe Treea111'7 b>virc 

:>r lC& f or gold pren.ili~ at tba tiJ» ot the o&Narking ot t he gold . 

\ 
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Adlll1ral 
Peoplee: 

H.U.Jr: 

P: 

H.U.Jr: 

P: 

H.!.I.Jr: 

P: 

H.U.Jr: 

P: 

H.1J.Jr: 

P: 

H. U.Jr: 

P: 

H.!.I. Jr: 

P: 

H.U.Jr: 

P: 

H.loi.Jr: 

All8uat. 31, Ul38. 
a: 47 p.a. 

Row 4o 7011 do, Mr. Seoret.&r7? 

Hello, Ada1ral. 

Row do 7 011 do, ,!11r1 

Row are 70uT 

Oh, fine. I'• glad t.o get. back in harneee 
again. 

Adairal. 

Yea, air. 

Two thinge. 

Yea, air. 

223 

Kra. llorgenthau and ltrs. Roosevelt haYe inter­
eat.ed themse1• ee 1n the landscaping tor the 
Poughke epsie poet ot t1oe. 

Yea. 

Some aan came - l ocally came t o see llre. RooeeYelt. 
and he aa1d he didn't have an- didn ' t haYe e.nough 
ti .. , or enough 1ntorma t1on to b1d. I think 
the bida are 1n now. I w1sh 7ou1d lo~k into it. 
and hold i t up l ong enough unt11 I get the tact a. 

Absolutely, e1r. 

See? 

Yee, s1r. 

He eaid that the l~oal people haven 't had a 
chance, that there waan 't. enough adYert1eeaent., 
.nd Kra. Jlorganthau haa mailed the stuff t o ••, 
but I didn ' t b7 an.1 chance want it. let. unt11 I 
got. the taota. I ought to haYe the• toaorrow. 

Yea, e1r. 

That '• nullber one. N1111ber two - I ha•e a l etter 
troa Arthur Carpenter who ueed to be manager ot 
the Wara Springe Foundation, and he hae - let 
.. Juat. get this thing correct - he 11&1 - what 
he calla a reataurant called the lo!oore '• D1ner 
1n Rea41ng, PannqlYM1&. 

r 
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P: 

H.LI.Jr: 

P: 

H. !A.Jr: 

P: 

H. !o: . Jr: 

P: 

H. :.I.Jr: 

P: 

H.M.Jr: 

.... . . 
H. II.Jr: 

P: 

H.!.I.Jr: 

P: 

H.L!.Jr: 

P: 

H. II.Jr: 

P: 

H.J.I.Jr: 

- 3 -

ReeAtng Penn8JlYania. The Moore' s Diner f 

Yea. 

Yea, air . 

11-o- o-r-e . 

Yea, air. 

224 

He'e written a letter to L. c. Colman, or your 
DiYieion - Procurement Division. 

Yea. 

On A.uguet roth. What he wante 1s - he aqe he 
hasn ' t had enough noti ce to yacate , aee7 And 
that he can ' t start b7 September Ill, and can't 
ye give h1aa 110re time. 

Yea, air. 

He doesn't •ant to interf ere with the con­
struction . 

Yea, air . 

But i f he could stay there up to - get ot t •81 
a •••It in adYanoe or the time the7 •ant to 
reall7 br eak ground • h7 he'd be aat1afied, but 
the7 've giYen hie so little notice. 

Yea, Kr. SeoretarJ. 

And all he .ante 18 Just to etSJ there aa l ong 
ae he can until the7 oen get another location. 

Yea, air. 

But he wrote a l etter to JOU or Ur. L. C. Colaan. 

Yea, air. 

And it 'e dated August roth, and it' s a1gned 
Arthur Carpenter. 

Yea, air. 

He's a ro~er 1nfan\lle patient. 
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P: 

H.U.Jr: 

P: 

H. LI.Jr: 

P: 

H.U.Jr: 

P: 

l! .U. Jr: 

P: 

H.U.Jr: 

P: 

H.I.I .Jr: 

P• 

H.ti.Jr: 

P: 

H.II.Jr: 

P: 

H.ll.Jr: 

~ · .. 
H.U.Jr : 

- 3 -

'fee . 

Ueed ~o be aanager ot the Wara Springe 
Foundation. 

Yee, e1r. 

See what ;you can do on that, wUl .rouT 

Yea, indeed, Kr. Secretary. 

I think that's a reaeonable request. 

Yea, elr. 

225 

He doesn ' t want ;you to bold up construction 
bu~ he would like to ete,.y there up to the -
get ott a week ii)Bdnnoe ij they are going 
w break ground. That gina him time to 
tlnd a new location. It'• one ot these , 
you know, dining oar restaurants, ;you know. 

Well that'• a very reasonable request. 

I think ao. 

Yea , air . 

Thank you eo auch. 

I ' ll di g up the tacte and give you a 11ttle 
aemorandua on it, air. 

Yea, and it you would, communicate directly 
n th Arthur Carpenter, or bave your 111811 do it, 
would you? 

Write direct to him. 

Yee. 

Yea, Ur. Secretary. 

And send me a copy. 

Yea, air. 
You'll tind a letter addreeaed to L.C.Col8aD 
ot the Prooureaent Divieion. 
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P: 

H.M.Jr: 

P: 

- '-
I'll oheolt U. up rlabt. aWQ, e1r. 

!hank 70U 10 auoh. 

Not at all, Ur . Secreta~ . Thank JOU, e1r. 

• 

I 
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Present : 

August 31, 19~ 

15:10 pa 

·wr. Ol1pbant ' 
Wr. Taylor ' 
Wr. Lochhead 
Dr. White 
Wr. Bernstein 
Wr. Oa1rne 
Wr1. ltlotz 

HK,Jr: This il triple and quadruple oont1dent1al. 
The President even aelted Wr. Hull not to tell aD)'bodJ' i n 
t he Sta te Depart-nt. 

Taylor, Ol.ipbant and I called on the Pree1dent, 
about 4:15, a1 a retult ot hie two telephone conversation• 
with me yeeterda7 where he suggeated the poae1b1lit7 ot 
setting up an aooount,d1tterent troa the eo-called ear­
marlt1ng , where countries Jai.ght eend their aone7 tor sate ­
keepi ng. 

We gave the Pres ident a oop;r ot a document sug­
gesting the 1ettins up ot these apeoial gold accounts i n 
the Export-lllport Banlt. (See 14' attached. • 

Al1o gave the President cop;r ot 18 1 (attached) which 
was the aethod b7 which tile Gover naentl alght turn onr t o 
the Export-laport Banlt oerta1n Aaerioan eecuritlee. 

Al1o save the President copy ot 1 0 1 (attached) an 
amend•nt to the Tripartite Agr1e11Bnt . 

'l'be Prea1dent waa e~l7 deligbted with thele and 
aaid that 'I pve 70u the sera ot an idea and 7ou oo• back 
with three colden lternel• ' and, be e&ld, ''l'hil il a great 
improvement over a:r tusgeltion.• 

We pointed out t o hla thlt ue1~ the '1'r1partite 
would be aore edvantaceoul, becauae it wouJ.cl. 11•17 1nolude 
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England and France whereas U' we used the Export-Iq>ort 
Bank, Japa.n, wbo had 117,000,000 on depoe1t with ua could 
aak for thls faoilit7, and due to the conference I ' nad 
with the State Department , in connection wi th a wheat loan 
t o China, where t hey sai d we would have to make a similar 
offer to Japan, I am sure the State Department would ob­
jec t to usi ng t he Export-Import Bank and limiting it to 
England and France . 

The President listened very closely. He said he 

felt t hat using the Export-Import Bank would be a little 
more d ramatic because i t would be something new, wbioh I 
agreed with, but I said I felt that under the circumstances 
tne Tripartite would be better. 

In rea<ling t hrough the Tripartite draft, it oame 
to my attention for the first time that we were offering 
t hese countriea a fixed gold price for twelve months. That 

was not in the fi r st document t hat I received. I dld not 
l et on that it was news to me, but I wae very much surprised 
because it made all the difference in t he world and by giving , 

them a guarantee for twelve months at *35 .00 an ounce , we 

were really offering them something. 

