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e . Doole Pqe 

c 

Br.ail 
Cable f'roc Federal ReaerYe Banlt of llew Iorlc, aa tiacal 

•ient tor United States Treasury, to Banlt of Brazil 
concerning receipt or iold sent from abroad by 
Brasil to be held under earmark, et cetera -
9/3/38 •• •• ••••• ••••• ••• ••••• •• ••• •• •• ••• 0 .... 0....... 138 ll.4 

Alllerioan Ellbaaay, Rio de Janeiro, reporta on "purely 
unofficial underetanding between President of Export-
Import Banlt and Bank of Brasil• - 9/6/38.... .. .... ... 136 

Buainsaa Conditions 
Kaaa reaum~ of business sit uation for week ending 

9/3/38................... ............................ 1S9 

- 0-

China 
Re8UII~ or situation provided by Treasury Attachal 

Jacobson- 9/2/38 ••••••••••••••••••••••••• • •••••••••• 
Chinese bbaasador visits IIIIJr a t !&rill with regard to 

$2S million loan with which to bu,y medical supplies, 
cattle, grey goods , flour, etcetera- 9/3/38 •• •••. •• 

a) IIIIJr discusses wit h Oliphant , To,ylor , Lochhead, 
and White- 9/6/)8 •• ••• • •• • ••••••••••••••••••.• • 

b) Moffat, Hamilton, and Feia join group ••••••••.•• 
Cban ' a proposed visit to United States discussed by 

Bullitt- 9/6/38 • •••••• ••• • •• •••••• •••••• •• •••••••.•• 
Buck ml!lOoranda on proposed Chen rlait - 9/6/38o o o o o o ••• 
Leque or llati ona to be aelced tor lot.n by Cb1Da -

9/6/38 •• ••••••••••••••••••.•• 0 ••••••••• 0 ••••• • • •• •••• 

Czechoalovald.a 
See liar Cond.1t1ons 

-,-
Federal-State l'1ecal Coordinatioo 

See Re-..enue Rerlaion 
l'inano1ng, GoverDIII8Dt 

See aleo Book l.J,O, Parte I and II 
9/lS/38 - IIJIJr telle l'DR borrowing will total 

84 

109 

205 
207 

139 
167, 227,234 

232 

$700 llillion- 9/7/38........ . .......... ... ..... 2S7 
a) Authorisation sent by plane to l!yde Park... 258 

l'ranoe 
See stabillr.ation 
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GaX'III&II;)' 
See also Stebilizatiao 
Sea also War Condi tioos 

- G-

IIILTr authorbes Royall Tyler to aake •week or ten-<lq 

Book Page 

trip tllrouillout GaX'III&II;)'0 - 9/1/38. . .. • • • • • • • • . • • • • • • • 138 S6 
BrlnJoannn and lliliiOD (.&aerican &obaeey, Berlin) diacuss 

amount of Jewieb property in Ge~: approxiaat.el;y 
tour b1llion Reichamarks- 9/6/JS........... ......... 263 

Gold, 'rranaportatioo o! 
See War Conditions 

Great Britain 
See stabilization 

Hopldna, Harry 

- H-

Gives I!W"r MIIIOr&Ddua on current political situation 
at Cebinet. meeting- 9/2/JS..................... . .. . . 107 

a) lllLTr diaouasee at. 9:30 meeting- 9/6/38. ........ 149 

Kennedy 1 J OSB!il P • 
See War Conditione 

- K-

- 0 -

O'Connor, Jolm (Cb&irlllan, Rules C~t.t.ee, Hou&e of Representativea) 
Plans tor defeat. diacuaaed by HMJr and 7oley- 9/7/38....... 249 

- P.-

Poughkeepsie Poet Office 
Landscape bide diaouased with Peoples at request of 

Mrs. FDR- 9/l/38.. .. . . .. .. .. ............................. 88,94 

-R-

RefUgees 
Brlnkm•nn and Wilson (~rican &obasaJ, Berlin) diacuae 

amount or Jewiah properey in Geruey: approxillateq 
tour bi llion Reich..arke - 9/6/)8............ . .. . .......... 263 

Revenue Revision 
Federal-State l"iiOal Coordination: List rroa which selectioo 

or personnel ooul4 be made aa suaeated b;y Magill - 9/l/38. • 2 
IntergoverDUDt.&l tax Eumpt.iona: Procre•• report ""de t.o 

FDR-9N38 ................................. ::.: ···· ·· ········ 4 

' 
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Stabilization 
Tyler, Royall: 

- s-

Book Paee 

40 
state Department correspondence concerning trip to 
Ge~ aa requested b7 IDLTr - 9/1/38.... . ....... 138 

I!II.Tr authorises Tyler to explain trip to Loveday 
and to aka •week or ten~ trip tbroll&hout 
a.-~· - 9/1/38 .............•.•....••••••. . .... 

Leaves September 6th ..•••••••••.••.•••••••••••••••• 
France: Exchange market mov.,.ents resUIIIII - 9/1/38 . ••• 
0ei't>Aey: Last Reichabank report (8/31/38) .......... .. 
Great Britain: Exchange market movements reaumll -

9/2/38 ••.••.••.••••.•..•.•..•.•..••••••.•.•. 0 ••• • •• 

Surplus Commodities 
Oliphant ~~emorandum on legal. aspects of proposal. tor 

financing export of surplus wheat or wheat flour -
9/1/JS •••••••••••••.••••.•.•..••••.••••..•••••••••• 

- T -

Tax Research, DiYision of 
llagill lilt of outstanding men 1n the field of 

taxation- 9/l/JS •••• •• ••••. ••••. •.•••••••••••••.•• 
Taxation . 

See Revenue Revision 
Tyler, Royall 

See Stabili~tion 

liar Conditiooa 
-·-

Sse also Stabilisation; Surplus Co111111odities 
Chief of Staff tr~~naaits copy of lleaoriiDdum No. 1 

on present European situation- 9/l/38 •••••••••••••• 
FDR and IDLTr diaouaa contrary Ch&.llberlain statements -
.. 9/1/)8 ••••••••••••••.•..•••••••••••••.••.•••..•••••• 
Conference with l"DR; present: IDLTr, Hull, Taylor, and 

Olipb&Dt- 9/l/)8 ••• •• ••• ••• • •• •••• • •••••• • ••• ••• ••• 
a) Doeu.ents prepared for IDLTr ••••••••••••••••.••• 
b) Bull gina nosUIH# or European situation 
e) FOR again c~ta on Clwoberlain 
cl) Kennedy's attitude discussed 
e) llliJr feels British have United states • stymied" 

Kennedy's cables read to IIIIJr by llortat - 9/l/38 ....... 
a) Spanish, Itali8Jl, and J ewish aitw.tion diaouastd 

56 
lll 

68,122,138 
125 

78, 82,118, 
269,281 

ll 

1 

19-A 

20 

33 
22 

45,50 
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- W - (Continued) 

Wo.r Conditione (Continued) 
Conference at llliJ'r ' s home to explore poeaible 

aonetscy problems in event of European war 
and/or in the event that sterling continues to 
decline; present: BlUr , Taylor, Oliphant , Lochhead, 
Rentschler, Leffingwell , Harrison, Williams, 
Warren , Knoke , Stewart, Riefler, ond l'lbite -
9/l/38 .. 0 . 0 • •• 0 0 • •••••••••• 0 0 •• 0 •• "\" • • • • • • 0 •• 0 •••• 

a) V~te memorandum on sterling decline and t he 
Tripartite Accord- 9/6/38 •••••.••••.•••••••• 

b) Leffingwell letter following conference •••••• 
c) Report on gold held in London and insurance 

as arransed for transport - 9/7/38 ...••.••••• 
Chief of Staff transcita cow of lleaorandu.oa lio . 2 

on present European situation to aidn1gbt 9/1-2/38 •• 
a) Table giving war require:enta and strategic 

aaterials needed •tor serious effort• ••• •••••• 
llavy asked about cruiser to trana_port gold frc>JII 

England t o United Statea- 9/2/38 ••••••••••••••••••• 
Chief of Staff memorandum: "Extent to which aid can 

be given 0- Z 1n event of CermAD attack" - 9/6/38 • •. • 
Chi .C of Steff memorandum No. 4 on present situation -

9/6/38 ... 0 0 • • 0 0 0 •••••• •• •• •• •••••• 0 •••••••• 0 •• 0 •• 0 •• 

Chief of Staff memorandum No. 5 (largely political) -
9/7/38 .. 0 •••••••• • ••••• •• ••••• • • 0. 0. 0 •• •• 0 0 ••••• • 0 0 0 

Oliphant memorandum: "Acquisition of Critical and 
Strategic MAterials Essential to the National 
Defense" - 9/7/JS ..........•.. . ..... .. ...... ......... 

Cochran gives resumd of European situation aa discussed 
wi tb Ceneral llanager GoU,:y of Swioa Bank Cor poration 
at Basel - 9/7/38 •••• ••••• . ••.• . •.•.••..••.•••••••••• 

Book Pace 

138 58 

142 
265 

292 

72-A 

72-D 

73,76 

234-A 

234-0 

234-F 

260 

288 
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S~t .. 'ber l, 1938 

ro: !he SecretUT 

J'roa: Yr. ~ll 

PuriiUADt to our COD'feraatioll r eotenlq, I ban l1ote4 'bel ow a 
lltlll'ber or .... • bo ha•• dhtlii&UJ. ahe4 th•• •l• .. ~ 'f&riouo tn•• or 
contribution• in t he field of tazation. I haTe trie4 to i aclu4e 
aen or •ArTlll& pr ohoaional tra1aill8 and experience; end aleo -
who are li'beral &114 o'bJectln in their point of n.,. oa pn'blic 
queoUono. 

Artbur And.ereon 

I • l'rederi c Dnburo t 

llarold Grone 

Bo'bert 11. Ba1c 

Siaeon Leland 

John II. llacuire 

llalld.olph Paul 

Carl Sboup 

Bocer J . trarnor 

.Accountant 

Preeident , Dennieoa 
llanutacturinc CoJOP&D¥ 

:lcoaoalot, 'l'orenUeth 
Centurr J\m4 (for oooial 
oocuri t7 taxeo) 

Profeoeor of Pu'blic 
Jinanee 

Profeeeor of Pu'blic 
rlnaaee, Col-'bia 
0111 nrei t7 

Illiaoh fax Co•iuion; 
Profeooor of Pu'bli e 
J illallce 

Profe .. or of La•, 
BarYard OniTero1t7 

Law;ye r 

Profeoeor of :lcoaoaice, 
Col-'Ma OIIJ.•eroH7 

Profeeeor of Law, 
11ni'feroit7 of Cal1fora1a 

Cbleaco, Ill • 

l'ra•Jn&t• , Ma.ee. 

1.,. York C1t7 

Kadiaon, ftec. 

r.,. Tor II: C1 t7 

Chi eaco, Ill. 

Caa'bridce, lla••• 

le• Torll: Cit7 

In Torll: C1t7 

:Berll:el q, Calif • 

1 

Regraded Uclassified



2 

8~t .. bar 1, 1938 

'l'o: 

7roa: llr. llaci 11 

Purt!UaAt to :your raqueat, llr. Shoup and 1 baYa CiY ... a t;OOd 
deal of \boucbt thia •~•r to the pr~aratlon of a llat of aa.aa 
ot aen tr~m whoa fiye or alx algbt be aalaoted to aarYa on the pro­
poaad eo-halon on J'edaral-Ste.te fhcal ooor41ne.Uon. In bu1l41DC 
up the Hat, wa proceeded on the pram118 tbat peraona Ter:y well 
kno"" to the canaral public would be aoat auitabla. · Since the coa­
a1ae1on will hen DO power to antorce ito r eoo-end4U ona, the 
raaulto to fiow froa ita ...,rll: will d~end larpl.7' Oil \he praatlp 
of the Sl'OtiP• Ill the aaeon4 place, it 1a our OOilCluaion that DO 
••bar of the eoaa1181on ahould be cloael7 id81lt1tied with, or be 
regarded aa repreaallt1DC a particular public or priT&te interaat 
that ~d be 41rectl.7 inTOlTed 1A an:y plan of coordlllatioll. lleabara · 
need DOt be techn1call7 qualified in the fhcal field, dllca we 
&aaWDa the.t the co-1aa1on ...,uld eaplo7 a director of reaaaroh and 
e. reeearoh ate.tf to 1ntora th• Oil technical uttara. 

~ 

Yith theaa qual1fice.t1ona in ailld we append e. l1at of poaa1-
b111t1ea. !he llat 1a DOt of couraa 4at1n1t1Ta. 
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J'lrult P. GrU. 

Obarlea :1. Clark 

La!rzora 

Cbarlea P. tan II 

lmp!!!ar Pll'bli tb!ra 

llqono lta:rar 

Joaeph It, Pai\eraon 

Juainoaa lxecut1••• 

llpon c. fqlor 

1Tta14at, Oorull 
thlhertl\7 

IT!!14ftt, Uaharal\7 
ot lllaoouta 

1Toa14at, UUweral\;r 
ot hr\lo Cu'Ollaa 

Pl'!!l4eat, Unheral\;r 
ot Calltoraia 

:Dean, Tale UaharaU:r 
Lur Sobool 

:Dean, Ulliworal\;r ot 
P-.rlnllia Lur Sobool 

Colaabia Ulllweral\T 

:Dean, llaM'aN thlharal \7 
Law Sobool 

ltllaoa. 
... Toft 

hl'blq, 
c.J.ltonia 

Phllad.elphia. 
P-ql......Ua 

In York CU:r 

O.'llrl4Co, 
llatMCiu!!\\! 

Cll>clllnaU, 
Ohio 

low York 01\7 
Wuhlac'oa Poe\ and Wuhlactoa , :D, C. 

In York Ilal.l:r 1ft! In York 01\7 

J'o....r Cbal.._ ot 
Joari. u.s. 1\ool 

ITH14a\, ._.. 
.lotRck -.4 OIIIF ~ 

3 
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»1 4oar Mr. Prea14an': 

Purluaft' '0 fOil!' l'IOID' OOftYIJ'IaUoa wl Ul 
Mr. JlaCUl , I u raporUns w rou 011 u.. ,... ..... 
wb1oh U.. frau_., Dlpal',un' baa •4• 111 ~:r.r•­
Uoa for 1er1tlaUoa M 0&1"1'1 '"' 'be prepe • ln 
rov ••aaae w Oonrreu of 4111'11 25, 19,., fer 
tal'lllnaUon ef 1n,erco••rnunu1 U& •DIIPUoae. 

~ follewlq •'-1'1al for 'b1• pvptH 11 
no• reaq : 

1. A van of 1eptlaUon wblah 11 brllf aa4 
•1•p1a 1n aonoep' aa4 aon111'1 of 'h• fe110wlftl 
pl'OY1110ft l l 

•· All ... rulllen' 'o 'hi genaral 4etln1-
Uon of gro11 1noo• 1n U.. Rena .. 
Ao' w pro•14a axpreulr t.ba' 1Doo• 
reee1Ye4 tro• 'he Un1,e4 S'atee, 'hi 
D1a,r1o' of Oo1~1a, 'hi 8'-'''• 
!el'l'1Mr1ea an4 'hl1r po11,1ea1 ~ 
41Y111oae, 11 " be '-•"1•. !hl• 
will be 'ba "••1• fer tauUon of 
talar1ea ef S'•'• aa4 1oea1 eff1oer• 
aa4 e~~plereu. 

"· A441'10DI to t.ba pi'IY1110DI Of t.ba Rl•••ue Ao' re1a,1nc " ~tree 1n­
""'" (1) te Bake U elear t.ba' 
1n,•ro•' en all be.., 1ttae4 afMr 
the 4aM ef euewea' &ball be f-.117 
'--"11: ..a (2) te llaU Ule .,,.,. 
'1•• ef t.ba ez1e,1., ,,..,,1•• ,.._ 
•h1ou wl n ro•r.•' te h'-•' • 
MIIU ef Ule Ual H IMMI, Ule Dle-
'rh' ef Oel.-1a, 'he I'-'"• Yer­
r1 '-1'1" aa4 U..1r pall Ueal e.-.t­
•111ou, te "•IN• 111_. befere De 
41'• er enao, ... , ef Ule an lecle­
leUon. 

4 
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• 

•• 

- 2-

,. ....... ,.,..uuaa Uae au\oa (1a-
e1 ... 111C tllelr polUlael 811b41Y1e1eae) 
.. \aa 1- -1•o4 .......... u .. 
fer _.1 .. • roaiiFM ae aa offlOeF or 
M1Plo7M of U. UaUM 8\atu, 11M la­
- roool...t •• 1alorool .. oiiUP­
u- of Ule OD1tM S\aleo aliA Ue 1 .. 
e\1 111\aUU ... 

A eoperablU '{,:c:;: wblela, 1a aUUlea 
....... U11&1 • ,..-n ... U..t ..... 
.,._, fer \be \a • \o \as Mlarleo 
flll14 'bF u. Ua1W. • .,,,, aball .. , •.­
,...._ 1f .., of Uae ,..nato .. fw ,..._ 
01'111 \alr&Uoa of I"'- or 1.-1 ealarlee 
IIJ'O M14 ua .. uUIIIU-1. ~ ela11 .. 
a1 .. ,..-n ........ , ..... .,_, fw .... 
• ._ .. , to \aa 1 • ..,..,. •• oiiUpu ... of 
\M UaUo4 8\a .. o Mall .. , opwa\o 1t 
.., of u. proneleae fer \aaaUea ot 
lateroel •• Ita .. or loael lloa4a are bo14 
.... ae\1\11\loaal. 

5 

2. Aa ....... 1 .. _ ......... ,u .. ferUa ,..,. •-'• 
efteoh or tbe ell.lauac .. x ••IIPUoae, u.. roeoeM fer 
tbelr elllllaeUoa, aM \lao probable efteoh or \be ,..,.eM 
le&iolaUoa 11poa ro4erel aA4 8 \a .. tlooal affaire. 

3· Sohe411leo ell4 eUler neUeUeal 411\e perU-\ .. 
tbo •-ehlp aliA ___ , of ouh\aii4111C 8 .. \o, 111llllolpal 

........... 1 ........ 

... .t. .. ueeuoa of ell tbe eatorlal wblob bao booll 
wrlltea oa \be niiJ"' or tex oxe• ptlone la porlo41eale, 
booke, ole. 

All of \lao feroplq 1111\orlal 1e DOw roa47 tor uo; 
aa4 eUlUeaal npporUIIC 411\a lo 1a pro.,,, of propera­
Uoa. .. Uall M lla4 to Ue..,. aAJ of U wUb 10• at 
JOlll" coawealea ... 

fbo Proelaat, 

\'be 11b1\e llouo. 

fft/ PJI/aab -If.'~ 
8/31/38 . 
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••• et tlilo __,.._ * 14 '- dMalF lteUftot .OU.. ar '­
......... - ..... '"'"'- • ,....._ ,..U• .......... , ...... 
• , w.lt .. ......., ,_, ... &a .., •'- ., ----"- ....... 
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IIIICI 
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131 
TI:UCRA.PH o.-P'1CIE 

fJ!&SEP I PM 3 " 

WANTUCKCT MA SSACHUSETTS 2 P M SEPTEMBER ri~ST }8 

MO~QENTHAU 

WASHN 0 C 

APP~ECI AT E YOU~ KINO IN VITAT I ON AND REGRET I COULD NOT QET 

WIT HOUT rLYING STOP PORTERS HAS CABLED MC rROM LONDON riRSTLY 

~Oo~<'R•IING WAR PROSPECT AND SECONDLY ASOUT EXCHANGE SITUAT ION AS 

RtLIAILE INrORMATION YOUR ri~IT POIWT OITAINAILE ONLY rROM 

ITOP HOPErUL NOW THAT lOME rORMULA CAN IE rOUND WHICH WILL 

H MATTER THOUGH OOUITFUL AWY PERMANENT AMICAILE SETTLEMENT WILL 

NOW STOP IMMEDIATE OUTLoo• ITERLINQ WEA• THOUG H PANIC 

THt PAST rEW OAYI HAl CEASED STOP IELLINO LA~QE rOREIQN 

EO BALANCES HELD IN LONDON STOP NORMAL TENDENCY WOULD IE roR 

9 
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501U SHEET 2 

WEAK POUNO APART ~ROM POLIT I CS ANO OOUIT~UL WHETHER STERLING WILL 

ETURN UNTIL INTERNATIONAL SITUATION CLEAR IT~ TAKINQ LONQER VIEW 

AT E NOT EXPECTED rLUCTUATE MUCH EITHER SIDE OLD PARITY STOP ~EELINQ 

EQAROINQ ~RANC rOR COMING MONTNI IEARIIH• 

<I E CR ANE 
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TREASURY DEPARTMENT 

INTEft O JII'P'ICE COMMUNICATION 

DATa St P l 1938 
•o Secretary Morgenthau 

••o" Renoan Oliphant 

Refere.nce is Jllllde to a plan for financing the export of surplus wheat 
or wheat nour e111bodied in a memorandum agree1110nt between the Secretary of 
Agriculture, Reconstruction Finance Corporation and the Federal Surplus 
Comodities Corporation, ae IIO<Ii.fied by a letter dated August 22, 19.38 ad­
dressed to the Reconstruction Finance Corporation by the Secretary o1' Agri­
culture and the Federal. Surplus CoiiiDIOditiea Corporation. 

An exami n•tion of the legal. aspects ot the proposal hes failed to db­
close ~ subatantial objection to its cons..-tion . 

In brief, the plan provides for the borrowillg by the Federal Surplus 
Commodities Corporation froa the Reconstruction Finance Corporation of not 
to exceed $30, 000, 000. Tho proceeds of tlds loan are to be used by the 
Federal Surplus Commodities Corporation to purcbaae wheat or wheat flour 
suitable for export. The corporation is to sell the commodities so pur­
chased to custo.....,. export brokers for foreisn export with adequate guaran­
tees that the wboet or nour will be actual.ly exported. As part o1' the plan, 
t ho Secretary of Agriculture agrees to indelllllif)' the Federal Surplus Commodi­
ties Corporation for ~ losses which it incurs in the transaction, the iD­
decHy to be paid pursuant to Clause (1) of Section 32 of the Agricultural 
AdJust.ont Act, ae Pended. 

We have been advised that the plan bAa bean approved by the pr.rtiea to 
tile momorandua agreeaent aa well ae by the Acting Comptroller General.. 

We have also been advised by the Commiasicner of Accounts and Deposita 
tbot the Secretary of Agriculture bas available $12 , 500,000 pursuant to 
Section 32 which is the 8110unt the Secretary of Agriculture bas determined 
will be au:'ticient to carry out his agreement to indelllli.fY. 

With respect to the legal. probleu iovol......S in the plan, the Reconstruc­
tion Finance Corporation 1a authori.aed to -.b loaDs to the Federal Surplus 
Cocnodities Corporation under the authority o1' section 20l(c) of the laer­
genc;y Relief and Construction Act of 1932 (o.s.c. , tit le 15, sac. 605 b (c)) 
which provides: 

• (c) Financing aalea of agricultural products in foreign 
markets . ln order that the surpluses of agricultural products 
maY not have a depreeaing effect upon current prices of such 
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produCt s , tho corporation i s authori:.ed and directed to 
Eke loans, in sueh amounts as ase.:y in its judpent be 
necessary, for the purpose of financing ael.es of such 
surpluses in tbe 114l'keta of tore~ countries in which 
such sales csn not be financed in the nonoal course of 
coJmerce; but no sueh ael.es shall be financed by t.be 
corporation it, in its judpent, aueh sales will a1'fect 
adversely the wor ld 110rltets for such products: Provided, 
however, That no sueh loan s hall be ~~nde to finance tbe 
sale in the IIOl'ltsts of foreign countries of cotton owned 
by the Federnl Farm Board or the Cotton Stabilization 
Corporation." 

The authority of tha Federal Surplus Comoodities Corporation to 
use sueh funds in purchasing surplus wheat, and to sell such wheat 
for export, 1a found in aub-paragraplla (i) and {a ) of t.be third pu-a­
grapb of its Certifiute of Incorporation, which read as follows : 

" (i) To purchase, or otherwise acqui e , to bold, or 
otherwise to deal in, to sell or otherwise dispose of aey 
and all agricultural and/or other coiiDOdities, and/or 
products thereof and to loan and/ or borrow money upon the 
same; 

"(•) Wit hout l.illi.ting the generality of the foregoing , 
to borrow money for the purpose of (1) pu-chaaing, storing, 
handling, and/or processing agricultural and/or other cotiiOOdi­
ties and/or products t hereof or aey surplus of the SIUI8 and 
(2) disposing of or reaoving tbs - through orderly ll4rltst.­
ing in the United States and/or elsewhere;• 

The autbori ty for the Secre tsry of Agriculture to pay the indslll­
ni ties provided for in the plan is found in Clause (1) of Section 32 
of the Agricultural Adjuatll8nt Act, as 41D11nded, which appropristsa 
an amount equal to .30 per cent of tbs gross receipts from tho duties 
collected under the cue toms laws in each yoar, which funds shall be 
used by the Secretary ot Agriculture only to 

" (1) encourage the exportation of agriculture! coiiiiO<li­
ties and products thereof by t.be pe.,.ent of benet! ts in con­
nection with tbe exportation tbereof or of ind..mities f or 
losses incurred in connection with aucb exportation or by 
pe.J1118nt to producers in connection with the production of 
that part of ~aey agricultural coiiDOdity required for doaest1c 
consumption;" 

It i s believed that the statutes and charter provisions referred 
to above contain sufficient legal au thority for putting into effect 
the plan outlined. 
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n.r- 1e MAlo t.e a pl.aa rer t1DU01Dc \be oll:pOR .r t~Vpllu nea\ 
or n-at tl.ANr nbodied 1a a -nadua .,..._., bo\lleoa \be hor•\a1'7 .r 
Ar ll'ioulwro, R.eou-uoa Pi-• Corperauoe alld \1M '*ral ......,lu 
Co-.41\iaa Corpora\1011, u 8041fiad by a u\t.er daW A"oPM~\ ' ' • 19,. .._ 
droaaad \a U.. a .. oMV.U. n- CorpenU.a by \be S.V."'J7 at Alri­
oultotre ..-1 \1M radenl auplaa ?n••UUN C.rpera \1-

u ._. ... u ... or \1M lacal upM\o or u. propoMl 11u t..U.. w ,.._ 
clo•• aq nl>e\UUal obJ .. uoa \a it.a -u-

ta bll'ioC, \1M pl.aa pro.wM tor \be bot so t •• -., U. Jlodusl S11rp1uo 
Co-uodiUM CorporeU• ti'Oil \be a.aouv.acuoe hau.:o c:o..,....uoe .ran 
tc • • oaad .,o,ooo,ooo. tbo pnoeoda ot \ll.lo l.o<ta an \a 'llle .....,. -., \1M 

Fadtnl Sl&rplua c-ell Uaa Corpora \loa \a )lW'IIIIUo oliN\ er tlboa\ tlMar 
t\lit.ablo tor upon., tbo Oll'f.era\loa ia \a MU \be oo ••aU Uta .. ,..._ 
ob .. ad \c CNa~ oapor t -..a..ra Cor tentp elq>O" o1 t.b ..soqw.\o ,.._ 
\et a t.~t. \1M ollea\ or tlMar o1U 'llle an.lq ~. U pan .r \be •l.aat 
'"- s. ..... t.ar, .r Av!OI&ltan..,.... to 111111-•ry t.11o rad.eraJ. ~~urplu c. •••­
U • • CorporaUOil tv a• ,.._ ll!l.icll 1\ 1.ve 1a t.bo v.-·u..._ \1M ia­
dalllli\.7 to be paid pus:""\ \a Clauo (1) of 8oo\1oe ~ ot \be Acrtwlwrol 
Ad Jut\oeft\ Ae \ 1 aa tiiR~ ... 

11o lln o ..._ lld'fiaod \boo.\ \1M plaa baa Moa IJ!J'I'Oftd b7 \be par\laa \a 
\~• •-NDC~• ac:raoata\ oa wall oa by \be Ao\1111 '"-PtroUn Cleunlo 

lo 111ft elao be• adYiaod b)- \be eo-laaioaer or .lo-\o aftd Depoel t.e 
t.iv>t t.bo lleoro\aJ7 ot Avtwl_,. 11u anllallle t12,m,ooo ~t t.e 
&ocUoa )2 tlbleh h \1M .-t \be 8eel'ota.., .r Aeftwl\v.re 11 .. dat.erlli.D&d 
alU be nt't1o1M>t to 0&17)' CN\ lila ..,.., lit t. 1-'-lt)'o 

wua napaot t.o t.ba locd ~ u-1• la \be ,.., \1111 ~ 

Uoa n...o Cerpen\1011 h -~ • .a. lNu \0 \be hMft.1 Suplu 
Co-.41\ioa Corpera\loa _...\be adWi, .r ..... 20l(a) .r \be...,._ 

I • DOJ .. Ud' &ad 0..\I'U\ioa .lo\ at 19~ t,a.o,, \1\.la Ut -· 6o5 II (o)) 
&lllcl'l pra'fidoll 

•(a) n-11111 aalaa ot acrie.a1wnl produw 1a twalp 
Mrlla\ao 1a onor \be\ \be ~ .r qriwl\Mral ptodllof\a 
•1 DO\ llaft • .s.,raaaia& .r!M\ ,... _,_, pr1- ot noll 
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pn><~Mu, \.'>o <'OI'JlOI'•U. h a~a\:>Oria.ct aJIIII 41rM\ad w 
..U l.Mu, 1a fiC!l -'- u .. ,. b 1 u J*"p.,o\ be 
_...,.,., tor u. ~· or t1-111C .. lee or -a 
~~~&rp!Moe 1a "'- au'lto\e ot ton1p .-t.ri4o 1a Wllloll 
....., •loa con ao\ be n-o.s 111 \1M -1 -=- ot 
sa•arooJ lloa\ 110 8Mil oaloo a l\lo ll bio n.....,. "' \be 
oo,..._..u- U, 1a 1 t.a Jll4pOD\, nell oaloo .tU attod 
o4YoroolJ teo ..n.t au'ltota t or - b pro<IIIO\al lm!1a"'• 
~atur, !lua\ 110 au® lou a:oall 'llo ..,... \o t1- \be 
oolo 111 \be au'lto\o ot tero1.,. oo•\.rlu or oo\\oa ...­
lor UM Poohral hn a.&r4 or U. Co\\Oe S\o"i llMUoa 
Corpor>> Uoa. • 

Til• .. ~\7 ot \.l>o Po4oftl ,.,.11&11 c, c11Uu Co~\1011 u 
uo web tllado 1a ~!Mal .. arplu •taoo\o Uld \o ooU - ,._, 
tor upon, b r......r 1A •• pen;p'tlpU (1) ud (•) ot tJio W1"i ,.._ 
cnpll of 1\o C..rUt1 ... w or X..rporouaa. ebl.,. .....,.. ao rol~a 

• (1) To P"l'C-"'"• or otb.:rw1oo .oql.l1,.o0 w lllllld0 _. 

o~loo \o d-1 1A, "- aoll or ot!M .. 1oo d1tlp000 ot ~ 
and aU acr1ou1\w'W. UJIJ/or ot.bor coNIOCIJ.Uoo, utd/or 
pnc!IIOW Uleroot -.nd \o lo~>n and/or borrw _,. 11p011 \Ao _, 

•(•) WUl'IOil\ lla1\.11'11: t.bo ~t.y of \uo ! oreliJ0111Co 
w ..,......,. 110Do7 tor 1oM purpoao ot ( 1) pveilltalllc, o\ori ,., 
lloalldllllllo a'IIIJ/ IJ[ proeeNi"' ap-111111\ll.nol. ull/or ot.i>er coeaod1-
u .. afll4/v pr ' U • \beroot or •117 owplaa 0: \be - am 
(2) dhpoai111 or or - rt111 tJio oaoo tlii'GUflb onlorlJ au'lto&-
1111 1a \be Ual\ad Suwo aaj/ or •1_,..,. 
:loa .,.\bor l \7 tor \U :.OV.\.IEJ or .f.cJ'1wUuro \o pa7 tJ1o t--. 

IIi Uoa pro'r1Aiod l w :.> t.:M pl.aa 1o t<Nad 1a Clouo (1) or lloe\loe .)2 

o r Ulo Acrtftlard MJ•'-•' Ae\o ao uo.Sod, Widell &j)j4opda\ee 
u _, o;:;l&&l \o )0 r-r •-t or u. aroa• I'Heip\o ,_ tJao auoa 
ooUao\ad .....,,. \be -'- lon 111 oacll ,.. ar, llblcll t llllllla .UU 'llo 
WIM b;r \be :kOI'OkJT ot J.pinUui'O OA1J \o 

•(1) ---.;o Ute upon.auoa o r qriftl.Wral oo......U­
Uoo ..a pro4M\e tsa.eroof l>7 \1M po,..._\ of to.ati\a 111 eoao­
-uoe w1\b \aO ~Uoa ""--' er or l...s-1\1 .. tor 
lolooe 1MW'I'Oid 1A oo-U• w1\ll -ll Ol!pel'\a\1011 or "' 
,..,...., \o .,.. a ' n b oonanU• •1 \Ia \aO prodlaeU• of 
\lloo\ ,....n ot _, IICI'lelll.wral •.....U\J' ftqll1ro4 tor ._.Uo 
-~~~~pu•a• 

lt h l>lu.....d t..!>at &:.. • '*w\oo ..,. ol>or\ar pron&loaa rotorrod 
\o •bo ... ....u1A ...rtie ho\ lopl alltl!iori \J' tor pu\U DC iato ertoo\ 
1..-'>o plu .... w .... 
l«lT I Llr1ut 
9/l/,. 
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a.conatruc\ioa riD&DO& OorporatiOD, 

a.fer- h •114• t o tbe ll•orAA41>a of Acr••••' bat-• 
the lecratar7 of Acr1GQ1t~• . t be lecoaatruotioa riD&Doa Corpor­
auoa, aad. the red.eral hrpl v.e c -od.Uiea CorporaHoa, obich 
... aad.a a part of tbo l atter Corporatioa'• ~plicatioa, d.a\ed. 
o\llcuat 19, 11138, f or a loaA of aot t o a:rcaed. f3() ,000,000 ia 
oouaoUon with a pracru foraulatad. by \be lecra\ary of Acricul­
t~• . witb the approYal of the Praaidaat, for tbe asportation ot 
eurplua obaat . 

Said. ._raa .. nt ahall be conaida red. t o be aod.ifiad, or 
auppl .. antad , u f ollon 1 

1. !ba rahraaca t o tbe 0 apaoial d.apoeU aceoW>t in \be 
OnUed. Stat .. fraaaury, 0 in Sec tion 1 ofaaid. ._r•••t, eball be 
-•nd.ad. t o reaol •apaoial d.apoait accOUJlt with th e 'l'rwaeurar of 
t h e Oni tad. ltataa0 , aod. t ba d.i ebora ... nta troa &ald. accouat eball 
ba aad.a aola l 7 f or \be purpoaa of carJ71ac out aald llaaoraod.• ot 
Ac...-At . !toe wor ld.ac u U a at \be accOilAt aball ba • coatrcl 
AoCOUJlt f or Purchaaa of &sport 1baa\ and. rto~ . o 

2. 'l'ba aalaa proc-• froa \be wheat or wboat flour aold 
by the rad.aral 1\lrplua oo .. od.iti aa Corpcratioa will be d.apoaited. 
1n &ald. apacial accollJlt i .. ad.iataly upon raoa ipt, or ra•ittad. t o 
the laconat ructicn rtaanca Oorporatioa t o ba ~plied upon tba i~ 
dabted.naa• of &ald. rad.aral IQrplv.e Coaaod1t1ae Cor poration. 
All illd.eanl\7 payeanh by \be lecl'&tary of Acricult~• will ba paid 
b7 rad.arat lurpl ua c-od.ui .. Corpora tion to laooaa\ruction FiDADC& 
Corporation t o ba a ppli ed. , UbwiM , oa aaid. 1114abted.na ... 

3. All wheat or wh•t nov p~cbNad. b7 \be rad.al'al 
lurplv.e c .... od1U•• Corporation will ba aol& Oal7 tor caM, altb&l' 
oa the lluia of aiebt d.rafh with d-ata ot title a\\ach ad. , or 
llpOD d.&l iT&ry Of oertifi&d. Jlbeob, 
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4 . All .... , 01' wiiiM\ fiiiU .. q'Alii'M liT \M hteral 
lhrpl .. c-o41\loo Oorpen\loa, w111oll bu ao\ Mea M l 4 for 
uperl prior \o .,..,.. 30 , 1 !11119, will M ,......_ liT \!!. leo­
nW7 at .\&rlOGl\vo JI'U'_, \o ho\loa '7 at ea14 liP'•••• 
ao\ l a\el' \baa .,..,.. ao, 1!11119 . 

hcH\IU'J of A&rlo~ure of \be 
OaH at 1\a\ao of A.orlca 

r.zocv.u ... no.m "", ,. ..... al 1oarp1,.. 
C..aotl\loo Gorpora\loa 

IICOI~IOI niWial coaPOIAt iOI' 

Jr ______________________ _ 

! S 
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•.....na& •o••cwwt DfWBD s nc:R.IUU 

~ .uaiCtiLtllll, uco•nvmct .rm.uCII 
COIIPOJII.!ICI, .liD ri!IDAL SURPLUS C<IIIIODITII8 

OOl!P<:aA!ICI 'II'ITB IIISPIIC! TO A LO.AI TO ftl 
J'BWlW. 8 Ulti'LUS C~DIUES CORPOI!I.!ICI, 

'II'IIIIIUI, tlw a.o ... tuy or ~riwl tun, with the appi'OT&l or 

tlw PJ'aa14ent, will a tte.pt to export approxlatelT 100,000,000 

b\lehell or wh- t OJ' wb•t rlOIIJ' to rorelp aJ'DteJ Ul.4 

llllDIAII, the raoilltill or the f a41ral SUrplu c-.!itlaa 

Corpo1'8tion will be ut111aa4 111 ourying out the pro,;,..., Ul.4 

lll!BRBJ.8, a lo .... or not to amaa4 tao,ooo,ooo rr- tlw 

Raoon~truotion Ftn....oa Corporation i a lliOIIa&ry tor the purpoea or 

'II'IIIRUI, 111 order to oarry out thll program arteoti ... l,., it 

be00 .. 1 DIOIII&J'T to b\lT1 1all 1 aJI4 ..Jca a't'&lllbll wbMt an4 e•t 

tlour to roraip -.-kate aa ...,.Utloualy .. o .... ero1al praotl .. 

raqu1raa, t bua naoeaaitating t1w retention of all title doOUMnte 

1n the han41 or the l'a4eral Surplua c-ditlea Corporation, 

1. !lw Raoonatruotion ftn....oa Corporation agraaa to land 

not to aoaa4 tao,ooo,ooo to the h41ral Surplua c-oditill 

Corporation, .AJaounta up to tao,ooo,ooo will be ... 1MM4 to the 

Fadaral Surplua c-di tlaa Corporation upon ita r.queet ...,4 cla­

poa1ta4 to i ta ora4it 1n a apaaial clepoait aooount 1n tbe ~tad 

Stetea !'J'aaaury, to be 41abunM 'b)' llro O, y , Allen u Diaburalng 

Ac.,t ot the Federal 8\lrplua ~tiaa corporation. 
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a. !'- JWft.l 1Vp1u a-diU• Owporation ecr- to 

11M tio '--• or ~ part thor.ot, to ~o wb•t or ..._t 

n ov ollitablo tor ..,.rt. !'- prioo to 'be ~ tor oa1• w!loat 

01r ..._t t:lltv will bo tilt"' 'b7 t!lo a.....,. ot Jcrieoal.tun _. 

ldo ac-t. 
1. !bo J'eMnl lwplu C litieo Cerporati• ecr- tie . 

oe11 .._ wtl•t er ,._t tlov purollaoM p-t to ,ancrapll I 

horoot to outoar)- ezport bl"'llowo tor toroip •pert at prl- to 

'be UtoraillM 'b7 tho ~ ot Jcrie~~ltun w IUo aseat. !be 

...,.-tor ohall be roquirM to pw bcm4 that tbo w!loat or ..._t 

nov ool4 to h1a tor torolp ..,.rt wll1 'bo aot.alq a,.nM 

wiiiWl a poriocl of tbe to 'bo t1Dt 'b7 tbo ~'Moral Bl&rplu C.. 

-.titi• Corparati•• u4 tho ..,.rter olall 'bo r00(111rM to ..a 

C..,.rati• ar;aiut tbo ~Wty ot ontit 1o-. J'V' -

ot ..._t ucl -..t t~ tor .,...-t ~ aball. aot be -.u later 

tllu <hM 10, 1Nio 

o-to a pnaUOG"J 110to or llOteo u tile IHoM~oa n­

~\1- ,.. ....,a1N u4 to re,q aU leu. plu 1n-t 

u __. .. t later ._ •• M111r 10, 1••• 

lo !M .._._, ot Aci'Uoa1_,. ot tho llalW ltotoo ot 

tl• tw 1- Sat a '"'• l17 it, 1t ...,. Dloo rate ot t •-•ty oll&l1 

'bo illo Uftut n llotwea tbo pareliluo priM u4 tho aal.M prl .. plu 
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all abt.rc•• uo1 ...,... •• 1M14ato.l thlrno. ..,.., 11U!~t)' lllall 

be p&14 poariNIIUlt to Cl1aul 1 It IIIUOD II, Pllbllo lloo &10, 76th 

eoa,;reeo, apprGY .. lillcV' 16, lt .. , u _.,. ... 

e. !bt lal .. pr1- ot o&14 wheat or -t flour plua tho 

111'-it)' ptPJaODto, 1t uq, rill bo nttiolat to ..Utai.D a tlDal 

bal&DOO 1D tM epooial 4opoe1 t aooOOUlt oqual to the ut.l&l _...,t 

borron4 t.- thl 11MoDatn&o1::10D FiMMe CorporatiOD, plu ~ 

........... 

llaUa ot tllo ~ 8\lrplu Gc-.. IIJ.utioe Corporatioa whloh -

DOt be aporto4 1Dto toroip •rltlto, tho Soeretoi'J ot .&cntllll tv. 

acreoe to pvchuo .-o puroii&Dt to tlw pr n1e1ou ot Clauao (I) 

ot ~ioa IZ, Pabllo loo &100 76th Collf;NU, apprvn4 ~t 16, 

e. rho loeretaey aD4 tlw Fo4oral Sllrplue ~iu .. Corpora­

tioa acroo to tllrailh tho JIMOJlltNotioa F1D&DOI Corpo.rat ioa ..,.b ,.._ 

porto IUlcl illtoN&tioa with rotor- to tlw operation of tlw procna 

u till lltooMtntoti• FlDanoo Gorporatioa -.:, ~~. 

iMrtt\&17 of JCHetl&l&n of aM 
~- ltatoo ot -.rio& 

sx .. u~1" em:tGe. r.a.rax 1\&ijilu 
C-'IIJ.tiol Corporat101lo 
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CON Fl DENTTAt 

WAR DEPARTMENT 

G-2 
:r IJ 

Septe:~ber 1, 1938. 

tz:O!W!OO!J FOR 'l'HE CHJ:j:.'l." OF STAFF: 

Subject : The present European situation. 

There are more kno\'111 f a ctors in the European situation to­
day than is generally the ease. But when a ll thes e factors are 
r.eighed no conclusions are j ustified as to v.be.n or how the cr1s1a 
.. .ay be precipitated. Tho rea.son tor this is thet one oan, li1tler, 
1s in the pesi t i on to preeipi tate or pos tpone the crisis. lfo OM 
can say >:hat is l ocked in Ri tler• s mind. There is little doubt 
that he intends ulticotely to force a sol ution of' the Czechoslo­
vakian situation in a ccordance •lith the German will, but it is 
questionable if the Fuehrer himself at thi s time has irrevocably 
decided upon the moment be will act. 

The known facts and straws in the ><ind indicating that 
Geroany may force a liquidation of' tho Czoohoslovakian situation 
nt en early dnte , are as f'ollo>:s: 

The elaborate GeX'J:lllll nob1lizat1on for naneuvore , 
e qually effective tor g~tin1ng adve.ntage in •= mobiliza­
tion i r t he crisis i s to be raced. 

The concentration or ot't'ort s on the ,.,..stern 
fortifications at the expens e or all the long-range in­
dustrial plans. 

The r ecent closins of' all fortified areas to 
officers ot' ot her arMies , including areas bordering 
Czechos lovakia . 

The persist ence or t he virulent Gercan press 
CSttpeign ag~tinet Czechoslovalda , keeping the population 
in a high pi tcb or exci te:oent . 

The repeated assertion or Gerttan authorities 
that the solution cannot indefinitely be pos tponed. 

The 1'11cte , well known in German mill tery 
circles, ot the present ineft'iciency ot the French air 
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forces, tho British land forces, and tho general incom­
pleteness of tho British preparedness objectives. 

All concessions on the port ot the Czech Cov­
eracent are cynically rejected by Sudeten leaders as be ­
ing insufficient . 

A l a rge port of the British popu.lstion, sane 
responsible off icials , and certain French leaders are 
un>lillins to aubmi t themselves to tho danger ot a war in 
defense or Czechoslovakia. 

The Briti s h Government , mile taking a fi rm 
st!'Dd for camprOIIlise on both sides , hns not categorical­
ly declared it will support France in her cor.uoi tments to 
cone to Czechoslovakia's aid . 

The Czech Amy, unsupported , could otter resist­
ance to tho Coman forces only tor o l1m1 t ed ti:"-8 . 

Tho general concern over tho inmodiato possi­
bilities or a crisis is reflected in the hoarding of gold 
in Europa and tho renewed flo\7 or gold to tho Uni ted 
States . 

Cotr..aey is known to be seriously diecussing 
mth 1ope.n the !)t'Oposal to transfo n:o tho Anti-co=unist 
Pact into a J:Ul.itary alliance. 

So1>0 knol'fll factors 11bich might te.nd to postpone tho cris is 
beyond this yoer are: 

Cormany ' s unpreparedness tor a long war ar is­
ing from lnck of trained cadres , incompleteness of her 
heavy a~nt program, short age ot war reserves and gen­
eral economic resources . 

Tho absence ot sure allies. Although Italy 
is believed to be more intimately invol~o)d with Gemany 
than is popularly conceived in tho United States, there 
is no high degree ot con~idence in I tal)'' a loyalty or 
military capoci ty uong German Raiohowohr otticer s . 
Hungary IIIOY have been brought aanewba t closer to Germany 
as a r esult ot the Horthy v1si t, but t he Hungarians are 
primarily desirous ot a peaceful solution or Eastern 
European attllirs . Polish l eaders ot tho Beck school have 
s t rong Gel'lllaD leanings but Poland can h11rdly be reclconed 
upon ns a dependable ell:y. Cormany 1a believed to hove 
no ally at the J'IO!Hnt prepared t o join in a European war. 

C.Ot': Fl DEI\l Tl A 
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Franco and Russia have asserted their inten­
tion to support CzachosloT&Id.a in the event ot a torce­
tul solution b7 CercaD7. 

1'/hile Great Britain has made no categoric 
statement of her position in the isolated event ot Cer­
IIWIY carchi ll8 apinst Czechoslovakia , she MetiS to have 
lett little doubt ot her intentions once Franco should 
become involved. 

The mobilization ot the tlorth Sea Pleat is per­
tinent as s.howing the seriousness ot British intentions. 

'l'be Spanish situation has boon rendered la sa 
tavorable to Ce:n:uu>y and Italy by tho recent increased resistance ot the Loyalist forces . 

'l'be argument is rMsonsble t hat Cemany• s recent moves are in the nature ot int imidation , with a view to eftectill8 a favorable first -step solution ot ths Sudeten problam without recourse to arms; in other ...,rds , that Cen::an7 is blutt1118. It 1s probably true t hat • Gree t Britain and Prance are likewise blutt1118 n1 thin restricted 11Irlte. Great Britain iS diplomatically maneuvering Cercany into the position ot "war gui l t . " 'l'bis is not w1 thout ottect upon Germany since the 1i8.r-guilt clause of the Versailles Treaty ,....s deeply re­sented by all Cemans. 

The latest i nformation tran France in tho State Department tends to indicate a slight alleviation in tho European tension. Bow­ever, the situation is adaittedly considered serious in British of­ficial circles and will continue to be so until some clearer indi­cat ions ot ee:nnany•s designs eme r ge, possibly !"rom the coll11118 Party tllleti n;; in lluremherg. · 

Since Hi tler• s !"undamont al policy is to e trect the economic 
and political hegemony ot Seuthenetern Europe without precipi t at1118 a general European =, he is etill hopetul of not throwing Great Bri te.in irrevocably i nto the French-Russian cel:lp. Consequently Great Britain' s attitude is believed to be the most vital tactor in Hitler' s pendins decision. 

Conclusions: 

The etl8rgenco ot a serious crisis involv1118 toree in the solution ot the Czechoslovakian attair de pends almost uniquely upon H1 tler, whose t~ental procesaea nobody can predict. 

Perhaps t he JOOst l.J:Iportant tactor be&rill8 upoD Hit­ler•a decision i s the firmness ot the British attitude which, in 

• Oi~F'OE NTIA 
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tUl'll, most deoiaiTelY affects t he cooaolidetioo ot torees which C.r­
CtlllY must tace . 

J'rca a logical point ot T1ew it doe a not se811l reaeoo­
able thet Hitler will toree the issue thia year to the point of 
bringing on a Buropeao war. l!oweTer, hia .. otal procesaea baiDg 
unpredictable, frora an American national point of new, the preb­
ab1l1t1es of an immediate cajor crisis in Europe a.re sufficiently 
higb to justify more than remote precautionary measures. 

td 

~~-E. R. ;r. UcCA.BB, 
Colonel, General Statt, 

Assistant Chief ot Statt, C-2 . 

CO N FID EN TI AL 

• 
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September 1 , 1938 

The following is HU,Jr' s conversa tion with the 
President over t he telephone this morning: 

"I t hought you would like t o know that Cordell 
cnlled me last ni~ht and cross- examined me on this whole 
business and was quite disturbed about it. He s aid to 
me , 'Just what 10 your i dea7 1 • So I said , 'It is very 
s i mple and it i s t o be a deterrent towards Germany. ' 

•well, he had the whole t hi ng contused and he 
~ald he t nought t ha t i t was our intention to combine the 
gold fund and the t ariff, together , and I disabused him 
on t hat. What Taylor said was to combine giving Engl and 
and France the right to deposit gold here , wi th a price 
guarantee for t welve months , with the plan of usi ng the 
Export-Import Bank as a deposi tory . 

"Kennedy's and Bullitt ' s cables do not gee. They 
are different. I t l ooks as t hough Chamberlain is lying. • 

At t his point the President sa1d , "I n o t her words, 
t he reports from the press on what Chamber l ain has said 
do no t gee with what Chamberlain told Ke nnedy. The press 
has del i berately d i s torted the Briti sh position, whlch is 
possi ble , or Chamberlain told two stories, one to Germany 
and France, and one to us. It is a ni ce kettle of fish •• 
There i s nothi ng more disturbing this morning7 1 and ffil,Jr 
answered, 1 No. 1 

The President then said , ' I am inclined to t hi nk 
that in some "9.Y Kennedy should give out i n London some 
kind of a statement and cuss out the press.• HM,Jr's 
oomnent was, 'That was unfortunate. There "as s o much 
in the press that Kennedy sa id thi s and Kennedy said that. 

Continuing, HM,Jr said to the President, •one t hing 
t hat Cordell told me was that t he C~eohoslovakian charge' 

~0 

was i n to see l.loffett t his morning and said there was nothing 
to worr y about, so my answer to him was ' It I am not mis ­
taken, wasn ' t that the same thi ng that the Aust rian Uinis t er 
told us before the Anschluss? '' The President said, •Yes, 
that ' s right. • 

Afte r the President and the Secretary had concluded 
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their conversation , HK,Jr dictated the tollowing: 

What the President eaid wae , •rrom accounts that 
I am getting, it seems that Chamberlain is telling one 
story 1n London and another in Paris and t hey a.re contra17. 1 

And be said, 'Do you think that Chamberlain is lying or ie 
he playing both ends? 1 and I said I tblnlt that Chamberlain 
is lying to us. The President also said, 1Don' t you 
tblnk perhaps we ought to have Kennedy give out a statement 
contradicti ng the impression that the British have asked ue 
what we would do in oase ot war, as reported in this morn­
ing's papers? • and I said Kennedy should give out some kind 
ot a denial. 

21 
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Present: 

l.!r. Oliphant 
Yr. Taylor 
Mr. Lochhead 
Dr. White 
Mrs. Klotz 

September 1, 1938 

10 : 30 a. m. 

There wae an entirely new set of doru menta pre­
pared th1 a morning , with several alternatives, for the 
uee of the Secretary when he calls to see the President 
at 11 o'clock. These papers were brought in t o the 
Secretary a f ew momenta before he was due t o leave for 
t he Whi te House and Alr. Taylor tried to go over them 
hurriedly and point out the various changes wh ich had 
been made since last ni ght. 

The Secretary expl ained that it would be im­
possible for him to concentrate on the various changes 
in eo short a time bef ore seei ng the Presi dent and re­
fused to make a snap deci sion. He said what he was 
goi ng to do was to go over and discuss the quest ion 
general.l y with the Presi dent and Secretary Hull and he 
could always refer back to t hese papers when the Presi­
dent had decided what he proposed to do and he , the 
Secretary , d1d not want to pass a snap Judgment on the 
papers at the moment . 

22 
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Present: 

K.r. Oliphant 
Kr. Taylor 
K.r. Loohhead 
Dr. 1lh1 te 
Kre. Klotr. · 

September 1 , 1938 

12 Noon 

HK,Jr: 'l'h1a is more confidential than usual. 

The conference with t he President , attended by 
Air. Hull , myself, and 14r. Taylor and 14r. Oliphant , began 
by Hull saying he would l ike to say a few words about the 
general sltuatlon. 'l'he President interrupted, sayi ng he 
had not seen any St ate Department cables. They were 
brought t o hlm and he read them while Hull talked. 

Hull pointed out that, appeal i ng to the moderate 
forces in Germany, Britain was talking one way t o t he 
French and another way to the Germane and a third way 
to Kennedy. He went on to say t hat he thought t he Ger-na 
wi shed to foroe the si t uation and sea how thi ngs developed; 
that they felt t hat there was quite a possibility that they 
would be able to Jockey things around eo that t hey would be 
able to get their wishes in Czechoslovakia without any war, 
but some incident might occurr a s a result of that whioh 
would oreate a confl agration. 

The sum and substance of Hull ' s remarks was our 
position should be exactly as outli ned in the President's 
speeches and his speeches and t hat we should say nothing 
or do nothing while this peri od was going on, except re­
fer to those statements. 

In this cable ( whi oh I hope to get a copy of , th1e 
a f ternoon) Kennedy says that Halifax put it up to Kennedy 
to f ind out what the Uni ted States would do if England did 
not fight and the Preeident t hen pointed out that on t he 
tioker Halifax wal supposed to have eaid to Kennedy ' What 
would we do if Great Britain did fight ? ' and the. Preaident 
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aaid Iennedy must have been doing some talking. He eud 
the English were giving Bullitt a different story. 

The President sud that ChruDberlun was 1 ellppery 1 ; 
you oould not trust him under any c iroumetanoee and that 
Chamber lain wa~ playing the usual game of the British -­
peace at any prioe -- and would try to place t h e blame on 
the United States for fighting or not fighting, and hie 
inquiry to Kennedy was designed to place the blame on ue, 
eo that if they went in it was on account of the support 
they would have gotten from us and, if they did not, it 
was because we held back. Chamberlun was interested in 
peace at any price if he could get away with it and eave 
hie face . 

It seems that within the last 48 hours Iennedy 
submitted a speech which he intended to deliver 1n Scotland 
in which he sud, 1 I can't for the life of me understand 
why anybody would want to go to war to eave the Czechs.• 
The State Department struck that statement out. 

Then the President said, 1 Who would have thought 
that the English could take into camp a red-headed Iriah­
man? 1 He sud, 1The young man needs hie wrist slapped 
rather hard. 1 He also aud, 1 No matter what you say about 
Bingham, he never became pro- Britieh. 1 

I got the impression that the President felt that 
not only was Kennedy talking to the press , but he was def­
initely trying to foroe the.Preeident 1 e hand in this manner 
in hie prooeeo of playing the Chamberlain game. 

Kr. Hull summed up by saying that he felt that in 
view of the present situation we should not do anything 
and the President said we can take these plano and. put them 
in our middle drawer and we can get at them in a moment ' a 
notice. 

34 

The President today said that he bet three-to-one that 
the Germane will be able to accomplish their obJectives and 
yesterday he oud that he bet three-to-one that t here would 
be no war. 

I agreed that under the preaent oiroumotanoee and 
particularly with the preae stories that the English were 
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waiting to hear from us what we would do 
war, it would be a mistake to make any geet 
or privately , at this time. 

went to 
, publicly 

The President asked Hull how he intended to answer 
Kennedy ' s cablegram. Hull suggested that the reply was 
that we would feel constrained to take both matters up and 
consider them whenever they arose. The President said he 
would be inclined to say what Hull had sai d to t he press 
yesterday , namely , that the attitude of the United States 
towards the European situation had not changed from what 
had been publicly said by the Pr esident and Hr. Hull. 

In reading from Kennedy ' s despatch telling of his 
conversati on with Halifax, it appeared that the Germans 
now have before them t he last proposal of the Czechs and 
had asked for two or three days to consider it, and the 
President did say t hat the matter is still in the negotiation 

35 

stage. , 

Another comment in Kennedy ' s cable was that Runciman 
had reported back to Halifax that Benes was not playing ball 
and had asked Halifax to twist Benes' tail, which Halifax 
had done in t he form of a cable to Benes. 

I am Just where I was yesterdaY. I still say it 
is fifty-fifty. Anything may hAppen. I think, in view 
of these press stories which were fed out by Kennedy, it 
would be very difficult for us to do anything without play­
ing t he British game. We are in the position now that 
anything we do now makes us a party either way, a party 
to their fighting or not fighting. They have us, for the 
moment, stymied. Kennedy is playing with the British 
Foreign Office and the Prime Minister. He has spilled 
the beans , and the President knows that . 

I made sure to ask the President whether he had 
received any communication from Kennedy and the President 
told me that he has had ~ communications from Kennedy for 
the last few days. During the meeting today, t hey brought 
in to the President the United Preas ticker and the Presi­
dent read it out loud. 
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'OFFICIAL CIICLES TOlAY IIIICATil IlLlEr TIAT EIIOPEAI 141 Trill .. IS 

J:ASIIIG AJID TIAT TIE' loS.. WILL IOJ IECGtiE IIYOLYEI Ill IIPLMATIC DFOITI 

TO Dl TIE CIIIIAII-<:ZtCI Cllllle 

IEI'ORTS FIOtl rtHPJ:AI CAI'ITALI UCJ:IfEI D:U IEJ'U:CTJ:I A CALIII:I 

ATIIOSI'UIE TIAII IUIIIIG TIE PAST SEYEIAL lAYS, IITI IIIICATI .. I TIAT 

TIE L .. G IEIALIII ....... KTIUII JOOCIACIU All IICTATOIIAL 
- . 

I'OVEU lOlLI IE JIOSTI'OIID rtl A DILEo 

EUIIIG or TilE EIIOI'UII TDSI .. APHAID Te I'OSTI'OIID r• Til TillE 

~IIIG All I'OSSIIILITT TIAT PU:SIIDT HOStn:LT 01 SECRETAif lULL lOlLI 

IIUE All liD I"I .. IC I"HIIOUIICIIII:IIT OF filS cen:~MD~T•s JIOSITI .. 01 

PROIA .. t COUISI tr ACTI~. 

IOTW TIE I"IESIIDT AIID RUU. All DOn TO FrrL TIAT TIE Uole 

JIOSITI .. US 1£111 C:UAILT All IEI"EATJ:ILT ITATEI Ill. TIE JI'VILIC 

ltCLAIATIOII OF lOTI OfFICIALS, TO: LATIIT OF IIICI lAS IVLL'S lAIIt 

Sl"rtCI 01 ••• 16 AD De HOSEYil.T'I II"UC11 AT ltiiiGST .. , OIITo 
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All EfiOPEAI CIISIS CTIIII &lOlA) 

II'i.OtiATlC II_,ATCUS IDI~TI• USIIC OF naePUII tall .. IU 

SUPI'OITEI l'f ltLilr OF LEAIIIIC .ILI'fAif A"ISIIS nAT nE HEOPUI 

IATIOIS lOlLI lOT CO TO IAI AT Till TIIEo 

MlLlTAI'f STIATECISTS POliTO Mr TO CIYil.IAI AMIIISTUTI .. 

OFFICIALS nEll ltLIU 'fliAT BILlTAIY OPrUTloa II EIIWE ._ IDE 

LIUL'f TO IUILT II AI 1-I~ATE IIJLITAI'f STALIMTE Alii TIAT 

OI'EIATlOIIS .sf TIIU ASSIIIII TU CUUCTU OF A LOIIC•TEU SEICEo 

MlLITAI'f AIYISEIS SAil TU'f IILIEYEEI nAT IF CUNAIT IECIIEI TO 

RISIC ALL l'f AI IIYASI .. W CUCIOILf9AIIA1 .. PORI II hiOPE eea&.l 

PRI:YhT 11E CIIIIAII Alii\' ntw Oft .... liC nE LITTLI CDrTIAl. 

nn SAil fUICI CMI IIOT ltn SICCUSfiLLT ft HIIIIUTI IIIJIL'f 

IIITO CIIIIU'f II AI AnDU>TU lftASIOI fiOI nE IUT o 
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THE CZlCI CRISIS lAS ENPWASIZEt TOlAY IIZa A81ASSAitl JUiiPI Po 

ICIJIIIEIY WAS UPORTEI TO IUD: PASSU 01 TO P'USitaT IOOSrnl.f" 

INQUIRIES RICARII•c ABEIICAI 'ILICTo 

lhiiiiY WAS liDIISTOOI TO IIAYI nt.IPtiOIID Bo ltOSrnl.T, PIUICIPALLT 

II RICARD TO IONESTIC .IESTIOIS JUT ALSO TO JISCVSS ASPECTS OF TIE 

IVIOPEAI CRISIS IEAIIIC 011 lolo POLICT0 

TIIO FACTORS STOOl OUT I• Till Co.w:tl•a 

"\ lo TJO: NSIIJILITY nAT PUIIIDT IOOIEnl.T .. ULI IIAXE IOU SIC• 

J OF APPIOfAL W nt UIITD E*PEAI IIPI.OIIATIC FIOIT JESIC.EI ft 

JISCOUIACE A CEIIIAII aM AT TIE CZECUo IIITIII U:AIEU 1111 

IEl.IEYEI TO IIAYI IOUIIJD OUT ltJPISIT I. Till RESPECT WITIOVT I. 

OY IIAY UQUISTI•C TIIAT TIE PIESUDT TAU SDCI ACTI ... 

2. TIE Q'FICT or TIE loS• IIOTIAI.ITY &.AI 01 ClEAT IIITAI• Alii 

KIR ALLIES II EfUT OF AIIOTDI 1011.1 IAio 
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ACCOitr• TO Ill iOiKI,- TIIII II A 11' 1111 KLIV TUT De 

lOOSnD.T IIAf IIAII: A liD- Pll•l•lcllmff TUT ..... II JUIIIID H 

IOUTEI IIITAI.'S lAIII. TO CDIMII'r 01 Til PDIL 01 IIIK FtiCI Tt 

SETTLE Til CUCIMIL .. AI •t-Iff t!IP'Wfte 

lllTIO SOIIICQ IEI.InD TUT Til tiDTI. or A IUiltiLT PIO.IIItCI• 

11DrT lfOCft.l IIOf K JICIHI .-TIL T1IIU All JftJUA ll'fD..,.ftl AT 
I 

PUC:Ift1 NITICIUII.f .-TIL IT II HIUIIIIID iUIID Til anna 
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September 1, 1938 

4:30 P1D 

Mr. Wottett came in again today, at 4:30, and 
gave t he Secretary a copy or the oable which had been 
sent, at Ur. Worgenthau's request, to the American 
Legation at Berne requesting Royall Tyler to go to 
Germany . Mr. Moffett also gave the Seoretary a copy 
or Mr. Tyler's reply in which he said he would be very 
glad to go , but he would have to confide the nature ot 
his mi ssi on to Mr. Loveday. HW,Jr gave hie approval . 

Mr. Uottett permitted W.r. Korgenthau to read the 
original ca ble from Kennedy and left with him the para­
phrase. 

Before he ~eft, Mr. Moffett said that the English 
are Just trying t o find an excuse to pin their deoieion 
on the Uni ted States. 

• • 
• 
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PARAPHRASE OF TELEGIWI 

TO: American Legation, Bern 

DATED :' August 30 

STRICTLY CONFIDENTIAL 

The Winieter was asked to approach 

(, ) ~ 41 

Ill'. Royal Tyler who was understood to be at tihe pnuent 

moment in Geneva and tell him that Wr. Korgenthau 

would appreciate it if he were without delar, and 

apparently on hie own initiative , to make a trip around 

Germany with a view to appraising economic and financial 

conditions . When he returns he should send hi e report , 

marked QUOTE For the Secretary or the Treasury UNQUOTE 

by means or a cipher telegram through the Legation at 

Bern. The Secretary or the Treasury requests that the 

report be not abbreviated but be given in full . The 

Uinister ie asked to caution Wr. Tyler that absolute 

secrecy is essential and that it is hoped that he oan 

leave with the least possible delay. The Treasury ia 

prepared to orrer an honorarium or twenty five dollere 

(825) a day and to defray Wr. Tyler's expenses. 
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PARAPHRASE OP' TELEGRAM 

From: Amer1oan Charge d 1Atta 1ree ad 1nter1m, Bern 

Dated: September 1, 10 a.m. 

No. 69 

In reply to the Department's telegram or August 30, the 

Charge d' Affaires replied that he saw Mr. Tyler in Geneva 

on August 31 and gave hi m the gis t or Mr. Morgenthau's 

message. Mr. Tyler stated that he was desirous of doing what 

ne can but he is not in a positi on to depart trom Geneva, 

even on leave ot absence unless he g ives hls address t o the -Dir ector ot the P'inancial Section, l.!r. Loveday , because i t 

unexplained, his proposed destination would raise queries 1n 

Lovedaykmind. Mr. Tyler will go gerent tor the complete 

discret i on ot llr. Loveday , and believes that the only way 

l n whl~h he could prevent suspicion and preserve secrecy would 

be t ~ tell him t he truth in confidence. The Charge d 1Attairea 

would like instructions on this point. 

llr· . Tyler oould start in a few days and would 11lte to 

know how l ong 8 trip is envisaged. He could make a longer 

~ne but supposes t hat 8 week or ten days would suffice . 

' 
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PARAPERASE OF STRICTLY CONFIDENTIAL TELE­
GRAll roR THE SECRETARY 

From Paris 
No. 1370 
August 30, 6 p.m. 

Undoubtedly our Legation at Prague has already re­

ported to the Department concerning the latest proposal 

to the Sudeten Germans from the Czechoslovak Government. 

Oeusky, the Czechoslovak Minister to France, and 

members or the French Government as well have told me 

that this proposal provides tor dividing c~echoslovakia 

into 23 separate cantons. At least three Sudeten c-.ntone 

would be set up adjacent to the German border and else­

where there would be one other Sudeten canton. It bas 

further been suggested by the Czechoslovaks that instead 

ot the central Government appointing prefect s tor these 

cantons the electors thereof should select them. 

This proposal has been accepted by the Sudeten 

leaders as a basis tor discussion. I was told by 

Osueky today t hat there would begin today in Prague dis­

cussions or the proposal and that it was believed by 

the Czechs that the Sudetens would give a defi nite answer 

within a week. 

SECTION TWO Concerning the Ger man Ambassador's 

demarche and that or the German ll in1stere in Bucharest 

and Billa and concerning the Gell!all mobil hat ion, the 

opinion ot the Czechoslovak Government , according to 

Oeusky, was that these act s di d not i ndicate that the 

German Government had decided to go to war but 
wer e 
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rather t.o be oonaldered as etfort.e t.o 1nt.1m1dat.e 

Ozeohoelovakta'e friends . Oeueky continued b7 BaT1D6-­

and eavaral French Cabinet officer~ and Blum have ex­

pressed the same op1n1on--that. the danger was that t.he 

Geman 1nd1catlona ot an lntent l on t.c> go t.o war would be 

oe.rrled so tar that the people 1n Oei'IDall)' would becoM 

unbearably aroused and that. the CzeoboeloY ak a%'1!\l' would 

be aetzed b7 intense excitement. a e well. 

All French Government. members w1 t.b whom I have had 

converaatlona recently, ae well ae Oeuak7, believe that 

t he Hungarian !actor which I referred to 1n ~elegraee 

1349, August 26, 3 p.m. , and 1365, Auguet 26, midnight, 

le otlll prominently before Hltler 1n hl e calculations. 

The view ot the French at. present appears t.o be, ao~ord­

t ngl,y , that 11hlle the German mobll hation and a ccOIID&D7-

lng gestures do not mean t.bat there 1P a clear-cut. 

1nt.ent1on t.o begin war, 1n the olrcumetancea 1t 1a 

else t o behave as it war were about. t.o commence . 
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PARAPHRASE OF TELWRAll 

FROM: London 

DATED: August 30 

Mr. Kennedy reports that he had talked with 

Mr. Chamberlain between the meeting of the Cabinet 

and hie departure tor Balmoral. 

Ur. Chamberlain did not look at all well. 

He made no secret ot h1e being disturbed about 

the s ituation in C~echoelovakia. With the single ex­

ceotion ot the report from Aehlbn - OWatkin all Mr. 

Chamberlain' s reports are to the effect that Hitler ie 

determi ned t o t ake c~echoslovakia it possible peacefully, 

but if necessary with arms. It the matter were purely 
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one tor decision between C~eohs and Sndetens, Lord Runciman 

believes that an amicable stttleaent would be possi ble, 

but unfortunately matters res t with Hitler. Apparently 

Hitler bel ieves that France is not ready to tight and 

that England does not want to tight . 

Mr. Chamberlain said in reply to a ouestion that 

he felt that from a peycholo~ical point ot view the two 

speeches by the President and Secretary Hull had produced 

an excellent effect . However, very little real informa­

tion relating to world peace reaches Hitler any more; 

he i s being kept , figuratively speaking, high on a 

mountain 

Regraded Uclassified



46 
-2-

mountain peak and 1e being advhed b7 the group whioh 

wiahes war (Mr. Chambsrla1n th1nks that this unfortunate~ 

includes Rlbbentrop), that given the premise that France 

is not prepared to maroh and that England won't Jo1nJthe 

present is the moment to add new prestige to Geraan,-•s 

cause. 

Mr. Kennedy asked Mr. Chamberlain it he had as yet 

determined whether he was disposed to go to war it France 

did. He replied that he very much teared England might 

be forced into a war but that he definitely would not go 

until he was forced thereto. He also said that he and the 

French were agreed that the latter would not declare war 

until they had consulted wi th England. The French ha4 not 

wanted to agree to this even though they had to make a 

choice between breaking their treaty obligati ons or fight­

ing a war which they knew they must lose. Wr. Chamberlain, 

however, said that he had convinced them that it England 

were expected to go along the,- must have this agreement. 

Sir Neville Henderson, British Ambassador to Berlin, 

had adv1eed Chamberlain against an,- further speeches ae 

tar from encouraging the moderates in German,- to tight 

against the war the etteot was Juet the opposite. 

In spite ot all the foregoing Mr. Chamberlain remains 

hope:t'ul 

Regraded Uclassified



-:1-

hopeful that war will be avoided. He thinks that the 

s ituation will remain a s i t is until attar Hitler's speech 

September 6th. Chamberlain had had no word as yet as to 

the alleged meeting between Benee and Henlein. Some 

members ot the British Cabinet feel that Hitler's prestige 

will increase so fast, it he is not checked now, that he 

could not be stopped later. Wr. Chamberlain was not res~ 

to accept this thesis. He felt that Hitler had lost much 

public opinion in the United States as a result ot the 

Anschluss and he believed that the smaller countriee,­

notably in the Balkans,- will be unwill ing to be regimented· 

in the same way as was Austria. 

Mr. Kennedy's own impression i s that he feels war 

to be about 50- 50. Even should Hitler s trike t.lr. Kennedy 
N! c./..~tk. 

believes that ~will 1ntluence France to keep out. Even 

1f Prance goes to war some t i me will elapse before Britain 

follows but Wr. Chamberlain believes that he will have to. 

Apparently Hitler believes that it the Germans march into 

Czechoslovakia the war will be over almost instantaneously. 

Wr. Chamberlain does not agree with that at all believing 

that the Czechs will tight hard and that publ ic opinion 

will become aroused and r orce France and England into the 

arena. Today British publ i c opi nion 1s against going to 

war 
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war tor Czeohoelovakia but whether that would remain eo 

i t France were involved i e not clear. He does not f orget 

that it i s eaa7 enough to get into a war but it i s not 

clear what would be proved thereb7. Kr. Chamber l ain 

continues to hope that i t Britain etaye out eomething m&7 

happen tor the ~ood ot the wor ld. 

Mr. Xennedy oonc:ludee t hat he looks badl7, is worried 

without bei ng Jitter7, but i e still the beat bet in Europe 

against war. 
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Th1a 1a a parapbraae of A.buaa4or 
Iennedy 1 a cable wh1ch -• referred 
to at the conference at the Wh1te 
llouae on lepteabe.r 1 at 11 o1 clock. 

• .... --- .. 

/ • 
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PARAPHRASE OF TELEGRAll 

From: London. 

Dated: Augus t 31 . 

Air. Kennedy reported that he has had a talk with Lord 

Halifax. The cable the latter received this morning f rom 

Lord Runcim~ is less encouraging. Benes ie reported not t o 

be going through as he should and Lord Halifax complying with a 

request from Lord Runciman has • t wisted Benes ta11°. No 

ansrer wlll be given by the Sudeten& to the C~ech 

proposition given Henlein yesterday before Thursday or 

• Friday. Possibly Maealyk may be able to give Mr. Kennedy 

a copy or the Czechoslovak proposals today or tomorrow. 

~r . Kennedy reports that popular opinion is definitely 

ooposed to going t o war for Czechoslovakia. According to 

Lord Halifax the French don 't want to fi~t either. tord 

Halitax would be glad to know what would be the reaction 

in the Uni ted States shouli the Germans in Czechoslovakia 

tight wit h the Czechs and yet England not go along. Mr. Ken­

nedy replied that much would depend on t he attitude ot the 

President as to whether in his opinion Greet Britain should 

be encouraged to tight or whether he would contend that they 

remain out ot war just a8 long a8 po881ble. Lord 

would keep in touch with Mr. Kennedy on this point 

clear they cannot prepare t or th i s emergency 

"without hinting their hand to Germany•. Lord Halitax 

1n 

• 
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in replying to a question said he did not think that Germany 
was bluffing entirely. Be beli eves that Hitler hopes to get 
what he want s without righting but that by nr otiting by the 
situation as he thinks he sees it t hie might be a good ·t ima 
to march. 

I n reply to a question as to the Spanish s ituation 
Lord Halifax said ther e were no new developments. It the 
Czech situation were settled and disposed or he thought 
they could envisage peace toD some time t o oome. Re believed 
that the trouble wi th Italy lies in the tact that both the 
Itali an and British a t the time o r signing their agreement 
calculated t~at the war would end within two months. As 
a result Lord Halifax does not take t he hostile attitude 
toward the Italians that certain people believe he . ahould. 
The Italians undertook to furnish supplies and equipment t o 
t he i r people who were fighting in Spain at that moment . In 
addition to t he above he thinks they are probably adding 
enough to orrset what they esti mate the Loyali sts are getting 
from France and Russia. He doesn 't like t he situation but 
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does not consider it i.mportant enough to row about. Kr. J:ennedy 
then presented the J swiah question. Lord Halifax said be was 
not well posted on it except that Lord Winterton had told him ••• 
(Goebbels) Goebbels in Berlin ae to presenting J ewe, nuabera 
not ye t estimated in Rhodeaia and Kenya. He r eels that 

proport ionatel y 
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proportionately as the situation or the Austrian and. German 
Je~s is settled, other countri es who ~ish to encourage the 
emigration of their Jews will find encouragement to pursue 
policies designed to rid themselves or t he Jews in the hopes 
that Amerlca1 . England and Fr ance may find some •BY ot ~Ok 

t or them. 

According t o Lord Halifax the British are giving instruo­
t1ons to make no more speeches on the German-Czech situation, 
believing that everything has been sai d that ought to be. 
Like Chamberlain he reels strongly that silence on their part 
will get the best results and hopes t hat we feel the same. 

Vons1ttart is apoarently more or less back in favor 
end is being consulted constantly. Wr. Eennedy asks tor an 
expression ot opinion as to 1 handling the British attitude" 
in the event t hat Hitler should march and England should not 
march. He believes t hat Wr . Chamberlain and Lord Halifax would 
apprec i ate our reaction and judgment as to what would be done 
on this point as tar as American publi c opinion !a concerned. 
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PARAPHRASE Ot STRICTLY CONFIDENTIAL ftL&:­
IHWf FOR THE 8!:0RII:TARY 

P'roa Par1e 
llo. 13'72 
Auaust 31, 3 p.m. 

Last night Bonnet and I had a oonnreat1on . Ao­

oordi r.g t o hl m lt had beer. de~1dsd by ~e Br l tlsh Gov­

ernment yes terda,y afternoon to glve an 1netruot1on to 

the British Ambassador to Germa~, Mr. Henderson, whl oh 

he wae to read to the Germ!ll'l Government and llhlch would 

make 1t thoroughly clear that shouHI C<!!rman t orose 

erose the Czec:hoelovak border and Phoul d the P'renoh 

cc.nllance war upon GermaJ7 the Brl tlsh tr<~uld joln the war 

on France's slde. 

It 1s e t1ll Bonnet ' s inclination to belle ve thA.t 

the preparations on the part of Gennany tor war and the 

tndioatlone ot a readiness to go to war should be oon­

! l dered ae part of an attempt to frighten Czechoalovakla 1 s 

friends and to secure by a tremendoue bluff rather than 

through warfare a settlement eatlstactory to Hitler ot 

the Sudeten queetion. It w~ remarked, however , by 

the Minister 1br Air, Gu,y la Chambre, who 11'&3 present 

at our conversation, that the current German mobiliza­

t ion of 1 ,800,000 men ls eo costly that it 11 difficult 

to malntaln the bellet that the Germane are maklng eo 

glgantlo an expendi t ure tor the sole purpose ot lending 

toroa to a dtplomatlo maneuver . 

Great lmportanoa ln the present eltuatton was 

attributed 
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attr t buted by Bonnet to the PoliPh fac tor . According 
to him, should any r esponsible Polhh etateeman oxpren 
h1meelf aa the Preeldent a nd you had expreeeed your ­
selves , he felt that no rlek or a war being started 
by Oermaey would nlet. H1e pri nolpa.l night•are just 
now, he remarked, wae the ~rospeot that 1f Rue sia should 
try to despatch to the support of Czechoslovakia an~. 
war would be declared ~n t he Rueeiane by Poland and oy 
Rumania. He continued by expreeeing hie certalnty, 
derived from hle l a test t alke with the Ruealane, that 
Ruee1a would not only pledge herself to Poland that no 
effort would be made t.o croee under any cl rcu010 t.ancee 
Polleh ground but. al~o that Rua ela would be ready to 
rurnt~~ to Poland ammuntt.lon, arme, and ot.ber war 
mAteriel on the condlt.ion that the Polieh would act i vely 
eupport the Czechs. 

SECTION TWO. He understood, he eald, t.hat. there 
would be full justification for Poland t.o consider ae 
valueleee any pledgee wh ich the Rueeian@ mlgh t. make not 
~ enter Poland, but he expreeeed the hope that eometb1ng 
might be accompl1ehed l f the P.usetane should re&lly 
f urnleh materi als of war. At present 1t was evident 
t hat everythtng possible wo uld be done by Rumania and 
Polan., t o at.ay neutral for as long ae they could. 1'hs 
meanlng of t r 1e wae that Russian help, except 1n the form 
or airplane a, could not reach the O~techa. 

La 
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La Chambre, the IUnht e r tor Air , held the vtew that 

in the recent purgee t he ables t Soviet alrplare deeigner1 

and conetructore ae well as the beet lhop foremen had 

been killed and that the Soviet planes were deteriorating 

in quality . 

Wi t h regard to t he most r ecent Czechoslovak pro­

poaala which I outlined 1n no. 1 370 or August 30, 6 p.m. 

tor t he dlvlslon or Czeohoelpvakia 1nto 23 cantona with 

tach canton to elect ita own prefect, Bonnet considered 

that thie wae a mos t importent concession . He wee not 