Then I said to t he President, We have another one 
we would like t o ehow you which you coul d show to the Germane 
and tell them that in case they went into Czechoslovakia this 

i a what you mlght do. He said , 1 I don't want to look at it. 

Before I look at it , let me t .ell you what I have in mind. 1 

He said 1 I want you to tell me bow, in case German7 

goes to war I ~an immediately impound every German ship in 

every Ameri~an port and, 1 be said, 1 t hat will save a lot of 
argument . At this place be paused and told a fifteen­
minute story on how he handled the Crown Princess Cecelia 
a t Bar Harbor and bow he made German Captain Miller salute 

and bo.w be told hlm {Capt. ~ller) he would move down to 
Boston or be {Roosevelt) would take the ahlp over. After 

he told thls story, with great relish, he then took a ~o~k 
at this memorandum of increasing duties by 5~. (See D 

at tached.) 

We said the suggestion was that thls be ebown to 
t he Acting German Ambassador with the suggestion that 1t 

they did go into 0&eohoslovak1a we ~gh:hbep;~;~~n;oiu:~d, 
t hle - - and 1n showing t he document o e k has bean 
"I am going to show you eometh1 ng whl~h I He":'roas-eX8111nad 

worrying you greatly for a long tdim~ · German veeaals , German 
Herman Oliphant ae to German goo a n 
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goods in for eign flags or English goode in German vessels. 
He waa amazed that th1a J.ot inoluded all of t hese olaeeu 
ot goods. 

After he expressed his approval of theae doaument s 
I asked him how he would suggest t hat I proceed and he aug~ 
gested , on account of shortness of time, t hat I go over t o 
see Cordell Hull. So, with a very meek voi oe, I suggested 
would be mi nd telephoning Cordell that I was coming and 
would he see me, which be agreed t o do. After he put i n 
t he call for Cordell Hull , I again meekly suggested that 
he ask Cordell to come over to hie office eo ae to put a 
li ttla pep into it, eo he called Cordell Hull and uked him 
to come on over. He didn't tell Cordell what it was about 
or that we were there. He sai d, 1I have hatched a chicken. 
Do you want to come over and l ook at itT • 

Betore Hull came in, it waa agreed that the Tri­
partite arrangement should be submitted to the Bri tish and 
French with a statement that if this wae pleasing to them 
we contemplated issuing it. 

Also before Hull came in, the President said he was 
still t h inking about his plan , which he could not get anybody 
to help him on , for helping the Democratic Governments in 
the event o f war; that 1e , his plan t or a three- cornered 
arrangement , using coffee trom Bratil aa an example, whereby 
credits by such three- cornered arrangement could be built up 
in t his country f o r the Democratic belligerents. 

Cordell Hull came over and the President read him 
t he memorandum, 1n great detail, a bout t he Tripartite, i n­
terpolat ing ae he went along, etreasing particularly the 
advantage of doi ng this before war. Hull said couldn't he 
have time to think about it overnight and then went on to 
say that he t hought t here was auch a thing as doing too .uch 
at this t i me. With the recent speech of the President, him­
self and the trade treaty going through in a day or two, 
and t h1a com1ng on top. of that, we are apt to get the Ameri­
can oeople up on their toea over the European situation and 
he ea1d that within about 40 days he had talked to him about 
the Aus t r ian debt and put the heat on and wae prepari ng a 
new note . So I said t he difference between the Austri an 
debt and t his was that t he Austrian debt decision ~te~ 
with the Germane and this deoia1on rested with ua • 
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said, I don't know how you feel , but~ own personal 
opinion is that I have grave doubts ae to whether the 
English will do anything, and Cordell agreed. 

Sometime during the couree of the conversation 
the President said he thought it wae a three-to- one bet 
that we would not have a war. I said I felt it was 
fifty-fifty , whi ch surprised hi• and he remained silent 
for quite a little while. 

At one point during the c onYeraation w1 t h Secre­
tary Hull, the President emphasized that theee steps would 
be desirable i n order to show t o the German Government ex­
actly where the sy~ath1es of t hls Gonrnment la,y. 

Hull' s attitude was to reeist our ~oi~ this at 
t l11s time. 

When the President got into t he tariff matter, he 
first said that Hull should send for the German represen­
tative and tal l him that we might put this into effect i~ 
they went into Czechoslovakia. The last t hing the Presi­
dent said wae that he ,not Hull, would send for the German 
r epresentative. In rehearsing how he would put it to t he 
Geman charge, he at one time said, 'It's a hundred- to-one 
shot that I will do this it you go into Czeohoslovak1a1 

and another time he said, 11 hope you won't force~ hand ' . 

After Hull got up, I turned t o t he President and 
said, 1 1fhsn do you want to see us ag&1nT 1 Hull aald, 
"Any t i me you people are ready, let me ltnow. 1 I aald, 
·~. President, don ' t you want to sst a time tomorrow 
morning to ass ust • and the President set the time at 
11 o' clook. 

The President said to Hull, "Please don't show 
this to Moffett or anybody down the l i ne, as thie would 
be a Treasury matter and the State Department would not 
be supposed to know about i t.• On the other one, tbe 
tariff thing Hull sai d he was not going to discus• it 
with anybody ' but he did II&Jit to think that onr ~ain, 
but t he Preai dent cautioned hi• not to consult with any­
body and he said that lies in the d1eorst1on of the 
President . Hull ' thought a minute and said he would not 
d1scuee that with anybody. 

(fhe Preei dent eYidlntly 4id not f eel it necesearJ 

230 

Regraded Uclassified



231 

-5-

to oauU on • not to ta.llt to &DJ'bod7 1n the 'rreUIU'J.) 

ll7 own feeUng h tbat 1t we are go1nc to 4o 
anything , the tllle to do 1t h 1n t he next 48 hllllre, ae 
I think that the offer we .are ll&k1~ under the 'rr1)1art1te 
would be 11o1t rea11ur1ng to the Br1t1eh and the J'renoh 
and I think 1! the Pree1dent deo1ded to 4o both, that 1 t 
would g1Ye the Ger~~&n General. Staff and Dr. lohaoht eoae­
th1ng to think about, and 1f t hh 11 a f1tt7-t1tt7 queeUon 
ever)'thing thet we oan add on the eoale f or peace 11 Juet 
that IDUoh to the good. But t1ae 11 the eeeenoel And 
it ought to be out 1n the papere, the lateet b7 laturda7 
and the Pree1dent ought to aend for the Ger~~an 41plout1o 
repreaentat1Ye not later than rr1day. 

oOo-oOo 

• 
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aooouate tor tho OoTeniMD.h ot ------- a4 

---------· ~ tbe .. tao111Uoe tbe 

pYW nh of thNO OOIIIltr1oe will be cable4 to 

oCilnrt iato ~lla:re tho proooo4e ot &Ol4 Oil oorart 

tor the1r aoOOIIIlto 1A th10 coomt17 u.4 t o uUlizo tho 

..,.._ na41 .. to their cro4U with tllo lxpon-Iapon 

B«<llt tor no purolleM ot ftl'tou row -tortalo a4 

t1Atallo4 pro41lot• &tala tllooo ut1011a •J willl to 

aoqu1ro 1A th1e OOIIIltr,'. 

Ill a44ttton, the lxpon-IJapon Bani< '111. 11 be 

aut'bortzo4 to arrex~&• tor t~ export ot gold DOW or 

horo&ttor pluod ad or oana1"k bJ tllo •• goYel'IIMilte; 

tor the -YereiCD ot euob &Ol4 illW dollerl for 

ae!r1n1 tho poarcl>U08 -UCilod abon; e4 tor a 

polrto4 ot a ,..ar w arroD&• t or t~ Hle ot euob 

&Old at the '1'rea0U17 W71a1 ret• proftiltaa todq, 

or tt tile &Old to ~ked ure&ner at tho 'freoau.17 

'lnl;rt .. rate pNftiltaa OD tbo date w eb &Old 1• 

eu-rke4 • 

.. --n• Mka to 11a1U JIOQOO t iOO p ... 8/Sl'l58) (ODJr ot 6e • 

(/-./ 
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In t be eYent that tbe Govel'lllleDt ot -----
should acquire control of certain American securities 

t he Export- I•port Bank woulcl be glacl to utebliab a 

special account for the Governaent ot ------ to 

whi ch tbe proceeds of the sale ot aey uorican securities 

would be credited. The credits ao eatebllahed would be 

avall.oble t or tbe purchase ot <rarioua raw uteriala whicb 

these 1111tions uy wish t.o acquire in this count.cy, or at 

the r equest or tbe Govert>aent ot the dollars 

atMding to its credit will be coovertacl into gold a t the 

prevo111ng Treasur,y b~ing r ate and earmarked or f reely 

nvai.lable for export a t the option of t he Covorru•ent of 

i( 
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1938. 