very hopeful t hat the Sudetene would accept theee pro­

posals but believed tha t t hey would give to Runciman a 

good ba sis upon wnlcb hls negotiations could be con­

t inued. Finally , Bonnet remarked that should it be 

?oasi ble tor September to PaP~ without war ae a conse­

quence or a temporary compro.iee ot some sort or other 

on tbA Sudeten situation, it wae hie i ntention to com­

• noe i ntensively l n October an e rrort t <> bring about an 

agreement be tween Germany enrl France. 

Speaking generAlly, t he French rematn calm and are 

not convinced or the i nevitabl l i t y or war. The mllitarJ 

and the member s or the Government a r e r eady tor anything 

that may hs pJ>o!n end are alert . Out aide t he Government 

t he Frenob people continue t o enjoy their euaaer vaoa­

tlona hapo11y. 
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P.A!W'HRASE OP TEI..EdJwf 

To: Amlegation, Bern, Switzerland 

Dated: September 1, 1938 

~ Charge d'Affaires ie instructed to 1ntorm 

Wr. Tyler Wr. llorgentbau 11 delighted that be can 

accept and estimates tbat a week or ten da7e abould 

be sufficient tor hie trip . Mr . Tyler ie authorized 

by t he Secretary ot the Treasury to tell Loveday in 

strictest confidence as to the nature ot his trip. 

ss 
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September 1, 1938 

Lochhead reported to the Secretary today that owing 
t o the purohaee of 128,000,000 in London, the other day, the 
Stabilizati on Fund's oaeh acoount ie now overdrawn $4,000,000, 
He said, 'The question oomee up , do we want to replenish that 
amount in a1nor amounts, say llO,OOO,OOO, instead of big 
blooke , Just to keep i t goingt• The Secre t ary an8W8red, 
' Yea, 1n no bi g blocks. • 

Lochhead said, 'The next poi nt ia with that gold 
over there, that will br ing me up to about tso,ooo,ooo in 
London.• BK,Jr'e oomaent was "Too muoh. 1 Lochhead 
elg)la1ned, ' Of oourse we can' t use Aller1can boats. There 
18 only one available a week and the queet1on ie, in view 
of the f aot that we have $60, 000 ,000 wor th, whether you 
would want to use any other boate . Hm,~r: replied, 1 Yee ; 
right away -- Br1t1ah1 Frenoh1 or anything. That 1 e too 
muoh gold. Or DutbhT What e the matter with t he Dutoht 1 

Lochhead answered, •we might have one Dutbh boat .• BK,Jr1 e 
i nstructions t o Lochhead were, 1 Well , go t o work and see 
what you have got.• 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION , 

TO Uiea Chauncey 

riiON l.lr • White 

Notes on meeting at Secretary' a home, Thuredq, 
Sept.ecber 1, 19)8, ?1)0 P. II. 

Present at dinner and conterence. fcllowingl 
Secretary llorgentheu Iieser a. 1 Willi .. 
~essre. 1 Ta.ylor Warren 

Oliphant Knoke 
I.ocbhead Stewart 
Rentschler Riener 
Leffingwell 1lhi te 
Harrison 

Arter dinner the Secretary opened the discussion by statina that be hod called t he conference t or the purpose o! exploring the poseible monetary problema wbich the Treasury 110ul.d be confronted with in the eYent war brolc.e out in Europe and/or in the nent that sterling continned to decline. lie stated that it """ not at all certain t hat either o! these two eventa would occur but that t he situ.tion abroad, aa they all len...,, waa quite acute and that be felt it was preferable to discuss the immediate problema that might arise and t he various wa.ys of handling them bef ore and not after t he problems "blew up in his !ace•. lie presumed that the meeting would be kept eontidenti al as there was no need to wmeeessaril)- WOJTy the .t.zr.erlc:an public. 
~ asked the a:.en to express t heir vi8W8 frankly on the problec'.. they felt would be likely to develop and what they felt the Treasury should do about than . 

l!r. !Iarrison opened tbe diacuaaion sa.ying that though there waa no 
precedent to serve as a useful j~~Ude aa to what lli&bt happen, he felt tbat a silldlar situation might develop with regard to exchange rates as occurred in the !irat f ew d.aya of the war of 1914 when eterllng exchange roee pre­cipitously for a short tiJie becauae of the inabill t:r to sbip gold to EogUncl to -t ccadtllenta. lie also stated that w ought to be pre)».r'ed to ... t the poasibillty of larp 110-.-nta of gal.4 either 1.n '* 011t. !Ia felt before any answer to the question aa to what should be done cCIIlld be offered it waa essential that the Treasury ehould cake up ita mind aa to what waa to be ita gold policy 1.n the event of an outbreu of war. 

llr. Leftingwell cemented that the rlae 1.n sterling 1.n 1914 waa em. to an unusual s i tuation and lasted only a vary abort period. 
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Mr. Rentschler added that during those days one of the chief reasons 
for the exchange difficulty was the necessity for a large payment by the 
Ci ty of New rork tc England. Both Leffingwell and Rentschler expressed 
t he view t hat a similar circumstance bringing about a sharp rise in ster­
linl;' would not be likely tc occur as the movement would probably be frcm 
sterling tc t he dollar and that in any event it would be over so brief a 
period as to be a matter of no prime 1mport81lce. 

Leffingwell said that the direction in which hysterical movements 
would go was impossible to foresee but that it was hie opinion that the 
now of gold would be more apt to be in than out. He said that- the all­
important question is "Will the Treasury be willing to buy and sell all 
gold that is offered or demanded at the $J5 price• . It wa.s ext.reu.ely 
important , he stated, for the Tr easury to continue that program aa noth­
ing could be calculated tc reduce hysterical gold movements more than 
assurance by tJ1e United States Treasury that the United States would. con­
tinue to buy and sell gold. at the fixed price of 4;3 5 an ounce. 
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Harrison responded that if he had tc bet he probably would. bet the t 
gold. would oo~ in rather than out but that nevertheless we could not be 
certai n and that we had to be prepared for both eventualities. He said. 
t hat whether gold would come in or out would. depend chiefly on whether or 
not 001r Neut rality legislation would be invoked. . If the lleutrality Act 
were to be invoked against Eneland and France we would find t !1at foreigners 
would. liquidate their American holdings and try to get gold out of the 
country in the expectation of using it in t he countries where t hey could 
freely purchase ~aaterials . Harrison pointed. out that there were $6 billion 
foreign inves~~ents and $1} billion foreign balances and that a substantial 
portion of that would be liquidated. and the outflow of gold that might 
take place would be very large, if the lleutrali ty Act were invoked.. 

Taylor and. Leffingwell likewise expressed the views that there would. 
be large immediate liquidation of securities held. by foreigners. 

ll r. Rentschler believed. that the liquitlation of securities would be 
an orderly process l"ather than a sudd.en d.1111ping of large amounts of securi­
ties but he reiterated the view expressed by Harrison and Leffingwell that 
the invocation of tha tleutrality Act would be a supremely important factor 
in causing foreigners to wi thd.raw balances and consequently would want to 
get their gold out where they could use it . 

The Secretary stated that he was a little bit surprised that they felt 
the invocation of the lleutrality Act would be so important a factor in pre­
venting exports from the United States and cB.Wiing foreigners to liquidate 
their hold.ings here and. withd.raw 1'uncls tc other countries . He said. that in 
the first place the lleutrality Act prohibited the export only of arms , 
ammunition and implements of war and that that restri ction left a very 
l arge range of oommodities which t hey could. purchase. He said. furthermore 
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that he didn' t - why the invocation or the Neutrality .let would C&UM 
Enel&ll<l and France to tranafer tuncle trOI'l the Uni tad. States to Latin 
American countries inasmuch u there wu Y&ry little that Latin Amar ican 
countries could export to &!rope that could not be purchued in the United 
States uncier the llsutrali ty Act. 

J.!r. Feis an<1 l.!r, Tqlor aereed with the Secretary that the conditions 
of Uoe Neutrality Act pemitt&d. the sale or a very wide rmge of oo-xlit.l.es. 

J,!r , W1111•• sa.l.d that it was hie opinion that the belligerent pam­
~nta lliBbt prefer to maintain their current rates or ucllange in tha event 
ot war rather than to perait currency to depreciate '""'"'ch ea they bad to 
purc:haae a large quantity or goods at such t1lae aDd. it would be easier tor 
them to make such purchases it their currency did not depreciate. lie 
therefore felt that Eng] and lli.ebt not wish to see a lower poand it she felt 
war were indnent. 

l!r. Leffingwell said that it was nry iaportant that &leland aDd. the 
Unit&<! States cooperate aDd. that it llliejlt be wise to find out what 1t 1e 
the British want us to do with respect to sterling and then,.. could 
cooperate with thaD. 

The Secretary raspond.ed that the important question was not what the 
Brit.l. ah wanted us to do but rather what was good for the United Statee to clo, 

l.!r. Leftingwel1 said •or couree, but you can ' t fix the price or eter­
ling. l!nghnd will have to do that. The importmt quest.l.on is are you 
w1lliog to continua to take gold tree~ at the present price. • 

The Secretary sa.l.d that be s- no reason now why the price or gold 
should be reduced 1n the near 1'11ture. 

J.!r. Harrison asked if the United States Treasury was ready to take £Old 
in ~!niland and leave it there. The Seoretary aa1d that was a problaa that 
we are s tudying now but for obrlous reuona he cloea not want to -11• up soJ4 
in En Bland beyond our abUi t:r to eH•i note riake or holding or 1110Ying the 
gold inherent in the current s1 tuation, 

l!r . Rentschler exprsasad the vin that England would put on exchance 
contrnl 1n the event or war. 

llr. Stewart thought that they would put on ao""' fol'lll of restriction 
though they oaight not call it exchange control. 

J.!r . R.!tntachler 84!ain emphasised how iaportant i t was tor the world u 
a whol e to be easured that the Un1 ted States would take all the gold t.lla t 
came along. llr. Bailey &11<1 llr. Lertingwall ed>oed hie senu-nta. 

co 

• 
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Ur. Rentschler sa.i.d that what the United States did when we sterllir.ed 
sold and indicated to t.he 110rld that we would l et gold go to work was a 
very excellent ~~ng. 

!.lr. Stewart stated that he fel t very disinclined to use any earlier 
war as a pattern from which to draw conclusions aa to what would happen 
in the next outbreak. Wars never repeat theliiSelves , he said. He i'llrther­
more thought that ways would doubtless be found to evade the John:son Act 
if the conditions are such aa to make an extenaion of credit for the purchase 
o! f!oodS to certain countries popular. 

l!r . Bailey expressed the view that the interpretetion of both Neutralit y 
Act and the John:son Act would be very elastic and that what actuall.y 110111d 
be peraitted under those acts depended very much upon the stete of public 
ta1nd with respect to facllitetinc exports to certain countries . 

J.!r. Stewart sa.i.d that the apprehension of war ma,y force the Secretary 
to recons ider t.he appropriateness of the dollar sterling rate. As it passes 
t:4. 86 he will have to consider at what l evel s terling would stop. He said 
he d.idn' t feel that it was wise to attach too much importance to a range of 
lS cents over and above $4. 86 but t.hat beyond that range it waa a matter of 
co11siderable importance to the United States what level waa to be achieved. 

l.!r . WUlia:ns steted that there was no telling what sterling would do 
if it broloo through $4.86. 

Cl 

llr. Riefier steted that there waan' t Cluch he collld say aa the probleiiUI pzre­
scnted by t.he Secretary were a little too broad. He said t he only problem 
inu:ediately before us is the flow of "nervous" funds. He was o! the opinion 
thst we oul!ht to continue to take "nervous• money in order to relieve the 
situation. "The llritish are holding the bot end of the poker•; they have a 
lot or foreign balances and that t hey are vulnerable. ll'i th regard to the 
second phase of a war he said we would have ~~~:~ple time to develop a chanee 
in policy, 1t desired. He thought t hat the British wollld impose exehanp 
controls, would obtain possession of forei gn securities of their nationals, 
and liquidate those securities in an order}y fa.shion. 

l'r. Feb ccmnented that inatead of the problema raised by the Secretary 
being too broad he felt that they were not broad enough; that they ousht to 
be expanded to include the problem of how to utilize our enonnous sold hold­
inca . He !elt that there might be some solution worked out providing for 
the exchange of our gold for essential commodities needed !or defense . 

Mr . Stewart said that there waa another aspect of the pr obl811 which was 
ot interest, naoely the relat.ioll3hip o! international eapitel news to rela­
t ive in terest rates. He said that in recent montba the risk element in ex­
change specula tion bad doainate<l t he internatJ.onal movement of eapitel. Th1a 

Regraded Uclassified



l!iss Chauncey - 5 

situation lllig:ht, however, change. It might happen that interest rates 
abroad may rise sufficiently to induce outward movement of c.apital seeking 
the possibility of higher earnings on short-term loans . ll r. Lochhead re­
marked that French short~term rates had been very high for nany years ; 
nevertheless capital was withheld from Franco rather than ret racted. J.lr . 
Stewart conceded tha t that would take place only when the present currency 
fears and political uncertainty had been greatly reduced . 

l:r. Warren stated that the character of t he recent capital movements 
had a good deal of the element of fright in it but that even allowing for 
that element a substantial portion of the inflow was due to our favorable 
balance of trade . If the fright e lement in the international capital move­
ments were to die down our favorable balance of trade would raise a gold 
pr oblem. He felt that the large export surplus would continue - might even 
grow l arger and that so favorable a balance of trade would bring in such 
large gold fi""" as to crea te serious exchange problEIII\8 for other countries. 
He said it was necessary f or the United States to decide 'llhether i t is go­
ing t o have "a fixed price for gold as a pivot for ita policy, or a given 
rate of dollars to sterling as its pivot" . The movement of sterling fran 
&5 to $4.96 he did not believe to be an extraordinary one and he thought 
a lower sterling rate could be accepted without any hann to the United 
States. However, he felt that 'llhen sterling dropped below a certain point 
it wculd be necessary to decide 'llhether it was more important at that time 
to maintain a fixed price for gold or 'llhether it was preferable to alter 
t he price of gold in order to prevent further changes in the dollar sterlill! 
rate. 

Mr. Ransom asked 'llhat would be the effect of continued imports of 
gold on our economy. Mr. Rentschle r answered that the world has suffered 
most fran sterilizi ng gold in the broader sense and that the important 
thing wes to let gold do its work. !Jr. Hentscbler stated t hat the policy 
of desterilization of gold has been the best thing that has happened during 
t he past year to give people oonfidence. 

'fhe Secretary t hanked thelll all for coming and freely discussing the 
problems 'llhich might confront the Treasury in the near future . He trusted 
they would all regard whatever was said in the meeting as confidential. 

Tbe meeting adjourned at 11:)0 o'clock. 

C2 
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TREASURY DEPARTMENT 

INTalt O II'PtCa COWMUNICAT10N 

To Sooretar,r Morcentban 

.l, Loobbaad 

.lt clooe of bua1neot Au~Uat )0, 19)8, the J'ederal ll.eo•" • Bank of lin 

Tori< hold the t ollowlnc • ounh ot cold 1n aatel<eepi.Ac f or tho Cctral Banko 

ot tho countrloo l1oted below (!h1o cold 1o bold 1n aatobepinc b7 tho 

J'edoral ll.eoo"o Bani< of llow Tort< 1n accordance wltb 11e•oo craDted. 110 

Countrz Aaount ~ 

lriiDC8 $102, 573.000 

HollMd ~.815,000 

L&tTia 874,000 

JIOJ'1111T 4.979,000 

S....ten 54.48),000 

811'1 her land 165, 229, 000 

• B. I. s. 299,000 
$393.252,000 

Canada 2,128,000 

Coloab1a 2,109,000 

Cluataala 1,478,000 

lluico 16,699,000 

China 1,107,000 

• Jap.n 17, 62),000 41,1~,000 

• Depoehed. wltb J'ed.oral beo"o Juk 
ot a.. J'raDchco tor acccnmt of J'ed.oral 

!OUL 4)4,)96,000 

ll.eoo"e llaDlt ot lin Tort<. 

' 
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P'WDEAAL RC81ERVE IIANIC 

~ HCW YORK 

0ATE fed•llel' 1, ltll. 
,,...,.,,,... C' CORRESPONDENCE 

roano~I~ nk"------­
L. W, lt!!Ne 

S UILIECTl !&I!PIOJII ODDW«!IQI ""' 

I called lloltaa a.roud -uae. !be dq bad ataned qatw 
.nouah, be aald, but a oondderable ct•and tor cold he4 cleYeleped 
abort17 attar \be opant.aa. lluriDI \be lan ho boura be h¥d aold 

cg 

about eeoo,ooo wonb ot cold \IQt that 4141l't •- to bne •oh etten 
011 the aarkn, \ba dollar oonttnu1na on the bld dele. hr tba lan 
fittac a1Aut11 or 10 he bad aold a total ot about ta,ooo,ooo 
(U,ooo,ooo to \be 1Yed11, tzoo,ooo w \be .t.racU.ne and about t7oo,ooo 
111 the .. rket) . I .. plai.ned t hat we had !OIIIld 1t a4rlaable to ba7 
aoma atarl1na bare and bad take 10 tar ~uat oYer 200,000 poundiJ 
C1 ty Bank, (on an ol'cler tro. llucoa .t.ir11 we understand) and or.,.tlu, 
h&d betn the principal aallera. Bolton thouaht that \1111 probabl7 
had to do wi\b a b1& wtl .. t operation, detaUa ot wtlieb, bowner, he 

fbara ware two 11n cctarl ot nenoa••n 11ow, the IYedee 
and t he Bela1ana. fba tol'llar ware 1n a atate ot pm1o and were rwm1na 
around 1n o1rc111. 'lb;r, 110bo~ 1m... fNe coQ&h, tb.,. had laJ'Ie 
tllnda in tbe Lo11don aarkat but their t otal boldine• ot tor.tan azebtnle 

prattJr oonlidera'ble. Ot lata th.,. bad bee ataa~ b1171r1 ot 
ra and had alao ooaYerted eterl1.aa 111to cold. na llallian• wera 

were 1n a ftlaerabla poi1Uoo r.ro. the 
IOO,nOtt10 polnt of wi .. llld a OOilliclenble d-d tor doUara bad 
.,.,, • .~.,~PtMl there with tha ra•lt that t h e •del'toDI ot \ba ball• •a• 
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f"&O &RA.L RISEIItY& . A NK 

~ NKW YOJU( 

FFICE CORRESPONDENCE 

QOUlo.IJIAL nLM 

DATI' •• , • ., 1, 11 .. 

su ..... cn ,......,.. CDifDIIIJoa IIJft 

hill 0' .GUilD r.. !. Caolco __ 

I 

Otattall7 ., ..... D. ~· l.aadoD DUlle\ ....... 1'11111 .. \e " 

op\1a1at1o1 OYOJ7boq t boro e:uaua•1a1 tho loo4 .... a4 '171al to 

toqo' tbo ba4. .&ltOiftbll' ~• wuo too ••UIIleUo, he \boalhto 

J a*ed tlba' he \tuNJbt ot .. r opuaUooe 1a \hie aal'lrn. 

Bol\oa ... _. \o be 1a eaU~• ...... eat. lbo wo~ ~ M blpp• 

wn tOP tbo P•Ph M \b1DII tha' Uit~r ~411ft '-1 1a tho aartl-' 

and that n1 -ch ~ueUt1oeUoo tor our oporaUill hero. lboi~ 

prtncl pal oooapeUoo, ea4 ot late tho aoat 1Dpol'tat oao, bad b­

tor th• to help to aallo a aoJ'kn 1D tlblob 1011t1aato treaooUoae 

ooul4 be pat throulb. 

fbo ~- el\uaUoa 1-M to be oelatnl doeJ DOYOI'tbelOII 

be \boucbt tho obaaoo• ot tanhor labor 41epa••• 1a Parla 11l tho DOll 

tuturo wore II'OWial• 

cs 
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JR 

Secretary of Stntc , 

Washington. 

RUSH. 

853, September 1, 6 p. o . 

GRAY 

London 

Dnttd Stptonbcr 1 , 19:58 

Rt o 1d 1 :16 p . m. 

FOR TREASURY FROU BUTTERWOR~H . 

The dol1~r optntd at 4. 85- :5/4 offer ed nnd the 

rate moved up to 4. 86-1/4. However , just before fixing 

i t turned sl~rp1y dut probably to tht reported frontier 

incident and gold fixing , t1h1ch previously \7C.S expected 

to b t small, tot~ltd 481 bars at 143 shilli ngs ont-half 

ptnct . Tht demand for dollars continued thereafter 

unabated and at on£ time tht r att ntnt to 4. 85- 3/ 8 . 

Ltkcvri~e gold purchases nf ttr fixing wart very large 

3t prices up to three p ence over the fixi ng. Gold 

coins ntre not in dEI!IIlnd and the franc ronnintd idle 

and steady. 

KEN:IEDY 

RR :CSB 
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PAR.APlllW3i OF TlLSGlWl RICJ:IVED 

J'Bml: American imbaaer , Paris 

DATJ:: September 1 , 6 p.m. 

NO.: 1362 

J'ROl.l coomwr. 

At 5:30 this afternoon I talked w1 th the Bank of 

France, an4 by that hour the French stabilization fund 

had lost only 300,000 pounds holding rate at 178.31 on 

a market which was comparatively quiet . The Control is 

continuing to keep three months sterling at 3-3/4. My 

contact has learned from London that intervention in 

behalf of sterling there had coat 600 ,000 pounds up until 

2 p . m. As a result of another unfavorable report regarding 

the Czech s i tuation, a quiet afternoon had been followed 

by renewed pressure on the pound late this nening. 

Of f ioial support hae caused some iiprovement in French 

rentea. 

CB 
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JR 

Secr etary of State, 

Washington. 

855, SeptEmb Er 2, 1 p .~ . 

( 

PLAIN 

London 

DatEd September 2, 1938 

Rco ' d 8 : 45 a . m. 

FOR a'R EASURY PROM B111"1'ERI'/CRTB. 

In thE circumstances thE following comment i n today 1 s 

TillES and particularly the concluding paragraph, may bE 

of i nterest . It may also be worth whilE to comparE this . 
expression of attitudE with that quoted in thE 3rd 

paragraph of my 849, August 31, 6 p. m. , and in thE 

4th paragraph of my 720, Auguot 41 6 p. m. 

"As if to rub in the fact that no mystic significance 

is attachEd under the t riparti tE agrEEmEnt to the 

mai ntenanc e of thE old sterling- dollar parity the 

' control ' apparEntly absEntEd itself completEly from 
I 

the foreign EXchange markEt yesterday; and thE result 

was t hRt sterling, aftEr an early firm tendency had been 

abruptly rEVersed, was nllowed to slide rath er shllrply, 

so that it closEd 5/16 C lower on the day at 4.85- 7/16 

after having bEEn dolm to 4.85-9/32 . The rEnEWEd 

weakness of sterling led to .thc reappearance of a fair 

donond for gold for arbitrag e but it did not so far as 

could 

• 
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< ~2~ #835
1 

StptEnJbtr 2·, 1 p. m., from London. 

coul d be s rcn cause much fresh apprehension regarding 

sterling' s prospects . Ther e i s a more general disposition 

to feel that the crossing of the ol d pari t y is a 

mi lEs tonE of sEntimEntal rathEr than practical i mportancE 

and that , whEthEr stErling at around i ts pres Ent level 

is inherent l y weak or not , thE movements of thE past 

two months have hnd relatively littlE b earing on that 

question . PErhaps the ' control ' may considEr i tsElf 

rather fortunatE in that thE defini te cr ossing of thE 

old par ra tE this week has ltd to as little selling of 

stErling as it has . But t hi s step oncr taken , i t s 

depressing psychological influence should from now on 

gradually wear orr . ThE viEW expressEd from Washingt on 

on Tuesday that thE ol d pari ty was not a rate to which 

thE United StatEs of Amer i ca a ttached any particular 

signi f icancE together wi t h thE absencE of thE ' control ' 

trom yesterday ' s mark et should no t bt r ead as a sign 

of any i ndifference to the dEclinE in sterling . ThE 

deduction i s rather that thE f ailure to hold sterling 

at above 4 . 86 i s not to b£ r tgardtd in any sense as an 

import~~t pr actical landmark and dots not prtcl udE the 

poss i bility o.r sterling bEing cushionEd by thE ' cont rol ' 

at a ra tE somewhErE ncar thE present . 

ThE 
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- 3- #835, Stptonbtr 2, 1 p. m., from L~ndon . 

Tht fact that thE declinE i n sterli ng bas in 

practicE bEEn largely accountEd for by movements of 

funds based on poli tical consi derations doEs not 

disposE of thE fact that tht d Ecline would in all 

probabi lity havt httn justifiEd in any cast on morE 

purEl y Economic grounds . ThE fac t that pricEs of 

Bri tish indus trial prodvcts havE risEn apprEciably 

over thE last 18 months while i n Amtrioa pricEs 

havt fallen is otrto.inly '?ri ma fo.cit tvidtnc E that 

somE adjust:ntnt was dEsirablE and it i s a mattEr 

of common ExpEriencE that British exporters had bttn 

finding it steadily lEss Easy to quote compEtitivE 

prices. It is true tho.t during th£ first sEvEn 

months of this year Britain' s advtrst visi bl E 

bslo.ncE of tr~dt showEd only a very slight increasE 

as againnt 1937 . But thE first seven months of 

1937 covErEd th£ pEriod during which t h t pricEs of 

i~porttd primary comModitiEs wErt at thEir h Eight 

and consEquently tht advt~st visi ble balancE should 

havE bEEn at its maximum. A compensating improvcntnt 

in tht bo.lanct of trade could reasonably havE bEEn 

anticipat ed during thE first Eight months of this 

ytar and thE fact that it di d not materializE suggests 

somE ovErvaluation of sttrling during that pEriod, 

particular ly 

11 
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particularly 08 tht improvEmEnt in the Uni tEd States or 

America favorable balancE was considerable in the 

circumstances the Evident willingness of Washington to 

regard the recent decline i n sterling with a morE or 

lEss •·indly eye is naturally welcome, Apper cntly 

Washington is prEpar ed to takE a more clastic view 

of t hE pErmissible movonEnt of the sterling-dollar 

rate undEr the tripartitE ngrecmEnt than stonEd likEly 

a few months ago . And it is certainly desirablE that 

the ar.>propr i atc rotc should be considered v·ithout any 

preconcEivEd precise standards drawn f rom thE past , 

But naturally the question whEther the prE~Ent is an 

appropriate rate or not cannot in any casE bE practically 

tested until political conditions art more sEttled than 

they art now" . 

The dollar opened at 4,8S- 3/8-l/2 bid and t he 

demand rapidly increased just before thE gold fixing of 

480 bsra at 143$ . 40, In thE fOOt Of thE VEry l argE dollar 

dEmSnd thE ratE was allowed to slip to 4, 84-5/8 at which 

point the authorities h~vE apparently steppEd in and 

offered doll~rs , The donand for gold continued after 

fixing Vlith aubatontial o.mounts bEing donE at lD. and 

no-. at 20. over thE fixing pri cE , 

KENNEDY 

RR 
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CONFIDE NTIAL 

l!EilORANIXlll m. 2 JOR 'DII CHID or ~~ 
8\ll) jao~a 'I'be preMnt J:u.ropean a1 tue.Uon to 

lliclnlsbt, Septuber 1-2, 1938, 

'I'be 1'Un4.a1Dentel. ai tuaUon in hl'ope aa 41acv.aae4 in tile 
Kemorandua dated Septaaber 1, 1938 ..-ina unch&Dpd, '!'he con­
cluaione in that ~randua lilcew1" adal.t ot 110 .o41ticaUon u 
a re..Ut ot an:r lalo'tlll denlo~nta. Bitler'• acoeptanoa or re­
j ection ot tha Third Czeoll propoaala throusb tbe puppet llenl.ala, 
1a a dec hi n tactor in tbe t.udiete peacetu.l solution ot tha 
Sudeten problea, 

J'roa a caretu.l aaal;raia ot tha pr .. a reporla and otti• 
cial du:patch .. , the Bri tieh ettorls to Mdiate the contronra;r 
are nr:r acti,.., bot.h throUI!h the Britbh .bbueador ln Berlin an4 
throUI!h Rune~' a direct contact between llenleia aDd the l'ftaue 
Oon...-nt, 'I'be :phyaloal~~DY-ata ot tha ke;r peraoulltiea are 
launm, but, deaplte the press coajecturea, and llll1te4 ottlciel 
repone, conaldereble Moreo;r Ta1l.s the ac tual propoaala an4 
eounterpropo .. le now under negotiation, 

'l'he tlrat t .. Czech propoaala b&rta& be- raj ectM, it 
1e lalo1111 that Pra&u• hu ia tbe Thlrd aet ot propoaala ooao&dad the 
federal principle b;r tha diTialoa ot the countr;r into pua or dia­
triota, each ot Whioh eajo;ra a oantoul etatua IIOdeled ~ 
atter the SWlaa ContaderaUon, IT1th1a tha eenral cantons la per-
111\te4 a hlsh degree or local rlshta, or Stat••' rlshta u w 
""uld know thea. 'I'be prlaolpla ot o~lete local racial autOIIOIQ' 
ie not ocmoe4e4 but proportional repreHilt&tion tb:rousbout the • ­
tlon aa a 1dlole 1& proTlded, !be proTlalon ot a f&daral pnA•J"Mrl& 
la a llup •...,_l1nc block to Ge%wan:r'• accapt &AO& . 'l'he •~ ia 
nr;r o~oate4 an4 -u r.qulra a loll& tiM to put it 1a attect, 
It appeara tbd it 1a thaae propoeah 'ldllch Bealela 41acuu&4 
~aterda;r at Be.rollteapdan with Bitler 1a tbe pre-oe of Ooerlal, 
Ooebbele an4 &u, attar 11bloll be tln beCk to CachoalnUia. 
Preaa ru..n, an4 tha;r are ro.ora onl;r, indicate tllat Bitler ..­
patM oounterpropo .. la or ao41tioat1ona, lnoludiq the s.-dlate 
~ntatlon ot tha new Sudeten atatua rather than attar an 
intenal ot tiM t or fael.lap to wbaide, u propoead by tbe 
Cuche, It 1a bellan<l. tllat turtber an4 eT&Il aore 4ranlc dat&llad 
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ca.proais .. will be d-..de4 'b:r EUler. 

Supertioiall:r H would - t bat 110M prognoss 1a 'beill& 
u.4e 1n the eetU_,t ot a ctltticult queat1on . The acceptance 
ot mod1tiad propoM.la 'b7 Gamu:r would create a deteDte 1n the 
situation a a tar u an ~41ate crh1e 1e conoel'lled. Bowenr, it 
is DOt 'bel1end tbat Bitler 1a genu1Ml1 eHld.~~g a solution 'tdllcb 
ult"-tel7 will lean the Sudetena pema11entl7 in Czeoboalonlda. 
'l'be Swiaa CoDtederation 1a groWlded on lo116 biator,. and sound tra­
dition. A cantonal atatua tor llliDOri tie a in CzeoboaloTalc1a would 
be a fragile poll tical ceystalllzation in wbioh <lal'IIIIID 1ntluenoe 
could graduall1 d1a1ntegnote by slow proo .. eea what 111tler now 
sa ... heal tant t o atteot iaRad1atel1 b7 toroe . 

-ntarz taotora 1nd1cat1Dt Garun ~tention to create 
a or1s1a 'b7 an taaed1atal7 toroetul solution are ent1rel1 lacld.116 
1n the paat tiNntJ-tour boura . On the contrar,. there 1a a relu:a­
tion ot tens i on genarall:r ....,114! the countries .oat imolnd. It ia 
believed that botb sides desire a contiD.UaDOe ot the DA1gpt1at1ona 
tor the tt.e be1116• 

The IIOIUntary factors 11ld1cat1D& that the orisia will not 
immed1atel1 be precipitated are: 

The nat l.aportanca to the Nazi Part7 ot tba 
Part7 meetill& in Nuremberg 'tdllch t or 11aJ1Y reaaona it 
would be ulldeairable to disrupt b7 acute involvement 
1n SUdeten iesua. 

'1'ba •rked cl1a1mleD4o 1n the Nazi press ot 
virulent anti-czech propaganda. 

The absence ot any I<DoWD Ullusual 111litar,. 
acti v1 t:r in Ga=:r or elsewhere. 

Tbe continued ettect1Teneae ot the British 
representatives in efforts to ettect a c011proll1se ao­
lutlon. 

Conolua101l8: 

General conclue1ona ezpreaeed in MalooraD4- ot Sep­
tember l are unchanged, ez:capt tbat it eppaa:ra bighlJ probable tbat 
an acute crisis will be postponed at leut until after the Part7 
uet1116, beg1nn1116 September G. 

td 
COi-. t"! DI:.N T 
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WAR DEPARTMENT 
OFFICE OF THE CHIEF OF STAFF 

WUHIN OTON. 0 . C. 

September 2 , 19)8. 

Deer Wr. Secretary: 

Herewith is an e et imat e or the general situation. 
It i s really a cont inuation or the previous e stimate which ia 
now twenty-tour hours old. 

I also enclose s Yery oent1den~1al table g1Ting 
you t be war requirements and etrst esic me~erials wb1cb •,e need 
t or a serious ettort and wbi cb we cannot now produce in thie 
country . There are one or two exceptions to t his which speak 
ror t bemselns, such as bides r or leather and wool, I thinlc, is 
another item which we have in part but would have to supplement 
for immediate use. It jus t happens in t his connection that tbe 
overseas lane to t be marke~ would be open. The priority ot tbe 
stratesic materials is given in the left-band column. 

I f you wish any chance in t he form of this int'om.a­
tion, pl ease so ind i cate to ~r.e and I w 111 endeavor to comply with 
your wishes . 

Sincerely, 

encl . 

' 
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H.I.!. Jr: 

Operator: 

H.JA .Jr: 

:> : 

H.U. Jr: 

0 : 

H.M.Jr: 

0 : 

~. !! .Jr: 

0 : 

H. U.Jr: 
Commander 
Denteld : 

H. ti. J r: 

D: 

H.l.I .Jr: 

D: 

H. M.Jr: 

D: 

H.ll.Jr: 

D: 

H.M.Jr: 

D: 

73 
September 2, 19~8 . 
8:52 a.m. 

Hello. 

Admiral Leahy i s a~ay until next Tueeday. 

Who's there? 

Hie aide is there. 

Let me talk to him. 

All right. Commander Denteld. 

Commandel" ~ho? 

D-e-n-f-e-1-d . 

Denfeld. 

Go ahead. 

Hello. 

This is Commander Denfeld, Mr. Secretary. 

Good morn1ng. 

Good morning, sir. 

I ~ant to ask you tor some 1nformation. I may 
want to ask the President to have - to ask the 
NaYY to have 1n r eadiness a cruiser to take gold 
from England to the United States. 

Yes. 

~o~tU 9tu eee. 

Yea. 

We ' ve got a lot of gold over there. This ie , 
of course, extra-oont1dential. 

Yea, air. 

And I can't get it on any boats beoanee the 
English have gotten the boats loaded up with 
their gold. 

Yea, e1r, 
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H.l.I .Jr: 

O: 

H. I.I .Jr: 

0: 

H. I.!.Jr: 

0 : 

H.U.Jr: 

0: 

H. ti.Jr: 

0: 

H.!.!.Jr: 

0 : 

H. LI. Jr: 

0: 

H.I.!.Jr: 

O: 

H.U.Jr: 

0: 

- 2 -
74 

Now, I Juet wondered it you might think about 
1t, and then advhe me Juet what eort ot a 
request I should make, you eee. 

Yea , air. 

I mean whether the Oaaha that 1 e down 1n 
whether you' d use her or 

J uet - i t the President decided to do it, I 
mean what would be the beet w81 to do it. 

Well I'm eure Wr. Secretary we can have something. 
There'e one or t wo boats about to go over there 
tor shakedown oruieee. 

Are they? 

And - new cruleee and they could do it, but I'll · 
look into it and -

Could you call me back this torenoon? 

Yea, sir, I will. 

Naturally, it anything l ike t his got out it 
would scare people t o death. 

Yea, air. 

But t he thought ie that - I mean - it I could 
get eomet~g i t would be within twenty-tour 
houre , you see? 

Ye a, air. 

I wouldn 't nwant to wait unt il she could get 
under W81 and leave this shore. 

Yea, air. 

So think about it and aleo - the cloeaet ehe 
could get to London the better of couree. 

Yea, air. 

That'e where the gold 1e. 

Yea, air. 
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H.M.Jr: 

D: 

H.U,J~: 

D: 

- :1 -

rou oall •• baok. 

rea, I w111. 

~ .)'OU, 

All r1pt. , alr. 

7S 
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Operator: 

H.U.Jr: 
Collllllallder 
oenreld: 

H. L! .Jr: 

0 : 

H. L! .Jr: 

O: 

H. t.I .Jr: 

0 : 

H. LI .Jr: 

0 : 

H.L!.Jr: 

0 : 

H.M.Jr: 

O: 

H.U.Jr: 

0: 

H .li.Jr: 

O: 

H. L!.Jr: 

O: 

Clo ahead. 

Hello. 

September 2, lQ~. 
Q:28 a.m. 

Yee , air. The new cruieer Nashvil le is over 
there now. 

Yes. 

And ehe 'e - she arrives in Stockholm on the 
third ot September. 

Uh-huh. 

And she leaves there the t1tth and goes to 
Clottberg and then trom there to Portland, 
England. 

Well, that ' s perfect. 

And eo she'd be right available anytime you 
want it. 

Well , now .. 

7S 

She leaves Portland on the seventeenth ot 
September to come home, but between now and then 
she '11 be right o.round there. 

What - what's her name? 

The Nashville. 

Is - is t hat one ot t he new ones? 

That' s one or the new ones. 

What can she cruise at? 

Well, ehe can -

Over thirty knots. 

Oh yee, 1! neceeear,r. 

What? 

Yea , 1! neceeeary. 
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H.LI.Jr: 

D: 

H. l.l .Jr: 

D: 

H. IJ.Jr: 

D: 

H.U.Jr: 

D: 

H. l.I.Jr: 

D: 

H. LI .Jr: 

D: 

IU.!.Jr: 

D: 

H.U.Jr: 

D: 

R.!.I.Jr: 

D: 

77 

- 2-

Well, could I have thie eort of informal under­
etandi ng with youT 

Oh yee, ei.r. 

That the Naehv1lle - ehe 1 a there unt1l -

She leavee Portland , England on the eeventeenth 
of September. 

Portland, England. And would it be a eking too 
muoh to just call me up, say on the eixteenth, 
and check with met 

Yea , air, we'll be glad to. 

Call up - call up on the fif teenth. 

Yea, air. 

Call me on the fifteenth and check, and I can 
then see how ~uch gold we have on hand. 

Yea, sir, and anything- any t i me in between 
t1mee , she can get over there 1n a day easily . 

Well , t hat- that's perfect. 

Yee, e1r. And ehe can go to Gravea End whioh 
1e only about thirty miles fro• London. 

Graves End. 

Yea. That's only about thirty miles from 
London. 

Oh 1 that' e grand. Wel l. , that' a perfect. But 1t 
you'd make a note to call me, say on the 
fifteenth to check. 

Yee , eir. 

And thet would - then I could eee how •uch gold 
we have on band. 

Anyt1llle, 1n between time, Kr. Secretary, 
just let ue know, by phone, why we'l l do 
you eay. 
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H. LI • .Tr: 

D: 

H. U • .Tr: 

D: 

And -well that'• perfect. 

Yea, e1r. 

Thank you eo much. 

All right, e1r. 

, 
78 
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"DEML Jlti:UftVC 8AHK 

or NEW YOAK 

CORRESPONDENCE DATL--=....:::=::.=-=:L...::::: 

COIFIOPJUL ru.•'----
L. W. llloll~ a.Ul or •GUIDo 

lr. lloltoa e.Ued at 11110. th• had had a .aoh euler 4q 

todq due to .ore ta..orallle rapon• OD t h e -u.atilt. Be-..er, he 

wamed not to toqet that none ot the .. new1 were ott1o1al blat rather 

1ntarpretat1oa• or Joul"'lali st• and oorr .. pondch. Be h1d epok• ta 

Prque todq ead Pr._ue had aade 1t e point to •phuin the ua­

orrtotal character of all thele reponl. 

79 

!be aobanae auket 11 quite a political oae, Boltoa -tirHled, 

With the Whole world'• attcUon -••trated oa the dollar-•terlilla 

nte. !he rr•oh •e•ed to be 11tt1na on the atdeline• blat there 

ee .. , t o be eooaider1ble aa1tat1oa there OYer the que1t1oo ot the 

40- bour weell: with a rather iaporhllt etr111:e p•411lc 111 t he tattle 

dhtr1ot. If C111tral aaropean new• lbould fUrther iaproye it 'IJII 

quite po1alble, h e tbouaht, t hat the franc would oooe acaill e011e 

1nto the liaeliaht. 

lo tar Bolton hu eold ta,ooo,ooo and about u,eoo,ooo WDnh 

or cold. A aood deal ot the latter · ha~ CODe to e•tral banlu (the 

awed" and the Dlltoh ill part1GIIIlar). Al tbouah the rate had .oYed 

ooaliderabq li.Dee h e aade h11 dollar aalel he had aot dared bll7 ea:r 

baCk leet he cboke the upwal'd .OY•ct ill 1h i.Dtanq. It the aerttn 

lhould !apron .aoh tuftber after Lolldoll wa1 olo1ed 1111d 1t we a.t a 

ebanee to e.U -e, ao'bo4;r 1.D LolldoD -14 a...able 1t a.tt1aa a little 

IOld back after the -u.al •tpoariql aow tor al.on a -tal. 
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CORRESPONDENCE DAl'Y I.' 2 II •• ~··· 
suancn m 3 I •11 zmw !IIIW .. , ...... 

I 

-.tt.a Sa.Unt ••• ..... ,._ w ., n .. • n...u.., 

•• tr•11 '' aU. •• 1aqatn« •• M thaea ,.ntaalu~ '"•••• •• 

be ea14, be taU ..._, ..._, •ne«r 111pt •••• •n h .... -.. Ia the 
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I"':OERAL. RCSCftVC BA.NK 

OF' N.EW YOitK 

1.!1 

FAC!CORRESPONDENCE 
COIIJI OlftUl. nLU::::_ __ 

L. •· lzloto 

o .. n: ,.,,M•r a._ua. 
su"-'E= taRJIOIJ oo.un•nto• lift 
___ _..,01 IUIIUIIICIII BAH. 

lr. do Jonch called thia .om1Dc at 10110. lho a artte\a 1a 

§.~rope were in a prattr nonoua atata. OoUara wore 1o1nc up .,aiD 

in London and Allaterd•J 10 t ar t he cuil4or waa hol41ae 1\a om. 

Ho ...... r, ho felt that tho ttao wu drawtac near (•ar bo toU7 or 

t o• orrow) '!Ibm it would beooaa neoauarr tor th• to CiYo .uppon to 

their ourrm111 br the aale or dollara, tor which purpoao th_, would 

Uke to an1l th•aalYea or our prortoua uraac•et Wider whi ch thtr 

-.,uld get dollar• .,a1nst cold ouaartred ta thel• Yaulta to• lht~•t 

by t1r1t na1lable 41reot ate•or. !hia ananc•mt, do loach thoqbt, 

wu 1t11l Yal1d. I pointed nt that althouah I 41dn't hna the 

dataila before •• I waa reaaonably wra be, upon reeaaatnation, would 

find t hat 1t had upired beoauao ou• !realll17 had elftTll aado it a 

poi nt to put a ttae 11a1t oa all llldl •c.,•eta. It he .,reed 

with ae and 1! 1t bee•• aeoeua17 tor h1a t o ha'la dollara, I 1111• 

, .. ted t hat he ••d ua a oabla aaldnc tor r•ewal or the old ananc .. 

atlllh and I uwre4 h1a that •• would 1ft builT at oaoo .-,4 t17 .-,d 

obtain the !raalll.,, a .pproYalo 
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Secretary of State, 

Washington. 

RUSH 

8581 Scptonbcr 21 5 p. m. 

GRAY 

London 

Dated Scptcnbtr 2, 1938. 

Rto ' d 12:24 p. m. 

FOR TREASURY FROM BUTTERWORTH. 

02 

ThE dollar and gold continued bid until about 4:30 

this afternoon whEn Reuter t i cker report appEarEd to thE 

Effect that Hitler and Htnlein had agreed to accept thE 

proposEd Czech terms . ThE market 1mmtd1atcly turnEd round 

and both dollar and gold wert heavily offered. The dollar 

moved rapidly from 4. 846/8ths to 4. 850/8ths and gold from 

143 shillings 7 pence to 143 shillings 5 pencE with ftw 

takers. 

RR 
'"· .. • l 

. ,. 

. .. 
0 J 1 I I 

~ --· ~-· ... _ ... 

KENNEDY 
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PA1W'BR1 BI OJ TSLIOIWl RIOURD 

J'BOIU .Aaerio&D bbU.,., Parie 

DATE: September 3, 8 p.m. 

10.: 1388 

J'ROII OOOll!ld • 

Today the J'renoh etab111&&t1on fund, with aD expen­

diture of three hundred thoueud poUDda, held rate at 

178.29 to 178.30 on a quiet market. Ky triend told •• 

at &:30 that London bad loet only one aDd a half million 

pounds eterl1ng of gold today, although the dollar rate 

bad dropped below 4.86. Off1o1&1 eupport b&e &pin 

elightly bettered J'renoh rent••· 

BULL ITT 

I "I 

' 
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l or ~ Seer•~· 

O .l:tL• 

l'roa: !re&RJ7 J.Uaoha .Taoobooa, 
•··P•' , Clh1aa 

Olarront oHuaU oa wook o...s.d .Aucu.ot 31, 19J8, !apport f or dol lar 

boon a t '}f. \hroucbout week. Share Mrbt !laa lien btao78Jlt u4 obHrf'al 

vi tll coo4 lnlol.aeoo 1a 1a4uotr1al lll4 u t1l1\7 oooUoao but boDd Mrbt 

1o d ow. Co8jlar1D& lulT v1 th .Tuo trM.o of "b•np! ohowo4 18jlorh wp 

28.~ u porto wp 32.4 1114 total trU. wp 30.~. .lo oollpe.M4 vitll .T11J.T, 

1930 lllpOr \o wore 4owll 68.~ uporto wore 4oWD. 6~ aDd total trU. woo 

4oWD. ~. Local :auro.n of lraDk1ac l!efo1'814 Oon..-at !laa n porto417 

no t1f1o4 180 """"ch•' O...to .. br oltoro that th17 ... t rociotor vith lt 

but Mar ..... aa14 to han rofuao4. :llport ~ of $64 por oaoo !laa reolllt-

17 bolA la14 Oil local.lT browe4 boor oh1ppo4 froa ""•nt;b•' 1h 1atr1aolo 

Taluo botac $1.11 per cue. hkl.ac PronolOilal Oon..-at !laa 4101U4 tb&t 
a 1a111C 

f odoral lloaorn :BaJik h to taloo wp f iaDDoiac of 1Jtbatr7/ad acrioulturo 

l a Bor t h ObiAa b7 ro4looouat of b l l lo offoro4 b7 o~r baDko, ODl7 b~ 

whl oh haTe ourrontl7 b- dolac ouch flllllloiac oro ~ pl'OTloloaal baDko 

l n OOIIparatlTolT uall • ou\1, .... OoTo..-at 1o aloo r11p0rtedlkut to 

lltal>l hll e:lpOrt u4 lllport trM.o llald.D& 171'- 1a lllumctUIIC· ruv-·­

faotorlu 1ae1Dd111C 24 Mohtao total faotorloo ..... ohted to llan IIOTo4 froa 
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1...,.,. Tact•• 'falle, "' lae-t=e 4Jar1llc put fw ••~ a1l4 • • Uoaal 
Qonr-t 1a 114T&DC1Dc tlwa $1,200,000 \owari coat of - vorlr u.t>•• 

cs 

!M otter cold c=ape•p .. _ \o ~~e. ... proacM. a'bo'a.t $2,5()0,000 fn­
Prodaoe of ~. llillr exporh fl'• ~ are ~at 1a reoed 
;yoaro aD4 low CNI.ton ozchanp haa at!.nlate4 axporh Sa cenerlll but &Tall­
able q\l&llU\;y of pro4uoh froa 1&\erlor lie.& 'lleea rMuce4 'b)' iaten-apUoa of 
ra11 t raffic. Coat of 11Tl.Jic 1JI 0...\on lie.& not .rs ... acll eo far. traffic 
11e.a bean ouapel>de4 by Ch1aa D&Uonal &T1&Uoa al>d lluraala JJ.rl iaeo followi~~& 
recent atta.clr "" la"•r'• plane ...,... Outon. Japu JJ.r traa.port OIIIIIIIQ' 
1o to 11leraaoa 1 h aap1 \Ill thlo fllll troa tea \o fUt;y a1111oa yea prenaabJ., 
to eo ... r aJ:p&D&lon ill Ch1Jia. Jap&JU~oa Steuallip Lin•• lle.Te ea\abl1alle4 uw 
oonioeo to South .Aaerloa prCT141Dc illcre&8e4 fNql»JIC7 a1l4 greater opeN. 
Japua" M1.nhtr;y to Jill&llce 1o 4rattl.Jic new re«W.atloae tor col4 ooatro1 
vhleh w11l 1a effect prollibU &11:/f 11M of aa\111 wbat"ar naept t or ae41oal 
pnrpoaao. Ja.pauoa export al>d 1aport 111llr1B& qote vhleh lie.& 'b- eotoroe4 
oopaollll.lT vlth recaM \o ooUon a1l4 wool 1a reporte4 t o 'be oautac cr-t 
41ff 1oult1ea 1a oottoa tez\ile oxpor\ trade ao \lle.t aaae aarcballto ~· 'boea 
tor ee4 od of 'buduaa. ICal.a,ru ahUoUoo for .r.l.;y obow \lle.t ia \lle.t aoaU. 
Jap&~~ took ollJ.T 1/3 u .aGh .....-'bar al>d 1/'4 u .aGh tla u her J.-.r;y \o hM 
monthly aTarap. Jor tirot 11e.1t of \hio year Japuo" tr114a viU. ICe.l.,a all....& 
.., 114Ter .. bllluce 1a r atio of '4 to 1 J-••• exporh t o \lle.t oouatr;y ....._ 
ollJ.T 1/'4 wbat U.e;y were &oiJIC firat llalt of 1937• .Mooft1ac \o Jopa ftaea 
Notriotloa of ""' •tar1111 nppJ.T 1a caulDc cloiiUI'a of Jo;!AM .. tao\orlaa 
&ll4 OoY-t ••''-'-• \heN v111 -tmllllT 'ba thr- wt er ...,le,Mat 
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SOO,OOO fao\oq worbl-1 ul. 500,000 woftlen la eftloee aa4 •'- or a 

\ oiel of 1,30(1,000 wrbre • IdioM eualap -.ooo,ooo peeple a.,..& for 

\heir Urtac. P1au an 'belJic 41•-H4 \o 41-nr\ t~~e .. wo~ \o 1-.r 

......,..,\Vlac liMa u4 \o laouellol4 MrYl .. \o re\va til.- k f- u1. 

t o acoarec- s..iera\loa lr&\ ,....., cUttlnUl.. e\aa4 la WiJ' ef tlMM plaaa 

aa4 !!.Me \hillb \11&\ ao\hiac a\ all lffeou" U. 71\ "- .._..w. 
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GROUP llEETING September 2, 1938. 
9 : 30 A. II!. 

Present: lb' . Oliphant 
Mr. Gaston 
Jb' , Baas 
lb' . Taylor 
lb' • Loc bhead 
lb' . White 
lb' . Upham 
l.lr. McReynolds 
Mrs . Klotz 

UcReynolds: The individual match at Camp Perry was won by 
one of the Coast Guard boys. The team came out 
fourth . 

R.N.Jr: 

Oliphant: 

H.W.Jr: 

Oliphant: 

Wonder1'ull Heartiest congratulations 1 Where • s 
Steve? 

You got a pencil (McReynolds)? At eight o ' clock 
this morning - (to Mr . Oliphant:) Are you in a 
good humor? -Mr. Oliphant's friend , Tommy Corcoran 
called me up. 

I•ll tell you what went before that. 

I bet you don't know what it is. 

He called yesterday. He wanted to know if there 
was a man in this Treasury by the name of Farrar. 

Fred H. 'Farrar, Bureau of Engraving, Loans and Cur­
rency. He is supposed, in ~936 , to have made an 
investigation of the Civil Service Employees 
Enforcement groups of the Navy Yard, Bureau of 
Engraving, and Loans and Currency. They are all 
supposed to be lousy . I told him I ' d bet him t en 
to one that Mr . Far rar ne~er made such an investiga­
tion; but he would like Mr. Early to have it by 
eleven o ' clock this morning, because the President 
is seeing Senator Brown at eleven t hirty. Can I 
forget it? 

McReynolds ! Yes . He •s supposed to have made an investigation 
or .... . ? 

• 
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£ldson on 1Ls t turnLshed by landscape section 88 
Specs . sent 8/22 

Hicks on eome list - specs. s ant 8/22 

Cr">d V Ln ,...,uest.ed s;>eca. 8/21. 
Lc• ter receLved 8/25 - specs. sent 8/'5 

/ 

~~--·-

---
/ 

Regraded Uclassified



89 
, Jio requeet received from Bahret for opeclflcat,lona 

8ftc Ten aet.o of apeca. sent to ~.II. 
8/ 22 Autborhed by D1 rtsion of Printing 

8/23 Sent out by Div. or Printing 

8/27 Appetll'ed in newapo.per (Enterprise) 

8/~ Bids opened in Washington 

) 
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f' , TREASU RY DEPARTMENT 
PROCUREMENT DIVISION 

WASHINGTON 

September 1 , 1938. 

lm~ORANOIJI,I TO THE SECRETARY: 

The bide for the proposed landscape work at Pouchl<eepsie 
.-ere oponod on AU.,"USt 29 and the follorlng bids were received: 

Eidson Landscape Co., of Bala, Pa. 
Grand View Nurseries of Ut. Vernon, N. Y. 
illred E. Bahret, Inc . , of Pour;hkeepsie 
Ricks Nurseries, Inc., of Yoeatbury, N. ! . 

(7400. 00 
7679.00 

ll498. 50 
1J4ll. 88 

The specificati ons are quite lengthy ae to the work to be 
done and con tain a s ,eci al provision to th e follo..-ing effect: 

•It i s expected that l.he j'reoiclent of the United States 
v:ill dedicate this tuildina on Sep tember 18, 1938. All 
l and scape work (plantin;: and aoeding) from the broken 
line "A-A" shown on the drawine to the sidewalk oe 
Mansi on Street shall be in pl ace on or before September 16, 
1938. • . 

The Eidson Landscape Company appear fully qualified to do 
this worlr. as they have c!cne all the Ulldecape 'A'ork in the 
Triangle Area. 

The contract has not been a•arded pending instructione 
frcc the Secretary; rut if the landr cape work is to be finished 
in readines s t or the dedication of the tuilding on SepteJDber 18, 
1938, it is uportent that t.'>e c ontract ehould be amrded a t 
en early date. 

!30 
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IIEJI)RAJIDOII P'OR S. II. JR; 

In Re: Landscapinc of Pouehkeepsie 
Post Office 

91 . 

E. R. sent llr. Alfred Barret~, landscaping architect 

of Violet A~enue, to see me. 

Be claims that· be has been inquir ing when the bids 

would be let for the Poughkeepsie Post Offi ce. Finally 

the specifi ca tions were recei~ed b.r llr. La~ery, Postmaster, 

on Wednesday August 24th, ha~inc been mailed from Washington ' 

August 22. llr. Barret saw the speci f i catl. on Thursde,y, 

August 25 and it was required for the bids to be in Washington 

Mondar, August 29th. Bowe~er most Poughkeepsie landscapers 

had no chance to bid, as it was not until Saturday, August 27 

that Procurement ad~ertised in the Poughkeepsie papers for 

bids. llr. Barrett had been ad~ised that this aust be done, 

as Procurement has made it impossible for local people to 

compete, because bids are not called for until ths last 

IIOIIellt. 1'he gossip is that the apec1fi catiol1s are drawn up 

in such a way and held until the last 110118Dt so as to fa~r 

certain landscapers. a e was told that a nursery known u 

Orand~iew and also by the na.e of lit. Vernon has a u.n Sa 
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Washington and would most l ikely get the contract . The 

lowest bid is $7, 400.00. The next $7,679.00 (This 1s the 

Ut . Vernon) . Barret' s i s about $11,000.00 and Hicks 

SlJ, OOO . OO. There are several other higher ones. I went 

over the planting with Robert. It is Tery beautiful, but 

calls for very expensive things such as 2 J apanese yews 

ten feet high - and a spread of ten feet; - 25 white dog­

wood 10 - 12 feet high 8 foot spread ; 7 e1as J5 - 40 feet 

h igh ; mountain laurel, etc . As Barret and Robert explained 

these t hings can be b ought, but they a re expensive and only 

a f ew nurseries carry them. Therefor the bidders should be 

g iven time to ask f or price s be fore sending 1n their bids . 

Robert also tells me that 1f the elms are planted this 

! 
F11ll many may d ie, and that t he l aurel s hould be put on the 

n orth side instead of the west. Be says the contract should 

r ead t ha t if t hese die they aust b e replaced by the landscape 

people. These are all deta i ls with which you may not wish 

t o be bothered but Mr. Barret ' s point is this -- that loca.l 

pe opl e get no chance t o bid fairly due to the time element, 

and that it looks as if certain landscapers bad the inside 

track. This Job is to be started September 15 and it is 

most l ikely too late to do anything about it, but Rhinebeck 

and Wappingers Post Ofl'i ces will have landsc.ap1ng and he 

hopes the local people will ha• e a chance. Be also claiu 

the sa.e •ethod was used in Beacon as in Poughkeepsie. 
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I am sendinc you this tor what it is worth -- the 

specitications are s igned by Reyaolds , but th.,- seea to 

think the people l ower dom are responsible tor the t r ouble. 

/s/ E. F .tl. 

Eleanor made a great po:lnt ot ~ seeing this un. 
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The Civil Service Empl oyees • Enforcement, of the 
Navy Yar d , Bureau of Engr aving, and Loans and 
Cw-rency . 

We talked it over. I said ••.• • 

!t . r~ .. Jr: I was atll8zed that he called me . 

,AcReynol ds : When was he supposed to make this i nvestigation, 
did he say? 

'1.M.Jr : 

Oliphnnt: 

R. 'd .. Jr: 

Oliphant: 

In 1 36 . And you (Oliphant) hadn't call ed me yet? 

I t old him i t was a little late . I told him I 
thought he should make it about seven. I have 
just been wait i ng for a good opportunity to t alk 
it over with you. 

Yeah . That's number one, Uac . 

We l ooked 1 t up, and found we only had one name, 
and Micky found t wo names of Farrar . 

H.M •. Jr: 1Ve 1 re not inves t igating the Navy Yard Enforcement. 

McReynolds : If this fellow worked for the Tr easury in 1936, 
you can be assured he ' d do it . 

H. 4.Jr: Mac , this is a note that Mrs . Morgent hau and Ur . 
Roosevelt sent me about landscape work on t he 
Poughkeepsie Post Office . On the face of i t, it 
l ooks to me that they r eally didn ' t gi ve the people 
enough t!rne, see? I wi sh yqu ' d get it over t o 
Peopl es, and let Peoples come up here at twelve 
o ' clock; I ' ll t a lk t o him about it, 

McReynolds : Twelve o ' cl ock. 

H. JI ,Jr : I t looks to me as though they gave t he people, 
locally, about one day •s time to bid . That is the 
only contract I have today. And t ell Peoples I 
t hank him for taking car e of Arthur Carpenter. 

H. J.t •. Jr : 

(Side conversati on with Urs . Klotz.) 

Oh swel l, Mac. Vac• s goi ng away in a blaze of 
glory. When are you leaving, Mac? 

IJcReynolds: About hal f past two this afternoon, 1f I may . I 1 ll 
be back on t he ninetb. 

• 
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R. I4 . Jr: Well , don ' t come around, a ni don ' t talk to the 
office, and just have a good time . 

licReynolds: Thank you . 

~i . l.I . Jr : Unless there is a great emergency. 

UcReynolds : The office will know where to get me. 

l! . I!.Jr : The most interesting thing on the ticker is that 
the headlines of all the papers are wrong about 
Henlein. Henlein is still in Berchtes gaden. 

Oliphant : 

li .U •. Tr: 

Lochhead: 

H.U • .Jr: 

Locl1.~ead : 

Oliphant : 

He and Ribbentrop are now seeing Hit ler . He didn't 
go back. They are quite contrary. And also, it 
s aid on the ticker, that Henlein came to see Hitler 
with the knowledge of frontsmen, ani hims elf. 
This is the same story. 

Another thing I am marking - of course, al l this 
stuff i s confidential - the cruiser Nashville is 
now in European waters, on a shake-down cruise, and 
will be 1n the vicinity of Portland, Engl ani, 
until September 17. She's a br and new cruiser, 
ani she can go to Graves end, within thirty miles , 
and they will not take her out of those waters 
without f irst talking to me, so I don't think we 
ought to worry. She 1 s in Sweden right novt, but 
it ' s over - night to Gravesend, but she •s moving down 
to Portland , England . 

That will save insurance, too, doesn't it? 

What is the r ate of insurance on a million dollars 
worth of gold? 

Wel l , t he rate, for a million dollar s wor th of 
freight - on every million t he freight charges are -
a quarter, that is, ani the insurance charges 1S 
about an eighth. It makes three thousand seven 
hundred fifty dollars on every million. 

What? 

Three thousand seven hundred fifty dollars on every 
million. Your freight, of course, is one of the 
import ant charges . 

That ' s a sizeable amount . Vultipl y that by thirty 
and that is a r eal sum. 

• 
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What we •ve done is to engage insurance - I•ve 
done that. 
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I am not worrying now, k:n0\7ing that the Nashville 
is there •• ••. 

We ' re going ahead a nd keeping shipping it out. 
We can always , if anything comes up, put that boat 
in and ca ncel all that insurance . I have hsd t o 
give instructions to have it boxed. I am keeping 
that right up . We have to give notice - s ix or 
s even days • notice now, in order to l et t hem get 
it boxed . 

I still say t ha t is one worry now. We've got 
seventy- two million dolla rs in London, as of last 
night. 

Gaston: That's a pretty good freight rate - twenty-five 
hundred million dollar s a t on. 

H. ll •. Tr: Vlho' s going to be here t omorrow? 

Lochhead : I ' ll be here . 

!AcReynol ds : I won't be here. 

'! . :l •. r r: 

Taylor : 

R. ll .Jr : 

Tayl or: 

Oliphant : 

H. lLJr: 

Oliphant: 

H. Jl . Jr : 

Oliphant: 

Taylor : 

\'/ell, I'll have an a irpl ane s t a nding by . I think 
it •s all right, don ' t you? 

You mean for you t o go? 

At t he farm. 

Yeah. 

You want me there today or tomorrow? 

Where will you be? 

Just at the Bay. 

By the time I phone for an airplane, you can get 
1n your suit and come over . 

Yes . 

I think we might have a l i ttle extra service dO'Im 
here 1n the way of ticker views, whatever stuff 
that tD.ight come in, during Saturday and Sunday 
and Konday there. 
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Well, w1l1 you and Lochhead work that out. 

Because then you can't tell what's going to happen, 
aJ'ld • •••• 

Tell Miss Chauncey and Bob to not get - are they 
going away? 

Away? 

Are they 
in town. 
town. 

goine to be out of tovm? Keep one of them 
I wouldn't let both of them go out of 

Oliphant : I'll be right a t the telephone all the t ime. 

H. 'J. Jr : llel l, r.e have day. and night service on the phone 
now, anyway . 

:.tcReynolds : VIe have a boy in all the time . 

H.M.Jr: 

Opera t or: 

H. I& •. Tr: 

(Over telephone:) Vie •ve got day and night phone 
service now, don't we? 

Vle•ve got twenty-four hours . 

(Over telephone :) llr . lloffat, State Department , 
please . 

lolcReynol ds : VIe' ve got a boy we put on a t night . 

!l. ll. Jr : 

Tom Corcor an also ~Allcd me at the house l ast 
night. 

On this thing? 

McReynolds: I don ' t know what he called about . I was out, but 
I got the note . 

H. M •. Tr : 

Taylor: 

H.u • .rr : 

As a matter of fact , what he said to me was, "Is 
it all right for me to take this up with Chatfield 
Taylor?" I said, 11As long as you give me the 
details I ' ll take it up with Chatfield Taylor and 
I ' ll do it myself ." 

Thank you. 

(Telephone conversAtion with Mr . Voffat of the 
State Department, at 9:44 A. 11. , attached.) 

' 
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H. LI .Jr: 

Oper ator: 

H. M.Jr: 

t!offat.t.: 

H.:.:.Jr: 
, .. .. , . 
H .l.t.Jr: 

1.! : 

H. :.O .Jr: 

:.1 : 

H. :.t.Jr: 

ll: 

H. :.t.Jr: 

!4: 

H. !t. Jr: 

L' : 

H.I.! . Jr: 

:11 : 

H. !.t.Jr: 

Hello. 

lb-. J.!offatt. 

Hello. 

September 2, 1938. 
9:44 a.m. 

Good morning, e1r. Ho• are you? 

How are you? 

All r1S}lt. 

What' s new, if anything, t hi s morning. 

Only one telegram in of any inter est at all 
t oday. 

Yee. 

That ' e from tt~ague.> .. 

Yea . 

The g1et of •hioh is that Runciman 
is now working out hie own plane to submit if 
and when there's a breakdown. 

Uh-huh . 

From what Carl get.s the plan does not 
parti cularly practicabl e. 

Uh-huh. 

It would be enormously expensive. It would 
require all sorts of re-districting, and also 
it has this ne• feature which hasn ' t been 
mentioned before. It would probably contain 

98 

a British loan of possibly as much ae a billion 
crowns which he said might. conceivably go to 
the relief of t he Sudeten areas. 

Really. 

But hie source wae, as he put it, one oloeely 
associated •ith the Sudeten moderates . 

Uh-huh . 
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H . I.I .Jr: 

II: 

H. ti.Jr: 

!J: 

H. !.!.Jr: 

U: 

H.U.Jr: 

!.1 : 

H.!.I .Jr: 

Ll : 

H .:.A.Jr: 

14: 

H. !.I.Jr: 

14: 

H. Ll. Jr: 

1.! : 

P. !.l.Jr: 

U: 

H.U.Jr: 
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And the whole tenor ot the telegram i s don't 
put too much attention to this, I Just have to 
report it. 

I understand. 

Now, there's nothing else from London, nothing 
troD Paris. 

Now you eee the news ticker which says that 
HeGlain is still in Beroht esgaden. 

Yes. 

Contrary to what tho newspaper says. 

Yes. 

Wha t? 

I - ~ ticker hasn't come up yet. 

Well, ours - I moan - I think - and the ticker , 
oame over this morning and ~bentropp 
has joined the group ther e. 

Uh-buh. 

And that Henle!n is still there. 

Yes. 

Which is just opposite troD what the papers 
said. 

Yee. 

And outside ot that why we have nothing. 

Good. Well now, we ' ll probably be getti.ng 
etutt in throughout the day. 

Right. Thank youl 

All right, sir. 

n.nlt you. 
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H. I.I .Jr: 

Taylor : 

Gas t on: 

White : 

Oliphant: 

H.M.Jr: 

Gas ton: 

'! . ti . Jr: 

Taylor: 

H.M.Jr: 

Taylor: 

Oliphant: 

Upham: 

Taylor: 

H.M,Jr: 

Wh.i te: 

- 6 -

You couldn' t get it? That Runciman i s wor king 
on his own plan, which includes a billion pound 
l oan to the Sudeten-Czechoslovakia 

A million pound • •• • I 

A million! 

A million. 

He said a billion. 

He said a billion. 

Oh, that couldn't be . Five million dollars more 
than the amount of the British debt to the United 
States. 

100 

Uaybe we can carry out t his . 
maybe he 1 s advising them, 

(Laughter.) Thought 

Three and a hal!' million Sudetens . How much is 
that a head? 

Well, it would be cheap . 

Well , I've got nothing . Anybody got anything for 
me? 

I•ve got •• . • 

I ' d like to discuss a matter with you and Yac, jus t 
a minute. 

Diggs talked to the people in National City and 
Chase yesterday and they are all convinced there 
is not going to be any war and they refer red to a 
payment which the German Government cabled ovdr 
yesterday, or the day be!'ore, in some substantial 
amount , which has been in litigation about three 
years, saying 1!' they plan to go to war any time 
soon they cer tainly wouldn't pay that. 

That's fine. 

Well, a.ll right. We' ll just add t hat to the picture 
puzzle . 

Antiques. 

• 
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H.M.Jr: 

Haas : 

H. t . Jr: 

Haas : 

H . •~ .Jr: 

Hans : 

T11ylor: 

H. :ti .Jr: 

Taylor: 

H. ·~ . Jr : 

T3ylor : 

Taylor: 

17hite : 

Oliphant: 

H. JA. Jr: 
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V.~t do you have, Haas? 

I 1ve only got this trend, on stock prices . That 
is Italy - Uilan. 

Well , that starts to go off in February, don ' t 
t hey? 

That's rieht. The Japanese curve from the data 
I have seen so far, I think the curve is going to 
be about the shape as that. It appear s we•re 
going to have to take individual stock prices and 
make up our own. You want that put on the other? 

Yeah. Just one minute and I ' ll give this right 
back to you. 0 . K. 

Uh huh. 

Archie and I would like to talk to you about 
Brazil for about five minutes . 

O. K. 

And then in the British Trade Agreement negotia­
tions, antiques have been found on the free list. 
Now there is a question in t he Treasury • • ••• 

With or without ••ore holes? 

That has not been mentioned . The Administrative 
and Customs, and Mr. LlcReynolds supporting them, 
urgently think that that is a mistake to do that 
on account of difficulty about those Tlorm holes , 
and so on. Now, do you wish to r aise that at 
this point? 

(Emphatically) Nol 

Period. 

It ' s not too late. 

Well, I wouldn' t want to delay the agreement one 
day for it even though I feel very str ongly about 
it . 

I know enough about the worm holes in antiques to 
know they should r.ot be on the free list, but believe 
me, I don • t want them hanging anything on my door 
step. 
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!.lcRcynolds : 

H. t.I . Jr: 

Taylor : 

ll. &I . Jr: 

Oliphant: 

H.M.Jr : 
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That •s what I told Mr . Johnson, but I would 
confirm this . 
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If t he thing should quiet down and you still have 
no trade agreement, which is possible, t hen I would 
resurrect t he wore holes . I t hink llr . Johnson 
is absolutel y right, but • • •• . 

He was right in bringing it up. 

••••• but it 1 s just a question of the pr opriety 
and the i mportance of worm holes. 

What else? 

That's the only thing . 

I s ee you, and Archie wants to see me. Let me 
get Mac started . 

It wi ll just take a couple minutes . 

Al l right , come on . You people wait; and you two 
wait . 

• 
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Ottloe ot \be leoretar.r 
leorn len-lee DlYislon 

MWOP•IIIllll 
a.p-...r 2. 11138 

J'r0111: Oblat Wlleon 

Attacbe4 ia a tentathe echedule 
ot the Pr.a1dent ' • e~nta t or 
Swldq, Septaber •• 11138. 

Ir • • ere adY1ee4 ot ~ chup 
1n the anance-nte ft Will MD4 TOU 
ClJ1 -nde4 eohe4ule. 
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Lena Waah1D«t011 at 10:00 A.K., motor to llorpntown. 
Arter arrival 1DBpect Bridge aite . 

Leave llorgantown on Potomac attar 111Bpeot1on. ArrlYe 
Cr1toht1eld l!onda;y, September !5 , 9:00 A. )(, 

Pr1Te Cr1toht1eld to Salebury, 40 m1lea , arrlye 10130 A .• ll. 
Briet apeecb. 

About 11:00 A.X. drln to Penton. Ban nOOil-d!IT 411UUir with 
.RepruentaUn Goldsborough. Speech at 2:00 P.M. to lfillt 
about 30 m1nutea . 

2:3!5 P.W. · laaTe Denton tor Watapeake 7err, tor ~polie. 
About ona hour acrose. 

' 
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TREASURY DEPARTMENT 

WAS HINGTON, D. C. 

Memorandum for Mro . Klot• , 

? ret:! Yr . \iilaon . 

Septe.ber 2, 1938 

I am attaching herewith tentative program 

of the Prooidential Party for Sunday and Monday, 

Septllellber 4 and 5, 1938. 

If ther e is any chanse in thi s schedule I 

will advioe you prccptly. 
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( TEIITAT IVE) 

!\OltOAMTOV/11 - DEJiTON PROORAII 
SUlJDAY AMD I.!OIIDAY SEPTEI.tBER 4- 5 1938 

Lv. ',io.shiJl:ton Sunday morntn& 

Ar . ~ore;&ntown Jo'erry vi a ll ....berg &: l.!o.tthiiWe 
Farm 

Bridc;e si te 
Approachi ng r'er ry c;r oat crowd located in 
f i el d 

UONDAY Sept . 5, 1938 

Ar . Cr i s fie l d 

Lv. Cris!'i•l" 

Ar . Salisbury 
Gr eetings from oar 

Lv. Salisbury 

Ar . l),.,nt on via !-'odor8.l~tn~ r:; 

L~onoal l uncheon 

S:>eech 

L\', :Ienton 

~r . i.la.tape&.ke Fer ry 

Ar . Annapolis 

Ar. ut\Sh ington 

10 :30 a . m. 

12:30 p. m. 

9:00 & . JZI . 

9 a30 a.m. 

10 t30 a.m. 

10: 45 a.m. 

12:45 p.m. 
1:00 p.m. 

2 :40 p • ., , 

4t00 p. t:t . 

5 a00 p. o . 

6:15 P•"'• 

/ 

l OS 

• 
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September 2, 1938 

Harry Hopkins handed the attached to me at Cabinet 
today. 

• 
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THII!: WHITE HOU811: l ua WA8 HINQTON 

• 
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September 3 , 1938 

The Chinese Ambaesador called on me on the farm 
as a result ot his having seen the President last 
Thursday. He seemed to be under t he i mpression, as 
a resul t ot his interview with the President , that h e 
could arrange t or a $25,000 ,000 loan with which to buy 
medical supplies , cattle, grey g oods , flour, etc. 

The President brought thi s Chinese question up 
at Cabinet . He said he had had or would talk to 

1C9 

Norman Davis and suggest that they send material through 
the Red Cr ose. Ur. Hull spoke up and sai d they were 
thinking of assi s ting the Chinese t o buy materials whioh 
might be considered tor relief purposes , bu t t here was 
no statement mads at Cabinet which led me to beli eve 
that the mat ter was settled. 

Friday morning I got a request from t he State De­
part ment that t he Far Eastern Division wanted to s ee me 
alone i n regard t o the Chinese loan. I gave them an 
appointment tor Tuesday. 

Befor e seeing the Ambassador I read the corres­
ponde nce trom Magill in connection with the Chinese 
l oa n, particularly Bullitt' s letter. 

I f ound t he Ambassador was under the impression 
that the whole mat t er was settled . I told hi m not to 
advi se his Government that the mat ter was settled as 
the President had not instructed me to go ahead with 
. his and that wh ile I was i n favor of maki ng the Chinese 
a loan, and have been tor over two months , that the 
matter had not cleared t he Stat e Department. I t old 
t he Ambassador that it the Pr esident and Mr. Hull would 
say 1 yes•, that I could settle the matter with him in 
twenty-four nours . 

The Pr esident mentioned at Cabinet that t he Chinese 
would repay us in ki nd ; namely , would P&f us back, say, 
in nour. I asked t he Chinese Ambassador whether this 
was his i dea. He said no, t hat t his was the President's 
i dea. I said per sonally I t hougnt i t was much better 
to make it a dollar loan r epayable in dollars and he 
agreed emphat ically with me . He sai d that he thought 
they could t ake s ome of this material r ight into Sh~nghai 
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and that the Japaneae would not seize the material •• 
it waa for relief purposes. I doubted this and be 
said that we could make one test ahipment. I &eked 
him if we could get into China another way and he ea1d 
through Hongkong or Saigon. 

I aaked him how much time t he)' had and he said 
the)' had no time to spare; if the)' were going to get 
the materials into China, it would take at least two 
or three months. He said there are 50,000,000 people 
in China who need help before winter comes. 

He asked me if there was anr reaaon why the)' 
couldn't now glve publicity to the purchase of silver. 
I said there waa no reason and that I would be glad to 
see them do so and t hat I had requested Professor Buolt 
on hie return to give it publicit)' . 
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. PARAPHRASE OF TELEGIWI 

From: 

Dated: 

Amlegat1on, Bern 

September 3, 1938 

Tyler leaves September 6th. 
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Secret ary of State , 

l!~ahinzton. 

Sc~tcmbcr 3 , 11 a , m. 

GRAY 

Bombay 
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D~ted Scptcmbcr 3 , 1S3e . 

R£c 'd . 7 a. . m. 

FO:t '.:'!!::: S ECRETARY OF Ti':E 'J.'i:~ASURY , 

DuE to thE tcnot EuropE o1tuation rcc.dy ai1vcr c.dvanoed 

sharply from rupcca 50- 13 per 100 tolaa to 51- 4 but u1th cnec­

ment cloatd c t 50- 12 . Stocke catimatcd nt 2500 bnra nve~a3c 

daily offt::kE 20 bar a . Importa dur1 ng thE: r1c ck 1 '73 baro . 

Due to thE: .dollar apprecia tion and Europe aituat1on 

ready gold advanced from rupeeo 36- 0- 6 per tola to 36- 4- 6 

c1oaed ~t 36- 3. 
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IIJD 

London 

Dated Septecber 3 , 1S3C. 

Rec'd , C:30 a . ~ . 

Sccretery or J tatt , 

r:esl'..in.:;ton. 

862 , ': e;>tcmbcx- 3·, noon. 

Tru: doll:~r opened steady ct ~.est. Again just ~ct'Ol'C 

gold fi::i n.:; it turned bid and 11aa llJ.).owcd to go to 4 , 84-3/4. 

LikEilisc c old ·.ras ).n demend, 26(, baro being sold at 1~3 

shilll.ngs 5 pence . The too r >:~dy optimism engendcr-.d ~y 

Reuter's :·c-,or t or ycaterdcy a:ttr~·noon i a disappcarln:;. 

(J"' 
CSB 

EEII'NEDY 
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m .... SDI 

lept.aber J, 19JI 

AI(IMB •sst 

IUO Dll .J .AIIDlO ( IIAZIL) 

Tour 20J, J.qwot 25, J p .a. 

!be tollowiac a\rlo\17 coDtlden\1&1 o~loatloa la tel._r~ 

JOU a\ the requut of the Jederal h .. rYe :Balik of Iew To~ t or delbel'7 

1 Sept .. ber 2 , 19JII, Buloo do Bruil, l.lo de .r..,.lro, :aruu. 

Dear Sire : 

We rater to J our letter dated ~·t 24, 19JS, addre .. ed to the 
.U.rloaA .Aabaau4or at l.lo de .r ..... l ro, 

Ve baYe been authorised bJ the Seoretar, ot the '!reaeurr ot tile 
Uul ted State a \ o &4Yhe J OU aa f ollowa: 

Ve, u f boal aceat ot the UaHed Statee, are prepared \ o receln 
cold ae\ \ o ua troa abroad bJ JOU or J Our C'O'I'enmea\ u4 to hold the 
._ U.Ddar euark u4 deal tll..-.wi til u pro'l'ided i.D the arruc-at 
oontai.Ded i.D \ba letter dated .T'I>lJ 15, 19J7, troa the S.oretar, of tile 
'!rea8urJ ot the 11111\84 State• \ o the IUllh\er of llauoe ot :aruu, u 
euppleaented bJ \hie leiter, 

Itea (4) of aaid latter of .J'I>l7 15, 19J7, pro•lded ibai allreb aball 
be repurobaaed I at raoh Uaea u -.:1 be -ttaall J acreed upoll 'ldle1l raoh 
aUreh are purobaaed t r oa JOU bJ ua, •••. 1 tllUl fllrther llOUce we an 
prepared t o acne tlla\ _, or all allreh purobaeed bJ ua froa fOIL 1l1lder 
auch ...-raac-ea\ aball be replll"'hu ed ( la till W State a dcllara) bJ 7001. 
troa ua 1lO later than ..,.. par after tile date of the purobaee froa JOOl 
b7 ua, at tile - r ate or ra\ea ot •zohn .. a\ wtlioh nell ailrela aball 
ban beeu purobau4 troa J OIL bJ u. If prior to \ba uplraUoa ot Wilda 
o...,...7Ur period J OOl reqaed tllai raoh date be u:\uole4 fer a fllrtller 
period of tiae, ooaaldera\lou will be cl•aa to raoh ~·'· 

• 
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-a- 1102, llep-r ), ~ p.a., ta IUo d& Jaael .... 

lfe alao -era• ¥1\lo r ov requat to 110411'7 the lut aaa\eaoe of 1...., (4) of uid le\\ar of Jul.7 15, 1937, ta I'M4 u followa: 
'Ia U.. u ... oa of ~nell requa\ aill'ala ia U.. .. out ot nell 8C4r'lle4 tater .. \ ehall be purohllaed ( 1ll tJaHH. Stataa d.ollara) '117 ,.,.... froa ua at uid rata or r a t .. of exohanee d U.. e>IA of eaah ncc .. ah•a aU...Oa\lo per1o4 froa u4 attar the date of U.. pvohllaa of \loa aill'ah 'b7 ua troa 7011 u4 upoa U.e tarai.-Uoa ot \lola arr...,...at.• 

lfa .. - that fOV dealpaUoa aa fhcal acezot of U.. tJalte4 Stat .. of Braall to aatar lll\o U.. arr--nt ooahllp la\e4 '117 U.. latter of Jul.7 15, 1937, aa auppl•eated aa4 11041t1M haralll, will 'ba ooot1rlle4 h our Seoratar, of tha !l'raaa1U'f or t o ua 'b7 rour Oo•e~nt. 

Wa will uaa our boat efforta to -aka ar~ta f or rafla1Dc oo arrhal for account of U.. Braa111aa Go•a..-at, nell cold aa .., be ohipped. Before we oould obtaiD aa eaUaata of the ooat ot raf1a1ac, we would Daad to c ow wheU..r U.. gold c oDoleh ot oollla or bare u4 tha approxi .. ta tiD&Deaa thereof, u4, if bare, the epproziaate waicbt of eaah bar • 
.. .., trul7 r oura, L. v. holr::e, noe Pruld&Dt.• 

U:!'L:D 

lltiLL 
(rL) 
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PARAPHRASE OF BZOTIOI THREI, TZLIDRAK 10. 1394 OF 
SEPTJ:K.Bm 5, 1938, J'ROil TH1: Ald:RIOAN EIIBASST, PARIS, l'lWICI 

lly privat e banking friend mentioned abo't'e was i nformed 

by an official of the French lliniatry of Finance that France 

needed a conversion of Government debt, but that it would be 

foolish to carry out such a step now before cons~.ation of 

heavy borrowing to meet the requir11111ente of the Tree.eury. 

It is my friend ' s opinion that the franc is destined to 

weaken until the French Government faces its economic and 

budgetary pr oblems in a more realistic way. 

END ld:SSJ.GE. 

BULLITT. 

EA :LIW 
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·~· u I"':OIUtAL R&,aiE .. V E BANK 

Of" N,&W YORK 

i17 

,.,. .,.,,,."" CORRESPONDENCE 

coanDMUL nLII 

L. •· lAMe 

DATE ltpttabU J, llllo 

SUaJE CTl IILWBOII COIIYIIU!%01 m. 
--~IJH o• DGt.MO. 

loltioa oalle4 •• at rq bolle at lalO P••• there had bae 

no ne .. at the Uae buaS.a .. • opeecl !JlcS the aU'ket rF14eU1 -114el'­

lnl thh a.iaoaa had attacltecl aterllq with aucb l'eh•ece that aattera 

bed alaoat cotte wt of haDeS, tbe tuneS tlrat 1Upporh4 at •."II end 

had to gln up tlo,ooo,ooo w1th1D tll'e llllluha. After that lt aapportecl 

et 4.82 VE to •·•• V• eel t he total loaae1 ot the c1a7 ,.r• tao,ooo,ooo 

· plut abwt Uo,ooo,ooo 'IIOrth ot coleS 8014 to the 111111 ucS to t he 

!Ntch. lp~1the attack1 oa the aterltn& had bee tanne4 by PHil 

reportl talltln& of lllO 8hill1n&a tor aolcS and the dollar at 4.eo-•• m, 

alao by repone reoe1l'e4 t~ ••aDoe 4urlrl& the day to tho etten 

thet t h e eo11DtJ7 wu pal'tl)' aob111s1na, that all ott1oera had b .. 

put oo notice, that all tolepbolle people ••re oo 24-boar aerrloe en4 

d l techD1c1ena bad bee told to bold th•ael,. .. 1a read1ne11. the 

let .. t n .. a tro. Ge ... aDT-CIIOboalonlt1 a wu to the etteot that the 

Cuohoalonld.&D Cab1net waa •..Una to coaaS.cSer ita tiDal otter to 

the Bu4ete Ge-1. 

loltoa •tnttooe4 that be waa 8hipplna n,ooo,ooo coleS oa 

the AClU1t11Dia lOI'tiD.I ~ aDd 1r11 arreocina tor aDOther 8hipaet 

on tha Lao.ta. 
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Stcr ctar y of State, 

Washi ngton. 

867 , September 5 , 5 p . m. 

ORAY 

London 

11Mk 

Dated September 5 , 1938 

R EC 1 d 12 : 40 p . m. 

FOR TREASURY PROM BUTTERWORTH. 

With reference to my telegram 8551 Scpttmbtr 2 , 

l p. m. , I quote below the comment in today1 s TIMES : 

"The negativE rEaction of thE stock markets to 

political circumstanc es which in former days would have 

provokEd thEm to all too activE positive action has not 

been duplicated by the EXchangE and bullion markEts. ThE 

samE circumstances which havE bEEn accEpted in tht stock 

marktts i n rtctnt wttks as a motivE for avoidi ng both 

purchases and what is more significant sales of sEcurities-­

witness the almost complEtE lack of business--havE ltd in 

thE EXchangE and gold marke ts to a marked intEnsifi cation 

of activity. Tbt latest i ndication of this is thE sugges­

tion via thE rates payable for t hE reinsurancE of marine 

risks, that availablE shipping facili t ies may b£ bEcomi ng 

technically i nsuffioi tnt to cop£ >~i th the flow of gold 

f r om Eur ope to the Uni ted S tatts . During thE past month 

a lonE shipments of gol d f rom this country have totall Ed 

something 
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somethi ng likE 25, 000, 000 pounds , 'l'ht aggregate turnovEr 

in thE bullion mar ket has of coursE bEEn much greater 

though it must not bt assumEd that tht turnover is 

necessaril y a prEcisE mEasure of thE loss of gol d by thE 

exchangE fund, On thE contrary it almost cErtainly is 

no.t , About 35 , 000,000 pounds covers thE amount of gol d 

sold at thE fixing and thE post fixing salts havE possibly 

btm as much again , But somE of thE buyers at thE fixing 

havE rtsol d tht gold afterwards, Even 35, 000, 000 pounds , 

however, i s a qui te abnor nml figure , ignoring a certain 

tEndency to pEriodic abnormali ty in the bulli on markEt 

thESE days , 

This sEnsitiv enEss of th t bullion market as a poli­

tical baromEtEr is in its way i nstinctivE, The present 

generation on thE continEnt has an all too t ender rccol­

ltction of what happens to currcnoy and stock EXchangE 

va l ues as a result of war and the pres ent mov tmtnt into 

gold rtfl tcts in part a btlitf independent of profit 

considErati ons that gol d providES greatEr sccurity than 

tither . This has bttn only one clement in th E marktt 

however . ThE incrEasE in thE purely hoa~ding demand for 

gold has coincided wi th an intensification of thE demand 

for dollars furnishing capital and currEnt account as 

against 

119 
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against sterl ing and to a less extent continental curren­
cies on purely toonomio considerations . As such this has 
probably been a minor factor but not so the related factor 
of the expectation of a gold profit through a furthtr fall 
in stErling tn ttrms of dollars . As a result of that 
expectation gold ha3 btcomt a medium for considErablE 
professional speculation, txprtsstd partl y in the arbitragE 
shipmEnts of bullion to llEw York against salts of dollars , 
partly in the purchnsts and resales of tht mttal itself, 
To what extent such speculative activity has bttn fac i l i ta­
ted by tht rcnoval a ftw months ago of the ban on bank 
loans sEcured on gold together with that on hoarding of 
gold coins and by the provi sion of means for forward deal­
ings on gold mus t rEmain an open question. But it should 
bt obsErved that tht chang£ in the official attitudt in 
this ccnnEcUon was i nflnEncEd by tht knowlEdge, forcEd 
homE c•r the gold scarE of l ast ycar , that ownership of gold 
by thE public rEpresents an EffEctivE form of sterili za­
tion and as such may bE hElpful whEn thE gold movtmtnt is 
in thE other direction, if tht ban wtrt reimposed it would 
mean, whEn th£ gold tidt changed, o corresponding i ncrEaat 
in thE cost of official stErilization. MtanwhilE not 
the shipments of gold to New York rEprEsEnt arbi tragE opera­
tions . A fair proportion art prEsumablT direct salta by 

tht 
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thE ExchangE fund to tht American Treasury. PrivatE or 

official thEY provide a c ertain support tor stErling pend­

ing the revErsal of thE currEnt political and economic 

downgrade which 19 aft Er all thE ultimatE function tor 

which thE ·gold in thE fund wo.s accumulo.ttd, " 

The dollar opEnEd at 4, 84 and shortly thcrcafttrwards 

the demand btco.mt heavy due according to exchangE dEalers 

bo thE tact that no concrEtE good news was produced over 

thE week- End and at tht sam£ timE thE ? rEnch reservist 

mEasures occurred. The dollar immediately movEd to 4. 83i 

without any appreciable businEss bting dont and rapidly 

wtnt to 4 .82t at which point tht Bri t i sh authorities 

apparently gave support . ThE volume of trading has been 

largE . Gold fixi ng was also unusually largE, 647 bars 

being dEalt in at 144s ld, Lattr thE British fund gavE 

gold at ld ovEr thE fixing price and at 2d. For thE 

first timE in many days thE franc has also bEEn undEr 

prESSU":'C o 

NPL KENNEDY 

121 
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FROll: .uaa:rioan J:llbaaay, P&ria, France 

Bep~emba:r 5 , 1~38, 6 p .m. 
% 

DATil: 

I O.: 1394 

FROll OOOHlWI. 

I bad a talk with my friend a t five P••• He had 

just talked wi th London, where at th&~ hour British 

control bad yielded 28 mi l lion dollar• and 4 million 

uerling of gol d t o hold :rata at 483i20 t o . 30; hie 

Britieb f r i end& be said bad been oonaide:rably worr i ed 

about aoae 400 million pounde of eterling belanoea 

which came in from abroad and bad b een built into a 

top-heavy et:ructure. The immediate oauao of the 

t oppling ie t ho Czaob eituation. It is proving vary 

ooetly t o reaiat downward tumbling now that the old line 

of parit y baa beon wiped ou~. 

By five o ' clock tho French control had l ost 400 

t bouea.nd pound& in order to keep the rate eteady around 

178. 30. 

Today I had lunch wi t b Portera of Standard Oil 

and a Pari& llorgan partner. In Porter s • opinion, t he 

equalization fund of Great Brit&in would limit ita 

action tCI opposing fluotuationa. Blt be did not think 

it would try to atop the whole trend of the mark•'• 

which would entail eaorifioae comparable to tboea .ada 

in 
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in the Jl&8~ by ~be French fund. Portera laid emph&au 

on the nervousness of continental boldere of a~erling 

oecauae of the Czeob situation. Be said that t hi s as 

well aa the seasonal demand for dollars bad to be met 

by the British monetary authorities. Friends of Portera 

in Germany have told him that workingmen there are 

becoming more diaaatiafied sinoa the Reichemark buys 

l eee food for t hem and more labor from them. 

BULLifT. 

EA :Lft 
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Secretary of State , 

Washington. 

417, S cptcmbtr G, 3 p. m. 

11 . FOR TREASURY FROLI HEATH. 

@125 
ORAY 

BErlin (part air) 

DatEd SEptonbtr 6 , 1938 

Rec ' d 7 :50a . m. 7th 

Tht last Reichsbank r eport shows that on August 31 

total currency circulati on stood at 8 , 935 1 0001 000 r eich­

marks as compared with 8 1 705, 0001 000 rtichmarks on July 

31 , 1938, and 797 1000 1 000 rtichmarks on August 31, 1937 . 

The Rt i chsbank bill portfoli o stood at 6 1 647 1 0001 000 

rcichmarks as compared with 6 1 247, 000, 000 rtichroarks at 

the end of July, 1938 and 5 , 283, 000, 000 rcichmarks at the 

end of 1937 . During the f irst week of Scptonbtr thE 

money marke t wa s charact erized by great liquidi ty. A 

largE series of in terest bearing Treasury certificates 

ftll dut on t.hc first of Scp~tmbtr ( cxoct amount not 

revealed) and nEw Tr easury bills offErEd "tr t l ess in 

amount than thE i ncr ease i n funds f r om this sourc e. On 

September 3 the rates for call money varied from 2 3/8 

to 2 5/ e.(which wert about 3/8 of 1~ under the rates 

obtaining a month ago. 
The 
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The stock market has shown a stabili ty and EVEn a 

slight recovery duri ng the last wee~ . For thE fourth 

week of Augus t thE stock market index (1924- 1925 Equals 

12"' - 0 

100) s tood at 101, 6 as compared with 100, 7 for thE preced­

ing weEk, As a r esult of t h E c l osing of thE t ourist season 

and mor e i mportant l y t hE fear of war the rate for regis tered 

marks--r.h1ch is morE or less a frtcly fluctuating currcncy--

fcll from 4, 50 early ln August to about 6 to the dollar on 

September 3 , 

An interesting development tn the capital market 

was t h e decision of the financial author! ties to extend 

the Austrian system of postal savings accounts to all 

post offices in the REich, Austrian postal savings 

accounts art understood to total about only 100, 000, 000 

'!larks , Accor ding to the FRA>lKFURTER ZEITUl!G 1t is hoped 

that the extension of thE Austr i an postal savi ngs system 

to Gcrmany proper will resul t i n a short t i mE i n increas­

i ng postal savings deposits to a total of l , ooo, ooo, ooo 

marks 91h1ch compares 911 th 1s , ooo , ooo, ooo marks savi ngs 

depos i ts in thE regular banks , Postal depositors wi ll 

receive the same interest- - 3%-- on thEir savi ngs as do 

depositors at ordinary banks , 

I n July there wns ngai n a slight net i mportation of 

gold 
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FS 3- No. 4171 Stptcmbtr o, 3 p. m. from Btrlin 

gold amounting to 3 1
500, 000 rEichmarks bringing total 

gold imports for GErmany propEr to 941 5001 000 rEichmarks 

for thE fir st sEvEn months of 1938 . 

KLP:CSB WILSON 
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(k/1 
MG GRAY 

London 

Dated SeptEmber 61 1938. 

Rco'd ?. :i!O n . m. 

SecrEtary of Stat£ , 

\'lash ' ngton. 

873, September 6 , 6 p . m. 

FOR T:':E.'IS URY FR<:. ::! BU'l'l'E~7CR'l'H . 

Tht dollClr opcncd at 4 . 82t• bid and qu i ckly wrnt to 4 . 8lt. 

It thtn turnEd on vaguE rumors that l!itltr had agrEEd to 

accept t hE Czech proposals ard gradually moved up to as h~gh 

as 4 .03~. flhcn in due course this optimism receded it 

moved back to 4 . 82- 3/8. Gol d underwent similar fluctuations . 

474 bars ~t 144 shillinGS 2~ pence wert dealt in at fixi~ 

am ir:mt:di::.tcly after fixing the price rose a half penny. 

1'11 th the I?Eal(tning of the dollar it fell to 144 shillings and 

lotci' t~ British fund gavE gold freely a t 144. 2! pence \'lhi<Xh 

caused the dollar to ro~oin steady ct 4 . 82- 3/8. Tht dollar 

fornnrd r~t cs hove movEd out, s ix ::tonths to two cents ond 

thrEE months to 1- 3/Stt s . It is ?crhopa ~rofitabl• to trans­

fer fu."'ds to i'cn York , n thrEE months ~witch would yield 

1~ ol us "113' '.ntcrcat yiel d obtni ncblt. 

The frnno woo attody but C\gc.ill under sane press ure . 

Tht unemployment returns for /,uguot 15 published todny 

whilE 
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PagE 2, #873 from London 

\fhilc recordi ng a decrease i n the numbers out of work of 

13, 700 cannot be to.kcn o.s an indication of a turn 1n the 

business trend, the reduction bei ng due lo.rgd y to terminr.tion 

of bolidnys in Scotltmd. Th£ returns show incr ecses o.gnl.n in 

uncmplOymrt;lt in the textile , cngin.ttring end iron ard steEl 

i ndus tries . TotDl unemployment :t 1 , 759 , 2~2 stood on a 

co.· 'Or.rnble basis at about 451 , 000 nJ:lrE t han a year a (lo . 

KE NNEDY 

CSB 
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STRICTLY CON!'IDKNTUL 

Paris, Septamber 6, lQ~. 

My dear Mr. Secretary: 

At 3.30 this af t ernoon Mr. Ruett asked me to come 

over to the Ministry ot Finance to receive a message • . 

Attar hi s return trom visiting the British Treasury in 

London, Ruett bad telephoned me on Friday, August 26, 

to the ettect t~at be bad tound the British Treasury 

sympathetically interested in the American proposal 

tor assistin.g the tranc, but that it bad bean deemed 

advisable to rater the question to the Central Banks 

ot Bngland and Prance tor analytical study. 

When Ruett received me this afternoon be told me 

that, attar consultation with the Bank ot Prance, the 

French Uinieter ot Finance desired t o let you know 

that be was extremely grat e tul tor t he suggestion in 

regard to lending aealstanoe to the franc. It was telt, 

however, and particularly in view ot the current inter­

national political situation, that tbs proposed plan 

might even increase speculation in the forward tranc, 

and that it would be ditticult to avoid publicity it 

'l'he Honorable He lilT llorgentbau, J'unior, 

Secretary ot the Treasury, 

uaabington , D. C. 

the . . . 

\ 
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the plan should be undertaken. The Minister was most 

appreciative or the interest which you had shown and would 

welcome any other suggestion that you might see fit to 

make toward the same end or str engthening Tripartite 

cooperation. Since our proposal had been advanced 

orally, Rueff asked that we consider this as their 

verbal reply . It was obvious that he, as well as ~inister 

~erchandeau, had been really moved by your desire to 

lend them a hand in the present circumstances and that 

t hey regre tted very much that such technical support as 

we had devised to date apparently would not relieve the 

situation. 

Rueff thought the international political situation 

easier today, but realized that the atmosphere would be 

tense tor several weeks to come. Be eaid that the 

Treasury position had not yet become ditticult and that 

no plana had yet been made tor new financing. 

I gave you the above information by telephone at 

4.30 this evening. I am not making this a matter ot 

Embassy record. 

Faithfully yours, 

HLIC/ame 
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IIJ 4Mr Ja. Sooro\&rJI 

At a.ao \ hla at\ornoon wr. Ruott aakot .. \o ooaa 

oTor \ o \bo ~lula\rJ ot 11uaaoa \ o rooo1Yo a ........ 

At\or hla ra\~rn troa T1a1\1ne \ ho Brl\lah Trooa~ ia 

London, Ruoff ll.a4 \olo~lloa.t .. on Fr140J, AII&U\ 11, 

\o \ba ettoo\ \ha\ bo ll.at to~4 \ho Br1\1ah Tro..ury 

a,_pa\bo\1oallJ lu\oroa\a4 1a \bo Aaorlaan propoaal 

tor aaa1a\1D& \ho trauo, ~• \ho\ lt ll.a4 baeD ...... 

a4Y1aablo \o rotor \ho ~~oa\loD \0 ~o con\ral BaDk8 

o.t BD&lOD4 au4 7ranM t or ODalJ\1oal ""47• 
WboD Ruott rooo1To4 ao tbia at\orDOOD bo \ol4 .. 

\ll.a\, at\or oonau\aUoa wl\b \ha Baak ot rruoo, ~• 

rronob W1n1a\or ot FiuODoo 4oa1ro4 \o la\ JO. ~ 

\ba\ bo ... os\r ... lJ sra\otul t or \ ho --~·\10D 1a 

rosar4 \o l01141na -•1at anoe\o \ha trano. n ... tolt, 

howeTor, aa4 par\lnlarlJ 1D Ylow or \bo nrrea\ 1ator­

na\1oaal po11\1oal oi\ua\loa, \ll.a\ \bo propoeo4 plaa 

alp\ OYOD 1aoi'0&80 ....Ua\1011 1D \bo torwer4 truo, 

aa4 \ba\ 1\ would bo 41ttiou1\ \o aYol4 pgbl1o1\J lt 

132 

\ho • • • 

Tho Boaorablo BoDrJ ~orgon\ll.at~, l~lor, 

Sooro\&rJ ot \ho TrooRrJ, 

vaablng\oo, D. C. 
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-. -
\lle plu Acllal& 'M u&enu•. 1M M1a.la~ wu _, 

appnelaUn or \he 11l\erN\ &lela ,.. lla& .a- ..a Wftl& 

w le- U7 ouu R&P•U• \lla\ ,.. a1cll\ ... tit \e 

ulto ._... \llo- ... or •UUC'U•lac h'lJU'l\e 

oooperaUoa. Slaoo av PI'O'P'Iaal lila&.._ aa-a 

onlly, Ruoff u lte& \lila\ .. oouUu \Jda u \lilall' 

nrba1 n p1y. I\ ... ob'l'lna \ba\ he, u •11 u ICb.la\o:r 

l:arohan .. au , ba4 been r..l.l7 ..,...... b)' yo.:r boll'e \e 

len4 \Ilea a han4 1n \ he pi'Hen\ dl'-\aDM& ..a \lila\ 

\ ho:r n a:rotto4 nry auoll \lla\ nell \ealln1aal n ppo:r\ u 

.. ba4 4a't'1&o4 \ o 4&\e a ppann\17 woul& no\ nllaTa \lla \ 

&1\ua\lon, 

Ruott \hQU&h\ \ho 1a\a:raa\1oaal po11\1eal al\ua\loa 

eu ler \o4a:r, 1111\ nallae& Ua\ \ 'be ataoapllvo ~• lie 

\onao tor anoral wolta too-· Ho .. u \ha\ \lao 

Tnuury poe1Uoa lad 110\ ,.., b M- Uttlnl\ ... \lld 

ao p1aaa lla4 yo\ b•a ad.o to:r - t1aanalae. 

I pn 7011 \ha allcrfa 11ltomaUoa b)' \e1apholle a\ 

t.SO \Ua O'l'aaia&· 1 • ao\ .Ula& \Jda a -\\el' at 

...... ,. """· 
Pal \htUl7 JOUO, 

IIMC/ _. 

Regraded Uclassified



13-t 

SJRlC!LJ OOKFIDmm,U. 

Par t e, Sa pt. .. ber 6, lt38. 

liT 6Mr IU' o Beent.a~ : 

At. a.so thu at\ernoon u . R111tt uut .. t.o ooa• 

OTer \ o t.be 1-lcbt.l"J or ll'l nuee t.o reoa1Ye a u e ea,se. 

At\lr b l a return troa Y181t.1Jle \ be Dr1Uab Tn e.ur)' 1a 

London , Ru.lff lla4 t.ele;~bonet a e on 11"14~, A~\ &6 , 

t.o t.be etteot. t.bet. be ba4 toun4 t.be arlt.lab Tnaeury 

anapet.het.laallJ' 1Dt.arane4 lD t.ba .warlean propoe&l. 

t or aaa1at.1Ac t.ba rr~oo, but. t.ba t. lt. ba4 bMD te ... 4 

a4Y1aabla t.o refer t.be ~~•at.lon t.o t.ba cent.ral Baaka 

of l£D&lu4 an4 J ranH tor anal.yUMJ. nudy, 

IJbe» Ruart ""he4 u t.bla att.arnOOA lle t.ol 4 .. 

t.llat. , ett.er oonavl\et.ioa wl\b t.be Daak or nee .. , t.be 

r r•nab 111Dht.er or rlDaaee 4ee1H6 t.o l et. TIN Ita .. 

t.bat. be waa enr-lr Cft\at1&1 tol' t.be n u e • t.l- 1a 

n aaH t.o len41DJS ael'll:e.t.an.e t.o t.be tnne. l\ -• felt. , 

b....,,r, an4 pert. lwlulT ln Yl .. or t.be w rrent. l.Jit.er­

nat.lonal pol1t.1eal al\ uat. lon, t.llat. t.be propoaet plaa 

al£11\ •••n l nol'&&&a epenlat.lon ln t. be t orwart trane, 

an4 the\ it. would be 41tt\e~lt. t.o a•ol4 publ1o1t.y lf 

Ttl• s ooonbla a.~ wor p nt.llall , lillllor, 

s.een~ or \lla 'l'Haeo~, 

~. aell.lA&~D , D . ... . 

t.ba • • • 
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-.-