!IIUBIJJir -ARIDI! 

.. b1actoa, D.o. 

( I 
Jl 

B:r authorit7 o! tM Pree1d811t, tM S.cret~.z7 o! tba !re&au>7 

akee the !ollooriJic sta~ta 

Suppl.e.ntbg the &.rr&!IC-nte which b&'r's been ll&de in pureuanoe 

or the fripartl.ta aocord, tbe Gcrrel"DMDt o! thB tlnited States bu adrloed 

the Britioh GcrrenlMnt and tba lnnoh ao .... n.ent ot the fol.looa1.ac ~ 

clitional otepe wbich tb:l.s Coftn.ent 11 ta111nc 1.n order to e&r%7 out -

ot the ft""'•-t&l objscUns c-t the Tripartite accord, D~Mq, . ..... 

•to foater thoae condi tiona which aategw.rd pe&ce and ri.ll best cootri-

235 

bute to tbe reatoration of order 1n interoatioual ecoiiOidc reletione •••••• • a 

l . Great Britain and .France ri.ll be allowed at ao:y U... treel7 

to withdraw or to uport ao:y gold which eitber of aucb COTem.nto, 

clirectl;r or throll&h ao:y qeney dealpted b)' t.Ma, boldo Ulldn ~ 

in thla CO\IDtJ7. 

2. 'lbia Coft..,.....t ri.ll at ao:y u .. desired b)' Great Britai.n and 

France purcb&ea such gold with dollare at tbe rate spacitied iD Section 

42 or the Pro't'iaional Gold Begulaticma 1eeuad UDder the Gold Re.oene .let 

of 19)4, tor the purpose o! enabling Gnat Britain and France to ut111ee 

tho dol.lara tbu. obtained to purcblae auppllea in tbia countr7 • 
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3. !'U vaite& IJtatw 'lllU alae, at lilT tS. 4'1D'lq tllo lUI:d 

twln _, ..... re -. Uatte& ~· n.,w 1a ita ... a akft, . 
pii!'OIIa&O tiM &Ol& 1lau ~ 'IIJ tllo pe• ' &o ot GnU ltnto.la 

1!14 J':renoo 1A tllU -'liT at tlao rato uw n1}111late4 1A liHUe. 0 . 

of the ProTU10Dal Gol4 Jlop.l.aUou, a4, tor •oil &014 tllu euwuW4 

llere&ner, at tlao !'rMn17 li11Jiaa prtoo ror &014 p!'Oft1l1JIC n t1ao 

ts.ae ot no ~ ot tiM &o14. 
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PBANPYM FOR TQ i'RISII!IIf• 

I ou ~an forthwi tb pro~lt.ia the iapoai tioo of additional duties 

of s~ ad valorelD on the products or Ge!"IIIIIJ and 00 articles 11Dported 

1n Gen>an vaeaela. These additiooat dutiea would go into ertect in tbirtT 

jays. lou bnve alrud,y repeatedly proclaiaed tba fact on wbich thie act 

•ould reat. The law and the aituat1oo are aa tollowa: 

Section ))8 of the Tartt! Act of 19)0 (u.s.c. title 19, sec. 

1JJ8) provides tbat, wbene•er tile J>loeaident abaU find aa a fact that 

aey toreian countty diaeria1Datea aaainat the co-ree ot the United 

States, he shall, wben be finds that the public interest will be served 

tbarebf, iapoee additional duties not to exceed s~ ad valorem, or ita 

equivalent, on ~ products of aucb diacr11Dinat1ng countr,r or on articles 

iaported 1n a -reaeel or such countr,r. Such addi tioll&l. duties will be ap­

plied thiM;r dqa attar the date or the proole•tion. 

It the foreip discria1Dat1cn coot1nuea after the issuance or a 

proelaaetloa il!poaing additional clut1ea, the i'r .. idant aJ issue a further 

proclt.aattoo probibitlng the iolpOrtatioo atter tbirtT c~A!Je troa the date 

ot the prooleaatioo or producte ot the cl1scr1&1nat1ng country or articles 

imported in ita •eseela~ 

The Tracie Agreeaenta Act of 1934 (u.s.c. title 19, aec. 1351) 

provides that rates of dut.y eatebllahed pursua11t to trade ..,..aaents abell 

appl,y to proclucte or &11 foreign countries, INt that the PT .. idant .., 

rod t t ·- countr,r because o! ita suspend their appllcatioa to the P uc • o _, 
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discriaillat.ol')' tr .. t.eDt ot l •erie&n co-rca. Pur iiWit to thie pro­

vision ot law, :rou adYiead .. in a letter dated Dec .. ber 2, 193~, pul>­

liebtd in T·r .. aury Decision 4803~, of Dec .. ber ) , 193,, and in several 

oubsequont letters which were also published i .n Traaaur;r Decisions, that 

70\l found ... teet that Gel"'!8llf diecriooin&tea acd.nat the co-ree of 

tho United St&tea, and that trade-&cre&MDt ratea, therefore, abould not 

bo appUod t.o product a ot Gerw.roo. 

lloder present conditione it woold be COIIPitent tor :rou t.o d&­

tenoioe it to be 1n the pubUc lntareot, in na• ot the alread;r ascer­

tolnod cUecriooin&tor:r tr.atlleot of uarican co-ree l:cr GerM.Iij', to 

i.pooe the addi tional duties provided tor 1n section 338 ot the Tariff 

Act of 19.30 Motioned a boYe. 
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li .LI.Jr: 

Herbert 
Gtlaton: 
H.III.Jr: 

1} : 

FI . !.I.Jr: 

G: 
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L;vle W1leon had gone home but I tallted to 
Sal1ebur;r, the Da1l;v Newa editor, and he told 
me, ;vee the7 had had ~uoh a ruaor, one ot 
their aen brousht 1n a etoey that ne told 
to him b7 eoaebod.J. He d 1dn 1 t know who - to 
the ettect that 70u were go1ng to reelgn -
to head up aoae aort ot a Jew1eh international 
IIOYnent. 

I aee. 

And -

There's no aone;v in that. 

Uh-

There's no money in th~t. 

No - no mone7 1n that. And I told him that 70u 
had neyer heard ot 1t, 1t was the bunk. 

Yee. 

So I taag1ne that 11a7 be the same thing that 
Up -e talking about. 

Uh-huh. IC1pl1nger. 

Yee . 

Yes. Well, what elee ehould we do7 

Well I - I think oalltng 1t out ot rreee 1e 
all ~igbt, but I don't like to do 1t through 
uq ot the rut ot thea -

No. 
Put idea• 1n t heir h .. da. 

Jlo. 
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EY1den~l7 the ~ didn't hear 1t or didn't th11lk 
enoush ot 1t to - to 

No. 

I 'll tell you what I 'll do. I'll eee 1t any -
I 'a afraid all the boy a han gone, al¥1 -.y -

• 
Well, it - what'• hie naae - Juape on it, and 
he ea1d h e waa goill6 to, I should th11lk that 
that would el¥1 1t. 

Yea, I think eo, and eepeo1ally attar -.y talking 
to the t ellowe d1reot. 

Yea. 

They- they wouldn ' t be oall1ng -.y ott1oe now­
somebody 11117 be calling me later 1.n the evening 
about it. 

Well -

And I'll be here. 

All right, I' ll eee you to1a0rrow and you oan 
charge - you oan oharge t hat one ott. 

Yea , all r181lt.. 

0.1:. 

0,1:. 

1'hanlt you. 

• 
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SubJect : 

TREASURY DEPA RTMENT 

INTER Ol'l'lCII: COMMUNICATION 

8eoret&r7 Morgenthau 

Mr. White 

The eterling situation 

Buaaarz 

DAn August 31, 1938 

1. There ie increall1ng ooaaent in the Br1 t1eh per1odioale 
and press indicating a growing expeotano7 t hat the pound 
1e 11ke1J to deol1ne. 

2. Tbere ie a widespread belle! 1n British c1rolee that 
~. economic situation Juet1tiee a lower sterling rate wlth 
rete renoe to the dollar. 

3· It 1s our ballet that: 

(a) The total eoonoa1o sltuatlon does not olearl,J 
Just1f7 a lower sterl ing rate at this t1ae thougb 
there are eoM arguMnte that a1gbt reaeooabl7 be 
adTanoed in taTor ot it. 

(b) AnY e1gn1tioant decline 1n sterling below the 
traditional parit1 at this tiae a&1 oreate • onetar1 
dleturbanoee througbout the world that would han tar 
•ore serious dieadTantagea t o England - and to the 
rest or t he world - than an1 pouible trade galn tllat 
England a1ght obtain tro• a aoderate drop 1n sterling­
dollar rate. 

( c) OUr own bueineee situation ie euoh that al\1 sig­
nificant worsening ot our trade poeitlon, euoh ae 
wou.ld be oaueed b7 a subet anUallJ lower sterling rate 
and b7 t h e adnree etteote ot 1netabilH1 or foreign 
curreno1ee, a1gtlt eerioual1 jeopardize our reooTerJ to 
the detriMnt ot the whole worl d •• well as or the 
United statu. 
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(d) ror theee renaone we believe that no attempt 
ahould be made a t this tillS to adJust the sterling­
dollar rate but that the eubJect ehould, 1! necessary 
be r econsidered attar some • onthe have passed. ' 

(l) Delay would prevent acute monetary instabilit7 
!rom being inJected 1nto the present political cri­
sie in Europe. Declining sterling rate will accen­
tuate capital outflows and increase the loss or 
gold Engl and may sutter in the coming .antha. 

(2) Though the trend in England's. balance or pay­
mente on non-capital items was unfavorable to her, 
part1cularl7 during t he last halt ot 1937 and tirst 
quarter or 193~. it is too soon t o concl ude that it 
will oontinue at that unfavorable level. In tact, 
the largest item in her unfavorable balance ot pay­
ments -- naaely, excess ot i .mports -- has bean grow­
ing less unfavorable during t he past t our • onths. 
Furthermore, the wholesale price exchange aspect 
ot her competitive position has become decidedl7 
more favorable to her during t he past slx months. 

(3) The possibility or a reversal in her trend la 
heightened by the approaching trade agreement with 
the United States whlch cont ains concessi one favor­
able to some reduction in the British import exoess; 
and by t he turther tact t hat t he Uni ted States gives 
signs or emerging !rom the recession, whlch emergence 
should a id Great Britain's balance or trade. 

( 4) The adnree balance or pa)'llents whlch England 
has developed to an increadng extent during t he 
paet year bas taken place a t a t1• when her exchange 
ra te has been around $4.95· The rate now 1a around 
$4.86. In other words, some adjuatmant in rate has 
already taken place within the past month. Thle ad­
Justment 1n rate baa been enhanced by the relatiYB 
price movements which have beoome more favorable to 
England' a balance of payments. 

Alto ther we conclude t .ba t eo tar as the 
underlyin:SBritlab econo~~~:!gtu~~o~!~t~~~c~~;d, 
we would be jUstified in ~ 
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England ahoul.d await further d eveloplll8nte betore 
attempting to alter her exchange rat e . England 
is now losing not more than ~ mill ion per month 
on her balance or pa1me nta, excluaive or capital 
movements , a loss which the British Fund can easil:r 
stand tor some t ime to come. Even were t he current 
internc.tional. monetar1 and pol1 tical ai tua tion much 
leas preca rious than 1t is, England would not be 
Jus tified in l.owering sterling now. 

( 5) The reported loea b1 the Bri t1sh Fund or so• 
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150 millions or gold during the peat taw daTa does 
not altar the ai tua tion autti oie n tl:r to nullif1 the 
above conei derationa. Praot1oall:r the whole or the 
loaa represents an outtlow or capital - - onl:r partl:r 
British tunda -- stimulated b;y the political uncer­
tainties and by t he general t a lk or a prospective lower 
sterling. The beat wa:r to check that outtlow would 
seem to be a demonst rated determination not to l et ster­
l i ng decline below current levels. It 1a important to 
note that a substantial part ot that outflow does not 
oonsti tute a net l oss t o England. A l orge part came 
trom France and newl;y mined gold. 

All the gold leaving England du.rlng the past couple 
ot weeks is not to be interpreted as a lose t ro• he r 
mone tar;y stock. A substantial portion, bow much we do 
not know, represents gold tha t bad been placed on ear­
mark or i n vaults, and does not serve t o weaken her 
metallic reserve position though it does reduce the 
aJIOUDt O f gold she might be able t o get bold Of through 
legislati on in the event or war. 

It the sterling rate ia maintained -- and the 
Bri tiah oan lll&inta in it if t he:r wish t or 1118.07 a onthe 
to oome -- there ia more likel:r to be an intlow or cap­
i tal into England than an outtlow unleaa, or course, 
the war scare does not subside. Pr ior to the recent 
decline 1n sterling and to the recent acute criaia 
England had been gaining capital on balances. It the 
present war scare doea not subside but continues at 
an;rwhere near ita present intena1t;r, • mod:ia~ ~~1 i n the aterl1ng rate will not ortaet cepit n e ee-
in r roa En land through rear or expectation or an ex-
~ r~t but will strengthen thoee mo tives and 0 ge pro ttl A auatained loea or gold b7 

l1kel7 add t o the touate:"~r outtlow would doubtless t oroe 
England a; ~~S:n 80~ t ora ot reetriotione on gold ax-
her to ea a IIOnths have paued. But to a tteiiPt 
porta be t ore ~igbta or oapi tal b7 a IIOderate decl1ne 
~ ~:!n~~tee 18 obrtoud:r ineffectual. 
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The Ste~ling Situation 

1. Sterling b&e been Permitted to decline troa t5.02 in 
February to tll-. 86 in August. Despite that decline there 
1e a widespread belief in British financial oirolea and 
also within the governaent that the eoonoalc situation in 
England necessitates a lower sterling rate with reference 
to t he dollar. Figures a e low as t4.50 are trequentl7 aen­
tioned though the •ore responsibl e persona apeak in terse 
or a smaller decline. 

2. The f ollowing argu.aente alght be advanced b7 the Brltlah 
in jus tification ot a lower dollar-sterl ing: 

(a) England has been e:xperlenoing an adYerae balance 
ot payaenta exoluelve ot capital move~~enta ot sub­
stantial proportions while we on the other hand have 
been gllining a large aaount ot gold deeplte an outtlow 
ot capital of some t4oo alllion during this 7ear. 

(b) British exports are dropping while her rearmament 
program calls tor sustained importe. 

(o) England no longer hae a balanced budget and her 
rearmament progra• combined with the possibllitJ ot a 
deepening reoeeeion will still turtber unbalance her 
budge t. 

(d) England cannot afford t o loee a~ch gold through 
an adverse balance of ~nts on non-capital account 
because she ia the resting place tor a large aaount ot 
ehort-tera capital. She therefore needs to conserve 
her gold eupplJ to aalte bar l e es vulnerable in the 
event of a flight tro• sterling. 

(e) England aust reserYe ita gold stook as part other 
national defense prograa. 

(t) In her ettorte to prevent sterling trom weat
1
h:ginf1 England has already gi ven up, she ola1ma, some ~ • ~ 

l ion ot gold. 

(g) Since the reoee:i~:d!~t~:;an,!1i:.:~~=:!~~~ her 
~:~:!!t~!.!~ro~=~1tin poa1t1on h an iaportant aeane 
ot ohe4king the reoe eeion. 
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These appear to be an iapoe1ng arra:r of argu~~~ents Justify­
ing n lower eterlins-dollar rate. 