t.bo pl .. ~~ 'M u4enu•• TU lllah\ea' wu _, 

oppndo\ln ~ \M lJiwnn .ato ,.. ul aa- ... -.11 

.. u- UT nur -....u. \11&\ ,.. alP\ - ru te 

aa~to '-1'1 \be-_. or o\JWC\lleaia& btpu\lte 

oooperaUoa. 91a" 0111' pii'OpOool llal 'Mea aiYu.., 

on llr, a.ott aokol t.llo\ w ooullv \hlo u t.lloll' 

nr~ npl)'. 1\ _. o'Ht ... \ha\ llo, u ..U u lllalo\u 

l!arollulaau, llal beea l'Mll)' ~ 'II)' )'O.r lootn w 

loDI \Ilea a llaiiA la \ho pi'Non\ el~\uaao oDI t.llo\ 

\hoJ npeuot ftl'J -• \!Ia\ oua HM~llo&l llllPl'W' u 

.. hal ln1ool \o taw ap,.HD\1)' ~~ no\ nltno \U 

a1t uaUon . 

auetr \lloqll\ \he 1a\ona\1on&l poUUo&l ol\uoUoa 

... lor \04Q', "' noll_. Ula\ Ula awoophn ~~ 'M 

ceuoo tor onol'al wooko \o o -· Ho oall tha\ Ulo 

TI'HOIIr)' pooU1on llal n.o\ )'0\ boo- 11tfl011J.\ ul \ba\ 

no ~lue lla4 ro\ b- .... for - ttauot.a&. 

I pn JCN \ho •~• lJifo.-U• 'II)' Hlo~ a\ 

,,ao \hie n•lA&· I - ao\ aaklA& \lila • -•wr or 

JakaO)' NMrlo 
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PARAPHIW!Z OJ' TiLEGIWl RIOIIVJ:D 

J'JIOii: .&lllerican J:mbaesy, Ric de Janeir o 

D~TI: September 6, 4 p.m. 

NO.: 311 . 

STRICTLY CONFID&NTI~. 

/-l f..::t_ 13S 

4 purely unofficial understanding baa been arrived 

at between the President of the Export- Import Bank and 

the Bank of Brazil under whioh the Bank bae agreed to 
ian 

guarantee payment of oradita to the Brazil/Government 

tor the sale ot American products. For the Bank of 

Brazil this represents an entirely new practice aa it baa 

consistently denied extending such facilities in the past. 

Only purchases made in the United States are covered by 

this plan which restricts those Which are in part at 

least financed by the Expor t-Import Bank. 

I am informed by the Bank of Brazil that in view 

ot the European situation, it plane to dispose of Bri tish 

bonds to the nominal value of a mUUon pounds and to 

bu;y a corresponding amount of Government bonds of the 

United Statea. 

In addition, I am i nformed by the Bank that it ie 

seriously considering severing relations with the Britieh 

b&nll:ing firm of Rothloh1ld with which it baa been doing 

business tor thirty years. The Bank eaye it desires to 

establish 
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eetabliah oloaer oonnaotiona with Jaerioan banta &D4 

that it reaant• what it belieTea to be the highh&n4B4 

attitude of Bothaoh114a. 

Pleaae infom OolBIIIeroe. 

O.lJ'J'IRY 

T 
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PAlU.PHRASI OJ' TELIGIUll RIOIIVED 

m 01.1 : American lllllbasaJ, Paris, Prance 

DATI: Sept•ber 6, 1938 

NO.: 1397 

ntOK COOliR.U. 

At 4:15p.m. I talked with the Bank of France . I 

waa told the French stabilization fUnd bad had a light 

day at 178. 29 to .30, and the Bank understood that 

., 'l8 
J. v 

the British had done only one-third aa much aa was done 

yesterday, Still active market in London , with rat es 

moving widely, However, more hopefUl news regarding Czech 

situation bas caused improvement both in London and Paris 

today. 

This afternoon I went to see Rueff . Rueff told me 

that the French Treasury situation is not yet difficult, 

and they have not yet evolved new f inancing plans. 

Rueff expects that for several weeks the international 

political situation will continue to be tense, The French 

he said are not particularly worried about st erling deprec­

iation since the f ranc was moving with t he pound. I asked 

about the outlook for the belga and the lira if the present 

decline in sterling continues, but be would make no comment, 

nor would be estimate the laval to which the pound may fall . 

Rueff said be did not know what the plana of the Britieb 

were in this r egard, 
BOLLITT. 

ti:Lft 
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PARAPIIRASII OF TELIIORAll RIIOIIIVJ:D 

TROll: Aaerican Eabaeey, Parie , France 

DATI: Sept .. ber 6, 1938, 5 p.m. 

10. : 1398 

STRICTLY COIFIDIIRTIAL. 

Today the Chinese Aabaesador in Paris advised me 

that llr . ~. P. Chen had not been well , and had not been 

able to leave China; llr. Ohen had previously made plane 

to go to Washington, arriving there before Secretary 

of the Treasury llorgenthau returned from llurope. It had 

been the intent ion of the Chinese Government to send 

llr. Sing Lob Hsu in place of ll.r . Chen; however, llr . Hsu 

had been in an airplane accident recently and had been 

killed. In view of thie, llr . Chen, although be 1s not 

yet in good health, nevertbelese has made plane to sail 

fr011 China on the tenth of Sept .. ber. He expect& to 

arrive in Washington on the second or third of Oct ober. 

The Chinese Aabaesado r her e received a meesll8e by 

t elegraph from the Chineee lliniater of Finance, aeking 

that he contact me and ask me to inquir e of Secretary 

Uorgentbau whether it would be conveni ent for him to see 

llr. Chen on or about the eecond or third of October. 

Will you pleaee ask the secretary of the Treaeury 

about thie matter, aDd let me know by telegraph what reply 

to make to the Chinese Aabaseadorf 

BULLITT. 

u.:Ln 
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DEPARTMENT OF STATE 
WASHINGTON 

Julr 18, 1939 . 

The Secretary of State preeente hie oo.pliaente 

t o the Honorable the Seor'etary of tbe Treaeury, and, 

in accordance with a requeet from kr. Loohhead'e Officei 

encloses for hie information two oopiee of paraphraee 

of str ictlr confidential t elegram Jo. 1398 of Septeaber 6, 

1938, f r o• the Aaerioan Jabaesr, Paris , wi th regard 

to t he visit of ¥r . Ohen to tbe United States. 

3 copiee of paraphraee, 
Jo, 1398 of Sept .. ber 6, 
1938, fToa Pari a • 

R E C E I V E,Jl 
'f:tft (/ . 

.1111 1 R l!nq 

TR~SURY OEPARTMEIIT 
Ollloe ol t ~t Secret..,. , __ ..... _ 
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TO 

Subject: 

1. 

2. 

'· 

TREASURY DEPARTMENT 
142~ 

INTER OFI"'CE COMMUNICA'T10N 

Secretary Uorgenthau 

Kr. White 

DAT& September 6, 193g. 

The sterling decline and the Tripart i te Accord. 

How low shall we see sterling decline befDre taking 
some act ion? 

What action should we take now? 

What measures of defense can we take later, it 
neces sary? 

1. How low shall we see sterling decl ine bef ore taking acti on? 

(a ) As indicated in my previous memorandum on the sterl ing 
si tuati on a clear justif ication tor lower sterling at this 
t 1me cannot be deduced on information available to us. 

Notwithst anding t he several arguments that might be 
advanced in favor ot lower sterling, the t otal economic situa­
tion does no t appea.r to just ify a lower leve 1 tor sterling 

under present circumstances. It is possible tha t additi onal 
confi dential data that the British Treasury could supply us 
with mi gh t throw a somewhat different light on the ma t ter, but 
the re ie no a priori gro~~d tor expecting that such addi tional 
i nfor.nation wi ll weaken r a ther than strengthen our contention. 

(b) A drop in ster l i ng to $4.go is no t l i kely to directly 
hurt our trade or our business to a noticeable extent. The 
c~pf disadvantage of such a decline will be i ndirect through 
the accentuati on ot monetary uncertainty. The r ecent decline 
in sterling has reintroduced exchange instabilit y , and increased 

gol d hoarding , both the short and long run effec ts ot Which ar e 

1n1m1oal to world economic recovery . 

However, I do not believe t hat under the terms ot the 
Tripartite Accord and in view ot t he total circumstances we are 
jus t ified i n r egistering any strenuous objection to a decline 
in sterling to $4.go. I believe it would have been better tor 

all concerned bad sterli ng been pegged around $4.86. But the 
decision on that policy rests wholly with the British Treasury. 

In conducting its operations it must be the judge as to whether 

i; 4~.l5~e to permit sterling to decline under pressure even 

' 
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(o) The danger tor ue 1s that t luotuat1one in sterling 

•h1le starting out apparently as a r e sult or !light trom 

sterling, may gradually develop into a downward trend. We 

cannot reasonably take any action with respeot to f luctua­

t i ons or sterling between $~.SO and $~.86 but we want to 

be cert ain thAt s terl i ng doesn 't move suooeaaivel y to lower 

levels without our fi r st having decided what our poli cy is 

to be in that event, and without t aking t he prelimina r y 

first steps t o proteot ourselves against an unreasonable 

decline. 

It sterling drops subs tanti a lly below $~.So , our 

foreign trade and our domestic business will be adversely 

arrected. I t must be remembered that s terling deolinee 

w111 sooner or later be accompanied by decl ines in many 

other ourrenoies i mportant to us. How serious the total 

erreot would be on buslnese conditione here no one can aay, 

but certa inly it would be harmt\11 enough to warrant care­

ful reexaminati on or the situation betore we a re accompanied 

by a tait accompli. 

Therefore, I believe we ought to take some action 

as soon as sterling touches $~.80. 

2. our first s tep should be a reque s t tor statement or 

British intenti one. 

As soon as sterling drops t o $~.80 or even $~.81 we 

ought t o ask the British Treasury t o tell ue just how much 

they in t end t o let sterling drop. We ought to know what 

criteria they are now applying in their dollar- sterling 

operations, whether t hey intend to push sterling up it t h e 

European political c risis subsides, or whe t her they will 

l e t sterling drift l ower in any case . 

It 1e a question t hat we oan very r easonably aek them 

a t t his time under t t e terms or t he Tripartite Accord. 

We would be in a much better position to know what 

to do next atter we have received an anawer to thr t ques­

t i on from the Bri t ish Treasury no matter what their answer 

may be. 

143 
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Secretary Morgenthau - 3 -

l· IVha t steps we could take leter if necessary: 

(a ) If the Bri t i sh Treasury in answer cleims that economic 

conctitions warrant a lower level for sterling, it would be 

r easonable f or us to request that the matter be made subJect 

to discussion, that all pertinent info~tion be made available 

to us inasmuch as from the information now available we do not 

a~ree that a lower level for sterling 1s warranted. The 

frl partite Accord was desi gned i n part just f or such conversa­

t i ons. 

(b) Should their answer to our question be evasive we 

coul d inform them that we might regard any further substantial 

decline in sterling as a violation or t he Tripartite Accord. 

We could, i f deemed wise at that time, even infor~ 

them tha t we reserve the right from then on to take such 

act i on as i o necessary to protect the posi tion o f the dollar. 

(o) Should t he British Treasury answer that t hey cannot 

hold st~rl1ng with the present pressure against it, then 1t 

rould seem qui te in order for them to i ndicate what their policy 

will be if and when that pressure is removed. 

The 
advantage by 
i4. SO, or i s 
~ 1tu ation. 

question is: Would England be seeki ng a competitive 

letting sterling deoline to a level lower than 

a lower level justified by the total economic 

I f we believe the facts bear out the former ra ther 

then t he letter, we would be just i f i ed in holding that England 

1£ i n our opini on violating the Tripartite Accord. 

(d) If the course of sterling cont inueo d~1 nward and the 

eri tish explanat i on or their action i s unsati s factor y to us, 

there are s everal s teps we can take, the mere sue;gesti on of 

•·hich woul d cause the Briti sh Treasury to hesitate before 

act ing i n a way contrary to what we believe to be 1n the 

1nterPats of members of the Tripartite Accord. 

We could , if the situation warrant~d such drastic 

me~surea , undertake any or several of t he following: 

( 1 ' ) 

(2 ' ) 

Publi cly announce 1t as our opinion that Engl and 

has, by seekin~ a competi t ive exchange advant~e, 

violated the Tripartite Accord. 

Re-open considerati on of t he ter ms of t he proposed 

T;ade Agreement, or if the agreement has gone 
into errect, invoke the hedge clause referring to 

exchange variations. 
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(3 ') Raise the Treasury buying pr1oe for foreign 
gold concommi tantly with the sterling price for 
gold. 

(~ 1 ) Operate heavily against s~erling converting our 
· sterling balances into gpld at once. (Th1e 
could involve alight 1 eses for our fund on the 
exchange operations, but such losses should not 
be the decisive consideration.) 

145 

The mere seri ous indication that we mi ght take some or the 
abo ''e s teps would , I bel ieve, cause the British Treasury to 
check a decli ne below S~.So until they obtained our acquiescence 

The chief and decisive weapon in our arsenal is that 
~land needs our good will much more than we need hers at 
the present time. 

• 
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GROUP MEETING Septeaber 6, l9J8. 
9:JO A. K. 

Present : 

H • .J.Jr: 

!.lngill : 

H. !.l. Jr: 

Uagill : 

'! .M.J r: 

l.tagill: 

EI . !A.Jrl 

!lag ill : 

B. loi .Jr: 

Mr. Uagill 
Mr. Oliphant 
Mr. Gaston 
ilr.Baas 
Mr. Taylor 
Ur. Lochhead 
!lr . White 
llr. Upba.m 
llr. Gibbons 
llr . Bell 
Mr. Thompsol} 
llrs. Klotz 

I did everytMng but read your memoramum. 

How you do surprise me. 

Before you question me. All I had to do was to look 

at the way it was f r amed and I sa~d, nyY God . ~ 

I ' m glad you have a sense of guilt; I can see it 

written all over you. 

I haven't even got a sense of guilt, but my tennis 

was much bett er than it should be . So we ' ll see. · 

We•ll see what we see . Got a lot more. I tell you, 

I didn• t want to embarrass Johni'\Y Hanes by bei .ng ••• ,, 

Well , that ' s fair enough. 

Well, we'll see what we see . Everything else quiet 

on the Potoma, Hudson, am East JU.ver? 

Very quiet. You know how it was over the week-end. 

I ' ve got to tell you people a tunny story. Last 

mght, with the President, about the selling of his 

Christmas trees, which be grows . I said, "I've 

got this man ready 1 but he • s a tough gw. I saw 

h1lll am be wanted to !mow how much. I told him, 

'I' ll price a million dollars worth of boms with­

out the President ' s thoughts, but I refuse to 

price a thousam Christmas trees. ' You ' ll Just 
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Bdl: 

H. H.Jr: 

H. '(, J r: 

Gil•bons: 

M . ~ .Jr: 

147 
- 2-

have to see him yoursel~. • So, •Well, Mac , • 
he said, "Thursday, what about Thursday?" He 
said, "You know, Mr . President, you said you 
wouldn ' t see anybody Thursday; you•ve got this 
Youth Congress on your hands.• "That's right, I 
can1t see anybody Thursday.• I said, "Jiell, 
it1 s no favor , • I said , "you•ve got a lot of other 
places to buy - Nova Scotia •••• • He said, •Let 
me see - Thursday - Youth Congress - tell you 
what you do; I •ve got to show him those trees 
myself. You tell him to be at the big house at 
t wo o ' clock and I ' ll take him around the place 
for the afternoon. " 

I 1ll bet you he spent all afternoon. If I can 
tell one mor e story, which I don't think I have 
ever told - it' s very much in t he same order. 

A f ellow by t he name of Penfield - came from 
Pennsylvania - a very l arge contributor to Woodrow 
Wilson' s campaign, 

\':asn•t he an Ambassador? 

Yes . He ' d been trying his best to see t he President . 
He sent his head gardner - he was a very wealthy 
man - he sent his gardner out t o pres ent the 
President these chrysanthemums. Woodrow Wil son 
said, "Who brought them?" "Mr. So-and-so's gardner. n 
WWell, br i ng him in.• And he had him in for two 
hours, and ta.lked about chrysanthemums, fertilizer, 
soil, heat, temperature, etc. When Penfi eld heard 
about it he said, "Why the dirty so-and-so; he 
won't give me two minutes, but he gives my head 
gardner two hours . • 

(Laughter) 

It ' s a true story, too . 

He was an a~ f lop - Penfiel d . 

Oh, terrible - terrible. So Mr. Langley, of Grand 
Union will get an afternoon, but Bell and I - I am 
putt ing tha two together with the hope t here is a 
basis of selling the Christmas trees - he may see 
you and me . 

(Nods to Ur. Magil l . ) 
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~ . ' . Jr : 

ollphant: 

:1 . t. Jr : 

'ht;ill : 

'I , . Jr: 

- 3 -

(Nods "Nothine . ") 

(Nods toUr . Oliphant. ) 

(Nods "Nothi ng. ) 

146 

Oh, I have something here. With all respect t o 
the r est of the Treasurv , I am not satisfied, 
inasmuch as t he lawyer - I sent this radio message 
in regard to our ac tion on the s elling of this 
marble . You gave me a repo1·t, and I am not - it 
is not satisfactory to me. In other Vlords , they 
don't explain i n their memorandum whether they -
whether t.his was the first marble ever bought from 
Colonel Berry or not . They simply s ay , wwe bought 
twenty- seven samples . " Y/el l , di d we buy t hese 
twenty-seven samples? I don ' t know how much you 
(Uagill) know about it. 

I don ' t know anything about it. 

Well , this is a very unsatisfactory memorandum, and 
you see, it 's this attorney that gives all this 
to Biddle . What I want to know is this, Herman: 
This Chief Geologist for T. v. A. cla i ms that we 
specified a marble which T:as only procurable in 
t he marble quarries of one Berry, and that we paid 
twice as much for this marble as i t was worth 
and in t hat way est abl ished the price for this 
golden quarter . Now Pr ocurement comes back with 
a long rigmarole thet they bought twenty-seven 
lots of marble, and it is a sub-contr acted size, 
but the f act r emains, we do not answer the charses , 
wHow did we come t o do it in the first place?" 
See? And I r ead this t hing very car efully, and I 

am not sati~fied . 

If you will step here a minute, (Mr . Oliphant) I 111 

s how you this . I am not satisfied . This is t he 
Eckel repor t here, and i t says here: "It is 
evident t hat, if this pr ocedure conti nues very 
high values can be given to all of t he worthless 
mineral resources of the Nor ris ar ea . Because if 
one government agency buys them at a high price , 
it will be entirely impossible for us to establis h 
i n court the fact that they are really useless in 
a free compet itive market .• 
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Now that is the so-called Eckel statement, and 
Procurement Just doesn't answer it. Now they Just 

don't answer it. They ssy they bought twenty­
seven - well they could have bought t wenty-six 
lots after that, but how did they come to buy it 
in the first place? And only last December? They 
now change the thing, and they now l'lDJDe the thing, 

or something like it, but it doesn't answer it. 
And if I got hold of that and read it, on the out­

side, I ' d say - well , I don't know. See? 

\'/ell , I ' ll handl e it personally. 

Thanks . Now I think we ought to move very -
reasonably fast . 

(To t.lrs . Klotz:) That was handed to • by Hopkins 
at the last Cabinet meeting . (Hands her paper.) 

We had a very important business meeting a t Cabinet 
last week, and I got this memorandum from Hopkins: 

"Wy dear Wr. Secretary. News Bulletin No. 1. 

A. 

B. 

Wallace is unhappy - cause wheat plus other 
trouble. 

(meaning Roper) 
Dan/is Just the same thank you. 

c. Fanny is on both sides still. 

D. The Secretary of State would like to see 
the Secretary of Vlar in Canada, and wby not? 

E. The Secretary of War wants to stay, and so 
does Helvering . 

F. Farley is still away. 

G. And how are you? 

Harry. " 

(Laughter ) 

Marvelous. The only bright spot in the whole 
Cabinet meeting. It ' s perfect, isn't it? 

And if you will give me that memorandum on shipping 

in time of war - what? 
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Oliphant: 

s. ~~ . Jr: 

Gaston : 

t •• A. Jr : 

OliP!'I."nt : 

anas : 

i! .~ . Jr: 

G .. stvn: 

- 5 - 1!:0 

Uh hub. 

(Nods t o Mr. Gaston. ) 

Li ndley wrote his Sunday column about political 
contributions by employees and used Mr . Oliphant ' s 
memor andum as the basis , and t he Post r an your 
picture with the story. 

I didn't s ee it. 

One of your good pictures . 

A terrible picture . 

Coul.d I see it? 

I 111 dig it U ? for you . Will we have any press 
conference today? 

H ... I. Jr : No. 

Gust on: No? 

R ... I. J r : 

Gaston: 

·• . .• Jr : 

Gibbons : 

No . 
Drevt Pearson is extremely anxious to get you to 
make some statement about Mr . Tydings and t he Coast 
Guard Depot . It ' s practically goi ng to decide 
the election in Maryland, and if you don't do it, 
i t's f avoring wr . Tydings . 

Wel l , my poli tical advisor, unofficially, and my 
official Assistant Secretary in Charge of Coast 
Guard, is back. Could you get a more happy com-
binat ion? 
He ' s just simply annoyed me t o death on that Uary­
land situation. 

\ 

H . ~ . Jr : 
Have him call on Mr. Gibbons . It 's a happy coincidence. 

Gi bbons : 

Gas ton: 

I happened to run into J im Farley in the rest uarant 
last night, and he remar ked, that i t 1 s too bad we 
can't send Drew Pearson to Ala ska and keep him 
there. Goldstnith, 
Our f r iend, lolr . Theodor8 on his f igure 
he says seven fifty cash. 

this mor ning, 
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Are we good for two? 

We ' re good for two. 

All right . Well, that gives me three alternat ives ; 
one, do nothing; two, I ' d give them something j ust 
so they td have something to argue about - half a 
billion to a billion cash; and, three, raise cash 
and give the December maturities a chance to con­
vort. I said I'd call them all back tomorrow 
morning . I'm putting it up to a dozen fellows, 
scattered all over the United States. 

What else? What other good news? 
' 

Well , ~. Schwarz came back from Chicago. He ' s 
seen everybody in Chicago there, poll tic ally, 
who is hostile. He doesn•t know whether they•re 
getting any approval of the decentralization. 
Beck said he thou6ht it was a good thing, but he 
wouldn' t dare do it on account of WcCormack•a 
attitude . 

Anything else? 

That ' s all. 

George? 

I haven't got anything very important . 

Well, I've got something for you, and I want it 
snappy too. I want - which line index do you 
consider is the most reliable on business - which 
index? I mean, taking one index. 

Well , I don ' t think that can be intelligently 
answered, categorically. It depends upon • • • •• 

1'/ell, I ' ll take, for my purpose, the New York Times 
Busine ss Index. What I wa.nt is that line of 
expenditure which you show~ us the other day . I 
want to put it down on my desk. I want to have it 
t he same size, not necessarilY the same ratio. 
The Times Business Index. Then, I want the Bureau 
of Labor Empl oyment I ndex. 

Factory employment, huh? 

Factor y employment, and t hen I want Hopkins ' employ­

ment - the number of people that he empl oys , s ee? 
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Right . In other words, I want to take your figure , 
the New York Times, lliss Perkins • list, and then 
Hopkins• . Now what I ara trying to rtnd out is, 
here we 1ve got a new figure , a new index or 
Federal expenditure, a thing we never had before . 
Is that right? I want to lay that down over the 
last couple years - Bureau or Labor Factory, 
Hopkins• , and Business, and see if those four things ­
if they move together. 

Uh huh. 

See? You get the idea? 

Yes sir. 

In other words, you give me one. In other words, 
if I had the sole responsibility, are Government 
expenditures, private employment, sovernment employ­
ment, and business conditions - now do those - is 
there any correlation between those things whatsoever? • 

Yes sir . 

I haven't seen them laid down together. 

I have enother scheme I was working on. 

I'd like to have that fairly fast . 

One or our men has been working partly informally 
along with Curry's men, on an attempt to push that 
thing a little bit further into it& appropriate 
refinements. They have recently issued a report , 
independently. It is a rather long report and a 
technical report, which has a ver y important bearing 

on this matter, and uses what was formerly known -

we called your attention to the n.et contribution. 
It explains it, and it indicates its position so 
that I think if you are goi ng to do anything that ' s 
goi.ng to lead the Treasury on this 1 if you are goi.ng 

to show it to the President, or anyone else, I 
think you fir st ought to become i.nti.matel,y acquainted 

with it. 

Show it to George. 
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I ' ve got it; Curry s ent me a copy. 

Oh, excuse me . And then Socia.l Security - you•ve 
got a figure of the total number or people receiv­
ing Governoent aid . Get t hat figure , plus the 
Hopkins one. See, t he Social Security. Am I 
right, Dan? 

They put it out - t~~t • s all. 

And talk with Harry, and l et him see this thing, 
will you? 

Yeah. 

You get what I'm world.ng a t? If anybody has any 
contribution, give it to George. But get the 
Soci al Security list. It gives all benefits, 
doesn' t it? 

It includes St ate , Federal, local, and everything . 

Does it 1nclU<8Agriculture too? I don ' t care if 
you br ing me in too many charts; if you have some­
thing better than the New York'-Times • • • • I don ' t 
know whether the cost or l iving will enter into 
this thing . 

I ' Ye got one which is in process. I t has eleven 
curves on it . This point you raise should be 
done separat ely . It 's a little different view 

point than this . 

\'/hen you•ve got t hat ready, let me know. If 
anybody Is got any contributions , talk a s. frankly 
and vigorously as you r eel. I want to get it 
quick. 

My guess is in the next couple months or so you 
will f eel a good deal better if you take a look at 
that report - either of a digest summary or what 
the repor t is, or you might glance through it your­

s elf . 

Anything now but I tell you, the purpose is to 
let you peopie know what I am thiRking, and if you•ve 

got something you want to feed to me, all right, 
but I want to filter through George . 

Wayne? 

\ 
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Vie •r e in pretty good shape on this exchanse control 
stuff, if you want to talk about that any time 
today. 

Yeah. Viall, here ' s my thins; I•ve got all these 
calls. I tm going t o s t art on them again, ten to 
eleven, and you ' re comins in again on China at 
el even, Who will be here a t eleven? 

Feis and Hamilton; I don't know who else. 

Proposed loan. 

Relief, and loan, and so on. 

Harry, you •d better sit in on that. I ' ve had a 
vi sit with the Chinese Ambassador at the house . 
If you will come in five minutes of eleven I can 
tel l you in two and a half mi nutes what he said 
and two and a half minutes, what the President said. 
Somebody has been eating of the lotus flower because 
t hey•ve certainly got hallucinations . So if' you 
people come i n a t f i ve minutes of eleven • ••• 

Anything else? 

(Nods "No.") 

(Nods t o Ill' . Lochhead.) 

I n co~~ection with the China, I ' ve got t he cable 
in now from Buck in which he mentions about Chen• s 
proposed itinerary, and asking for a prompt reply 
on it, so I imagine it's a part of this. 

You be here at five minutes of eleven too. You ' re 
a Chinese Chow Kein expert. 

Poor Archie . 

God, I wish you 'd see him stuff it away . 

I might say that I am just providing a cover for 

the Secretary. 

A darned good cover, too. I 1ll take you along any 

time to cover up. 

He ' s got me stopped there . 
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The exchanges are much quieter; they are still 
erratic , of course, but they are ranging between 

4 . 82 J/4 and 4 . 8Jt. I ' ll have to •tait until late 
this afternoon to get the returns in. 

Give it to me as soon a s you can, every day, will 
you, from now on, what our net gold position is . 

(N~s "Yes.") 

Harry? 

I have a little memo here on sterling situati on. 
I think we ought to do something, and I think we 
ought to s pend a littl e time talking over what we 
mieht do before it 1 s too late. I think t here is a 
first step v1e could reasonably take without commit­
i ng ourselves in a ny way, and putting ourselves •• • •. . 

If this Chinese thing doesn ' t take too long maybe 
we can do a little sterling a fterwards . 

Cy? 

Smyth is in the hospital; he was operated on 
Friday for appendicitis. 

Doing nicely? 

Doing nicely . 

Jefty O'Connor sent me a telegr am yesterday afternoon. 

Be gets in at ten this morning . We ' ll have to see 

him. 

Yes . 

He t alked to Diggs yesterday from Los Angeles, and 

mentioned a number of plans tha t would keep him there, 

and said nothing about coming here . 

Well, it' s a secret. (To Mrs. Klotz:) Ylhen can 

we see him? 

(Low) •. •• 

Let • s tell him ten thirty, and say he may have to 
wait a few minutes, but he should be here at ten 

thirty. 

(Nods to Mr. Gibbons.) 
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Would you be interested in reading a letter from 
Al Cohn? 

Sure . The family is all sore at me for letting 
Al Cohn go. 

That ' s very funny'. 

I ' ll read it later . 

He sent me a telegram, and said Jefty would come 
out fifth, but he misled you, he came out sixth. 

All right. 
and see why 
Coast Guard 
washington. 
years ago . 

Say, listen, I wish you ' d get busy 
- I want a permanent radio station for 
s omewher e within the vicinity of 
we•re no nearer today than three 

You worked on that; it nearly broke - Weesche 
told me that now the Budget Director won't let 
him - cut out his request for money to buy a place. 
It's to come out of National Park money. They 
turned that down. 

Well , the Director of the Budget isn't here, but 
he ' s available after ten o ' clock. But they ought 
to have one. 
As far a s the Budget was concerned, I think it was 
approved, since I came back. We talked about it 
at staff meeting one day . 

There was a memo on QY desk that told me to cal l 
Waesche. 
I don' t want a memo, I want a little action. 

That ' s his story to me . 

Well , see if we can' t get it fixed . 

We performed a miracle on that three two . For two 
years we were trying to get title to property in 
authority through the Justice Department . They had 
three million two hUndred thousand, through this 
P. w. A. allocations, and no titles to it; had twenty­
four sites and only ten days to clear titles to them. 
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Well , anyway, will you, particularly the radio 
station? 
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Yes . You spoke to rue about it before I went away. 

They say now they can' t get it until they get an 

appropriation, In other words , Ickes , and this 

Public Park outfit • • • • • . 

Well , they 1ve got a site, I understand, and they 

need a little money. Not an awful l ot of money -

tr:enty thousand or sooething lLl<e that. 

Yes, it ' s a small amount of money. 

But they really ought to have it • 

They had it 'in' ~t one time and it r:as kicked out. 

Well , see if you can•t get it, will you? 

I know what this is; that is on those architects. 

This fellov1 wants an architect, and I turned him 

over • • •• . 

All right. 

I think wo roight send this telegram this morning, 

t elling them everything is ready, and also it 
provides for a notice to the banks , V.e can expect 

that tomorrow . 

The only other thing I have, you mny recall last 

year when we started sending out checks on the 

uner·Gployment trust funds , that the states were 

requisitioning a great dea~ more than they needed, 

but there wasn ' t much 11e could do about it, but 

call it to the attention of the Board . The Board 

is nor. investigating and the counsel do~n there 

said the purpose of those excess requis itions was 

to give the banks some balances for compensation 

of the banks• handling the business, and the Board 

has now ruled t hat is illegal, so it puts t he 
proposition up to us to try to \fork i t out along 

depositary l ines . I think we can do it. It will 

cost us some money. That i s , i t will cost us 

some balances , but before January rolls around I 

think r:e should try to work out sor:rething from the 

legisl ative s t andpoint , and put t he bala nces in 

the Tr easury of the United States . 
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I don't think I want to do that . I want to 
understand it fully . 
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llay I go ahead and do some preliminary work on the 
depositary angle? 

SurelY. 
Bell: We•ve got to do something . Without it, they won' t 

hanile it at all. 

H."tl .Jr : 

Bell: 

H. r.& . Jr: 

Thompson: 

H.M.Jr: 

Will you talk to me about it? I'd l i ke to go into 
that whole business. 

Right . 

(Nods to Mr. Thompson. ) 

(Nods "Nothing.") 

All right, gentlemen. 
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I NTER OFFICE COMMUNICATION CONFIDENTIAL 

September 6, 193g 

TO 

J'ftOM 

subject : 

Secretar~~nthau 

!~r . Ha~ 

The Business Si tuation, 
Week Ending Sept ember 3, 193g, 

Featuree of t he present outlook 

A general expectat i on exists , both in this country and 

·~rood, that business activity in the United State& will im­

~rove substantially after Labor Day, since the autocob1le 

rod construction industries. are expected at that. time to add 

f urther strenz th to the current business trend. 

We see little in the present situation to justify a con­

!'ldent belief in a further substantial imnrovement this fall , 

On the contrary, recent forei gn developments have changed the • 

bus iness outlook to one of uncertainty, with the chances now 

>robably less than 50-50 that i ndustrial producti on during the 

rer.nlndt r of the year wlll average above current levels of 

~round e5 for the F.R. B. index. Weaknese in the forei gn situa­

tion, through its depressing influence on commodity prices and 

lts ef fect on new ordering , has acted as a strongly opposing 

fac t or to the recovery forces developing in this count r y. 

The wideopread bel ief that business IV111 improve during 

se, t ember has caused some etocki ng of goods , which is in itself 

a weak feature of t h e nresent outlook. It means that a con­

siderable part of the impr ovement may have already been antioi-

~~ted. In the steel industry, for exam~le, some estimates l 
credit 65 oeroent of the r ecent increase 1n activity to pro-

d~c: lon for inventories rather than tor orders, in anticipation . 

or increased automobile compa.ny demand after Labor Day. Lumber 

inventories are also reported to have increased because of 

r ntlcl pated demand from t he construction i ndustry. 

The business level during the next few months wil l be 

ar~ected to an i mportant degree by the trend of stock prices . 

There seems little doubt t hat the s t ock market foundation has 

been weakened by the decline in commodity prices and by weak­

ness in security prices abroad. After recovering 50 percent of 

the ground lost since 1937, p rices of i ndustrial stocks have 
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been unable t o make further headway since the mi ddle of July, 

, _lc utility r~d railroad stocks since tha t time have been 1n 

r decl i ning trend. 

The next week or two, we believe , wi ll be a critical period 

for ·ecurity nrioes, commodity prices, a nd business. Our analysis 

lncclcnt es that Se.,tember is likely to prove a !!lonth or d1sapno1nt­

~ent , though the outl ook might be mat erially improved if a solu­

tion t o t he Czechoslovakian problem ot a mor e or l ess permanent 

~nturc s~ould be round. 

Although var i ous recovery influences continue to support 

t~e business trend, our anal ysis of current business ~Ata in­

lc~tes the possi bility or a t least a t empor ary irregularity or 

"' r:c·~enint; in th.l.s trend during t he tall months , r.hlch ma y de-

enC. largely upon the out.oome of the situation in Europe. Our 

lndex of new or ders has shown a decl1ni~~ tendency during August, 

·11th no evidence of a f.<U.l upturn except t o some extent in 

tc~Hes. While basic conditi ons in t he automobile industry 

.. ,.,·enr vei'Y favorable, the lack or deo!and f or s teel from t he 

nut o'"toblle companies suggests that they may :f'ollo., a more 

c•utious ~reduction policy than previously expected. While a 

furthe r improvement in residential construction and in heavy 

c·~o truct ion i s indicated, the volume so tar i s not sufficiently 

1nr.;e t o cr,rry business :f'or•"Bl'd "i t hout the help of' other in­

•'ustl·iea. 

New York Times index higher 

The New York Tloee business index in the week ended August 

~7 r eached g4. 8 , a s comparod with $4. 2 (revised) for the previous 

•:Pel!: . Greater t han seasonal increneea tn steel a nd luober out-

ut and i n m1ecellanecus carloadings :f'entured the week ' s gains. 

"ther carload1ngs were also h1eher, and electric power output 

':eld st eady. Aut omobile nr oduct1on decl.!.ned, however, and cot t on 

r.lll a ctivity tai led to show a seasonal gain. 

The foreign situation 

:Uro~ean develonmente during t he past week, which have 

~ointed toward a more critical war outl ook, have added further 

ce:'lo.tionary T>resRure to prices. The decline in sterling ex­

chnnge to a new low, below its forcer oar, nrovidee eooe evidence 

of the wei ght of t hese develooments . Although commodity prices 

~~1ne the week have held up well in t he r ace or weakening t or ­

• 1~n currencies, our exnerlence ot t he past several months has 

•hown t hat such develooments usually do not affect commodity 

••ices until a week or· more at'ter exchange rates have declined. 

Regraded Uclassified



seer~tary ~r0enthau - 3 

Steel activity increased 

.'-n increase in the r ate of steel activity this -.·eek 

. o ~. 0 neroent of canactty , a s eocroared w1th 42. S ~ercent 

··.u-1:1:; the 'rev1ous "eek, extends the recovery in steel 

o ·er r t i ons during the oas t tr.o months t o more than one-thi r d 

of the ru~ount l ost since last summer. The more r ecent un-

·.:rn , ho'l'•"ter, has not been acco roanied by an eX!)ans ion of 

• tP~l orders , jud~ing f rom r e-,orts received froo t he u. s. 
s;~~l Cor Jorpti on (See Chert 1) . Orders received during the 

c;ef'': en~ed Au_."Ust 25 v1ere eoulil. to about 33 percent of 

c •city, the same as in the nr evi ous week. 
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It is noss1hle t hat the inde"lendent oorr'lnn1es, s"'>ecial­

•·t n~ ~ore l~~ely in litftt s teel nroduct s, are r eceiving 

.,r~Prs Pt a sorJef'hP.t hl~her rate than U, S, Steel. Trade 

CO'"'~nts i ndicate a modero.te e;ru.n i n deuand f rom mi scellaneous 

·ourcee recently, ~~ch " oul<' include •1ostly the li hter 

·ro<1ncts . On the o t her hnnd , the Journal of Coutrnerce esti­

~"tPs t~Pt only nbout 35 per cent of the r ecent increase in 

•t ne l o Prat1ons has been in res~onse to actur l orders, r nd 

.. ·,_ t I;<:; ~e::-cent has one to build un s t eel t11ll i nventories 

~n rntict~ation of increased denand next oonth. 

r r l"cticr lly no buying of steel by the automobile com­

"n' es fir e yet a~~eAred, with the excc?tion of a large order 

_ • ., • t'01e Buick CO'Il">P.ny. Some hD.ve cora ,en ted on the slomeee 

.,~ e:e~l de.,nnd from the auto'lobile con~an1es a s evidence 

t~·t t hey are not ">lannins to increase ">r oduct i on as ra~idly 

" S had ~reviously been e~eoted, but are taking a more cauti ous 

"1~-· of the business out look, and will base J>roductlon s chedul eo 

on ~ctunl sr les r e turns . 

The t exti l e s i tuation 

A se~£onal U">turn in textile buying is usually t o be 

o:--·>cct ed during the e~ly f all. A t endency in t his dir ec t ion 

1F a been shown in orders of p,•c1t1c U1l ls during the last 

~e e'· of August and in orders of Cannon !.!ills during the week 

'Jofore. (See Chart 2. ) For five or six weeks nrev1ously, 

ho ft ve::-, sa l es of cloth by ~lls were far below production, 

Pccording to the New York Cotton Exchange Service, and mill 

• ct1v1ty w>s maintai ned largely on the backlog of orders 

~o~~ed ~uring June. On last week's increase in sales , mills 

old close to their nroduction , but during the current week 

cloth sales have again f allen off , Suinners are very d1e­

sntisf1ed with nresent yarn and cloth nrioes , asserting that 

they ~se below cost. 

• 
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The current foreign business situation, as reflected 

1n t he textile business, does not appear encouraging, aooord-

1ng t o cabled report s t o the New York Cotton Exchange Service. 

!n Engl and the spinn ing and weaving mills are still losing 

ground, with ealee below production Rnd mill curtailment 

being extended. France reports that demand for goods ie 

~ocr and the outlook uncertain because of domestic and 

t'ore1gn political difficulties. Italy reports mill activi ty 

down 5 percent , but sales balancing output. Holland reports 

sal es below production and unemployment increasing. Switzer­

~ re~orts mill sales negligible and the outlook d1soourag­

lng. Czechoslovakia rep orts mi ll order lists contracting, 

and stocks of yarn large, 

Owing to favorable wea t her for weevil control and crop 

crowth over most of the cotton belt, so~e i ncrease 1n t he 

-overnment orop estimate ne7.t week ie generally expected, 

The Journal of Commerce, \thich has a g ood record in foreoast-

1nf. the cotton crop , places it at 12,1g9, 000 bales, which 

co~·nres \nth the l a st government estimate of 11 , 9SS, ooo 

bnl es. 

The construction outlook 

A st udy of the forecasting value or Federal Housing 

Administration data on mortgagee selected for ap~raieal 

Dhows a r ather definite two-months ' lag between these figures 

r.nd t he F. W, Dodge residential contract awards. Under the 

new amendments , however, the Federal Hous ing Administration 

has covered a greater percentage of total residential con­

~truotion , hence the 100 percent inoreaee 1n Federal Housing 

Admi nistration volume this year foreshadows but a slight in­

crease in actual constructi on over 1937. 

A s i gnificant feature of the Federal Hous ing Administra­

tion data i s the fact that mortgagee selected ror appraisal 

Gurlng August have been mai ntained at a high level, averag­

ing s l ightly hi gher tlum in June or July. (See Chart 3). This 

h contrary to last year's declining trend. Judging from o\'r 

s tudy, this indicates tho probability of some further im~ro·/e­

cent in contract awards during September and October. 

Heavy construction awards during the week ended Septem­

ber 1 were 25 percent higher t han 1n the corresponding week 
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lntt ·1ear , though showing some decline from last week ' s 
f •gure. The increase ie due ent irely to increased yubl1c 
construction, al~st entirely in the sta te and munici~al 
e~te~ory. Private construction has not yet begun to oick 
un , ':>e1ng 2 '; nercent below le.et yea r tor the wee!t mentioned. 

Power nroduction heading tor all- time oeak 

A r e.., i d i rn,>rovement in electric nower production during 
the r Pcent uoturn i n bus iness activity has carried i t within 
~ .; ~ercent ot the all-time ~eak established last t all. I t 
no further ~eneral busi ness im~rovement occurs during the 
re~inder of the year , but merely the normal seasonal in­
creP se ~nd t r end alloW3.1lce as used 1n the Jlew York Times 
Index ot oo~er n r oducti on , the outnut would r each within 
2. 0 rye~cent ot last year's neak by the e~d ot thi s year. 
During 1937 as a ~hole, the utility industry was ooerating 
n~"..'er to cnnactty th:m in any ·>revioue ye· r, going bt:>.ck to 
1."?1. A nr oduction ot 3, 269 ':1.lo l"l" tt hours ner kilowatt ot 
C"''E'eity f or nll olMts in 1937 OOlAllnree with a orevious 
"'PRk of 3,164 kllov;at t hours i n 1923. 

Some increase in efficiency ot nroduct i on methode, to-
ether with a l~velling out of the se1 sonal load variations 

''l• t occurred since 1923 , tending to r.ll\ke o somewha t larger 
o·1tnut nossible ner unit ot ca-.acity. This may hAve been 
?f~£et , hor evPr, by the obsolescence of nlants rhich would 
·:·ve been re ,~lnced under normal conditione. The nearness 
of t he in~ustry to canPc1ty o~eratione at nreeent, under 
~~-ress1on condi t i one , seems significant in two wa ys : 
(1) The shortage ot caoacit y, ..,llich 1& most oronounced in 
the 1 ndustria l areas , ma y tend t o r etard a n exoaneion ot 
'.ndustrial nroduotion, if not ryreviouely r emedied, (2 ) Ut11-
1ty constr uction looms as P. :potential s up •,orting f actor to 

U< t ness 1n t he r elatively near future. 

Follo~ing the 19Z3 shortage ot power canecity, $908 millions 
W3s soent t or utility exnans1on by the oo1er industry i n 1924. 
~~is stood as a record until 1930, when, $919 millions were 
s ent for er, ans1on following a severe test ot electrical 
eo~acity i n 1929. 
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The Honorable 

TREASURY DEPARTMENT 

WASHINGTON 

Hong Kong, September 6th, 1938 . 

Secretary Henry Morgenthau , Jr. , 

Secret ary of Treasury, 

\7ash1ngton, D.c. 

Dear Mr. Morgenthau, 

I am enclosing information obtained in a number or 1m­

portent interviews. 

K. P. Chen is not in good health, but he has finally 

consented to prooeed to Wa shington. His illness is diabetes , and 

I hope that after he is finished with your interview he can have 

the best medical attention in America. Please extend him any 

possible kindness, as the situation in China is a vary emotional 

one for a man or his s ensitiveness . He has been working hard on 

a practical program, and he has carefully considered the internal 

situation in both the United States and China , and I am sure you . 

wi l l be favorably impressed. Mr · Nicholson is presenting you with 

the broad outlines of Mr. Chan's pr oposals in advance or Mr. Chen's 

arrival, eo that you oan be giving it oons1derat1on before you see 

him. In hi a pr oposals Mr· Chen is taking a very realistic vi n, 

and ie making only a modest request . If you oan otter a better 

Plan it would naturally be appreciated· 

• 
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The good orops in China make a purely agricultursl oom­

r.od i t y loan to China or limited value to the Chinese . SUoh a loan 