How muoh weight should we attach t o t hemt 

}. Examination of the Brit1eh balanos of payments over the 
past few years indicates that until recently her adverse 
balance on non-oapital items has been increaeing. 

1935 
1936 
1937 

(In millions of pounds) 

+ 32 
~ 

- ~ to 55 19}S eeti .. te for f1ret six 
months only 

The revenue f rom shlp~ing (which in 1936 aoounted to 
$~25 m1111on increased to f650 mill1cn i n 1937) baa suffered 
a fairly sharp decline in 1938. The figures on this item are 
not yet available but the reduction i n the volume of world 
shippi ng and the decline in frei ght rat es has probably caused 
a dr op of $50 million in British revenues f.rom shipping dur1 ng 
t he f irst six months. Income from overseas i nvestments, also 
a large item ($1,100 million in 1937) hae doubtless declined 
somewhat during the first six months of 1938. How much we do 
not know, but we estimate that it ie in the vicinity of 
$25 milli on. The excess of merchandise imports which baa 
always been large 1n England hae increased about $65 mill i on 
duri ng t he first six months of thle ;rear over comparable 
period 1a et :rear. 

Altogether our estimates i ndicate an inoreaee in England'• 
adveree balanoe of payments i n the fir et half year over tbl t 
ot last year of some~nere between $125 t o $150 million. Thl• 
i s to be compared with a favorable trend i n our own balance 
of payments on non-capital i t ems which hae taken place during 
the first halt ;rear. During t he first six months of 1938 
we had an inflow of gold of tl70aill1on despite a net oapi tal 
outflow during that period of over $350 million. 

~. The Bri tish foreign trade balanoe haa been inoreas1ngl:r 
unfavorable e1nce 1935, but t he trend turned 1n the second 
quarter of 1938. In 1935, the trade wae unfavorable b;r 
1.275 m1111one In 1937 the unfavorable balaooe reached the 
highest level. e1nce 1926, ~32 millions , or $2,16o m1111one. 
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Un1 ted nngdoa - lxo... ot laporte 

(Ill a1lllone ot JlOUDde) 

1935 1936 1937 19311 

let qUAI'to.r 

·~ • 711 1.90 

·~ 2nd qU&J'te.r 
~ 1.02 'I'd qU&J'te I' ~ 107 

th quarter _j2 107 ~ 
'fotal 279 351 434 

In oontraet, the b&luoe ot 'rade ot the UD1ted sta' 
has been extrao!'d1nar1~ fa'fOrable 1n the pad 'weln ao~~ 
r or the )'ear ending JUlie 30, 19311 the taYorable balanoe ot • 

trade ot the tln1hd Statee -• aore than $1 b1lllon 1n oon­
trae' with an untaYorable balance ot $124 a1111on trea 
Jul7 1, 1936 to JUne 30, 1937. 

UD1tod Statee - Exceee ot exporte 

(In a1lllone of dollere) 

le' quarter 
2Dd qua.rter 
31'4 quarter 
4th quarter 

1937 

·=~ 99 
)12 

24S 

Bu' a 0011p&1'1eon of thoee two r eare 1a no t the app.ropr1ate 

one tor ue to aeo tor tble p.roblea. Both )'eare were d1et1noUr 

abooraal 1A oppoe1 te cUreoUone. 'l'be )'ear end1nJ JUne 19)11 

eha.e a l arge 1Aoreaeo 111 exooee ot e;q10rte par'l7 beoaueo ot 

the low l onl of eltJIOrte 1A 1937 due to the epoo1al agr1ollltural 

oond1 Uon, while the nrt 1- lnel of iJipo!'h 1n 'be )'ear 19)11 

••• due to a ~n aDd eb&rp reoeee1on 1A 'be Un1te4 statee, 

JurthelWire, the oxobNlp ldlo~eale pr1oe aepoot or oar 1.nte.r­

na t1onal ooapet1t1Yo poe1t1on ••• eube\ant1a~ loee faYO~le 

1n the t1eoal )'8&1' ond1Jic Jlalle 1937 then U wae 1a the eubeo­

quent twelft -uae. 

'l'heretare, the 1noreaeo 1n the t1eoal )'Bar end1q Jlallo 193' 

do.. not repreNDt Ulo treD4 to be upooted 1a the tuWre (bar­

rug war of ooaroo). Oil \be ooa'l'al'7 Ulore 1e re ... a to bolloft 

that our uport oxooee duriq the aext tweln -U.• wUl bo 

eubetant1all7 loee thaD u hu boen durlq the paet tweln aoauae. 
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4. In addi tion t o her own balance o r Par-ente on non-capital 
account abe IIUet take cognizance or the IIOYeMnta ot the bal­
ances ot other eter~ing oountriee. Sterl ing oountriee keep their 
working sterl ing balances in England and an adYerae balance to 
non-starling countries deYeloped b7 eterling countries wou~d re­
sult in an outpaJment t o be made by London. There is, howeYer, 
no unusual adYerse balance ot paJmente deYeloping in the total ot 
sterling countries. The important thing, or course, is the balance 
ot payments tor sterling with non-ste rling countries anticipated 
during t he next six months or a year. British Malaya and the 
Argentine have already experienced curtailed export balancee. The 
ualaJan situation is more apt t o improYB than grow worse in t he 
next year wi t h recovery in t he steel and automobile 1nduetriea 
her e. AB t or Argentina, her eterling balances have a.lreadJ been 
reduced t o ~ow leve~a. Australia, South Africa, New Zea~d, 
India and Sweden have not 7et experienced an7 Bignlticant deter­
iorati on i n t heir ba~ce ot trade nor i n their economic condi­
t i on. Beeidee recent events have doubtless alread7 led to a 
substan tial reduction ot t heir eterling ba l ances. 

6 . The United Kingdom's balance ot trade with the Uni ted St a tee 
became aharp~J unfavorable in the tall ot 1937, but since 
Februa ry 1938 t here bas been a steady improvement in United 
Kingdom' s position. In the 7ear ending June 30, 1938 our favor­
able balance ot trade with t he United Kingdom amounted to $44o mil­
l i on which is indeed extraor dinarily high. In the second quarter 
ot 1938, howe•er, the excees ot our exports t o the United Kingdom 
has receded t o a rate or $25 m~llion per month, compared t o !38 mi l ­
l i on per month t or the yea r . 

Net export balance ot trade or United States 
with United Kingdom (In millions ot do~are) 

1936 1937 193S 

let quarter *44.7 $49.4 $~5. 6 
2nd quarter 1.9 46.0 76.2 
ard quar ter 61 .0 S9.~ 

t h quarter S2. 3 147. 

h 0 t hat the unfavorable balance 
ot t~!d!h~~l~h~eu~~~:g•Ki::~of!iE~~~~l~~~t~:t~t~;e!~~~i~~.~:· 
period was incurred under a s er ound had a lready begun t o de­
In the second quarter or 193! : h;4P86 This adJustment or 2+ per­
cline and by Augus t hadtrea~l~ doubtl~ee cha nge the balance ot 
cent i n the exchange ra e w bl t o the United Kingdom. And, 
trade in a direction mo;e f•v~r:ua~ter or 1937 and the t i rst halt 
as a lready ind1cated,rt-~ asr eoeeeion in the United States. ot 193S were 110n the o ...,arp 

. . nt be tween t he United Kingdoa 
In addition t .he trade agre~~ rcb4lbly go 1nto ettect 1n 

~nd •he Unl~ed states • h111ch wit ~re oonoeeeicne to Britiab 
September or October wi gran 
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trade than w1ll be granted to United State~ trade. fil.le 
tactor too will throw the balance ~re tavorablJ toward the 
Un1 ted r.1ngdoa during the coa1ng aonthe, 

6. One arguaent in tavor ot a lower eterling dollar r ate 
which British tinanoial writere have emphasized is the decline 
1n Bri tieh export.. It is true that Bri t18b expcrte have 
been declining during l9}S~Abut eo have cure. While Brltieh 
exports in June were only ~0 a1llicn lese than in JanuarJ 
19}8, United States export• in June were $57 a1llion leas than 
1n Januar:r, although the seasonal trend both in Brit18b and 
United statea export• tor the tirst e1x monthe are not greetlJ 
dU'terent. However, it aust be admltted that the export 1n­
dustriee plaJ a more i~rtant role 1n the total econoa~ or 
England than our export 1ndustriee do. (Bee table on page 9 
tor etatistioe on exports or t he Uni ted ~ingdoa and the United 
statee. ) 

7. The two i~rtant souroee or Britain'• income on the bal­
ance ot payaenta are income trom shipping services and inccae 
rrom inve stments abroad. Both ot these i t eme have been in­
creesing einoe 19}5, although t he income trom shipping de­
clined in the tiret six months ot 19}8 with the decl1oe in the 
volume ot world trade and the decrease in freight rates. No 
accurate intormation ie ava11P.ble as to the income trom thaee 
two eourcee in 19}8 but we estimate that income trom sh1pp1ng 
declined t50 million in the tiret halt ot 19}8 compared with 
19}7 and income trom investments abroad declined $25 million. 

United lrlngd.oa - 1noOIII8 trom shipping and i .nveatmenta abroad 

(In a1ll1ons ot dollar e) 

Eet1•ted net nati onal Estimated net 1noolll8 troa 
sh1pp1ng income overseas investment 

1935 
1936 
1937 
19}8 - eetiaate tiret 

eix ~nthe 

·~ ~ 
275 

• 925 
1,025 
1, 100 

525 

Ther e ie no reason to aaeuae that the decline will con­
tinue. Since bueineas conditions through~~ro~~w~l~h:eea 
to have etopped declining, and ~ve h~;!" that the ae eourc .. 
United Statea, tbe~i:ar:::o~ w~ll increaae during the 
ot inooae will be n It breaka out ot oouree the coming twelve aonthe. war • 
picture will be coapletel:r changed. 

• 
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ExPOrta of United Btetea and of Uft1ted Ungdoa 
January- June and JU1z1 12~1 and 12~' 

ooapared 

U. 8. Exporta 

(K1111ona of do1lnra) 

!211. ID! 
Percentage Cbange 

12~1 to 12~ 

Januarr $222 $2~9 + JO percent 
Februarr 23g 262 + l2 I 

)larch ~ 276 ·~ 
I 

lilt quarter ]11 827 + 16 I 

Apr1l 269 274 + 2 I 

lia1 29() 257 -ll I 

June 265 232 -12 I 

2nd quarter 824 763 - 7 I 

Ju1r 2~ 22~ - 15 I 

U. J.:. Export a 

(K1ll1ona of pound a) 

!211. W! Percentage Change 

January •" •46 + 4 percent 

Februarr 45 43 - 5 I 

IIAroh ~ ..ll -_2 I 

139 136 - 2 I 

let quarter 
42 - 16 I 

April 50 
~ 

9 I 

lia1 50 --!! I 

June ~ -
128 - 14 I 

2nd quarter 151 

51j. 42 - 22 I 

JU1J 
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g. The index or the exchange rate wholesale price aspect 
of the international competitive position or the United 
Kingdom hne steadily improved in recent months . The com­
bined index baa risen approXimately tour pointe rrom 
November 1937 to June 193g, the latest month tor which the 
figures are available. Preliminary tigu.ree ror July i n­
dicate a continuati on or that trend. In contrast, the in­
dex of our position has not risen since November, and what 
1c more significant tor the problem in band, baa decli ned 
tour pointe since February, wblle England's position e1noe 
February bas substantially i mproved. 

E:xobange 
pPtitive 

19~7 ovember 
December 

193S 
January 
February 

June 

Wholesale price aspect or international •com­
position• of United States, United Kingdom, 

19M = 100 

(Average or all indices) 

United States United Kingdom 

10~ 95 
10 95 

lOg §~ 109 

105 99 

A shift of that magnitude in thla important aspect of 
the international competitive position of E:ngland wi th 
r espect to that of United States is an additi onal import ant 
r eason why England 8hould wait before lowering sterling any 
further . Even 11' the trend noted above does not continue 
the changed position 1s sufficient to modify to some degree 
the trend or Great Britain' s balance of trade as compared 
with ours . This, taken together with the lower rate for 
sterling 1n the past month and the impe~ding trade agree­
ment would seem to constitute ample just1tioat1on tor our 
position thAt England should postpone an adjustment ot the 
sterling dollar rate tor at least some months to come. 
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9· With regard to other pertinent eoonom.ic tao tore the 
British situation ia more favorable than ours. (a) ~ougb 
England ie opera ting under a deficit her budget poll1t1on h 
very much more favorable than our a. (b) Her industrial acti­
vity has declined but that decline 1e extremel:r a1ld co111pared 
with the one we have experienced. (o) The inoreaee in our un­
employment in the last :rear is incomparably greater than oc­
curred in England. (d) So tar aa we are able to ascertain 
there appears to be no evidence that British ooets ot produc­
t i on are r1eing. The prices or her import goode have fallen; 
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her oost ot living has fallen, interest rates remain low, and 
there baa been no general increase in wage ratee. There baa 
been some increase in wagea, and coata in industries producing 
largel:r tor the rearmament prograa, but the buli ot thoee are not 
very significant t or her export ll&rltet. 

10. AdmittecU:r England cannot permit her gold holdings to 
sutter a serious sustained lose, both because or her position 
as sterling banker and because or her war neede. But it is 
exactl:r because or this reason th~t England ougnt not to permit 
sterling to deoline at this time . No step we believe oould 
be calculated to increase the danger or a lose or gold by wa:r 
ot capital movements and flight into gold more than would a 
decline in sterling under present conditione. 

A moderate decline in sterling would not eutt1oe to alter 
the balance or payments soon enough t o significantly reduce any 
outflow ot gold due on non-capital account. Such outflow ot 
gold as retleota a tligbt trom sterling into dollars would not 
be cheolted ) J a moderate decline. On the contrary, such a drop 
wight well serve to accentuate that tl1gbt: 1t the tligbt troa 
sterling is due to the tear ot war, then a moderate decline will 
not oheolt it; it, on the other hand, it i s induced by the ex­
pectation ot lower sterl~ng, then weakness in sterling can onl:r 
aggravate the outward moveaent. 

Therefore, trom the po~t ot view or conserTing gold re­
sources a moderate decline in sterling appears to be the worst 
thing E~gland can permit. A steep decline could, 1t 1e true, 
alter the balance ot payments on non-capital account within a 
tow months and even possiblJ induce a flight to sterling pro­
vided we and other atteoted countries did nothing to counter­
ac t such an attaolt. But the repercuaeiona on the rest ot the 
world ot auoh a drastic change would introduce economic d1e­
ruption tar more serious than any tha t exiate now. 

11 t is olai•d that Great Br1 tab baa alread;r giTen up 
s4§o !illion 1n an ettort to protect eterl 1ng. ~tn~; ~:•!!~ 
that Philippa was reterr~t ... ~tt~~:• tFgu~! !:: ~t ...u allowance loea. It appears to us UA 
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tor tbe tlow ot gold trom France into England and tbe acqui­
sition ot newlr ained gold b7 tbe London market. Tbe bulk 
or tbe lou ot gold which England haa auatained haa gone into 
private bocrcUng in London and cannot be conaidered as a loe 
to Engl and ' • war obest. Much ot the gold now hosrded in 

8 

England can be retained in oase ot war, just as was done in 
t he United States in 1933· 

In anr event, it seems, we repeat, most ~nreasonable to 
expect a .aderate decline in sterling to obeok a lose ot gold 
caused by tear ot war or lack or contidenoe i .n an7 ourrenor. 

ll . Any alteration ot the dolu r sterling rate which reaulte 
ln a significant increase in Britiab trade cannot help but ad­
versely atteot our trade. It is hardly to be doubted that 
al l sterling oountriea, as well as oeveral non-sterling coun­
tries, would follow sterling down with a resultant worsened 
s ituation tor us. 

Our own economic situation is in such a precarious state 
that it 1e highly desirable trom our own point ot view to 
prevent an7 bearish ettecte at t his tlme. We have been ex­
periencing a recovery during the paat two months but a con­
t inued sha.rp decline in our exports coupled with increased 
currency uncertaintJ, and a world-wide !light into gold mar 
prove a suttioient drag t o neutrali£e the improvement we are 
experiencing in our dcmeetlo situation. 