woul d probabl y prove very unpopular i n China Unless there i s some 

way by wluoh other oommodities more urgently needed oan also be 

incl uded. Cash i a, or course, the outstanding and orying need. 

cash is wanted tor munitions , tor maintaining the ourrenoy , and 

t or payment or foreign loan obligations. There is a widespread 

reeling in tinanoial quart~rs or the importance or holding the 

currency at some definit e level· 

Uhile in the Stat es I was impressed with the large 

number or United Stat es otfioials giving time and thougnt to the 

nothods by whioh China mignt be helped within the present frame­

work of the Government. The desire to be or help to China was 

very apparent, not only among almost all the ottioials I met but 

al so among civilians. I believe t he voioe of those who want 

aaeistanoe rendered t o China, without involving us in war , would 

bo louder than that or the isolation and peace groups, it those 

desiring that suoh aid be ottersd were organized to express their 

opinion. 

Respeottully yours , 

~ J, 
, 

. 
Lossing 

Trea Reprea in China 
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Inten1 .. wUh the Otntra1i"t!M gd l!ac7!!t Chltns Kai-•hrt 

liaJ:Ill:ow, Augun 87th, 1938. 

I ~; 

171 

The Otneraliet1110 requeete me t o expreee to you and 

tbl Preeident hie deep appreoiation or the ••rr eubetential 

aseistanoe the Treaeury hae rendered in purobaeing the large 

quantit1ee ot silver rrom China. Hie attitude r•••.le ol•rly 

hie realization ot the 1mportanoe or theee purohaeee to China, 

and hie very detini te feeling or your cooperation and eympathy , 

expresaed in a praoUcal and helprul •1. Ria expreeeion wae 

obviouelf genuine and denotes a reeling or a bond with you. 

He etatee emphatioall)' that China hoe war euppliee 

eutt1c1ent ror two yeare, and tbat Rus sia is helping eubetantially 

wi th euoh auppliea. 

He etatee that China ie weak financially. He requeete 

ne to conn)' to you and the Preaident hie great hope and that ot 

the Chinese people that the United States will aid China ti:nan­

oially, as ahe needs thie help rram the Uni ted Statee very 

ur gently. 

II!~ etated: "We need more aeropanee rroa the UJlihd 

Stat... We lin American plane e, and our - are \l'&ined te u• 

the. • 
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Both t he Oenaral11ta1mo and loladalle Chiang are varr 

much upeet over the taot that Aabaaaador Wang did not ooniUlt 

you and the state Department ae r~ueatad by Dr. K'ung , about 

hie negotiation tor a large pr1Yata loan. 'l'ha Allbas.a4or wired 

Kung that he had consulted you and the State De~rt.ent, when 

on t he contrary he had no t done eo in any thorougb way. Both 

\he Caneraliasilllo and Madame Ch1ana are atraid that 1 t •Y look 

to you as though something was being done behind your baok. 

They are nry anxious t or you to r•lize that they not onl.y want 

you kept tully informed ot any auoh negotiations, but that they 

want your approval also . 

The Oenaral1seilllo ia, as ua1al , in good spirits, apparent­

ly reeling vary muoh the maetar ot the situation, and looka wall· 

!.radame Chiang appeared rather weary . I t ia qui te evident troa IIQ' 

interview that they teal a spaoial tie with the Amerioan people 

and desire China'e development to be linked with Amerioa as wall 

aa with other oountri aa, auoh a s Great Britain and Franca. 

I apoka to Mad&llle about the rumours I t KUDs' • dealings. I 
She stated Ulphatioallyl "XllDg hal never had !It lb&d)' doaliDSI• 

The next tt.e you hear ot nob l'IIIIOurs aak tor apeoial inatanoaa• • 
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Interview with llinister H. H· KilnS 

Chungking, August 21st - 26th , 1938. 

(Dr · J'ung asked me t o see him on August 21st at 11 AM and t o etay 

for lunch. .1e t alked until 4 PIJ , I saw Dr . Kimg s everal other 

tioos also . ) 

Dr. Kung stated that he wao wait ing tor m:y vioit bef ore 

making f inal arrangement s about your r equest tor K. p , Chen. He 

had al r eady a sked Chen t o go, but Chen had declined on aooount of 

health . Dr . Kung s tated that he f el t Chen should go. I thought 

Chon' s only reason was not hoaltb, although t hat was an important 

one . Kung s ent more telegrams urging him t o go, and I also wrote 

him, telling h111l a gain or the importance of his acceptance of 

::ung' s request , and that Kung was givins him full power of nego­

tiation . Kung even suggested t hat Chen could take hie lead trom 

:;ou in any agreement, as he trusts you implicit ly. Chen f inally 

aooopted on August 25th. !lie first reluctance was also due to 

hie desi re to have a practical proposition , and to b e certai n or 

full power or negotiation. 

Dr. Kung stated that a commodity loan f or China, including 

ell kinde ot articles, would be welcomed. 

Dr. Kung' s attitude ie one ot oo~plete truet in you , and 

ot wanting you informed or any arr angements or Ambaelador liang 

wi th privat e i nterest s . Dr . Kung hal taken me into his confidence 

and hae t old me a bout most ot t he details of the negot iations of 
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J.mbaseador ~fang and wonard lieu with privat e interest s. Dr. KUng 

18 atraid that in spite or r epeated warninse the .A.mbaeeador baa 

asain unknowingly been negotiating with irresponsible persona in 

hie ardent desire to obtain rinanoial help tor China. I lcnow aOIU­

thing about these negotiations through Leonard Heu, but have no 

means of knowing for oertain whether or not th.y are bona fide. 

Dr · Hau ie , I believe, honest in hie feeling t hat there are oertai n 

private tunds available tor investment in China. According to nr . 

Hsu , you were to be informed at the proper moment in the oouree of 

the negotiations. I mention this matter beoause it is very important 

tor you to know t ha t Dr. Kung from the very f irst had instructed 

J.mbaesador liang to keep you and the State Department ruUy informed 

of any negotia ti one. liang oabled KUng that he had done eo , when on 

the contrary he either had not done eo, or if he had it was in auoh 

a genual way ae to be of no r eal value. 

Dr. KUng explained to me very confidentially that he was 

thinking or deol.aring a moratorium. He pulled out of hie desk 

drawer a sheet showing f oreign loan obligations due for August , 

Septecber and Ootober. The 8WII for September is the largest , amount­

ing t o five million pounds sterling. He also showed 1118 a l etter from 

:'. v. Soong , expressing hie .ympathy with KUng in t he neoenity of 

making suoh a momentous deoi 11 on. 

T. v . Soong may go to Bngland, as the Britiah are appar­

ently still interested in further aid to China· The British have 

made available 12 million pounds sterling in oredita for manufac­

tured goode, ohietly tor a railroad from Burma into West China· 
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He etated that he would l i ke T. v. Soong to be Uiniet er 

of Finanoe , ae he b.imael t bae too 11110h to do , an.d that T. v . would 

like tho position, to bave a ohanoe to make a better reoord t han 

previously . The Oeneraliaatmo , however , i s unwilling. 

or. KUng states in general terms that r evenues are t en 

per oont of normal , and expenditures t wenty t imea normal. 

In regar d to the rumou.rs about the honesty of KUng' s 

dealines , or. KUng ie wondering what to do. He states they origin­

ate from several opposing groups . I think his chief difficulty is 

with his subordinates, a nd several people have told me that he 

should have a housecleaning. I preaume Kung ' a nature ia auoh that 

he finds this difficult. I doubt if much can be laid to him per­

sonally in hie financial dea lings; at least I would want proof 

first before aooept ing the rumours a t faoe value. 

He atat ed that the Oeneraliaaimo and ~dame Chiang had 

a oloae oall during a reoent bombing raid at ~/uchang (Hankow) . 

A bomb f ell at t he ent r anc e of the ir dugout and af f ected Madame 

Chiang ' s hearing temporarily . It shattered all the windows in 

t heir hous e . 

In regard to the defence of IIankow, or. K\lng eta ted 

that it would b e def ended much more strongly than originally 

intended. 

• 
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Interview with K. p , Chea , Manager ot the Foreiga Trade C~ .. ioB 

Hong Kong , A.uguet 15th and Septniler 2nd, 1938. 

"The Foreign Trade Comadseion has a capital or 20 millioa 

Yuan ror purchasing products tor ehipment abroad, but it cannot be 

tully used· A barter arrangement has been made with Russia to the 

extent or 14 million Yuan, for the purchase of Chinese products , 

chiefly tea, in return tor war supplies. 

~ere will be a big change in Chine after this war. The 

youth of China are idealizing the Chinese communists as the saviours 

or China, and are joining their ranks in l ar ge numbers, looking to 

Russia as the only country which will como to the aid or Chine· 

?be preeent generation of leaders or Chine will have to make dras­

t ic changes ir this trend is to be averted. 

"Sun Fo , who recently re turned from Russia , has tried to 

convince the Generalissimo that Russl.a is the only country which 

can help China, and that China must give up any link with Britain, 

France, and the United States. The Generalissimo turned down 

these proposals tlatly, as he de sires to tie Chine's destiny more 

closely with that or Britain, the United States, and France. • 

• 
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Interview with T. v. 9ooy 

Hong Kong, Auguet 19th, 1938. 

T . V. Soong a eked me what I thoul#lt ot hie making a 

privnte t r ip to England and France, and later to Amer ica, to ae­

oertBln the possibilities ot f inancial aid . He etated that he 

was urging K· P. Chen to accept Dr . Kung's reque st for Chen to 

see you . 

He stated that while Hankow will be more strongly de­

f ended than originall y intended, still it would not be ao defended 

at too great a coat ot men and equipment. He reported that seventy 

Japanese war vessels have been damaged by the Chinese air toroe in 

the dr 1 ve on Hank ow • 

• 
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Interne• with Pd Tzu-ut, llanager, Bank ot China 

HODS !tong, A.usua' ~h. uae. 

11.1 

"Finano1&ll1 China it T!rf ••It, but eoonom1oall1 

strol18 • I am working on the uae China oould make ot a ooDIIIodity 

loan, .uoh as Wheat and cotton cloth , and believe it il practi­

cal and that it would be ot considerable help to China· 

"The Central OoverDment' s no tee are at ill the ohiat 

medi um ot circulation in Borth China. 

"The exchange value ot the Yuan 11 being held in the 

8811le way that the 111111 tary torcea are holding territory. We hold 

exohang~ aa long &I praotioal at a given level, and when neoeaeary 

let it drop , and then hold it as long as possible at the new level· " 

Mr. Pei i1 one ot the chiet persons responsible tor thl 

foreign exchange policy. 
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Interview wi th Mr · Cyril Roger!, Bank of England Adviser, 
Ministry of Finanoe. 

Hong Kong. August 18 t h , 1Q38 , 

"China is in desperate need of illlllediate financial 

helP• Two monthB from now will be too late• 1 flew back to 

London to obtain a loan, made visits to Paris and Geneva, 

talked with British leaders and helped set the stage for the 

consideration of a loan to China· The senttment among otrioials 

wae about fifty - fif ty for and a gainst help , but the final offi-

cial action was against . 

~he American refus91 t o partioipate was a blow, and 

1 11onder if it ropressnts 1'/aehington•s real and perme.nent atti-

t ude· 

"1 s till have hope thet england will do s ometb1US• " 

• 
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Interrtew with s. Y • Leny, or the •south China Morning Pon• 
(Reporter on South China politioe ) 

Hong Kong, .luguet 18th, 1938. 

179 

"South China i e strongly linked with the Central Oovarn­

~ent in ita ruling p ersonnel, and ther e ia no poeaibi~ity ot a 

break with the Central Government .• (I oan obtain no reliable 

opinion oontrary to thie interpretation. J .L.B. ) 

"The Japanese Con8Ul.-General hae returned to Hong Kong , 

and J'apaneee m.erohanta are rapidly ooming baok. This is a sign 

that the Japanese expeot no trouble in Hong Kong or South China•" 
' 
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Shangha i lawyer , formerly in the United Stat .. 
Conaular eerTioe 1D China , in oonveraation With 
my secreta ry , Mise Slaundere 

Hong Kong, July 23rd, 1938. 

Judge Allman has just been up to Rankow and ie now 

waiting here tor a boat to return to Shanghai . While in Hankow 

he eaw Kung, Donald, and Johnson. Dr . Kung apparently did not 

tell him anything new: juet the determined resistance angle , 

with i nfiltration of guerillas into occupi ed terri tory. Judge 

J.Uman thinks that Donald i a doing all Madame Chiang' s thi.nking 

tor her, which is not eo good it true , though he considers 

Donald ' s out look sound. &a tor the Ambassador - Allman is moat 

diegusted with him, and thinks he is suffering from ehellshock• 

His attitude that Americana have no future in China and might 

as well go right away is so defeatist that Allman considers it 

1B even a help to the Japanese. J udge All.man had a long talk 

with Johnson , and told him that he knew a lot ot Americana who 

don ' t feel that way , but he feels that it is a sort of mania 

wi th Johnson now. 

) 
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Ip~trtitW wi~h K· s. §lt, Dirto~or, la~ioual Agrioul~ural 
Rttearoh BurMU.· 

Chunak1na , .lusus~ 231'4, 1938. 

lll 

"Tht htneets in China hen been exoellet this year -

a bumper orop. 1ust the other day I wat out in tbe ooun~ry. and 

the farmers reported a riot orop 10 per oent above normal· It 

would bt very diftioult tor China to abtorb the surplut orops ot 

Amerioa under suoh oonditiona . • 
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Int erview with c . L. Chien , Vice-Minister ct Economic Attaire, 
in ohnrge or Agriculture 

Chungking , August 23rd , 1938. 

"An a gricultural commodi t y loan aeema impractical 

t or Chi na unless enough manufactured product s can be included · 

,/hat we need is cash to support tho currency, and cash or cre­

dit t o purohaae unmitione.• 

'.· 
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Interview with Hap Li-wu, Director or the Board ot Trueteee tor 
the Administrat ion or the Boxer Indemnity 
Funds, remitted by the Britieh Government. 

Chung)Cing , Augus t 23rd , 1938. 

"The Chinese will to resist is as strong aa ever. 

I nternal political unity has increased . The Japanese are tinding 

themselves in increasing diftioulty in three ways : the stubborn 

reeistanoe of the Chinese troops , epidemics and disea se among 

&0 per cent or t he Japane se troops, and the stiffening international 

attitude toward Japan. The tall or llankow will not mean any change 

in China' s internal political affa ire. 

"The new Br itish Ambaeaador 18 active and frank and 

1e working in China' e interest e. The American Ambassador ie 

liked leee than ever, and i e considered merely a t el egraph ottioe . 

Ue is isolated on the other side of the River and hae rew inter­

views. now that China ia oha.nsing her Ambasaador to the Unl ted 

States , we hope the Unit ed States wil l change her Ambassador to 

Chins . • 

• 

\ 
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Interview 1'11. t h J.lr , Hllinrioh Bou, 11etherlande Consul-General 

Chungking, August 20th, 1936. 

18.4. 

•I visited nanking in june, and round conditione muoh 

bet t er thaD in January , but still sic kening . I talked with a 

Japanes e Colonel, who stated: ' The Chinese only l augh when they 

are unhappy , eo we must t reat them oruellY•' Aa we rode along 

the street s ~ pointed to the burned houses and open doorways ot 

destroyed buildings, and remarked: ' The Open Door Polioyt• . 

"The Japanese treat the Chinese as mere animals , but 

on the oontr ary , the japanese are the ani1!18ls. The Chinese must , 

still bow and salute Japanese sentries . I said t o the Colonel: 

' Do you know that this policy of treating the Chinese in this 

way only makes them hate you all the more; that outwardly they 

r8Y smile , but i nwardly t hey f eel like stabbing every japaneee 

1n the back ?• At the end ot the interview the Colonel said: 

'1 ~ill remember what you have t ol d me when I return t o Tokyo. •• 
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Inter view with General Li Taung-rep, Co~der Firth Military 
.lr-

Hankow, August 27th, 1938. 

(I called on General Li, and later the aame I had an outdoor 

meal with his party at Eas t Lake , HankOif. ) 

"The war will last for another year . The guerilla 

method of warfare ia effective. The guerilla campaign ia con­

ducted through centralized headquarters. I have already explained 

to Colonel stilwell ( U.s. Military Attaoh6 at Hankow) when he 

visited me at Hsuchowfu that America ' s defence would be much 

easier and cheaper if she should use a small amrunt or t he tunde ' 

now going into battlssh1pa to finanoe China. • General Li 

appeared very confident of China' s ultiaat e victory. 

During the luncheon Mr . Kao , a Councillor or the Minie­

try of Foreign Affaire, and other mej]j)ers of the group expla ined 

t o me the significance of a statement of the Generalieeimo , 

publi shed in the vernacular morning paper that day. 

The Gen eral i ssimo referred to the rumour of mediation 

by Italy , and stated in effect tha t China now knew what countriee 

were her f riende , and Which were a aeieting her enemr1 the rumours 

ot mediation ..tnating from London were obviously of onemJ origin. 

China will never accept mediation from friends of her enem:y. The 

group interpreted this st atement ae t he clearest pronouncement yet 
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~~~&de by the O.nerali .. imo, md deolared tlat ita aigni:t'ioanoe 

lay in the de:t'in1teneaa with which t he Oeneraliaalmo indicated 

that China would not a ooept the cooperation or mediation o:r 

Fascist p ower a. 
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Interview with Colonel. St1l•ell, 0 . s. M111 tary J.ttaoU 

Hank ow , August 30th, lll38. 

• • 

"Hankow may be the Gettyaburg of thia war. The capture 

of Bankow is apparently montha away - if it ia captured at all· 

The Chinese could hold the Japanese if they would use their full 

strength , and if the offioera would etay oloaer to their men, 

rsther than so tar back of the linea. The men are entitled to 

better leadership . The forts of Matong, at t he boom on the Yangtze , 

were l ost without the tiring of more than a shot or two beoause the 

Commander wae at Kiukiang , and the officers at the forts could not 

fir e without order a. 

"Guerilla warfare never won a war ye t • The guerilla a 

are not sufficiently centrally organized to be very effective . The 

perf ormanc e or the organized military forces demonstrates the tm• 

practicability or effective guerilla •artare· 

"No one knows ho• many Rus sian advisers are here, but 

there are considerable numbera, including thoae who are with the 

Chineee divisional oCIIID&Ildera . 

"The aiza of the Ohine11 air toroe ia &lao unlalon• 

Colonel SUlwell , like mo.t other Allleriou otrioiala 8114 

o1t1ztna in China, teela that the policy or our Government ahould ba 

more poa1t1Ta in the present a1tuat1an, and that help to China 11l 
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the 11&'1 ot t~1al lO&IUI and 11111i&l"J equ1pa•i 1e ~moh better 

4etencl tor u a iliaD oul7 the building ot our 01111 dataoe equ1~•· 

! .,.ry mall propori1011 ot the oo&'t ot 11110b. detaoe, 1t g1Yell to 

Chi na, would be muob. 1110ra etteot1 ••, 
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lnterrt .. with Capta1Jl Carleop, U • a. Mari ne J.ttaoht 

Hankow, 4uguet 8Qth, lQ38. 

"1 han just returned trom a trip to Suiyuan through 

ShenBi and back through Hopei , Shalltung , 411lnre i and H011a11, 

fol lowing Chinese occupi ed t erritory, evan with the l i nea ot 

Japanese oc cupi ed region•• The guerilla and part iean org~ani­

zation or t he Eighth Route 4rmf i e quite erteoti ve and I believe 

wi ll be an import ant raotor in r avor or China. A line or guerilla 

organization i e in t he proce11 ot formation to the north i nto 

~ohukuo, to o onneot with similar guerilla uni t s working sout hward 

f rom Eaetern l.!anohukuo . 

"One ot the ohiet shortoomings or t he Chin ese armiee in 

thei r warrare 11 their apparent inebi li ty t o put t heir l ast ounoe 

or ener gy i nto winning a blt tle , or at leas t into intlioting 

maximum l oeeee on the Japan••• · 

"I would l ike to eee our Government t ake a more pollitive 

attitude toward thie whole attair• " 
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Interview with )llr . Yat u loloi!apiel of the Associated Pre .. 

Hankow , August 26th, 11138· 

''VIhen and how this war will end seeme aa obaoure a a 

ever• The general opinion ia that Rankow oan be held for another 

two montha, if it falls at a.ll . 

"lll the f aotors for internal pol itical dieunity atill 

exi at but t here ia no clear indication that any auch disunity will 

ooour. The fall of Hankow might have a tendency to make theae 

faotora of poaaible disunity more apparent . 

"It looks ae thougn General Li Teung-ren (of Kwangsi), 

-

who i a now in ohar ge of the F i fth Military Area in Cent ral China ~ 
woul d gradually work more oloaely with the Eighth Route ArM1 in 

their partisan movement and guerilla taotioa . " 
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InterView with Mr. K&n Chai- ho, Via e-Minister of Foreign Affaira . 

Jtankow , August 27th, 1938 . 

"As an official in the Ministry of Foreign Affaire and 

a member of the War Senat e, I am interested in the situation in 

!l:lerica Via ... - vis China. I understand the Amerioan offioials are 

rar ahead of the Amer ican peopl e , and ar e trying to lead the 

people away from an isolation polioy. I suppose the Republican 

leaders would opp ose any posi t ive polioy ot t he President toward 

China. Uould Mr. Farley support t he President tully in a positive 

polioy ? Who are the isolationists ? bankers , merchants, tarmera, 

or who ? • 

It is very eVident from these and other remarks of Mr . 

l~n that considerable attent ion i s being gi ven to the internal 

pol1tioal situation in the United Statea . 

Regraded Uclassified



19~ 

Intern•• nth Holl1J!Ih P Topa, Publ1o1tr Bur• u or t he M1n1-'17 
ot 7 ore1SD ~ta1re 

Rankow, S.pt .. ber let, 1938. 

"We are trying to tell ouy the t ruth 1n our publ1o1ty . 

'ile may not tell a ll the truth, but at l11.t the etat ement e •• lll&lce 

oaD be borne out by taote. 

-mere are one hundred Taes Uewe Agenoy reporter• at the 

rront , and t hey are s ending baok lots or prese material to Rueeia· 

Most or this is ao worded that it does not need much censoring· " 

I 

Regraded Uclassified



2& 

Interview with the Havas Uews Correspondent 

Hankow , August 31st , 1938. 

, 
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~r have just returned from the front at " uichang, 

Kiang&i• The morale or the soldiers i s excellent , t he fighting 

1a going well, t he linea are deep . There are many Russian 

assistants and advisers at the front, one with each regiment , 

some are also ass isting with transport . Russi an political 

bureaus are also being inaugurated. lie may not like i t, but it 

may be a favorable faotor in winning the war. " 
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Intorv1el1 11i th Goors o Shephard , an American holding a special I 
a ppointment from the Generalissimo 
and Madame Chiang in the New Life 
Movement . 

l!ankow , August 31st , 1938 . 

(!.:r • .:111eph8.rd does a great deal of work checking up on graft a nd 

other rascalit y . ) 

"~e letters I see from missionari es, International Red 

~ross wor!:e ra , and other persons from various cities occupied by 

the J Apanese indicate the.t what went on and {;oes on in !Tanl:ing is 

du,l1cated in every other c i ty . .\t ' :Weiteh , 'lonan , one of the 

n1s s 1onar< ee t a l ked w1 tll a Japane se Colonel about the bf)l\avior 

or the Japanese soldiers · The Colonel 1·oplled : "11hat c nn tho 

C'1heao ex:, ec t ? They a re a oonquol·od pooplo · ile ovm their 

bodies t o do with as we p lease; we own t he products or their 

soU , a nd even the minera l s in the OSl'th.' 

"In another city the merchan t s t r i ed t o appease the 

Jepaneso by woloocing them vrith tea and cnl:ea , but Within a c oupl e 

or days the J apanese wore rapinG all the ir wo1:1on · " 

Sh ephard admitted tho pre s enc e of four or five Russian 

l11litary advi se rs , but questioned t h o r eport or the Havas reporter 

that there are many Russian advisers with Chi nese officers at the 

front . 
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Director ot a private organization uQ4er 
the National Christian Council , tor the 
oare ot wounded aoldiera in traneit. 

Hankow, 4uguat 30th, 1938. 

"The number ot wounded per day 1e 1500 to 2000 trom the 

tront below Hankow. The medical t aoilitiee are inadequate, al­

though t here are tive orsanizationa participating in the oare ot 

t he wounded . The wounded are being aent, to a large extent , to 

· small village a where hoapi tala do not ex1 at." 
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Interview with An Uso, 

Rankow , September 1st , 1936. 

(A well- known woman writer and a politioal l eader, 1n touoh with 

Chinese Communists and moat of China' s leaders , includi ng L~dame 

Chiang. A person of vitality , and with the interests of the oommon 

people at heart. She is responsible f or organizing t he relief work 

tor 8 ,000 war orphans. ) 

"Did y ou r eturn with a good sized loan for China ? Your 

oountry can help us eas ily with a loan , and it is our greatest need 

at present . 

"It ia important f or you to meet General Chen Chen , who 

1a in ohar ge of t he defenoe of Bankow , and one who is moat trusted 

by the Generalissimo. You should also see General Li Taung-ren an.d 

General Pai Chung- hsi." 

(I f eel t his suggesti on was made beoause .~ Ngo feel s 

these men will play a more important role in the future , and beoauee 

or their f riendlineae to the Chinese Co=niste • .r .L.B· l 

•I have with me tw .. ty- five personal 1ettera to soldiers 

at the front. A post oard (stamped) is sent with eaoh l etter f or 

a reply . There ia a oorpa of peopl e writing auoh 1etters to three 

million soldiers, the purpose of whioh is to link the people and 

the soldiers in a oQIIIDon oaus•• • 
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(!n ! go , herself, who writes poems and sonnets, gives a good d.al 

of her time writing tor the tracts diatr ibuted among soldiers. ) 

"'The detenoe ot Hankow will be muoh more ett eotive than 

that ot Shanghai, Nanking , or Rsuohowtu. China lost muoh taoe over 

the way Uanking was lost , but now t hat aha has had experience, Han­

kow wi ll be a ditterent story. The Chinese have eleven divisions 

at Hankow and one million men in t he war area to the 3aat. The 

t roops will do their utmost to hold Hankow. It the •apanese should 

oooupy Hankow the Chinese troops wi l l surround the •apanese. There 

i s now a big change in the strength or Chineee fi ghting , because of 

better or ganization. 

"The a ttitude of the Chinese towar d other countr i es ia 

one ot not expecting muoh help . We are in a lite and death s t ruggle 

and we are chiefly oonoerned with living or dying. If ot her coun­

tries come t o our assi stance, well and good; but in general the 

Chinese are depending on their own strength. However, we do need 

financial help desperatelT• The at t itude or t he Chinese toward the 

Uni t ed States is better than just attar t he beginning of the war . 

3Ut the question i s not eo muoh one ot what is China ' s attitude 

' 

towar d the United States, but ot her attitude to-rd Chin& • China 

Will know the attitude ot other countries toward her by their actions• 

America has a ohanoe to become a world leader by taking a more poli­

tive action. It nailther A~urioa nor any other country tak8B IUOh 
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1 0u on, eTa Chiu herMlt _,. beoou a world leader. n 1a cu 
peraon or the oountr,. whioh doea thiJ18a wh1oh -.ku t bat peraoD 

or oountr,. a leader. 

"Hot muoh 1a ea1d about Ruaeian hel p, but aTai'J' oDe 

knou what planea are flying in the air, and reeulta ot air 

oombata are lalown trOll the number ot the aquadroD. partioipat1J18, 

not by - whether Ruaaian or Amer1oan planea aa suoh· Ruaeian 

help i a be1J18 aooepted quietly , and ia welooud, but i a directly 

to the Central GoTeruent and not to the lU8hth Route .l:tll:t'• " 
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Yunnsntu-Burma Ro&4 

Information t'rom Colonel Stilwell, u. s . Military 

At t ach• , and from J, J , Taylor, League of Nat i ons Repre sentative, 

indi oates that the Yunnanfu- Burma Road ia not yet completed . 

~oreover , various diffi cul t ies are being experienced: alowneaa 

or wor kmen, bad c onstruction, and a pparently i neffeotiTe or gani­

zation · The Cent ral Government baa aont a representat i ve to try 

and improve the situati on• 
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Renngs (Hupaul - K'treilin (K!ap8f1) Railroad 

J, J, Taylor ot the League ot Nations reports that the 

rai l r oad between Henya.ng (IIUJian) a.nd Kweilin (K'tra.ngsi) ia nearly 

complet ed · Over t wo hundred thouaand men were used tor i ta oon­

struotion, and t he League ot Nat ions hae controlled malaria in 

that area by t he uee ot t wo and one-halt tone ot quinine. 
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chunskin6• 

August lQth - 26th, lQ38. 

I landed in Chungking after a flight of five and one- half 

hours from Hong Kong, on a rainy day. Fortunately there was an 

opening in the clouds, so that the plane oame down over the River 

rather than on a mountain peak . The i sland air port in the River 

ordi~rily used was f looded by unusually high wat er, so we landed 

on a 1!1111tar y fi eld thirty miles away . The paseengers were dumped 

in the middle of a fi eld , with grass a foot high. It began to r a in , 

and passengers without raincoats \?ere soaked before reaching a shack 

ten minutes o.way . ' The t r ansfer to Chungking was by a small Stimson 

four -passenger plane . It gave one the f eeling of being landed at 

the end of t he world. 

Chungking i s as al i ve with people a s an cnthill is with 

anta. Roome are as scarce as hen ' s t eeth , literal).y· ::'ortunately , 

::.? .Chen had tel egraphed beforehand and fi7ed me up comfortably in 

: .\a house , r ented by the Foreign Trade Commission· It i s one of 

the beat houses , if not the be at in Chungking. Dr· Kung also 

offered to put me up after my arr ival · The Vanager of K· p . Chen'• 

bank loaned me hie oar part or t he time. The distances in Chungk.ing 

are great , and it ie not only slow but dangerous to travel on the 

stroote by chair or rickshaW• There is one ehop s erving good ioe 

cream, but it i s only clean by comparison with other places i n the 

city. Chune,king has 8 long way to go yet in its modernization. A 

building beam 1s on , and materials and labor a re more than double 
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there are eo t .. oare, that aoat people do DOt go out at night. 

Jro one l ikte Chun""'1!18• 
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~ route tram Chunskins to H&nkow, Au6Uet 26th, 1938 , 

The American pilot on the Chinese Hational Aviation 

company plane on whi ch I travelled rrom Chune;lciD8 to HankCIII 

nae very much worked up over the Japanese at tack on the Chinese 

Nat ional Aviation Company ' s plane on August 24th . He said: 

•It our Government does not handle this arrair , we American 

pilot s wUl . l'le can give these Japanes e a lesson they will not 

forget . I would like to see a Japanese plane attack my plane 

"ove r t hese Szechuan mountains. I would give t hem a chase they 

would not forget, and I would lead and lose t hem in some one 

\.or these mountain valleys ." 

The !chang airfi eld at the mout h or t he Yangtze Gorges, 

end where I changed planes, gi vee the appearance or having su1'­

fered a very bad case or measles. It was rull of covered bomb 

holes. Buildings adjacent t o t he f i eld were shattered . Several 

planes of various t ypes were oamotlaged under trees at t he edgee 

of the f i eld . 

J.loD8 the YaD8tze RiTer front at Iohang there wae 

evidence of Bhipunte f r om Hankow of DBOh1nery and equipment from 

i ndustrial conoerne 1110ving up r iver. 
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The 'f1nh!l! C i Utt • 

Augus~ 8&th - S.pt.mber lat, 1938. 

The Wuhan oitiet ot Hankow, luohang, and Ban7an8, baTt 

been atteoted rather differently by the war. Hankow•s population 

gives the appearance ot being reduced about ont-balt. The French 

concession barricades art still being inoreaaed and strengthened 

by the French. The other special areas, suoh as ~he tormtr British 

Conoeeaion, having va.rying degrees of foreign participation and ad­

ministration , have erected strong gates in each street where the 

border line is crossed. The concrete and earth dyke , and the street 

along the entire water front of Hankow ill being fortified ~tith 

trenches, machine gun nests, and the like, in preparation tor street 

fi ght ing. It i s said t hat this is being done at the insis~anoe of 

the Chinese Collllll.lnista. 

~uohang is practicall y a deserted city after the seTere 

bombings it has exPeri enced. Along the main thoroughfare , on two 

separat e visits , I did no~ see more than two or three pereont per 

block. Many buildings have been demoli shed by bombs, and othert 

badly shaken and t he windows shattered • 

Ranyang is alto reported to be largely desert ed . 

I 
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Present: 

l!r . Oliphant 
Ur. Taylor 
llr. Lochhead 
Dr. White 

September 6, 1938 

10: 55 a. m. 

IDl,Jr: On t his Chinese loan. The Chinese Am­
bassador beat 1t up there to see me. Got ott the 
train at Wilmington and hot- t ooted it up t o t he Farm 
and , coming tresh trom the President, he was all ready 
to get what he thought was a $25,000, 000 loan. In 
discussing it at Cabinet, there was eome talk about 
medi onl supplies a nd Ur. Hull said something about a 
rel1et loan. 

And I said,'Now wait a minute, Mr. Ambassador. 
Don't send back any word t ha t you have a loan, because 
1 have not heard anything trom the Presi dent. I don ' t 
know whether the State Department will say anything. 
Don't send anyt hing back.' 

!J,, ~ ~ ( 
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Well, he though the President gave him the dis­
tinct understanding 1t was all settled; t hat we would 
lend t hem tlour and they were going to pay us back with 
flour. I said t o the Chinese Ambassador, ' Where did 
you get that i dea7 1 and he said trom t he President , wh1ob 
the President flatly denied and said it was the Chinese 
idea. I said to the Aobaeeador, ·~ould you rather have 
us lend you t he money to buy tlour and you pay ue back 
in dollars?" and he sai d 'We would much prefer that.' 

T:1en I aaJted the President nboctt 1 t l a st n1gllt . 
He sa id he had not agreed to anything; had not made 
any promisee; was kind ot vague about t h e whole thing; 
talked in terms or buying medical supplies or getting 
Chrietmas ships over. And t hen he sai d , ' The State 
Depart ment says they are holdi ng the bag because Wayne 
Taylor is opposed to it. ' 

ll.r . TaYlor: I have been very olear on that. 

IW,Jr: I am j uet telling you what he said. I said, 
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'Al l I know 1a what I put 1n my oabla.' 

So I aa1d to tha Praa1dent, "How do you teelt 1 

He ea1d, ' I am enthue1ast1o to do something. • I said, 
•Whatt • He sa1d , •well, eometh1"f - - maybe someth1ng 
i n t he way or rel1et.• I said, What you really 
want me to do 1e to work t he th1ng out and 1! wa can 
agr ee among the Departments , bring 1t to you. • He 
ea1d , "That's r1ght.• 

20S 
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Present: 

lo!r. 
Mr. 
Dr. 
Mr. 
l.lr . 
Hr. 
Dr. 

September 6 , 1938 

11 o'clock 

Kottett, State Department, 
Hamilton , St ate Department , 
Feis, State Department, 
Olipha.nt 
Taylor 
Lochhead 
11h1te 

HU,Jr: Well , I am ready to sit at the t eet or the 
State Department . 

Mr. Hami lton: We t hought i t would be useful, Kr. 
Secretary , to clarity some ot t hese various proJects 
that are being presented. 

As you probably know, the Chineee Ambassador has 
been in to see t he Secretary of State a number of timee 
wlth a view to their bei ng revivified or rei nstated t he 
balance or the R. F. c. credit or 1933 , amounting t o 
some $30,000,000, and the last approach made by t he 
Chinese Ambas sador to Ur. Hull has been along t he linea 
ot credit tor relief purposes. He mentioned cotton 
cloth, wheat flour, and also mentioned raw cotton which, 
ne said , would be usef ul to the Chinese during t he 
winter months in padding their clothes. As we all 
know, t hey do use cotton extensively in padding their 
clothes. We have not said anything defi nitive to the 
Chinese Ambassador. 

We noticed that t here was some talk , t or a while, 
ot K. P. Chen's coming over. Kr. Hull mentioned it . 
And i n cas that he couldn' t, some substitute tor K. P. 
Chen would come over . 

HU,Jr: The substitute was killed and Chen is oo•-
1ng now. Read this oable out loud , Archie. 

i>" u( 
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Mr. Lochhead: (Readi ng) •K. P. Chen has definitely 
dec i ded to visit Wash ington and will leave tor Loa Angelee 
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•seoternber 10 on PRESIDENT CLEVELAND with his secre­
tary, R. D. IU!n. Ot her member o f the party not ;yet 
dec i ded upon. PRESIDENT CLEVELAND proceeding directly 
via Honolulu, not s topping Japan, to arr ive Los Angeles 

Oct . 2 . 1 Also this one: "Kung requests me enqui re 
lf Chen' s proposed t i me of arrival is satisfactory to 

you i n vi ew ori ginal request to arrive Sept ember. Chen's 
fami l y objects hie travelling by air, but he apparently 
vr epared to do so i t necessary. He prefers present 
vl an , partly because Ni cholson will arrive mi d September 
and will outline Chen' s proposal to you. Chen thinks 
t:.18 will gi ve you time consider it by time his arrival 
e2r ly October. Immediate reply desired . Hsi Temou 
has accepted Chen ' s invitation accompany hi m. He is 

ex •ellent man and has been i n direct charge exchange 
cr erati ona ro r Cent r al Bank. " 

You remember there 
al ternative for Chen. 
aeroplane. 

waa another man suggest ed as an 
He was k i lled; sbot down by an 

HM Jrt To give you people the whol e picture of 

wl.~tt I fi,.ve done -- when I a rrived in Paris, one ot tbe 
!lrst th1ns e that Ur. Bullitt said waa that Wellington 

Koo was very anxi ous to see me. So I said I was not 
particularly anxious to see him , but on the insistence 
or Ur . Bull1tt I said I would see n1m. And I t hink 
you pe ople know t here has been a lot o t talk among tbe 
French and Engli sh which, when i t is all boiled down, 
18 thftt it we make a loan, they will make one, at least 
a9 I under stand it plus t he letter which I have from 
3ull1tt . 

So I told Wellington Koo that as tar as I coul d 
tell , their s i lver would last unt i l about t he first of 

January, and then what? Furthermore, i t seemed as 
tt.our-h the buyi ng they are doing of supplies is pretty 

well s cattered all over the lot and thftt they had no 
central Government purchasing agent; bought through 
br okers, and eo on, and that in view ot our great in­
t ere s t i n the future of Chi na - - this is exact ly what 
I said: It ~ . p, Chen, whom I had euoceeetul relat i one 

w1th before , would come , he would receive a warm ~elcome 
1n Wash i ngton. I repeated i t two or three times. be 
would receive, maybe I said 1 hearty0 welcome in Waeh-
1n~ton. 1 I oan' t go beyond that.• But, I said, some­

body should come over who would be f amiliar wi th the 
s i tuation and , I eaid, wouldn ' t tell me a lot ot bed­
t i me stori ee about t he Chinese situation because when 
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Ur. Chen was here he alwaya talked very frankly and 
whatever be told ua has proved to be taots. And 
he is the onlY Chinese r epresentative here since I 
have been here who talked taots and did not give me 
a lot ot fairy tales. 

So on t he basla ot that, Xoo sent a message and 
then Chen said he was 111 and had a eubst ltute and 
he was killed i n t hat plane. And I figured, well , 
when tbey eent word 1 Did I want to deolde? 1 , I fig­
ured t he t hing had waited so long lt could walt two 
weeks longer until I got baok and saw how keen the 
President and Ur. Hull were on making loans. And I 
am not sure whether you are tamlllar with the telegram 
Mr. Wallace sent me on t he Chlneee loan. 

Wr. Hamilton: No. 

~.Jr: You might as well have t he whole picture. 
He oent me a tel egram. It waa very urgent; very i m­
perative. I forget t he tlgure -- t or some reaoon no­
body saw lt -- large figure mentioned tor a wheat loan 
and that people in the Treasury were holding it up and 
would I do something about it . So I oabled back - ­
and that' s i n the State Department tile which came over 
to me from Mr. Hull -- that I wae not famili ar with the 
details since I lett, but I peroonally wae l n t avor ot 
making a flour a nd gray goode loan, but I said, attar 
t he return ot the President, it everybody i ncluding 
the State Department were f avorable to suoh a loan and 
t here were people i n t he Treasury who thought lt waa 
unwise, I would get into it• 

Well , there has been time and thie haa been the 
t irat t i me to d ieouee it other t han ~1at wae mentioned 
a t Cabinet when Ur. Hull t alked , tor t he tirot ti-., 
about a relief loan. The Preeident told me I ohould 
oee Ambaaoador Wang. When I came back from Cabinet 
I had a phone meaaage trom tbe Alllbaoeador want ing to 
oee me , but I said I wae leavi ng ln tive minutea. The7 
caugnt him aomewhere between here and Philadelphia and 
t hey got him ott t he train and he turned around and 
oame up to the rarm to see me Saturday afternoon. 

Well, t he Ambaeaador oame t here with the distinct 
impreoaion, atter seeing t he Preoident , that he had a 
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loan all fixed and settled f or around $25 000 000· 
thought all I had to do was get busy and ~it~ th~ 
check. So I said to him, ' Thi s is t oo i mportant; 
t oo many people at stake; too many l i ves involved. 
You had better not send any cables back . I don't 
know how the President feels or how lolr, Hull feels. 
Ae far as I am concerned, i t i e Just where it was 
two months ago. The Stat e Department has it under 
ccns1deration. • 

so I saw the President l ast ni ght before he 
left , and he told me he made no promisee of any kind 
to Ambassador Wang. Nothing! And that i t was 
Wang's suggest i on that 1f they bought f lour, they 
pay it back i n f l our, which I personally t h ink ie 
s tupid, because i t ie much easier to make a dollar 
loan and then let t hem buy flour or gray goods and 
export it and then we will take our chances of gett ing 
paid back i n dollars , but t ney have made some sug­
gestion that they buy flour and t hen in eo many years 
pay us back so many barrels. Well, I can Just see 
Henry Wallace who t a lks ofgetting rid of 10 million 
barrels of f lour and sometime at t he option of the 
Chinese tney are goiJlt! to pay us back 10 million 
barrels of flour! 

So I cautioned Wang very, very much, not to 
cable anything back because, I said , there was noth­
ing. And after talki ng to the Pr esident last night 
I was more up in t he air than ever. And what t he 
President finally sai d was , be was very sympatneti c 
towards doi ng something and has in mind somet hing 
l i ke Christmas sbi oe under t he Red Crose . I said, 
1 You can't r a ise any money, Mr. Presi dent . They 
have tried to r a i se $900, 000 and you haven ' t got any­
~here and you won ' t get anywhere, and eit her you would 
wan t to do it o r not . He said , 'I am very sympathetic 
t o the thing. Work it out with the State Department 
and Agriculture. ' And hie last word-- I am giving 
you everything I know so you have i t all -- he said, 

1$10 1000,000 or $15,000 1000 and then let ' s wait to see 
if it g ets there and we can take i t up aga i n', but he 
again reiterated and said, 'Work it out and eee what 
we can do. • 

That, gentlemen, ie the whole story as of eleven 
o'clock l a st ni ght fre•h from t he Pres i dent and I am 
giving you everything I have, but I don ' t know what ' s 
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in your m1nda. 

Ur. Hamilton: This morning Mr. Moffett and I 
talked with kr. Norman Davis and Mr. Moffett m1ght 
outline what the Red Cross has in m1nd with Spain, 
because t hat also has a bearing on the relief prob­
lem in China. The same course m1ght be followed. 

2:!.1 

1~. Moffett: What we worked out in Spain turned 
out to be purely reli ef, In other words , Agriculture 
i s g iving a oerta1n amount of wheat; somebody else is . 
milling it; the Maritime Commission is going to trans­
port it unused cargo apace on their regular rune; the 
Friends are going to distribute 1t , and it works· otlt 
t hat the Red Cross can deliver it at a cost of abou~ 
~1 .00 a barrel of flour out of their funds. But that ' s 
a r ather different proposition from this other thing. 

HM ,Jr: The Department of Agriculture is going 
to g ive the flour, to begin with? 

Mr. Moffett: The Red Crose. They don' t call it 
a gift, but in effect they will give for the cost of 
the m1lling. 

lolr. Hamilton: Some sort of internal rebate. 
Tapp mentioned it in t ne conference we had and Mr. 
said thie morni ng if the Red Croes went through on 
proposition with Spain, t hey would have to have in 
doing the same thing with reference to China 

Mr. 