12. For sterling to be kept below the old parity in the present 
unsettled economic and political situation would, we believe, 
be eeriouslT cUeruptive, and might even check chances ot world 
recoverr. For li&.DY months past the traditional range ot star­
ling (4.8~ to 4.88+) has been regarded as a na tural s topping 
place 1n the event ot a sterling decline. Shoul d sterling 
break through that lower limit, people mar lose oontidenoe not 
only in sterling but in all currencies, and a tl1ght trom all 
currencies into gold might occur that woul d deplete England'• 
stock ot sold much more than the preaent unfavorable trend 1n 
balance of paywente on non-capital account. 

It sterling deolinee: 

(a) Other sterling currencies will almost oertalnlJ go 

with U . 

(b) Increased preeeue would be placed upon pra~tica!~ 
all currencies ' ·n the world. ~ tran!hi~he t:: :llder 
llra would probablJ tollow ator i .ng, e d 
and t he SWiss trano would oerta1nlJ not be atrengtbene • 
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• 
(o) Japan aa4 GeNU7 woul4 lie oU•late4 to reeort; oa 
a greater IIO&lo to Tar1oae 4orto01 t or M1nto11l1JI8 tbe1r 
•!'keto. 

(4) 'ftlero would lie proaouro hero to ra1ae Ula dollar 
pr1oo ot gol4. 

(o) It a1&bt oroato a J1Qbl1o do-aJ~d tor a NT1o1oa ot 
tho 'l'rado Acre••nt. 

253 

The oonaoquonoo ot auoh UlleettleMnt 1n tho interaaUonaJ. IlOilO- · 
tai'J opbero oannot aid world rooon17 and MJ 11l1Uate a ro­
au.pUon ot a downward trend. 

l J. Ill the 11&bt ot tho abo'I'O probable OODIOQUBDOII it 18 41t­
t1oult; to UDdorotand hOir Ph111ppe oould reprd w1 th oquan1a1 tJ 
a deol1ne 1n oterl1q at; t;h1e tiM to ~.110 . It hie rtewe ro­
tleote4 a real intent on tho part ot Br1tillh author1 t1ee 1t ap­
pears to uo t hat thoJ muet han an ulterior pol1t1oal obJeot1To 
in 111n4. 
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ORAY 

London 

Dated August 31, 1938 

nco'd 11 :10 a . m. 

Secretary of StatE , 

WaaMll$ton. 

845, AUJUSt 31, 1 P• m. 

FO!'! T:lEAS..,.Y FROii BIJl'TEr.\fO~TH. 

STI~ICTI.Y CONFIDElfl'IAL. 

I hlld a abort talk with Sir Richard Hopkins today 

(last para~raph my 839 , August 30, 6 p . m. ) who stated 

that hE had confErred ,.,_ th thE Oovcrnor of the Bank of 

En;sland prior to sc c1ng mE and that L:ontagu Norman had 

indicated tbat as yet he had been unable to obtai n 

anytMns of a definitE nature from tl'.c Bar.k of France; 

but that hE would "go b3ck at them today". Hopkins 

offErEd to GE t 1n touch 111th 11\E ns soon as hE bad 

obtained a . tangiblE r Eply which h£ hOped would be 1n o. 

day or t11o . n c s EtmEd cnx1oua to makE 1t evident that 

the c\Elay "as not caused at this end. 

m·tc 

KLP 
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PAR!UL PAIW'BRASI 01 'lSLI:OIWl UOUVED 

J'ROK: Jaeriou lll.bu87, Paris 

DATE: '"-··• 31 1 --· • p .m. 

10.: 1375 

J'Jal COCBlUJ 

At five o ' olook this afternoon I v111ted thl lank 

of 1ranoe. Only about 350,000 poUD.da at 178.32 were 

yielded b)' the 1renoh oontrol b)' 5 P·•· u the Par18 

market baa been comparatively quiet todAy. )(y oontaot 

1n the Bmlr. of 1ranoe bad learned from h11 colleague in 

the Banlt of J:nglan4 that lou81 of Britilh autbor1t1u up 

until early afternoon had equalled approxl.ately $25,000,000 

and that the pressure on thl pound bad leuened. Br1t11h 

officials are deterained that the pound abould not be per­

mitted to go below 4.85, at leut in the preeent o1r0U118t&noee, 

and th87 are prepared to reeilt strongly at this point. 

Jrenoh financial paper• note breaking of 4.86 rate but 

confine stories principallY to quoting Br1t1eh press. 

statements of French K1nieter of 11nanoe past t wo dar• 

deny plane for any •gold" loan and give 1mprus1on that no 

new financial meuuree will be suggested prior to bringing 

out of 1939 budge~ about Septnber 15 but 11&1 be incorporated 

therein. Revaluation of BIIDlt of france gold etoolte 11 as&1n 

being euggeeted by certain wr i tere . 

BULL I!! 

• 
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PABAPD•U OJ' HLIGIUII 811! 

!0: Merioa Muq, Parie 

laD: Allguet 31, 4 p.a. 

10 . 1 801 

'!'0 OOOIIRAI J'ROK KORGliTB.lU. 

A. 0 . hoet, Oouevl Ollleral at Zuriob, UDder date of 

~t 5, oouf14nt1ally reporte tb&t lhrUe Blnb haY8 

exthded ore41te of 500 a Uliou Bn•• trauoe t o Italian 

t1rae t or enutual 'Wie of tba I t al.1au Oonruaeut tor tba 

purobaae 111 tb1e oountry of IIUJl1t1oue au4 ater1al.•. 

Will you pl ... • 41eoreetly 1uYeet1gate tb1e report. 

BULL 

25S 
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SEcrEtar y of StatE, 

Washington. 

RUSH 

848, August 31, 6 P• m. 

PLAIN 

London 

DatEd August 31, 1938 

REo 1d 4:30 P• m. 

FOR TREASURY FRO» BUTTERWORTH , 

ThE dcnand for dollars has agai n bEEn largE. Con­

trary to thE tickEr rEpor t thE ratE opEnEd at 4,85 5/8 

and was quickly bid down t o 4,85 . ThE tactics of thE 

British authoritiEs bavE bttn somtwhat diffErEnt 

today and htlpful in chEcking thE pound's ttndtncy 

towards rapid dtprtciation. ThE gol~ f i xing of 330 

bars at 143S . 3 l/2D. was calltd par ity but actually 

was at a sli ght discount and ai'ttr fixing contrary to 

thE normal practicE of s Elling post- f ixing gold, tach 

i ndividual transaction bEing virtually a s tparatE 

arrangemEnt, gold was in EffECt on tap. This had thE 

dEsirtd EffECt of strEngthEni ng thE pound to olosE at 

4, 85 3/4. 

257 

In this connEction it might bE worthy of notE 

tbat I was informEd by an tnti rtlY rEliablE sourcE of a 
privatE 
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2-#8481 From London, Aug.311 6p. mo 

privatE letter rEc Ently writtEn by Siepmann of thE Bank 

or England in which intEr alia he statEd that during 

thi s yEar they had found it convEni Ent to opEratE 

i ncrEasi ngly by mEans of tht gold marktt end that 

whtrtns thtrE wErt only s tvtn days during this year 

that thEy had not dEalt i n gold i t was perhaps 

surpri sing how relativEly small their forEign EXchangE 

t r ansactions had b Ern. This i nformal and somtwhat 

casual obsErvation has i ntErEsting implications . 

ThE city is a l ivE with rumors or varying shadEs 

of crEdibility about thE CzEch-German s ituation and its 

mEmbErs in gEnEral art in a high statE of low f EvEr. 

Tht attitudE or thE population i n gtneral is ont of 

unconscious fatalism. 

KOOIEDI 

KLP 
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Storttary of StatE I 

Washington. 

RUSH 

8491 August 31, 6 P• m. 

PLAIN 

London 

Dattd August 31, 1938 

Rto 1d 5 :20 P• mo 

FOR TREASURY FROil BUTTERWORTH. 