Darts 
t hi s 
mind 

Yr. Moffett: Where t he need is greatest. Theo­
retically , both, but it will be a 6 to 1 or 7 to 1 
divis ion with most of it in the Barcelona area. 

S»,Jr: Let ' s be terribly frank , because we are 
all busy and don ' t want to kid the Chinese about this 
t hing. Has the State Department - are you ready to 
go any further than this question of how to deal with 
the Chinese? 

Mr. Hamilton: As I understand Mr. Hull's atti­
tude, a reliet credit -- a credit which could be celled 
for relief purposes - - he would like to have us explore 
that. 

' 
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RY,Jr: That ' s the word he used at Cabinet. 

Kr. Ham1lt~: We wondered this morning if we 
could broaden t t; could work on a f ormula of re­
lief and rehabilitation, and within that formula we 
could bring t hings such as trucks , which the Chinese 
could tell us would be used for relief purposes and 
that's all we need to know, and as many commodities 
as we could get under t hat kind of formula. Is 
that your understanding? 

Dr. Feia: I don't think the Secretary has made 
up his mi nd. I would say it that way. I think he 
too is wanting to listen and reflect. I think there 
is no use whatsoever in fooling around with the Spanish 
formula. 

~r. Mof fett: I don' t either. 

Dr. Feis: I agree with Mof fett. I don' t think 
1t 1 9 wise . I think the deo1a1on 1s to be made as to 
nhether we provi de somet hing that could be called re­
l ief, but would go to the Chinese Government forces, 
disposed of by t he Chinese Government and to consi st 
of, 1n the first place , cotton, cotton manufactures, 
flour ; and whether or not 1t could go beyond that 1s 
where I reach cert ainly the point of uncertainty as 
tryi ng to interpret Nr. Hull's mind. I think it was 
a l i ttl e bit new t o h1m the one time 1t was brought up 
to him and I don ' t think he has made any dec1s1on. 

HM,Jr: Much as I like t he Chinese , I would heal­
tate i ncluding a nythi ng such as trucks. 

Ur. Hamilton: What is i n your m1nd7 
give us a n example? 

HW,Jr: I t hink they need cotton. 
flour . They need medi cal euppl1ea. 

Could you 

They need 

l.lr. Hamilton: And your cotton and flour could ba 
sent them in only very limited quantit i es . I don't 
think they could use very big quantities of either· 

HW,Jr: Why? 
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Mr. Hamilton: First , question or transportation 

and distribution . By the timm deliveries could be 
errected, presumably Hankow would have fallen. I 
t alked to the Chinese A!nbaesador how they would distri­
bute . He suggested t hrough local magistrates or Ameri­
can missionaries. But that does not solve the problem 
or how to radiate it out to the main centers. 

The Chinese of South China are rice eaters, not 
!lour eaters. The Chinese have had very good crops 
t hls year. Their problem in the agricultural world, 
as nearly as we know it, is one of distribution rather 
than 3Upplies themselves. I don' t think - - it might 
run ~3,000 ,000 or $5,000, 000 or $10,000,000, but cer­
t ainly, in my estimate, it would not go beyond that. 

HM Jr: Here's the way I feel. I don't know how 
you feei about 11: . P. Chen coming here and I wish you 
would express an opinion. It Bull1tt is right that we 
break the ice on this thing and that the French will 
come along r i ght away and possibly the English, !rom 
the standpoint or the Chinese i t ' s terribly important --
1! it ' s only $5,000,000-- psychologically it' s terribly 
important , the ti~e element, it we are going to get it 
ln before t he poor dev1la !reeze to death. So I would 
not mind if it was $1,000,000 or $3, 000,000, but if 
something ls done -- Wellington Xoo, if he multiplies 
lt by 100, that is not our rault. 

I am terribly honest . A battleship today coste 
$80 , 000,000. We are talking about the ruture of the 
Pac1t1o for the next 100 years and it the money we loan 
t hem -- mentally I am writing every dollar ott. I am 
not counting on getting a dollar back. It tbe poor 
tellowe can, they will pay us back. !hey are not in 
default now. They have certainly treated us better 
than the European countries have done with lees to do 
1t with and it's just a question whether the United 
States Government says, Here's the fate or the Paoitic 
a t stake. Do we want to do something? Do we want 
to show these people our friendship and do we want to do 
it in a substantiAl wayl Per sonally , I do , not aa Sec­
retary of the Treasury, but as a member o t this Adm1nis­
trati on. I am very keen to do it. 

Mr. Moffett: I think Mr. Hull would like to do a 
start on a relief basis and then six months later expand 

1t. 
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}!)(,Jr: I would 11ke to make a eart . I would 
like to break th1a Jam and then see how good the French 
and English will be. 

Now, Wang aaya he will take th1a through Hong l ong 
and Saigon. They are open. I said, ' How about this 
thing or sate oonduct and taking it up through 8hangba17 1 

I sa1d, 'You are Just waating it. Whatever you take 
they will Just grab it ott. , It you aak me, I wouldn' t 
do it, I 

Mr. Ham1~ton: Has it been i n the mind ot anyone 
that we shoul extend credit to China tor grey goods 
and wheat nour and then permit China to sell those com­
modities on the open market? 

HM,Jr: That would be in the tsrms or the loan. 

~r. Hamilton: That would really be permitting China 
to dump these commodities. 

HW,Jr: Personally I would be opposed to it. 

~r. Hamilton: To my mind, th1a t hird matter or 
giving china certain reliet commodities does not really 
help China very much financially; does not give her any 

t oreign exchange . 

HM,Jr: All true. But I think it ought to be and 
I think it would be a tremendous help to their morale. 

Ur. Hamilton: I agree with you. 

HU
1
Jr: They can go around and peddle this stutt in 

Moscow, London and Paris that the United Stat es Govern­
ment ia coming i n, what are you fellows going to do. I 
think it would be a great help to their morale and each 
month aa they see that their cash ia running out , they 
are right up against it, and I taka it the Administra­
tion wants them to put up as good a tight agains t Japan 
as possible. It we do, what about it? 

Dr. Feit: You start something limited to t he1e 
commodities a.l a relief loan. You aoore a psychological 
ettect. Personally I think something more than mere 
paychologioal aasiatanoe is required and justified, but 
that might be an excellent tirat step. Beyond that, I 
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I know that, for exa.ple , Bullitt and Jesse Jones are 
ready to recommend •~thing far more reaohlng. I 
heard Jesse Jones, i n : Psrie,epeak up to $100,000, 000 

or $200,000,000. 

HK.Jr: So Bullitt told me. 
cellent table! 

Dr. Feis: I wae present. 

Bul.lltt has an ex-

215 

HK,Jr: I still say Bullitt hae an excellent table! 

Dr. Feie: No. Jones would go through with him. 
In fact, he ran it up from tlOO,OOO,OOO to $200, 000,000, 

HW~Jr: I still say Bullitt hae an excellent tablet 
I know ease after five years! 

Dr. Feie: All right. Then Bullitt states that be 
knows the French will go along. I don't know. 

Mr. Taxlor: What with? 

Dr. Feia: Oh, they can do that. As regard• the 
British, the Cabinet turned down a decision calling for 
independent Brit ish action. Very aubstantial reason 
for believing that through their Credit Guarantees De­
partment they would extend some credit if the1 knew we 

would. 

HM Jr: Sure. 

D{. White: There is some merit in reconsidering 
the ti ie of the loan, even though actual commodities 
may vary , from Relief Loan to Relief and Rehabilitation 
Loan. The mere name 1 rehabilitation' would seem to 
be a very powerful factor in getting the paycholog1oal 
effect you want and pavee the way for expanding later. 

RK,Jr: I will go as far as Mr. Hull. 

Kr. Ramilton: Ria thought 1a, if we do anythlng, 
lt is probably better, from a tactical point of vlew, 
to call this a reinstatement of part of the old R. r. c. 
credit. 

Mr. Oliphant; Row moh is there of thatt 

• 
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Hll , Jr: It' s all cancelled. 

Ur. Ha milton ; It's all cancelled , but I think 
what Mr. Hull Is thinking about, and I agree with 
this thought , it would be easier to explain to t he 
Japanese. 

HM,Jr: It' s all r i ght with me. 

Mr. Hamilton: It ' s window dressing. 

Hll , Jr: I t 's all right with me. I would like to 
say we wi l l concentrate on t his and decide we will do 
the damn thing or simply say no. But I don 't know why 
we can' t put enough time on it •••• 

Mr. Oliphant: What would you think ot r ehabilitating 
Jones ' old oommitments and then not worry about how much 
is going to be used? 

Hll ,Jr: That 's all right it Mr. Hull will say t he 
trucks are tor dist ributing this wheat and tlour. 

Mr. Hamilton: I sa1d that. 

HM , J r: Fine. This thing i s up, I don't know 
hoQ far you people hAve traveled along this road. I 
know where you were two months ago and I will not em­
barrass you by remindi ng you, but anything on that I 
think you will tind me ready to go. I think it would 
be a mistake to give these peopl e t he right to resell , 
That's a detin1te mis t ake, but you wink your eye and I 
will wink m1ne, and we wlll go. 

~r. Hamilton: I s it worthwhile trying t o come down 
to any practical det ails with the Chi nese Ambassador 
here? I rather doubt Mr. Chen would be any better t o 
deal with. 

PJt ,Jr: You people have got a situation. Person­
ally, I would rat her wa1t tor Chen, but I don't know 
bow you people teel about Wang. I have nover die­
cussed it. I take it Wang bas heard Chen ia coming 
and wants to get it settled to get the fruits ot it 
himself , But I never teel I am anywhere with Mr. Wang 
and personally I have no confidence in Jolr. Wang. 

216 

Regraded Uclassified



-11-

Kr. Hamilton: I haven't very much. 

HK .Jr: And if,Hr. Chen t old me, gave ce hie word, 
that this would not be resold I would ten times rather 
have Wr. Chen's word than all the signed documents in 
the world. I remember, the last time, I told Mr. Chen 
' I don' t care what anybody fixes up on a pieoe of paper; 
I want your word what you are going to do with silver 
and foreign exohan"e . If I get your word, what t hey 
s i gn I don't oare.T That' s the way I feel about Chen. 
Do you f eel t he same? 

Ur. Hamilton: I don't know him as well as you do. 

HM .Jr: He was. here seven weeks and everything he 
said he lived up to. And he knows the situation. 

~r . Lo~~ead: Chen knows t hese problems of distri­
bution and will approach t hen with a practical mind, 
whereas t he Ambassador will approach them with a theo­
retical mi nd. I think Chen has been trying very hard 
t o get t hings out of China for export , so he will know 
t he si tuatlion. 

~r. Oliphant: How about t alking about a reinstate­
men t of t he R. F. c. credit and then using h1m, when be 
gets here , to work out the details of execution? 

HU ,Jr: The trouble is if we start something Wang 
will stay, but with Wang out of Washington and Chen to 
do business with alone, we could move much faster. 

(At this point, the record was interrupted t o an­
swer the White Rouse phone and HW,Jr epoke to Pos tmaster 
General Farley.) 

Dr. Feis: I take it that Herman meant "e should 
make up our minds pending Chen's visit. 

~. Oliphant: I said time was of the essence and 
the earlier you get the psychological effect, that much 
more valuable it would be. 

HW.Jr: We can get Chen here 1n t en days. 
ask him to fly . 

We will 

Kr. llam1lton: Is that advieable? Are 10e far 
enough along to encourage hi e hopes, b1e expeotat1one? 
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HU ,Jr: You fellows over there -- as tar as I am 
concerned, I can make up my mind on t he spot . Let ' 8 

r eally ge t down t o i t. 

Ur. Kam1lton: The diffi culty, as tar as I see i t, 
we call it relief and rehabilitation. I am doubtful , 
when we come down to gripe with the situation, we find 
1t 1 a very practi cal to do anything, to go very tar. 

218 

HU,Jr: Here ' s what you can do. After I am through, 
lt I am not legal -- I am not sayi ng whether it's good 
f i nance, but .it I am i llegal i n my statement , tell me. 
The United States Government can, through the Federal 
Reserve or Commodity Credit, I don ' t know which 1t would 
be • ••••• 

Dr. White: R. F. c. 
HU,Jr: . . . R. F. c. --can decide 1t could otter 

the Chi nese Government credi t tor 'X' mi llions ot dollars. ' 
A rose by any other name will smell as sweet when you 
call i t . But it the President ot the United States will 
direct Mr. Jesse Jones that it 1s h1s wish that R. F. c. 
~hould extend credit to the Chinese Government , that ' s all 
t here i s to it. 

Mr. Oli phant : That ' s right. 

Dr. Feis: That's right. 

HU,Jr: That ' s the whole business . You can call it 
any name you want , give i t any window dress i ng, but the 
President, J ones, Hull , Wallace and myself are the people 
who can deo1de 1t. I am t or 1t. I t gets down to Mr. 
Hull. 

Mr. Hamilton: Suppose that would be announced. 
Then we oome down t o ooncr ete oommod1t 1ea . And then 
suppose we t 1nd that China does not want 1t , c~ use 1t. 
We don't want th1a whole thing to bog down. 

!lll
1
Jr: All right. Suppose he aa.:rs he does not 

want cot ton. He comes over here. Certainly 1t we say 
to them, you are goi ng to have a credit ot $10, 000,000 
or ' 15 , 000 , 000; what do you want to buy that can only 
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be used for relief or reconstruction purposes; give 

us a list. 

Mr. Oliphant: Your point is that the letter to 

Jesse Jones would immediately give you the psychological 

effeot and put the English and French on their toes . 

HIJtJr: I was not thinking t hat far. I t ake it 

we aren agreement, we would rather do business with 

Chen than Wang? · 

!Jr. Hamilton: I think so. 

Dr. Feia: I think ao. 

HM ,Jr: On the Treasury side? 

(Ur. Oliphant, Mr. Taylor, Dr. White and Mr. Loch­

head all nodded assent.) 

O. K. Then the question f e te down for Ur. Hull to 

cross that bridge , whioh I don t believe he baa croaead 

yet, t hat ha is w1ll1ng to say t o t he President of the 

United States ' I am agreeable that t he R. F. c. make an 

'X' million loan to t he Chinese Government for relief 

and reconstruction purposes. That ends it. 

Mr. Hamilton: Do you think it is going too slow 

to ask China, What could you take under such a formula? 

HM,Jr: Yes. I think we ought to first decide we 

want to do it. I t hink we ought t o erose that clean­

cut bridge, which has not yet been crossed, that Mr. Hull 

wil l approve , as Secretary of State , that R. F •. c. make 

such credit available. An.d then , baYing done that, thle 

i s the formula that I would fol l ow: get your decision, 

wire Chen that t he Uni t ed States Government is willing to 

extend credlt to your Government for relief and recon­

struction; if you will, knowing that , t he sooner you 

can come here and adYice us what kind of commodlti el you 

need under that. And then tell them ' You know how im­

portant it is and you get here as quickly as t he situa­

tion calla tor' . 

Dr. Feie: The bridge would likely to be automat­

ically crossed th1e way. I think, Mr. Secretary , that 
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tha t would be done - - Jones would do it t hrough t he 
Export- Import Bank and it would be in the term ot a 
resolut i on authoridng the loan, under conditione 
making tor etteotive use ot this credit. Something 
ot that sort. That puts Jones and youraelt,or who­
ever negotiated, in position to take i n talks with 
Chen whether they could uee these commodities ettectively 
and what commodities they could uee etteot1vely. 

HK Jr: Yes , but 1t all gets back to the point that 
Ur. Huii haa to be willing to eay that he is willing to 
t ell the Pres ident and Jones and ~aelt that he is will­
ing, as Secretary ot State, to aay that it is not con­
trary to t he toreign policy ot t h 1e Government that 
such a Government credit be extended through the R. F. c. 
cr any other instrumentality that R. F. c. chooses to 
designate dealing directly with the Chinese Government. 

220 

Mr. Mottett: I think it is reduced to the simplest 
terms . \ 

Hll,Jr: That 1 a exactly wnere it was two months ago. 

Dr. Feis: Hs will either go along unqualitiedly 
or he will want to add a clause. 

HW .Jr: But that's where it is, gentlemen. 

Mr. Hamilton: Let's put 1t up to him and either 
get in touch with you directly or ask Mr. Hull to see 
you. 

HM,Jr: I will be delighted to oall on Mr. Hull. 
'We are on a very good working basis •• ••• 

Ur. Uottett: .• • • we want to clear the air. ' 

HU Jr: Yea. It one ot you gentlemen will say to 
me Mr. Au11 ia ready to talk, I will be delighted to 
come over and call on Ur. Hull. But there ia no use 
talking about Christmas ships and all the rest ot the 
atutt. Th1a ia the thing. 

Mr. Mottett: I think it ie. 

Mr. Lochhead: It ie now the 7th ot September and 
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and hie boat sails the lOth. 
t ake the boat! 

Shall we tel l him not to 

HW.Jr: No. Let these gentlemen take the word 

back to Kr. Hull that Mr. Chen will ea11 on the lOth 

and • •.. 

221 

Yr. Hamilton: Doesn't the ship atop at the Philip­

pines 

1 Rloi ,Jr: The next atop 1s Honolulu, which h two 
weeks . 

lolr. Lochhead: They are not stopping at Japan. 

Dr. White: He said ne would travel by air it you 

wished it. 

Rloi ,Jr: I! you want to eave a couple ot weeks, we 

ought to let him know before the lOth. I would answer 

him this way: unless he hears to t he contrary, I suggest 

he sail on this boat. In the meantime , tell him t o make 

reservation on the t1ret clipper thet leaves Hong Kong. 

Mr. Hull ought to be able to make up hie mind in 

24 hours. Re has had two months. He has got a dead­

l ine. Here's the 6th and t his fellow wants to aa11 on 

the lOth. 

lolr. Kottett: It's the 7th over there. 

Dr. Feie: Let ' s go back and see what we can do. 

Mr. Hamilton: This proposition (see attached memo-

randum entitled Purchase ot tungs t en from China) waa 

put to us by lt. c. Lee a couple or montha ago. The 
Army said they would like to have a reserve euppl)' ot 
tungsten. They have no tunds to get i t. lolr. Lochhead 

tell a me the Export-I mport might po88iblY finance it. 

That would give China foreign exchange. 

H».Jr: We are working on this and I have been in 

touch with General Craig, but -- no one oan be more ! rank 

with you people -- I think it you raise this at this 
time it would muddy the water, i n the sense that what I 

would like to eee is a straight Government credit made 
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by R. F. c. or their instrumentality to the Chinese 
Government, You bring up t his question or tungsten, 
you bring up this thing the President baa been talking 
about - - a three-cornered trade, using Bra~ilian cof­
fee as an example, and if anybody can an ewer that 
ques tion , I can' t . Feia waa interested in t his bill , 
$25 ,000 ,000 r oughly t or the Ar~. I a m not saying 
i t can' t be done . 

Dr. Feis: When I ge t that bill through I will 
r etire for lite. 

HU,Jr: But if I f lash this at this time , I think 
1t will muddy the water. But it does not mean that 
1 will not work Just as hard on it. And we are now. 
I don ' t want to have this and say we will take this tor 
flour , because we can' t find any legal way to do this 
at present . 

Dr. Feis: I t will take an Aot or Congress. 
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HU ,Jr: And as l ong as I have you people here , what ' s 
fresh from Europe? 

Ur. Uottett : Nothing today beyond what I told you 
laot ni ght. 

HM,Jr: The exchange situAtion is much better . 

Mr. Uoffett: In ot her words, the supposition ia 
t ha t under British pressure t he Czechs are giving what 
ls want ed. 

HU,Jr: Yesterday, very confidentially , in dollars 
and gol d , i t cost London ~60 ,000 ,000 to hold t he Pound 
"here 1 t was 4. 92 and a traction. This is all very 
much i n the ~oom. Plus we knew we bought $20,000,000 
troo Holland. Now t oday t he pound is where? 

Mr. Lochhead: Holding around 4.82t or 4 . 83. 

HM Jr: But not exPensive . But yesterday it coot 
t hem $U,ooo,ooo and today, how much eo tar? 

Mr. Lochhead: About one-third· 
$6,ooo ,ooo. in dollars. 

About $5 ,000 ,000 
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!Ul,Jr: Our foreign exchange people seem to 1'eel 
better . They feel two-th1rde better. 

Mr. Lochhead: The market was entirely out o1' hand 
yesterday . 

HU,Jr: It was panicky, 

Yr. Uo1'1'ett: The supposition oan only be t hat 
Bri tish pressure on Benes has been largely e1'1'eotive. 
ThAt 's t he onlY change I can see in the si tuatlon. 

HM,Jr: Is there any way I could 1'ind out when Wr. 
H1 tler 1s going to make h1s speech? 

Mr. llo1'1'ett: He was to start at 8 o'clock, our 
time . 

L~. Lochhead: But he 1s making six speeches and 
the one today did not cover Czechoslovakia. 

Mr. Hamilton: The Czechs think he may on Friday 
cover it and I saw a press flash that he may postpone 
1t to Monday . 

!Ul,Jr: But we nave nothing from Bullitt or Kennedy 
or Carr or Wilson? 

Ur. Mo1'1'ett: No. Just the one I told you about . 
Wilson 1s down there now so he can't communicate very 
well . 

223 

HK,Jr: Well, the next move is with you people and 
you have this date o1' sailing o1' tn1s gentleman, and if 
'liang should call me up or anything I w1ll simply say that 
I am studying t he matter. 

Mr. Hamilt on: He has asked tor an appointment to 
see Mr. Hull tomo rrow morning , I suppose on the eame 
thing. 

HU,Jr: He certainlY left the President -- not to 
be repeated -- thinking he had $25,000,000 1n his ve•t 
pocket and I t hought the kindest thing I could do would 
be to be brutally trank with him, wh1oh I was and told 
bl:D please not to think he had anything. And I am glad 
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you people !eel as I do that you would Jus t aa 11e! 
see b1M out ot town a nd do bue1neee w1tn X. P. Chen. 

Wr. Hamilton: Some ot ue would not express 1t 
t hat lrankly. 

• 
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Th1e wa• band•d t o me bT lll.r. 
Hamilton or the State Dep artment 
and a oopJ 1e be1ng g1ven to 
Jll.r, Oliphant, Jll.r, Ta7lor and 
llr. Wh1te. 

• 
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Purchase ot tungsten tram China 

A suggestion has ca.e from a prominent Chinese busi­

ness man that an arrangement be made whereby the Allerican 

GoTernment (or acme agency thereof) would purchase and 

the Chinese Government (or some agency thereof) would 

sell a supply or tungsten. This proposer states that the 

Chinese are selling tungsten to German;y and Italy and are 

getting the tungsten out or China by way or Hong Kong; 

and that the Chinese e.re buying against the proceeds 

needed supplies. This proposer states that China might 

be able to supply tor sale to the United States aa much 

as 750 tone or tungsten per month, and that the current 

market price ia about $1,100 per ton. This proposer sug­

gests an arrangement whereby some such amount per month 

over a period or .any aonthe would be contracted tor. - ­

This Department has made inquiry or .the War Department 

and has ascertained that the War Department is desirous 

that a reserve supply or tungsten be obtained, that the 

War Department would be favorable in principle to the 

making or a substantial purchase, and that the War Depart­

ment estimates indicate that a figure or 6,000 tone tor a 

reserTe supply or tungsten tor our general national needa 

would not be excessive. 
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H.£AD0UARTERS 

••• 

. -. 

TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON 

September II, 1938 

lr<111: Spegent, HoJIIkoDt;, ChiD& 
!l'o : Secrotal7 of t:M i'ree.R%7 

lleeaage from Profe .. or Buck. 

ltl1ng requ••te ,.. Iuquire if Oban'• propoeed t1me of arri'ral 
1e eat1afacto17 to 70U in Tin ori«iaal requeet to arri n Sept-. 
ber. Chen' • f•il7 obJIOtl hie tranlliDt; b7 air, bu.t :M apparent-
17 prepared do 1 0 if '*'''IA1'7. l!e prof era preeent plan, partl7 
becanae llieholaon will arrln 1114 Sept•blr and will outllnl Oben'• 
propol&l to TOll· C:Mn thinlct th11 will CiTe 7t:10. t1ml conei4er tt 
by time hie arrhal earl7 O¢tober. x-141ate replT d011red. 

Hai i'eaou Me accepted Chen' 1 1nrttat1on acc<~~~~p~oey h1m. 111 1e 
excellent ...,_ and hal been 1n direct chars- exch•ngot operatione 
tor Central :Balik. 
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.,. I .... I 

TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON 
September 2 , 1938 

Fro~: Spogent, Shanghai, Chine 
To Secretary or the 'l'reaaiU')' 

Message trom Uiaa ~acobaon. 

K. P. Chen has detinitel)o decided to v1a1t 'lfuhlogton and 
will lean t or IDa Angeles Sept eOiber 10 on PRES IDEm' C!JiVE- _ 
LAND with hie secretary, R. D. Ren.O ther 11111lllber or the part:r. 
not yet dec ided upon. PRESIDl!ln' CLIMIL\Im proeaed1Jl8 directl)o 
via Honolulu, not atoppiog ~epan. to arrive IDa Angeles Oct. 2 . 

I 

I r 
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TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON 2& J.u&uat, 1938. 

Jromt Specent, lloJil:kODg, Obina, 'f'1a USB IUlllWIAO. 
To 1 Secr•ta>T of the !l'reuu.%'7. 

Ke .. age f1'CIII1 Prof .. eor l!Q.ck. 

Jrao C'nm&t"' DC• l:lmc eta tee 4oubttu.l Chen can 1•.,. 
on aceaant health and inquire• if Slnc Lob IIW. liazla«er Xational 
C01Zero1al :BaDk, will be acceptable. II• 1e ••• t:n>• u Chen. 
elljoJ' ~ ehnd1~~g, ree.,....end.ed allo b7 -r . V. Soonc. PlMI• 
rep~ earlieet po .. ible u party plane to l•n b7 Clipper 
A"4:'11t 28. 

Bicholeon a4da followia«t 

Sincere~ reget to report tbat 8inc Lob l!w. ,... 

229 

victim of di ... ter While en route b7 plane to ~nc yeate~ • 
e.n4 1e now dead. 
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H£A00UARTERS 

J'rom: 
To 1 

TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON 

Spagent, Holljl)cong, Chill&. 
Secret a.17 of the TreaWJ'7. 

Ilea~ from llr. IUcbolaon. 

34 ~t. 1938. 

!Ia" illterriewed Ito P. Chen en4 foWid b1m quite t­
proved ill health. He bee been wtferinl; from nerroue exbauot1on 
apperently reoulting ill diabetic condiUon,for which he 1a undet'­
coing illoulill treatment , with rapid improvement . I believe he 
i8 anxiou. to accept your invitation but heaitatea partly becanae 
of undergoing courae of treatment all4 partly becauae he 1a un­
ontiafied that ~ concrete practical plan ie r~ for preoenta­
tion. llq be able to undertnke tri p via Clipper middle of Sap.. 
tomber , barring unforeseen evonta . Ueant1me , I underetall4 
situation 8o critical i t ie deemed neceaaery to send representa­
tive immediately b,y Clipper all4 Sing Lob H~ ia being considered 
in caao Chon 1a not available. 81116 Lob H~ 1o a practical 
banker, age 48, educated ~ang Collece, Shanghai, Bachelor of 
Science degree :Sirminghem Unheraity, Bachelor of C01111l1erce degree 
Victoria Univereity; studied political aoience, Finance Section, 
~ria Univerait71 aucceaaively attached lliniatry of 71nance and 
:Bank of Ch1ne, Peld.ng, and llational CQI:lC!orcial Bank, Sb•ngb•', 
of wh ich he 1a preoently l.lanaging Director and General lo!enaf;er; 
CODCUJ"HDtly Chairmen Taiaban Inwrance Ccapeq; twice elected 
Ch1neae member Sbengbai llunicipel Council. Be heo no political 
atf1l1at1one and enJoy• independent poa1t1on ill local banking 
world. 

After aeveral Chen 1nterv1owa, I believe be baa 
concrete propoeition for your cona1deretion, which 1n ~ opinion 
1a practical, on subject political re&etion, unneceesery ~ 
diplomatic repreeentativee and well within realm of commercial 
activitiea. 

Todq Chen 1a subm1tti"6 tbia plan to X'lln& for h1a 
conaideret1on and approval. Plan briefly ia aa followa: 
Chineae government eeeka loan of 100,000, 000, re~t 1n 
tuture deliveriea of wood - oil over a ten-year apread. If 
required, ayndicate underwriting loan mtl{f be granted exeluaive 
aelling r1gbt 1n u.s. A. If neceaaery Chineae government will 

,., ..,0 ... .-
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.. tablilh local board control purohue etc. Chen f\l.rniaha4 u 
fi&W"" an4 4eta1le which I .,. brblciDt; to lallhington, le&TiDt; 
l!oDj!lcong, Auguet 25, arriTing lalh1Dgton Saptaber 17. lin route 
!In York to auiet J.ttorn87 General to prepare cue October term 
Ouetome Court , an4 appear aa witnau t~rein. 

J.ecor411lg to telecram Chen reeein4 trom 1\lllg t odalr 
urcing bJm to procaa4 to lalh1ngton, it ia arl4ent that Chin"e 
goTarmnent baa no concrete praotical plan to otter :vou. In mea­
ease 1\lllg otter• Chen tull power to negotiate an4 ueuree bJm be 
will be hel4 blamale .. 1n went of failure. J.tter 1nterTi.,. todalr 
Chen praot1cal1T 4eei4e4 t o un4ertalce mieeion proeM41llg T1a 
Clipper about a14dle of Septab.er, 1t ~able to ;von. 

J'or TOUt 1nto.-t1on, preeent eituation about u followe: 
Jar expell41ture aboa.t 100,000, 000 local 4ollara per aonth Juet 1n 
China, Certain eount of thie expeue, wch ae pe.Jaent to t roope, 
returne to COTerument banla an4 therefore note i.eeue hae not greatlT 
1noreaee4, GoTernment baa oTor4ratt w1 t h goTermnent banke and thia 
baa lnoreaaed, PUrehaaae abroa4 of 8III:IWI1 tlon ate . are ban4le4 
b7 Central Truet and pe.Jaont baa been 1n form of promluoey notee 
whlch fall due from t 1aa to t 1ae an4 are met wl th proeae4e from 
ellTer aalae. Sue poet eome of theae are onrdna. Thoro h anoueh 
ammunition on ban4 to laet until next J.prU. llwomu.e is oo amall 
an4 uncertain it cannot be 4apan4e4 upon to finance war. ltfect 
of tmme41ete financial uei e tance will be t wo fol4: J1ret , it will 
han 4ee14e4 pe:vehol ogical effect on Chine .. people and eacon41T, 
will 1noreue foreip eurrenc;v hol4illt;e t o meat the requirecent 
tor prolo~t1on of ree1et4Dc•· Rope t o haTe figure• for ;von 
tCDOrrow. 
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PARAPHRASE OF TELIGRAW RICII VID 

FROY: Hong Kong via W.R. 

DATE: September 8, 1938 , 4 p.m. 

The following is a striotly confidential report 

from Mr. McHugh; 

~32 

I am informed by Rogers that at the f orthcoming session 

of the League of Nations on the nint h of Sept ember Kung 

i ntendn to have Wellington Koo pr esent a demand that a 

loan similar to those made to various European c ountries 

in the past be granted t o China . I f the demand is refused, 

China wi ll threaten withdr awa l, 

Rogers told me that be tried to make it clear to Kung 

that there is no pres ent hope of such a loan being gr anted 

because the idea has al r eady been rejected by London, which 

is today the dominating influence in the League. He also 

tol d Kung t hat such a request would only give away to Japan 

the present fi nancial crisis of China , which would result 

in encouraging the Japanese to redouble their efforts in 

the war just at a time when t hey are not sure how things 

stand, Another point he made t o Kung was that the League 

has served China well in many ways up to t he pr esent, and 

in t he reconstructi on work which must follow the present 

confliot, the Chinese will have real need of the eseist anoe 

of the League. 

However , Rogers could not convince Kung, who remained 

bi t t er 
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bitter on the queetion of the failure of the Western nations 

to give assistance to China, and l:ung was determined to 

pr oceed with the i dea of demanding a l oan fr0111 the League. 

Then Rogers himself sent a cable to the representative 

of the British at Geneva. In it be suggested that Ohinat e 

request be forestalled by offering to suopend the annual 

subscription in the amount of 1,400,000 Swiee france which 

she would have to contribute, and if necessary to make up 

the deficit in the budget of the League, get other member 

etatee to do eo. When Rogers arrived here he found an 

adverse reply to this suggestion. However, he said he 

hoped to approach the question from another angle and 

get favorable consideration for it. 

SOUTIU.RD . 

EA:LR 
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PDAPIIIUI o:r CAlLI 

:PN.l Pnf ...... Jack 
lbe•&b' • Oh1aa 

¥ter faar hn.r trip liT Seaplaae wUb Cbla••• pilot arrln4 1a 

BO~JIC f.,. llukow OD Sep~er 1. 0p1D10D 1e \bat IIMkow will lie 

held f or 80Dtbe. Te17 10o4 crope. lloet nl.llerable pout coaeiuN4 . . 
China 1 • tiDaDcee. llili tarT e1 "'-&tioa eacouraci"C· · 

ID IQ' iaterYiew wi\b ~ Ia.! Sbelt oa acut 27 be requote4 

that I CODYq to Secret&J7 llorceat.bea IIDd. tho Pree14at bb creat ~ 

preciaUoa of ell'rer ~·· *loll .... u etfectin help to Cbiaa. 

J'roa bh attitde be 11141oate4 real.iaatloD et ;raar a-erou .,....tbeuc 

.. ahtuce to Cbba. O...raliao180 atate4 Cbba bae oratficleat ...-

auppli oa for two ~· '!bq an receirlac conaiurablo .,q~pU" fi'OII 

llb.aaia. Be aelte4 \bat I pleuo toll the PreeideDt a4 SecrotDJ7 

llorcaatb&a U.t the Chi•••• an loold.ac to aorica for further help 1a 

their urcat flJI.uciDl ... a IIDd. bh people '&ill cratefl&ll7 appreoiato 

234 

ea4 ..... ber uq •ell help. Aocordiac to J!e«au Cllliaac the Cb1aeu 

prefer .ADericu plaBH beth for pertonouc• &4 kCIII!..,. U.ir air f orce 

h trailiM to ue th-. lie: •• et ..,...tbeuc illtereat taltea 1a Cb1aa 

at tbia u.a beth Cbiuc 1a.1 IbM aa4 .,._,. atti.U 1a41cate4 fMliliC 

ot lr:iubip w1 tb Prea14•t •4 SecretDJ7 llorceaU>DD. 

~ f~ MCOti&tiOU witb priYDtO iatoreata carried 0D '117 

Alobuaa4or -.c u4 *!all ...... Mt reporte4 to 7ft u :or. bile requatM 

bae IJ'O&tq 1-.M tba u \loair a\titde la ou of -tiliC ;raar ~ 

PI'Oftl u4 laoowl~ et .., ondL aacoUatlou. 
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Extent to which aid can be given C-Z in event of GeriWl Attack . 

I. By the advance of land forces -

1. From the west: 

Aside fro!ll the new German fortifications, the ~~ajor 
obst.llcles her e are the very foraidable barrie.r offered by the Rhine, 
t hP distance to be traversed (JOO aUee) , and the paucity of ca.mmi­
ca tiona unles s the a dT8.1lce be aade on a wide front eabracing the 
ajor part of South Gel'II8J'lY . 

Considering the inherent superiority of DOdero defense 
tt a;>pee.rs certain that en advance could pees the barrier of the 
Rhine only after prolonged and costly operations, and that it could 
reach Bohemia in effective strength only if internal factors brought 
about a dissolution of organized Ger~ r esistance. 

2 . From the east: 

Here Poland is the key to the 81 tuation. If Poland be 
n•utr ul but Roumanie acquiescent, a aiiBll Russian force could be ad­
vanced through that country a diatnnce of 250 .Ues to the eastern 
end of Slo'ralda . The force would have to be greatly r estricted in 
~iz~ becauDe of t he almost cceplete dearth of c~unicetions . 

If it is to influence the sib.lation 118ter1e.UJr the 
liusa\IUI advance IIUSt be extended wes tward the entire length of Slo'ralda 
(•bout JOO aUes) where it will be contronted with the barrier offered 
by the Carpathians . The for ce that could be eo advanced and effectivel,y 
aup:x>rted would be so small that it "auld create little o:ore than a 
minor divers ion from the German standpoint. 

II . By air f orces -

Allied air forces could be dispatched promptly to C-Z 
and so employed as to impose minor delays and greeter losses upon the 
German invasion. Aa has been repe4 tedly demonetr ated in the current 
operations in Spain and China , the operations of such air forces can 
not gain the decision over organi&ed ground forces, and the danger to 

' bo anticipeted in their •plo,..ent ia that it wi.ll bring about a general 
aertal war in Europe. 

- 1-

' 
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III. Conclusi on. 

In brief it ma:y be ssid that withOIIt Polish aid the 
llilit.ary ~~~ensures open to the prospective Allies will be wholly 
inadequate to afford tt..el.y relief to C-Z in the event of a Cel'111!11l 
attack , unless there be such disunit.;y in the Cet"lll8ll nation as to 
preclude the organbed J:>ilitsr:r effort ot which that nation 1s 
,atentiall7 capable. 

AD a tteapt b;y the Allies to render a1l1 tsr;y aid to C-Z 
JJI81 be expected to result in an esrl:r atabilhation of the ground 
forces on both the East and I! est tron ts, poasibl:r acco.,panied b;y 
a general aerial war, and a prolonged inns tAlent of Cerse.ny by 
land and saa. '!he economic effects of such an investment would 
appear t o be far more promising to tho Allioa than an:r purely 
~ilttory measures thet the:r are eapoble of undertaking • 

.l.L.:.. 

-
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'ONFI DENTIAL 

September 6 • 1938. 

Subject: Tile present !uxo~o.n ai tua Uon. 

P'requent journaUatic> accounts appearing 1n tbe prase to­
da:r conclude that t he critical situation 1n !uxope eould be aolnd 
by a threat ot -.r against Cermo.J>::r b:r the coabinat1on l'ranee , So'rlat 
~aa1a a.nd Great Britain. The argw~ent 1a baaed on relatift •111-
tary strengths arri'led at by matbellatleal additions of ""'"• gun.a 
and ahips , with little consideration to tho possible &111tar::r em­
ployment or these abstract figures, 

The i dea back or these amateur military estimates seems 
to be that t he Cennan General Sta.tr would tore. B1 tler to dee1at 
from emploYing 111Utary pressure in her expansion eaot..,rd 1t only 
Groot Britain would categorically back France and ~sola in demand­
ing a n ogot1ated aattlament or the Sudeten atta1r. In othor words, 
that the serious threat or a preventative war, or a preventative 
war 1\aolt, againat Germeny would rea tore peace 111 Europe. 

'1'ha fact a are that a preventative ...r conceived to avoid 
a greater -.r ...,.:.ld result 111 the nry thing it 1a desired to avoid . 
A Pr&Tentetlft -.r would sot Euro~ abla2.o aa etrecti'lel::r as the 
fUture ge.nere.l •r 1 t is hoped to tonostall , 

German::r is in a 110st raYorable pos1\1on to resist an::r 
military intervention by tbe two daaooretic nations and Soviet 
~asia. Italy at beat would be neutral; and probabl::r an ally ot 
GeZ'!!Wllly, to Judge from ltussoUni ' s Genoa spot~ch, The Scandillll'rlan 
countries , Holland, B818111111. and Switzerland unqueatlonabl)' would be 
neutral . Prance could 1nterT&ne on land only by throwing her torces 
tutilal;y against t he German tortiticat1ons on tho north and the 
Rhine on t he sout h , All recent mill tary operations have prc...,d tbe 
detenae to be ao strong that t here is no poss i bilit y of breaking 
through except by slow, costly concentrations of superior resources, 
which au~riority is lacking in P'renca todeJ, British land rorcu 
in t he beginning .,uld be negUgibla. P'rence would haft to retain 
strong prriaona along the ItaUan trontiar in the eftllt ot Italy' s 
nautraU ty a.nd s t ronger dar ansi va t orcea U Ital::r wra German::r' • 
all::r. P'rench artation 1a interior; Briti sh air toreee 111 a tonoaUYe 
State or deYelo~nt, 

O Tc-· o·· .. . i ~ IAL 
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The Br1 tiah Na"7 could llD 110re enter the Bal.tic tod.a7 an4 
f orbid to OermaDJ' the llinaral reeourcee ot SM>den, than she could 
in 191._18. She would han t o hold t he • •a ot her fleet inacti't'l 
in the North Sea to prennt submarine and surface raids. Depending 
upon Italy's attitude, the Mediterranean would abeorb precautionary 
naTal forces ot both France and Bri taln or ""'jor naTal strength to 
keep ll'rance' e Una a open to North Africa and to d0111.nate strategical­
ly the precarious na.rrow seas con red by Italy' a well distributed 
lan4 baMa tor ""a and air forces. It J'ape.n should be draWil i nto 
tbe ,...r , wblch is not improbable , t he J'ape.nue naTal forces, not now 
seriously en-d, would be a disastrous factor t o all British i~ 
tereau in the l"ar East . 

Sonet lluasia 1a blocked by Poland an4 ~ troa di­
rec t i ntenention by lan4 and 1s thre&tenecl by J'apen ill Siberia it 
sbe becomes deeply illTOlnd ill :r:urope. Bar n&"7 ill Bal.tio -tere 
1a ne8li g1ble. She could assist CzeohosloTalda only ill the air, 
and then only tor that briet periccl prior to the German occupation. 

Germaey, trom a central posi tlon, t reed trcm the nacess 1-
ty ot aooeae to the sea in the early atageo or the war by ber super ­
latiTe economic war plalllling , could bold ll'rance with a tew ermy corpo 
in tront ot the rortitied linea and tha Rhine in the ""at , ancl bring 
CzechosloTBkia so quickly to her kllllee that tbe nautral countti .. • ot 
Eastern and Southeastern Europe would be i .ntim1dated into acceptanoe 
ot Germany' a will. Whereas Genoany' s t hree enemlee would be ertect­
iTely held in place against t ormiclable clatensiTe obstacles, natural 
end art i ticial, German forces 'M>Uld baTe a long psr1o4 or treedoa 
to manaUTer her arllies at will to t he eaat-rd to obtain by terce 
or illt1m14ation turther raw uteriala to continue t be war, ancl prob­
ably allies as well . 

German air forces , with their n 1et1ng predtwlinenee ill 
botab1118 planes , could effect treiD8Ddoua dest ruction in nautralizing 
t be building up of France's and Greet Britain' s war potential . The 
estimates ot numerous c0111petent Alllaricen obseners and Jllllllutacturera 
are that the rate or incrsase in Germany's air pro4uctirtty i s n at­
ly aupsrior to that ot ll'rance and Britai n combined. 'l'hls would seam 
to be llmltad only by the continued aTallabUity ot nacesaary raw 
mat eriale. · 

'l'hls is a hasty presentation of a tew outstanding t actoro 
in a oi tuation wblch has been too oaaually presentee! as a taTorable 
opportunl ty tor the non-eggresaiTI nations to prevent the tuture 
clangerous expansion ot Germany - - to -se a hasty war to prnent a 
tut\U'e war. 
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. l!Mtbu tiM WDlita to $lie a4ftl:l~ ot O.ZMJ17 or $be 
u-no1 .. U 1a 41tt1<n&l.t to Jll'Miot, l!Mtber toree. witlaia 0.~ 
IIUI7 UMlt will aesaUn - ot $be duelrou. toroe• 1llberut 1a 
0.1'M.Il 47Jiu1• 1110 - oaa eq, It oo 4et1nUel:f be dated tbat 
a pre.,.ntoUn war DOW •tart•4 would be a Mr1ou• one, o4 oato.­
tropiUo 111 Ua beg111Jli118 tor tba 4-noh•. 

CONFIDENTIAL 
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WAR DEPARTMENT 
OFFICE OF THE CHIEF OF STAFF 

WASHINGTON. 0 . C:. 

September 7, 1938 . 

:<El.\ORANilUio! for Secre tary Morganthnu: 

~~ aeer ~r - Secretary: 

This Lezornnduc ~o. 5 Ia , except for the 

los t paragraph, large~ political . Th.ere Is no change 1n 

the 1:111 Uary situation since the preporatlon of ~i.,..orenaum 

No. 4, ~nicb you received yeatordey. 

);/;· 
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111 cleu ltr. 8eorfta2Ts 

ftia ~ft1141a lo. 5 la , exoep\ t or t.lle 

laa'\ panpa~, luaelJ' pollUoal . !'11..-e 1a SIO olwlp 1a 

\loa alllkrJ a1he\1on alllce \be prepe...,.lcc ot w..o.....,4,. 

l o. 4, llhtcb J OU rec el Yecl Jea'\ercl.q . 
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CON FI DENTIAl 

WAR DEPARTMENT 

WAR ~AftTMCNT OCHK.-AL WTAIP 

~2/26~7-204 
G-2 
111 

September 7, 1936, 

lo!EI(ORA.NIJU)I m. 5 FOR 'lHE ClliEF or STJ.rr: 

SubJe<:t: The present European situation to 
111dn1ght, SeptGber 6-7 , 1936. 

Since the last JlleiiOrand\111 dealing apeoU'ically w1 th the 
e'flnte 1n the Sudeten Atra.ir, it baa bec"""' clear that Henleln re­
turned troc hls last -•1< interrlews with Hitler w1 th a refusal to 
eccept the Third Czech proposals. a 1a not known 11hat e:mctl)' 
were H1 tl~r' a clernends, but Judging trom the known developments it 
aeeca that Honlain was a dT1aed t o stand on the Bight Carlsbad 
Points. 'OD4er strong pressure trom the British, the Czech Cabinet 
on September 6 formulated "last woi-J't oonoeaaions to the Sudetens. 
The detsile ot those still secret conceesions are believed to ac­
cede largely to the Eight Poi nts, while maintaining the inclusion 
ot t ho Sudeten areas within tho federal Czech system. 

The last concessions may be euch as to strain tta Cov­
ornoent•s position with the Czech people; and they may not yet be 
suttioient to aat1sty the exigent Hitler . Benlein is now attend­
ing the hrty Congress in Nuroucberg where he and Hitler have the 
latest propoaa.le under consideration. 

Shorn or all its pretensee, t he e1 tuat1on 1s that under 
t hreat ot 11111 tary 1nterTention Hitler baa demanded of the Czechs 
successive concessions to the extent or plecing the Sudeten Genoana 
in an a utonomous status tram which the next step, the demand tor 
ennexation to Germany, camot logically be toreetalled. In this 
diplomatio rrADeuver the British Government , and to a lesser degree 
the l"renoh , have been the agents ot coercing the Czechs into suc­
cess ive concessions 1n order to avoid the threat ot German roroetul 
notion and the possib ility ot a general wor. Czecboslovnkia baa 
been forced to make the preliminary disgorgement , unquestionably 
t o be followed by complete disgorgement, i n the cause or prolong­
ing European peace . 

1!1 tler bas postponed mention in the Party Congress or 
tho Czech issue until a later date with e view either t o announcing 
e c.,.plete Tictory obtained by "peecetul aeans , • or the issuance 
or further threats it hla tull d-D4• are not Mt. 
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'!'hila the or1 tloal. a1 tuation 111 :lurope wlll 110t end s..-
1!1841ahl.7 wbatenr M7 be the tam• ot the tint 41aso:rpMD.t, ainoa 
tbe oc.pleta 41aso,.....nt ia W1'i Uen on the llo.z1 o&le114ar. 

D1plc.&OJ' ll.ea ,.....r been 110ra openl.7 raintorc.d b7 al'M4 
atrallgth than it 1a 111 :lurope to4&7. Gradual 110bil1aUon and tbe 
concentration ot ail1t&r7 and nual toreea 1a un41a&Q1Md exa.pt 
as to 4ata1la. Clel'IIUI7 baa 110bil1ud to the eat1Mte4 etraDgth ot 
at least l,:WO ,OOO MD. and tbe western tortit'icat1oaa aouth ot Bol­
lu4 ItaYa bean ocoupiad b7 tbe adftiiO-t ot the uaita ot tbe 
thrM regional. corpe of' thrM 41rtaiona MOll. with a tourtb oorpe 
111 reaern. In J'rence tl>e reglo.nal t1Ye 1ntant1'7 Urtaioaa, oae 
•obai11M4 41rta1on and one ca'Yal.1'7 41rta1oa are •IIPPd 111 ~ 
caut1oll&J.'7 -Uftra 111 the tort1t1ed ragloaa DOrth ot the Se1ae. 
Reaeniah of' the t'ortraea uaita of' Ulllalown atrallgth ben been called 
to tba colora, araa and equipaent are being prepared tor .. rYice ia 
ooob1lizat1on centers, and a.ll leawa ben been cancelled. !ba llrit­