This morni ng ' s financial dailits and also th t 

DAILY TELEGRAPH carry a nEWS 1 ttm quoting Rt uttr 

undEr Washington datElinE that "UnitEd StatEs TrEasury 

quartErs indicatEd yEstErday that no dElibEratE Efforts 

by thE stabilization fund wErE l i kEly to pEg thE 

sttrling dollar ratE to its old parity though thE 

usual coopEration with for Eign governments would 

continUE o" ThE statcmtnt is citEd as indicating that 

"fluctuations in stErling would bE ptrmittEd to continuE 

within limits which both GovErnmtnts fElt Essential to a 

safEty margin. " 

259 

Today1 s press givEs thE general 1mprtss1on that 

whilE thE passing of thE old parity has producEd rears 

on thE part of forEign holders of stErli ng EspeciallY 

in thE prEsEnt political crisis, dtprtoiation bElOW that 
lEVEl 
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lEvEl is aocEptEd in thE City as dEsirablE providEd 

(rEpEat providEd) somE nEw anchor is forthcoming to givE 

long range confidenc E i n stErli ng. 

HEadlinEs announcing thE passing bEyond thE old 

parity appEarEd i n practically thE wholE prEss . With 

thE EXCEption of thE "FINANCIAL NEWS" this morning ' s 

prtss is not critical of tht authoritiEs' acti on i n 

allowing thE dEclinE. ThE commEnt i n thE City column 

of thE "DAILY TELEGRAPH" is that 11 Tbt day ' s movEmEnt 

must not bE takEn nE~Essorily to i ndicate any changE 

in thE policy of thE authoritiES" whilE "THE TIMES" City 

Editor rtfErs to thE "sentimEntal milEs t onE of thE old 

parity" and attachEs no spEcial significancE to i ts 

passing . "It doEs not rEfl Ect any changE in poli cy 

on thE part of thE authori tiEs as thtrE was a disposition 

to inftr in somE quartErs yEstErday" nor any inadEquacy 

in thE ExchangE Equalization account ' s rEsourcEs . "Nor 

i s i t truE that a chEaptr pound is wElcomEd for its 

own sakE . Any compEtitivE Export advantagE that might 

normally bE obtainEd by a ohtapEr pound would bE morE 

than oountEr -balanc Ed by thE disturbing EffEcts of 

rtncwtd mistrust of stErling on world tradE. • • • ThE 

prtstnt 
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prEsEnt dEclinE of stErling has bEen endowed wi th 

ExaggErated importancE simply because of the comparative 

stability of earlier months . It i s still pri marily the 

ExprEssion of continental political anxi Eti es thnt is to 

say of EXtrinsic rather than intrinsic factors . " 

· This writer it should be noted has rECEntly rc.fcrrcd 

on several occasions to the transitory nature of the 

present trade balanc e influences affecting sterling. 

ThE "FINANCIAL NEWS" on the other hand which with 

the "STATIST" has been the most Emphatic in asserting 

thE over- valuation of st erling heads its leading 

cdi torial "4. 86 and now what?" This editorial begins 

by stating that yesterday' s fall below 4.86 brings to 

a head the question of British monetary policy. "The 

danger is that speculation against thE po~d which died 

down as the r ate neared the old pa.rity may bE encouraged 

by this demonstration that 4. 86 2/3 is not the rock 

bottom dollar rate to be envisaged. " The editorial 

refers again to the trade balance situation which i t 

alleges wil~ persist in weakening sterling and says 

"Hitherto our import surplus has been financed partly 

out of oversea' s investments partly by an increase in 
our 

,. 
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our short- tErm l i ability. But ahould wt now usE up i n 

addition a largE par t of our rEsErVES for thE duol 

purposE of maintaining th£ stErling ExchangE and 

financing thE import surplus which must thEn conti nue 

undiminished? UndoubtEdly tht soundtr coursE in thE 

long run is to allow stErling to dtclinE in ordEr that 

our dtficit may bE pnid for by incrtastd cxports . If 

our monEtary authoritiEs come to this conclusion (and 

there is rEason to supposE that thEy too consi dEr 

stErling grossl y ovEr - valuEd) thE initiativE passEs 

to thE AmErican authoritiEs . Should our OVIn exchangE 

account ceasE to support stErling thE AmEricans could 

always countEr that policy by thEmSElvEs buying stErling. 

That stErling thEy would ExpEct to convtrt, howtvtr , 

into gold withdrawn from tht British fund and in thE last 

rEsort this country could retaliatE by rctusing this 

facility. Any such currEncy war would bE dtplorablE 

in thE ExtrEmE and yEstErday ' s statemEnt by thE Uni t Ed 

Stotts TrEasury holds out a WElcomE hopE that AmEri ca 

is at lost prEparEd to modify hEr rigid vi£Ws on 

exchange quEstions . OnE may wtll ask indEEd why i t 

should bE lEft to this country alonE to shouldEr thE 
burdEn 
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burdEn of maintaining thE tripartitE pact. That agrEE­

mEnt is undoubtEdl y of immEnsE valUE as ~ ExprEssion 

of political harmony bEtWEEn thE six dtmocra~ic powErs 

which adhErE to .it. But thosE poli t ical btnE.fits arE 

sharEd Equally Wi th thE othEr participants by thE 

Unittd StatEs which i n thE past has profitEd in 

addi tion by a pErsistEnt undEr- valuation of thE dollar 

vis- a- vis stErling and thE franc . That undtr-valuat i on 

has now bEComE too pronouncEd to bc sustai nEd by 

furthEr sacrificEs on thE part of this country. ThE 

JunE iSSUE of thE FEdEral RESErVE BullEtin showEd that 

thE position is pErfEctly wEll apprEciatEd in AmErican 

banking circlEs . ThE poli tical prospEct Will bE 

immensEly improvEd if in fac t the UnitEd StatEs TrEasury 

has cEasEd to a ttach particular significancE to thE old 

pari ty and is prEparEd to pErmit fluctuations in stErling 

to continuE w1 thin 11m1 ts agrEEd by thE two Govtrnmtnts 

in coopEration. " In Einzig1 s Lombard StrEEt Column in 

t hE samE papEr thE authoritiEs arc sharply criticizEd 

in that thEY "should haVE chosEn th£ middlE of a 

political crisis as thE momEnt to allow 

br tak through thE old parity lcvcl" and 

thE pound to 

suggcsts that 
"1t 
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"it is pErhaps not too late to oorrcct thE mistakE by 

staging a recovEry to wEll abovE 4,86 and maintaining 

the r~tt abovE that ltvEl in spite of thE adverse 

pressure , " ThE "FINANCIAL TIMES" in its lEading 

editorial describes the Czechoslovakian crisis as tht 

last straw which broke tht rtsistcnoe put up for the 

past ten days at around 4, 87 and states that "it has 

evidently bttn dtcidtd that it i s not desirablE to 

lost mort gold in order to maintain stErling at a 

point which is aftEr all only of historical interEst , " 

It further ass Erts that thErE will remain after thE 

passing of thE prEsEnt crisis "tht over- valuation of 

sterling which has bEEn an aootpttd fact for yEars and 

bear spEculation is likEly to bt encouraged by thE fall 

below the sEmi-sacrosanct parity level, For this 

reason lt is unlikEly that tht author i t ies regard 

yesterday ' s fall as a momentary matter to b t eorrtcttd 

onc E thE movEment of hot monEy has beEn checked. They 

must knOW that the dEfEnce of sterling against thE btars 

will bE considerably mort difficult below 4, 86 2/3 than 

abOVE that lEVEl, • • • In any cast the two alternativES 

to deprEciation--a drastic dEflation or pri cEs and costs 
in 

• 
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in this country or an unlimitEd loss of gold--art both 

out of thE quEstion at thE prEsEnt timE. It is to bE 

assumEd that Washington apprEciatEs thE position and 

that what EVEr mEthods end dEgrEE of control art to bt 

applitd whtn tht prEstnt abnormal strai n bns bttn 

passEd will bt opEra tEd in harmony. " 

ThE "NEIVS CHRONICLE" in its financial column 

str£sa ts thE psychological rtsults of thE failurE of 

tht authoriti Es to mnkt a prolongEd stand at thE old 

parity and so.ys "onE must (* * *) supposE that now that 

parity hos bEEn passEd thE pound 1s 11ktly to fall 

s pprEciobly furthEr yEt , • 

KEliNEDY 

NPL 
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