hh tleet ia on -uwra 111 the llorth Sea, u 1a t .ba a.._.. tleet 
ott Ballgolu4. 
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Sept ember 7 , 19~8. 
ll: 54 a.m. 

Hello. 

Ambassador Bull itt . 

Hello . 

Hello Henry . 

!low are you? 

Go ahead. 

Fine, I ' m glad to bear your voice. 

How' s my belle Paree? 

What ? 

Hor. is ever ythi ng in Fr ance? 

Oh, fine . ~enry? 

Yes . 

rzy own f eel i ng hae been, at thi s time , con­
s i s t ently opti mistic. 

Uh- hub . 

And r ettalne so . 

Good. tlow, I - e.ll I need i s - I need peace 
for Thursday and Friday. 

\Vbat i s today? 

Today is Wednesday. 

Well, I thi.nk you ' r e eet for it. 

Yes, I Just .,ant t¥10 daye to turn around i n -
Thursday and Friday . 

Yes , well now I think - you mean tomorrow and 
t he next day . 

That ' ~ right. 

You ' re practically saf e Henry. 

I am. 
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I t.b.1n!t so. 

That's what. Joe sa1d. 

Yee . 
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Joe said he was a hundred per oent sure for two 
days . 

Yes. 

Henry? 

Yes. 

I - ~hat I believe - now this ts obviously 
guess wor!t. 

Yes. 

Seoause you ' r e apt to 
days and thpre ' e a lot of things you don't 
k.now. 

Yes. 

But my guess i e that there will be a critical 
e1tuet1on on - tor another brief period - and 
that then it will begin to improve and that 
t here wi ll be a genui ne appeasement, at least 
a temporary one. I do not believe that we're 
goi ng to run into •ar. 

I see. Did you say A temporary eppeaseoent7 

I beli eve we'll get a t emporgry appeasement 
1n another t en days or oo. 

Wel l , t hat ' s oher rful. 

I hope eo. !~ guese 1e that th~t 1s the best 
chenoe. 

Uh-huh. 

• 

1~ guess 1s' that that 1e - that there's a bet ter 
chance or that hsppen1ng then a catastrophe. 
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Well, that ' s all to the good, but. tor QY own 
i mmediate problem, 

Wel l , listen, you don't- I think you 're 
practically sate in that . 

Good. 

Perfectly sate. 

All r i ght . ~at el se do you kno~? 

Well, 

What? 

I sert.you a telegram y esterday. 

Yes. 

And which was probably communicated t o you 
by the Department. Have you got it yet? 

Well, no , I eaw your r egular cabl e , I mean 
to I.!r. Hull, or last night. 

About the viei t o f a particular gentleman. 

No. 

Well, they Jus t haven ' t sent it over to you, 
I guess you'll ge t 1t late this aftern~on, 
or t omorrow morning then. 

Well , you remember t he day t hat you gave me 
caviar at eleven o ' clock i n the morning? 

Yes. 

And we - you had a third man there. 

Yes. 

Well now, his brother, eo to speak, -

Yes . 

The fellow thPt I want ed . 
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Is satltng on - thl~ week. 

Yes . That' e ftn e . 

He ' s coming. 
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! ' m - well , th~t ' c what I sent the telegram 
about . 

Oh , you - d t~ you kno~ th~t h e rces comtne? 

~ell , th~t' A ~h~t I sent the telQgram about . 

•orn,t ' f th,. t.? 

o.oout t.hat eub~ Pe t . '!'he queetlon "'"5 .,het h t!r 
you •••n t. ed - ~ttl 1 wP:Jt.P" t o see b tm -:>r not . 

rtc 11 , hP 1 l'l Sft t 1 tnz . 
t he 

\''ell, y~~ , b ut "h!' queptlon YTE.S thflt/err~> ngem P.nt• 
h"ve been mnde - t hA t v•?rd l'l'lS s ent " htch ! 
wa s to comrnunlcPte t o y?u Pno asz you lf Y"U 
s t ill wPnted to pee hto . 

Well I ' d bet.1.er wPlt. unttl ! Ee t your c qb l e 
bec•~se ! Pent ht~ r?rd t.? come o:~ . 

~ee . 

You ' ll £ et tt. 1n t he cour ee o~ t.od~y , certAinly. 

'.'!ell I don ' t. o,ulte ge t 1t but I csn walt., but 
t ~ - .. t 

thi s oert.tc tll• r !'Pl l ?'l' tnll t ... .. Pn t e·• ,_ you itn?r. 
HPllo·. 

Yes . Henry1 

Henry. 
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I w1l l write you a letter compari ng some 
comments on that whole situation, which I 
think you ' ll find of s~me interest. 

Well, I need the stuff because you remember 
where I told you it wae bogged down when I 
left? 

Yes. 

I - I mean t wo mont hs ago. 

Yes. 

Well it ' s e~sctly in tha t man ' e lapas or last 
night. 

Yes . 

And I - up to dste - have asde no headway .. 

Yeo. 

Do you understand me? 

I un~erstend yerfectly . 

And they bad a delegstion ct three men over 
her e yesterday to s ee me and they're co~ing 
back again tomorrow. 

Yes . 

But - they' re working on lt, and t he people 
under hi m. 

Yen . 

Are very sympathet ic end want to do eometh1ng. 
Hello. 

I'll write you about that, today or tomorrow. 

Yes. 
And meanwhile you ' ll get thst cable ot mine. 

All right. 

• 

Fine. Well, God bless you Henry. Take care ot 
yourself. 
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Same to you. 

Goodbye boy. 

Goodbye, 
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GROUP WEETING 

Present: 

H.M.Jr: 

!Aagill: 

R. LI . Jr: 

Oli'jlhant : 

R.U.Jr : 

Oliphant: 

H. 1.1 . Jr: 

Gibbons: 

H. li.Jr: 

l(r . Uagill 
lfr. Oliphant 
Mr . Gaston 
Mr. Haas 
llr . Taylor 
.!lr . Lochhead 
l(r . White 
l4r . Gibbons 
Mr . Upham 
l(r. Hanes 
l(r . Bell 
lir. Thompson 
l(rs. K1otz 

September 7, 1938. 
9: )0 A. !i . 

241 

I am not going to have a very long meeting t oday 
on account of the Government bond i ssue . 

Ros? 

Not hing. 

Herman, you called yesterday. Anything special? 

No . Did you get - you missed Ed this morning. 

He missed me . I got a message f or the President 
from him. 

Look, I thought I went into a very careful explana­
tion that the State Department wanted this f ine 
against this boat mitigated , and this comes in, 
with ten signatures , on my desk, r ecommending it . 

Recommending • •••• 
••• full payment. So I tell you what you do, 
Steve. Take t his thing over just the way it is, 
or send for what's-his-name -Fuller? 

Uh huh. But we •re not recommending the sitigation 
of the penalty. 

Ko, you•re rec0111111endin& t he full payment. 
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You can't do i t , unless you mitigate everybody 
else •s. 
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I can' t help i t; llr . Rull wants this case 
mitigated . I want you to send for the head - Llr. 
Fuller - and l e t Llr . Full er read this report , and 
after he's read the repor t , make him put in 1~iting 
whether he thinks ,.,e should or should not mitigate 
this . I don ' t want any verbal stuff; I want it in 
writing . 

I didn' t know Mr . Hull spoke to you. 

Re personally told me that t he Danesfield - this 
is very unfair - t lus is the most responsible one 
of the Danish businessmen and he thinks it ' s t oo 
much, etc., and so on. Inasmuch as Ur . Hull 
personally talked t o me, I 11ant to do him the 
courtesy . Let Fuller come over here and see you, 
arv:l say he should read this t hing and after he 1 s 
read this thing, frorn the standpoint of narcotic 
enforcement, does he still - will he reco~end 
a mitigation? I want it i n writing. 

0 . K. 

If you pl ease. 

Yes sir. 

All right. 

• 

· That mat ter you gave me yesterdey, I quite agr ee 
with you, in going into it, on the marble, that 
that is not an adequate answer. To get at t he 
facts , we ought to talk to some of the people in 
Procurement . Ur. Thompson •••. 

Send for anybody you want to. 

you want me to do it? 

Inasmuch as we have to present it to the l awyer who 
is investigating the T. v. A. , I thought I'd l~t 
you do it because if that lawyer is any good, he 
wouldn' t accept that as an explaMtion of whY we 
sold that marble. 

It's inadequate. Well , I •ll work with Thompson. 
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Vlell, I want a brief to present - what•s-his-naJIIe -
Biddle. I 1d l ike to satisfy Biddle. While we ' re 
on that, couldn' t I twist Senator Sheppard ' s 
tale a little bit on that question of voluntary 
gifts? I wrote b1o a lett er and he's never answered 
it . Isn •t t here some way of writing him a letter 
and say, inasmuch as he ' s smeared me in the papers, 
will he put up or shut up, or something? 

Yes . The articles in the paper s led us t o believe 
he has a different i nterpretation of the law from 
ours and if he has not r ead our orders , does he have 
a different view. 

Supposing you and Herman prepar e me a nice little 
letter . Be a little noble about it, will you, a nd 
see just - let' s put him on the spot . 

You ought to point out t hat you are a little broad­
minded . 

I ' d just kind of like a nice letter, will you? 

There is one background fact that may be an explana­
tion. Glavis is his chief i nvestigat or . 

Fine. 

So, it may be • • •• 

Well , that' s fine , but I still say, let's put it 
right back. He ' s made t hese statements; does he -
does he think he's right, or does he think I 1m 
right, and I ' ll be very gl ad to hear from him. 
But I ' d like to know, because election dsys are 
getting nearer. You know, between t he two of you. 

All right. 

Give me the best you 1ve got. 

He ran for an elective office; l et him submit his 
campaign. 

He' s not r unning this year. 

All right. Herbert? 

I haven't anything else. 
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George. 

I have your book; I don't know if you want to take 
time to look at it. 

No, only Government bonds today. What? 

We 111 go ahead and work on them. 

Work on them? 

On those charts. 

You are not ready, are you? 

I ' ve just got some rough ones here, to see bow they 
look. We ' re making those, and some others . 

Do they look interesting? 

They look interesting, but t he correlation is not 
synchronous with the pump priming. There is a 
drag . 

Wayne? 

(Nods "Nothing.•) 

Archie? 

Sterling is holding about the same . We have a 
cable from London. Y/e are getting thirty-one 
m11Uon of that today . 

And that is still in England? 

That 's right. I am engaging all insurance. 

Wil l you tell Mr . Knoke, for me, that a forty-eight 
hour lag in notification is too slow. I want to 
know every day. If they are going to dump thirty 
million dollars worth of gold on~ay• s operation, 
I don•t want to know it Wednesday morning; I want 
to know that Tuesday morning. They've got to let 
me know each day . 

Of course, it' s a two-day delivery . 

Well put it up to hill and see what 1S the answer. 
Thatfs thirty million in one day, and to wait forty-
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eight hours to know how much I've got, that ' s 
awfully slow. 
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I think the Bank of England and the Fads ought to 
be able to work out something between themselves 
on it . 

I 1d like to put i n a bid for your f irst free time, 
to consider the silver ques tion . Archie and I 
agree that any t ime you may be confronted with 
several questionr you might have to answer in 
a hurry, it would be difficult to answer unless we 
reexamine t he situation, and it will take a litt le 
time, but I don ' t think it ought to slide indefinitely. 
Sometime, maybe soon after financing . 

It•s all right; keep on bidding . 

I ' ll raise the ante next time . 

We ar e still paying forty-three . 

If Dr . Feis calls up and wants to co:ne over on 
this Chinese thing - I spolte to him last night 
and told him to call you. 

Yes • 

1>1r . Hull will see him n t eleven tomor ro" . 

11e have James t omorro\\ . 

All right , eleven t~rty, t hen • 

Harry, you might look up your notes and see what 
uooney said on Gold t he l a st time he was down here . 

Free mar ket and r aise t he price. 

\'/ell , see wt>.at he says this time . 

Free market and raise the price. I' 11 give you 
the details . 

If Feis comes , you fellows will get on t hese 
Chinese things for me, too. 

Eleven thirty? 

Yeah. 
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Is Eurasian Company in China - is t hat the one 
the Germans • • •• 

That is t he German one . 

I see they had a plane s hot down. 

Yes, yesterday. 

Huh? (Nods to Mr . Hanes . ) You? 

(Nods "liothing. ") 

I was surprised a t your f ormer firm bringing out 
a Youngsto~ Sheet & Tube i ssue tomorrow, on t he 
s ame day the Government brings out a n issue . I 
was kind of curious if they knew if that was t he 
same day, It 1 s the first t ime since I •ve been 
Secretary of the Treasury t hat there's been a big 
issue on the same day of the week. · 
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I knew that they had a big issue, but I didn' t know 
they were doing i t t omorrow. 

V/ell, could you, very informally, ask them about 
it? Can you do it "ithout any embarrassment to 
yourself? 

Oh, surely. Did they know well enough in advance 
t hat you were going t o do it? 

Vlell, I announced it l as t Monday night. 

The first day you were here. 

Tuesday mor ning. 

That had t o be in r egistr a tion twenty days prior 
to the date . 

They have known it since Tuesday, of l ast week. 

It would have gone in registration twenty days from 
tomorrow if they are going t o issue tomorrow, 
and the ~inute it becomes effective - the registra­
tion date becomes effective - t hen their conmitment 
begins . They sell immediately their commitment. 
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It Will be i.nteresting to watch. It I'IOn ' t bother 
us, unless it went sour . Then it might . It ' s 
t he fir s t time there' s ever been a really big -
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it 1 s thi.rty million, isn' t it? Of course, in 
England they never do it. They send out word, which 
I wouldn ' t want to do . I mean, they never let a 
private issue come out on the same day. 

I 1ll find out just what the details are. 

You and Uagill will see something of each other, 
because Magill is going up to New York Thursday 
night , so he ' s her e for two days, and I thought 
maybe that you, he, and I might have lunch together 
tomorrow. 

Fine. We •re meet i ng right after this meeting . 

Nagill•s giving me a - what do they ca.ll these -
home courses? I s that what they call them? 

Correspondence course . 

Giving me a corres pondence course on taxes. 

You can do that at home. 

I could, if I could mas t er it . 

Two nights is all it takes . 

All you know is that it' s Wagill 1s . 

Look what he gives me in two nights (Indicates 
thick booklet. ) and that i s only the bali of it. 

Well , I hope you can get it through t he pores . 

Don't read i t , because what ' s in there now will 
be changed in the next session of Congress , maybe. 

Steve? 

No . 

Cy? 

Nothing. 
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Well, I am going to spend the morning on telephone 
calls, and see, I ought to be through - those 
fellows who are YIOrk1ng with me on the bond issue, 
suppose you come back about half past eleven; I'll 
have all the calls. 

I've got to go to this Red Cross thing and it' s at 
ten, and I ought to be ba ck by t hen. It ' s this 
Spanish thing, on ·wheat. 

That eleven t hirty i s more or less flexible. 

Ros, will you st ay? 
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September 7, 1938 

The Secretary sent for Ed Foley and told him that 
over the telephone , last night , the President had said 
he wanted the fi11le Treasury people menti oned in Mr. 
Laughlin 's letter put back to work. 

(Lauehlin, who is Pecora ' s secretary and who ie 
a district leader of Tammany Hall in t he distric t in 
which O' Connor is running, wrote a letter to Tom 
~orcoran on August 15th on patronage. Tom Corcoran 
went on •tacation and turned this letter over to Ed 
Foley and told h im to hold it until he got turther 
orders , the t hought being that it t he patror~ge was 
turned over to Fay , who is running against 0 1 Connor 
in He w York, it would strengthen Fay very much with 
the Tammany leaders . The importance or this whole 
thing is that t hi s is one of t he moat i mportant fi ghts 
thAt the President has taken on, because if O'Connor 
is re-elected and goes back on the Rules Committee, 
matters would become very difficul t . ) 

Foley was quite disturbed when the Secretary 
spoke to him about the President ' s request and said, 
•r do not want to get in bad with you. I don't know 
anythi ng about these five men. The only thing I know 
is t hat I was told to hold t he letter unt11 furtLer 
orders. • 

Hll,Jr said he did not know that the request came 
originally from t he President . •aut,• he said, "einoe 
it did and since you and I a re both here to serve the 
President , we will do what he asks. However, I nant 
you to talk to Steve Gibbons and also to Guy Helvcring, 
because I have been holding up Guy Helveri ng' s hand 
when he f ired all of these men in Internal Revenue. 
We can ' t make an exoeotion of these five . Perhaps 
they can put them on some other rolla than Internal 
Revenue tor 90 days and t hen , after that, get rid of 
them. • 
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IIAifES COLONEL llcDITIRE G.lVE liE OVER TELEPHOIIE IESTmDU. 

l. Urgent 

John Schaeffer 

John Qatfne;y 

111chola Tqlluonte 

.lll of these people were foraerJ.¥ • ployod on a 
teaporar;y basis in the Internal Revenue office for the 
Tbird District of !lew Iork. 

2. ! ot so urgent. 

Th0111ss 0 111e1l 

Robert Jteavan 

llilliaa nood 
So far as I have been sble to deteraine none of these 

people baa ever been eaployod by the Treeaurr Depertaent. 

Septflllber 8 , l9J8 . 
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September 8, 19~ 

Foley having taken up with Steve Gibbone and Guy 
Helvering the matter ot t he reinstatement ot the five 
Treasury e~loyeea , Gibbone reported that the people 
whom the President wanted reinetated were not among 
the group that Commissioner Helvering wae cleaning ~P 
and, therefore, it made it easier tor t he Beoretar.r to 
comply with the President1 e w1ehea a nd these men will 
be put on tor 60 days, 
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September 7 , 19~8 

Having received the attached cable trom Professor 
Buck that X. P. Chen is leaving on t he China Cli pper 
on September 9th, HM,Jr sent tor Capt. Lee , Aide to 
General Craig and gave him a oop7 ot the cable. 

The Secretary told Capt . Lee that he wanted Mr. 
Chen and his part7 to ha•e some kind ot protection at 
Uanila and Honolulu, particul arly Manila, beoauee it 
the Japanese learn that Chen i s on hie way here tbe7 
will kill him. He told Capt . Lee that the Treaeuey 
will g ive the Chinese all the protection that 1a neces­
sary trom California to Waehington. 
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H£A00UARTSM 

SfCR£T 

---..... _._ ........ 
TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON 

lept .. ber 7, 1938 

J'raar lpacent, Ho~IIC. OIWia 
!o 1 .. oreivy of the ,.._....,. 

11•-ce tna Prof .. eor llaclr:. 

In rtw 7oa:r -MP CllleD 11114 putT 1•'1'1:ac b7 Ollpper 
•~ed Ppar\ Ho~IIC lept•ber 9 . 

8\riJiceD\ fiAaDcial 11\u&Uon ill f orelcn ezcbenp bal­
&DC .. bM\ 1Uua\l"Ued liT tee\ \ba\ 1'o.rlc 11 001l114er1DC 110zo.. 
a\ort- on all torelcn loaD. obltpUou. 
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September?, 1938 

~,, 131" 

257 

HK,Jr called the President at Hyde Park a t 1:15 
and said to him, "How are you? I have made a very 
careful canvass and I talked to Joe Kennedy and Bullitt 
and they were so rash as to guarantee me peace t or t he 
rest ot the week and, talking all around, everybody 
seems to think that the suggestion whi ch I spoke to you 
about last night was all right. (When I spoke to h i m 
on the phone, l ast night, I gave him all the details 
ot the financing . ) 

"Is it all right with you?· We are borrowing 
~?00 , 000 ,000. (The President Q&d no suggestions to 
make about the financing.) I am sending a Secret 
Servioe man on a plane with a t ormal letter on the 
t1nanoing tor you to sign making it ' legitimate'. 

"About a halt an hour ago, Dow..Jones carried a 
flash that the Sudetens had aooept ed tor study the 
proposal ot the Czech Government and, on the strengt h 
ot that, the market went up. 

"I spoke t o Ed Foley and I asked him to look into 
the matter you talked t o me about last ni ght and told 
him to talk it over with Stave Gibbons and Guy Helvering. 
I told him this morning. Ed Foley seems to know all 
abou t i t.• The President said, •speed is t he essence.• 
(Full explanation ot this matter is contained i n record 
ot Secretary' s meeting with Ed Foley also dated Sept. ?.) 

1 Thank you very much. 
gards . • 

Give Ed Flynn ey best re-

At the conclusion ot the conversation , the Secre­
tary said t hat the President told him that yesterday 
he bet 2 to 1 that there would be no war tor two weeks 
and the President asked HN,Jr it he wanted to bet him 
and HM,Jr answered no; he d i d not want to bet on war. 
The President also told Hli,Jr that Ed Flynn was sitting 
next to him. 
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I&R l.AlJO CHRJ&TIWl 'l'Rlw. &XP&R'f 8U1' lk>T 8Aift'A 

c.Jl.AUG WlU. AAAIVE AT TH& 8 10 HOUS~~ T \'10 OOLOCK 

Tllli\SDA'I TO 8££ TH£ PREGl DEN'f O'I'OP Pf'EASE HAVE 

T HJ: IU.EICIII I ELLa READlC j 
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T REASURY DEPARTMENT 

INTU OP'tr~c.e: COMWUNIC:ATION 

.h . 130 
2CO 

•••• SEP 7 1938 

•• Assistant Secretary Ta:rlor 

••oM !Jerman Oliphant 

Ret Aequisition of Critica1 and Strategic 
llatarials Essential to the ll&tiona1 Defense. 

It would seem to be or psr&IIOunt bportance that in tiM or 
war, or when war is ~ent and threatened, the United States 
ilbould b&Te on band an adequate reaerra auppq or cri tica1 and 
strateg1c •tarial3 essent1a1 to the nat1ona1 defense. These 
matariala are, in genera1, cbellicala, ¥Dg&Deae and other colDOd­
i~iea wbich can not be obtained in autticient quantities 1n the 
United Stn taa . 

In the N&v:r Department appropriation act, 19J9, ther e is a 
•soo,ooo appropriation for the proeur..,ent and transportation or 
strntegic and cri tica1 118taria1s. The currant appropri ation to 
the War Deportment does not contain a sillilar provision t or the 
purchase of sucb materla1a . However, t he army appropriation act 
does contain a provision for the procurement and storage of ord­
nance 118 taria1a and supplies , and autborbes the Chief' of Ordnance 
to enter into contract& tor the procurement ot such materia1s to 
an 8ll0unt not 1n excess of $12,9'JO,OOO. To the extent thet 
strategic and critica1 • terial.s are included 1n the tel'11 •ord­
nance •tarial•, it would appear that obll,Jations •Y be created 
tor their proc~nt under the trar Departooent appropriation act, 
tiaea1 :rear 19J9. 

Under existing law the Reconstruction Finance Corporation 
baa authority (Secti on 5 ot the RPC Act) to u.ke loons to bsnb, 
• to aid in financing agriculture, co,_rce, and industry• . It 
is probable that under this authority tlwl Reconstruction nnance 
Corporation could u.ke l oans to the Export-Import Benlc, which 1n 
t urn bes au.fticiently broad atatu toey and olwlrtar powers to ll&ke 
advnnc .. to l"edera1 Surplus Co-..dltiaa Corporation f or the pur­
pose of enabli~~& thet Corporation to ll&ke purchases abroad ot 
strategic and criti081 ~~&tarial.s . Tbe autborit1 of the Federal 
Surplus Q)..adities C rporation to .aka such purebaaes, and to 
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a tore , ·handle run sell the materials is renee ted in paragraphs 
(i) run (m) of tha third paragraph or its Certificate of Incol'­
poration, which read as tollows1 

"(1) To pll'chaaa, or otherwise acquire, to hold, or 
otherwise to deal in, to sell or otherwise dispose of 
arrr run all agricultural am/or other ooa:JOOdities, 
and/or products thereof am to loAn ard/or borrow 
110ney upon the 8&1181 

"(a) Without limiting the generality of the foregoi.n;!, 
to borrow 1110ney for tha purpose of (1) purchasing, 
s toring, bandlina, am/or processing agricultural ard/or 
other co111110dities and/or products thereof or any surplus 
of the same and (2) disposing of or re110ving the -
through orderly Mrlteting in the United states am/or 
elsewnere;" 

Sucil 118terial could be acquired and stored by Federal Surplu.e 
ColliiiiOdities Corporation upon an understanding with the War and lluy 
Departments that the ~~aterial would be bald tor aale to those Depart.-
118nta whan, aa , and it an appropriation were aade for sucb purpose. 
It is not believed thot any legal difficulties would be experienced 
in the matter of procureiD8nt of storage of the material. Section 1 
of Executive Order No. 6166, which transferred procure ...,nt functions 
to the Procurement Dt vision in the Treasury Departmant is very flex­
ible and authorizes tho Procurement IJi vision, w1 t h the approval or 
t he President, to distribute the functions or procure~~~ent to tha 
various agencies of t he Govenment in practically any llli!.Illler dee.ed 
desirable in t!J.e interest of econoll)' and efficiency. Both tbe Secre­
taries of War and of the Navy have authority to bsue regulati ons 
governing storage of a1lltary supplies, ard it 1s believed that satis­
f actory arrange~~~ents for eucb storege could be worked out between 
those Departments and the ProcureJDent Division of the Treasury. 

I am not at this time prepared to say tha t the Export-Import 
Bank has authority to purchase and bold the commodities in question. 

L 
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DEPARTMENT OF STATE 

WASHINGTON 

Septeaber 7 , 1938. 

Ky dear Mr . Secretary: 

I enclose for your cont1dent1&1 1nforaat1oo a 

paraphrase of telegl'am llo. 418 of Sept•ber 6, 1938, 

from the .laericao Eabassy, Berlin, traosmitt1D.g the 

r eport of a coD.•ersatioo between the Aabassador and 

Mr . Br1nk.lii&IU1. 

Sincerely yours, 

Enclosure: 

Paraphrase. 

The Honorable 

Herbert P'eis, 
AdYiaer on International 

Jconomio Affairs. 

Reory Morgenthau, Jr ., 

·secretary of the Treasury. 
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2C3 
UR.t.PBR.ASE OF TEL!Xl!Wt RECEIVED 

FROU: American Embassy , Berl1JJ, -oereany 

DATE: September 6, 1938; rso ' d Sept . 7 , 7: 45a.m. 

NO . : 418 

Last night I had a conversation with Brinkmann , who 

said that the preliminary fi gures obt ained as a result of 

t he April 26 decree showed approximately 4 billion Reichamarks 

of Jewish proper ty in Germany. Brinkmann said the fi nal 

res ults are not yet in, but be thi nks that the final total 

wi ll be only slightly more than t hio figure - which is 

very much less than was est i mated earlier. Brinkmann in 

the same conversation said he esti mated the total German 

f oreign debt at 6 billion Reiohsmarks. If interest on this 

l a t t er amount is figured at 3 percent , an annual service 

of 180 million Reicbsmarks would be required. Brinkmann 

claims that approximately 110 million Reich2marks are being 

paid by Germany now. 

FUrthermore , Brinkmann oaid that even under the existing 

agreements, if importing countries would grant more liberal 

conditions Germany could increase ite exports by 500 million 

marks. Such exports would of course make mor e foreign 

exchange avai l able for service of debts . On the third of 

October Brinkmann expects to make a speech i n Leipzi g review­

ing Germany' s whol e scope and trend under present economic 

policy, and p erhaps he will giYe some indication of develop-

mente in the f uture. 
It is requested that per tinent portions of this telegraa 

be transmitted to t he TreasurY a• etr iotly confidential in­
WILSOII. 

formation. 
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September 2, 1938 

Dear Mr. Secretary: 

I enJoyed so much the privilege of dining and talking 

with you last evening. I want you to know that far from thinking 

it a hardship to come down from New Hampshire to be with you I 

thought it an honor, and I liked very much being asked. 

It occurs to me that it might be of some use to you 

t o have a line from me summarizing my views . 

' '"5 .. ~.~ 
' 

1. I think the gold dollar should be maint ained in 

accordance with the President's decree of 1934 and that gold 

should be received and paid out at the gold price fixed by that 

decree without li.mi t as to amount and w1 thout restriction· or delay. 

The one fixed point in a weak and weary and frightened world is 

the gold value of the dollar . 

2. I t h ink your pOlicy of the tripartite agreement, 

which has now for a long time maintained flexible but orderly 

exchanges by cooperation between the nations, should ~ mai n­

tained . As you pointed out in your talks at Harvard, you have 

established exchanges which may bend but need not break. I am not 

disturbed by the current relative weakness of sterling vis-a-vis 

the dollar. It i s not surprising i n view of the British adverse 

balance of payments and the fear of European war . I think the British 

will wish to ma.intain a strong though not a pegged exchange,and that 

while there aa.y be people in England 'ltlO IDSer peace conditions would 
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2. 

look upon some deterioration of the pound in relation to the 

dollar as advantageous from the point of view of British trade, 

just exactly t he opposite view would be taken under the conditions 

which we were considering lsst night, of war or the fear of war. 

It becomes absolutely necessary for Great Britain to ~aintain a 

strong pound from the point of view of prestige and t he necessitous 

p~rchases she would have to make for war purposes. I look upon 

the continued cooperation between the na t ions parties to the tri­

partite agreement as of vital importance to maintaining orderly 

as distinguished from pegged exchanges aRd from the point of view 

of beating off the foreign exchange speculator who is a vicious 

parasite and capable of aoing infinite harm. 

3. I assume that there will be no renewed sterilization 

of gold imports and no increase in reserve requirements. As you 

know I t hink these were among the .• rinc1pal factors in precipitating 

the depression of 1937-1938. But quite aside from this technical 

ar.d mechanical s terilization of gold and of reserves, now happily 

abandoned , there is the sterilization t hr ough fear of adverse action 

by our own Government directed against our own business, and t hrough 

fear of war in Europe, which is making money almost u.seless and l eaving 

these gold imports sterile. Of course the Government of the United 

States cannot remove the fear of war in Europe, but itoan if it will 

remove the fear of its own adverse acti on at home, which is sterilizing 

gold and reserves here, and may tt.us do much t o bring about recovery 

and reemployment. This is no one-sided matter -- busi ness must 

help, and must abandou some favorite dogmas, in order to bring about 

t he necessary result. 
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4 . I t hink our markets should be made ~ore liquid and 

that consi deration should be given by the Treasury and t he Federal 

Reserve Boar d and the Securities Exchange Commission to the measur es 

which ought to be put into effect in order t o make them more liqui d. 

Yfuatever may be the merits under conditions of peace and well bei ng 

of restricted markets , it would become urgently important to broaden 

the markets to the fullest possible extent it a war should occur and 

the question should arise of our capac ity to absorb foreign held 

A~erican securities which Europeans would then have to sell. I 

think it ot extraor dinary importance that our own ma rkets f or stocks 

and bonds and commodities should be kep t open under every and any 

condition. Closing the exchanges is a favorite device of the panic 

monger. It aggr avates instead ot ameliorat ing the condition in 

al most every instance . 

5. I think it would become important for t he Federal 

Reserve Banks to be prepared to buy Government s ecurities , particularly 

t he longer ones, in the event ot war. One of the first manifestations 

of war would be the world-wide incr ease in t he level of interest 

rates and the unloading of Government securi t i es and other securities 

now selling at the highest prices and lowest yields ot all times. 

It would become the duty of the Federal Reserve Banks to buy these 

and lend on them freely to pr event a di sast er or the first magnitude 

to the whole econo=r of t he country . 

6. I fully agree with you that the Br i tish would never 

have a cont rolled exchange in the German sense, nor would they 

have a s tandstill or an embargo. They would however i n =1 

restore the kind of control of the exchange which they put 

opinion 

i n effect 
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during the Great War with a view to ensuring the application of 

their nationals ' foreign assets to the national ~eeds in a war 
emergency . 

7 . I have no doubt of the ability of this country to 

absorb foreign held American securities if we maintain a free 

gold market and a free exchange ~~rket and keep our stock and 

commodity exchanges open, provided the neutrality law and the 

decisions or the President under it do not unduly restrict our 

exports . On the other hand any general embargo of our exports 

4 . 

would I should fear bring on such a depr ession as would make everything 

unsalable . 

I say a ll these things with due diffidence because I was 

in the hospital all Yiinter and spring, and have been vacationing 

i n New Hampshire for t he last month, and or course I am not in the 

least familiar with oresent conditions except as a newspaper reader. 

On the other hand many of the 9roblems you are ~ow confronting 

recall to me mY Treasury experience during 1917-1920, and I hope 

on a ccount of that experience I may be of some service to you now. 

I am going back to New Hampshire and planning to stay 

there until the middle of this month. I bope indeed that you will 

feel free to call upon me in any way at any time if you think I 

mi ght possibly be of service to you. 

I am, my dear Kr. Secretary, 

The Honorable 
The Secretary of the Treasury 

Washington, D. C. 
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nDEAAL RESERVE BANK 

OF NEW YORK 

~C9 

lt.E CORRESPONDENC E 

coanDiftuL nLa 
L. 1'. Enolte 

DATE llf\•ber 7 I llll!lo 

SUBJECT• TILIPROII COIIYUWIOI WI1'8 

BAI!t OF DOL.dDo 

Boltou called •• to~ at 111 ZO a. a. Iince telliD& •• 

in t hia .ol'lliDI'• cable \bat he ~d 10ld te,ooo, ooo, Bolton aa14 

du1'1o1 the toUoW1D1 hour done little acept aell tl,ooo,ooo 

Swedea and teoo,ooo to the luaala~u, but aner '" tol'lc had 

a little later he had loat aaother tlo,ooo,ooo - •alt1ac the 

total tor the da7 ao tar laat oTer tl-7,0001000 - a certain _, ot 

which had 1011• \o Pal'ia 'llbere then were ali1ht lien• ot the PriDcb 

tr111c b•i=inl to WMiliD. fb11 riD .. ed 4•aod tor dollua wu pouibl7 

due to t be abaiDce ot -., o .. a 11hlch 1a now md•tl7 cooa1derec1 a bed 

lilnJ pou1b17 eleo to the prnallinc teel1n1 in the aal'ket t hat the 

Caech propoaela bad not be• rMeiTed 1117 too tnorabl7 1n Berlin. 

t here eonuoued a •trona fl!eljng io 1UIII7 quar\ere that nm apart troa 

the lbropem 11\uatioa, ner11n1 ... a 1ood aele. tanerdayla 111d 

todqt s operation a •-eel to indicate (a .. the wideoin1 diacount OD 

tllture nerl1ns) \hat e llhort poait10D wu bednninl to be built up 

.. , ruul\ of wbich people -r• tl')'illl to borrow nerlinl tor • r .. 

dl)'l, fha\ idcht iap:ron tbe tHbDioel polit1on ot t~t eurrmq aad 

ultt.atel7 be of auinaaee to hia operat1oea. .it the -aat, bowner, 

t here were \oo • ...,. adwerae tanora yet aa4 he .. , ~Tinl d1tt1-.1Uea 

in alinhtntns \be rate betwHO ._,, aod '·''• 

the weeaeu of the bella, he aodernood troa Bau40WJD•• 

•u dae \o a -•reial order aad 414 ao\ reprea•t • ••••' of 

oapttal. aa a aa\\w of tan 7en~ the Belliaaa ha4 1aiaed 
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n DKML RESERVE BANK 

011' NEW YOIIK 

DATI' ltp\•bor '1, lta. CORRESPONDENCE 
COIPIDIIIUL nLII SUBJECT> tii.IPIIOIII QOil..aJI!IOI WIIIl 

L. 1. la= o,ll"'•----·--- __ IM~ or •owo. 

I 

a li\tlo cold r.o. h1a. 

270 

tho pilclor ••• • U\tlo outer \OdqJ be UDdara\oo4 tro• 

de J0111h \he\ •• a raiQl\ ot 0\lr eablo ot lut aicht de loach ••• 

coilll to be a Uttlo leu ae\iYa a · hh dNl1nc• ill Allatord• tod.,.. 

lol\«l atatod that be waa propiJ'lJI& uotbar abipaet ot 

col d to low ton tor bia aeoOIUltJ to the anon' ot IIlah lbipam' 

he would, ot courao, •Ill• loll uaa ot our order ill LoadeD. I 

pointed 01.1t thd ot the order tor teo,ooo,ooo chm h18 thh ••• 

t horo waa Yort ll'U• loft after loadaT' • m d t odiT' a aalea ed he 

can •• to UDdornand tbd he would tool a little better it •• 

inor .. aod 1'· I ropllod I would '" 11bat oeuld be doaa. 

Lltllll 
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COilUifti.&L ftLe 

L. •• bolla_ 

OATT 1!1\ebU '1, lf.o 

suaJa:en nr.1p1011 co•m•nxoa w;~ 
!Iii IJ:rUILAIOI BAll. 

I oalle4 4a Joap at il4& \hta •natac .ad reture4 \o IIJ' ullle 

yener4q (aH eeloare) reoeipt of tlbtoh de Joup -n..... fi• 

arreq1DI ahl,.et per II hatecSa. of 801 ban equal \o zoe,lM 

ounoeaJ trelcht -14 be pa14 b)' tb• .ad ft 8bou14 pq tor 1D•reoe 

and 4.-n their •·•-'• 

I the ret erred to paracnpb & ot Taner4qt • cable .ad the -­

u:·ulticm 4welope4 e1 tollowll 

t. •I •n aq we were nebbel'cu\e4 t o 1e\ TOUr cable ot 

lloa4q.• 

de J 0 -x .ald CU\aiDl¥ !aYe -icata4 With you but t here 

Wll DO oppol'tUD1\7o' 

t. '11'%11 a ceee Ulte \tat you c.a alwqe reach •• at '-e• 

that I WID\e4 \o aq h \hteJ ill tbe ttnt plaoe I • 

•n •r !HIIIIJ"7 h YIJ"7 williDI 1114 aDZiOUI to iD\11"-

prM the arr-.••t YeJ"7 11bUallT1 but I _, to 

rater )'.U to par .. raph I 11b1eb, e\ricUy epealdnl, 

proY14ae tor \he -•ereiOD toto cold b)' ue ot dollll'l 

aeqairM tor \he ae-t ot \he 011\ob lqvaliutiou 

je-\ 1114 tor the -Yal'liOU iDto &old b)' TeN 1D 

.-eter«e ot pildere a..Ure4 tor our ee.-t •• 

11-.1 ..... fhd h, nrictlT ., .... ,a,, \he eoD\111\ 1~ 

ot panpn• a. J • 11aPlT epHIWll ot \he 11Ural 

u•ewpnh\1011 of that ............ •• w-.14 .... .n ben 
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• ~ •L-"- CORRESP O NDENC E 

coenaltl#tlt m.• 
DATY •• , •• ., f, ~-. 

1.. w. Jtaelle.._ ______ _ 
I 

Su•JKCT•f&IPIOII COil'JIIIIJOI WJt11 

_ __ t~U!!!!....!!.!I.BIILAJIOI NH, 

10ld .. alan dollua 'ltl!eb nau.lt. ti'OII \be Hle et 

allll4eJ>a •• we ha•• doae 1ll the put.. Oil t.be ot.bu 

ll.lad aeoei'Cl1111 t.o puecnpb I )'0\1 would Ml'llaft 10ld 

.. dnat. p114ua parabal .. "' aa. !bat. 11, nri.o\17 

., .. 1r1n1, 'llbet. pal' .. nph 2 oont.aiJla, • 

de 1. "'at. U et.al't.a •oa the bula of reolproolt.T•' We ader­

nood t.hat lf 7oa eanartt aold tor •• 1ll ... York we 

OOQld eaaaa aold to I' 7oa hue. • 

E. W!b at. al•pl7 •-• t.bat ._th oowatl'i., .. reed to the 

Hle of aold t o Hab otbel'. • 

de 1. ... baYe ut.erpret.ed U al11ht.l1 41ffarct.l7. • 

E. ex .,pnolat.a that. fi'OII toar operet1oaa. I r-s»Ht 

t.bat the !I'NMlJ7' 1a qult.e wllllnc c d Yel7' uud.011a 

t.o latarpl'et. t.he al'l'eDI••t .,e,. Uberal17. !lat. 

J • are t.h., ~4 prefer to dlanu .uCih op­

tloal •etol'e nt.hel' t.bc after. 

de 1. 8J t.el.,.._ed 70U laet. rl1.4111 cd a•Uooed tbat we 

ld.pt hne t.o aell dollal'l to IUppol't ODI' 411111'1'81187• • 

11:. en •• tol' \bat I'M- t.bat. J act )'Oil ., oable of 

rrt.dlr a!P'o lennl't all t.bia la water O'ftr t.be 

a.. u J'81aN• t.be ,._..e, ., point 11 t.hll \bat. 

lf theM openUoo• ••-• too lute proponloaa I 

W!ll4 ._ 1t -.1• •• rat.,. all una4 t.f 7011 al• 

• 
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-<:. CO RRESPONDENCE 

CORJIPIIJIAL liLII 

I.. •· bolte 

0ATW ltP~tr 7o 18llo 

SUBJECT• !IJ.IPBQIB C01fl,ft84%;t_Jl.l_ WitH 

tai _UfB18LA!108 BAa. 
I 

Uled -e ot TOUJ' 1014 ho141JIIa 1D ... torlto Other­

wile a lituaUon &11ht 4e.elop wbere 7ou hne TOUr 

1014 awq t~ larope and we hne our 101d 1D laropa, 

ao4 that at a tlaa wbea all. ot IUropa h anoua to 

aet 1ta 1014 a~ ti'OID than. It JOUr aalaa ot 4ollara 

aboul4 ooat1nua turthar on • la!'la aoala I 8bou1d taaa1Da 

tha ta1rar 41rta1on ot the bu1'41D would be t or ua to 

talte aoaa 1old uader aanlft 1n Aaatarcl• ead tor TOU 

to ralaaae -e ot TOUI'a 1n Raw tortt. It attar that 

.ora clollal'l are needed TOU would hne to 41aoaaa the 

aattar with •• tlratJ that would ba a talr d1rta1on ot 

the ba:rde.• 

da J. IIJtut 7'0UI' 10ld hare can ba lh1pped 1•ed1atel.To • 

1:. llfna, 1t tao1llt1aa are na1lab1aJ 1t TOU uaa 7'0111' 

aol4 boldtn~• hare you can aho ship troa k>atard• 

and raple1ah th111 t hat ~· • 

da J. •In tba t1rat p1aoa, I want to aaaura you that I would 

han tal-..boned TOU lloDU, 1t 1t ha4D't balD t hat TOU 

were oloaed.• 

Jt. IlL" •• aq that 1n tha ttatun TOU can probablT elw&T • 

1ft ae at bolla, thJ'OIIIh t ha biDit• Jlow wu tba au·lrat 

tou:rfe 
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~.-,,..r:: C ORRESPONDENC E 

COIIrumuL nw ' 
DATI< ltDMbtr 7. lllle 

L. •· ltDao 

SU8JEC'n IILWJIOI& MIYD't!IOI Dill 

--- !BB llll'B~De B~l. 

dt J. llfoda7 1\ 1a ••17 (lu1n. •• 01117 aold about. teoo,ooo. • 

I. 1A• I hd1oatt4 111 the cable lut Dieht., rou ha•t tor 

~· \1.111 beiDc k,ooo,ooo. It rou nttcl co b•oad that 

I thlDlt it would be ••17 helpful it rou uae -• ot 

rour aol4 here c4 at•• ua • clulllot ~o ••• -• ot 

our aol4 OGt ot All•t•l'4•• • 

de J. llfou would :rather not ha'fl cold 1n Loodont• 

'· •It would tD-' ooapl1cate thine• tor aa.• 

de J. IIJlow about B:ru11t11t• 

1. '!hat appllea t o the 'lbolt eonttnct. OUr d1tt1Cillt7 

il that •• aq be alktd to aake -• 11•1lar erranc ... 

act tor Bald- toeorrow -"d the retult 111&ht be 

that •• hno .. cold all o•or Jalropo wbc the 

~ropean• th••tl•o• proter t o ha•• their cold hero. 

I tb1Dlt there •-' bo -• "to d1ttr1but1on ot the 

bul'4c. .,or the tiao bt1nc, at leut, rou ha•o t heao 

•• ,000,000 aD4 it 70U haYO to 10 bOTODd that I aa-o 

1ou w1ll ci•• •• a r1111 -"d •eanwbile that JOD -114er 

••1111 -• ot your col4 here. " 

4a J. •llappoat we had to atll 4ollara tc.o:rro• IIOJ'Dtnc, 111 

that 1111 •• ahall allk rou to rtleuo -• or tho 

col4 .. l'llarlittd.. 

1. 11 tb1alt that W1114 "' a ••17 ta1r d1atr1blaUoa ot 

tile ........ Regraded Uclassified



.... DI:Ml.. RESERVE BANK 

0Jr N~ YORK 

DATE 1~\•ber 7 1 .11118. ,c i"ICt;;: CORRESPONDENCE 

OOinoftUL llLII 

t.. '· &U. 

SUBJECT• !ILIPJIOJI_CQIIJUAriOI tltA._ 

___ %SI 1Jr11ZIIUJID8 IIAil. 
I 

4a J. •In that cue •• Will probab~ mtp cole! to you m 4 a a 

J'CN to eaz-.al'k on reaelpt. • 

lt. "You 8hlp cold hen to replchh .uoh gold u 7CN ..,. 

ha·"' releaaed 1D the aemt1aef I t h1Dk t hat 11 • 

•el7' or4erl7 procr•• • 

de J. •A~~<Nt the •all IIIIOIUit that •• .old todaT• le haYe 

act rou a telecr• telllDI the a.aot t1111re of the 

cold to be ear.arked here.• 

Ito •Let ua ha'fl that earlr toaorrow aom1nc 10 that •• 

om put eYerrthtac tbi'Ouch Without a b1toh. D14 

you ha·n m,. order• 1D t hw aar lcwt ,. .. terdq?• 

de J. ..om are. You u 4erttand t hat while •• were aell1.11c 

dollar• hen OD lloodaT we boucbt atarl1nc and -­

Yerte4 that 1Dto C014, that WU done pa4J' to be 

h elpfUl to the Bmlc of 11Dclm4. • 

I ooaolu4e4 bf aq1Dc that I was hopefUl we now 11114eratoo4 

oth er pertH\~. 
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BK RBfliBIIL.&II08 BAH 

.aftiiTIOI Jlr. OB .roaOB 

27.6 

Pere&raph l Your -ber a• noted 8fOP Ple .. e N.JWal'k cold bar. 1a 

eel'II&Ked acCOWlt B 1a accordance with our nlallar 81 aDd 

cable us earq on Bept..tler 8 aact •ount ot tiDe OQDO .. 

., .. rwaned BrOP 

hre&reph I Pleeae rel-•e !rot1 eal'II&K and ship to us tret«ht pr~ 

paid per N Btat.odaa on Sept•ber 10 about zoe,ooo nne • 

ouncea atOP We ha•e co•ered 1naurence here troa door to ' 

door at 7 c.ots per mm4re4 dollara SfOP Cable !1111 

deta1h sbipa.ot S!OP 

Plre&repb a Before aelUDc -re than t£5,0001000 1o the aacrecate, 

1nclu41Ac 1o auch 11110unt dollars alr .. d7 sold, pl a .. e 

cao.alt w1 th us aroP this procedur e 1s cont•plated b.r 

oar nlaller 81 S!OP 

Parecrapb • I aball telephone 70u at 9 :410 •·•· our t1ae Wednesdq llfOP 

.. I I "' • ,, 1 n 
• 

•• J 
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EDA 

SEcrEtary of StatE 

Washi ngton 

RUSH, 

875, ~tptEmbEr 7 , noon, 

GRAY 

LONDON 

lkfd--277 

DatEd Stpttmbtr 71 1938 

RECEi VEd 11:05 a , m, 

FOR SECRETARY NORGO.'TRAU FROI4 B1Jl'TE!fi¥0RTE, 

STRICTLY CONFIDENTIAL, 

Part onE , Sir Ri chard Hopki ns got i n t ouch with mE 

last EvEning and I mEt with him at 11 o ' clock this morn­

ing, HE r EfErr Ed to our last convErsation rEportEd in 

No. 845 of August 31
1 

1 p .m. , and said that hE now had 

thE conclusi ons rEachEd by thE Bank of Franc E and thE 
aftEr 

Bank of England/ =amining thE ttolmical aspEcts of thE 

quESti on, ThE two CEntral banks took thE viEW t hat i n 

i ts prEsEnt form and i n thE prEsEnt condi t ions of thE 

markEt thE suggEstion would not bE l ikElY to givE thE 

favorablE rEsults ai mEd at and that such assistanc E givEn 

to thE forward markEt would bE l ikEly i n practicE to · 

ass i st spEculation, MorEOVEr i f thE quEstion of stcrtcy 

was important thE two cEntral banks fEarEd that thE 

ExiattnOE of such forward optrations could not bE k t pt 

IIEOrtt from thE markEto 
Bopldna 
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EDA - 2 - #8'75, SeptEmbEr '7 , noon from London 

Hopkins sai d that he had talkEd to Ltnorcy, acting 

Frtnoh Financial Attache, who was embarrassed that the 

Frtnoh authoriti Es had not bttn ablE to find a mEans of 

tmploy1ng EffEctivEly this proposal of an addEd techni­

quE and was most a~ious lest the UnitEd StatEs find that 

its Efforts wErE not appreciated. Hopkins understood from 

LEnoroy that Cochran was being givEn either yEsterday or 

today a similar: rEport of the opinions of thE two cEn­

tral banks . For thE British Treasury' s part , Hopkins said 

h£ wi shEd to indicatE that they wert prepar ed to join in 

trying to work something else out if it werE thought 

dEsirable . . 
In connEction with thE stcrccy aspect of thE con-

clusions of thE two central banks I rEpEatEd to Hopkins 

what I had told Phillips , reported in the third para-

graph of number 824 of August 26, 6 p. m., and in this 

connEcti on Hopki ns confirmEd Phillips' statemEnt that 

thErE exists now an arrangEment betweEn thE Bank of 

FrancE and thE Bank of England undEr which thE latter 

on occasion opEratEs in th£ forward franc markEt on bE­

half of thE former but as agent not as principal . Hop­

kins added, howEvEr, that th£0£ operations were by no mEans 

extensivE and or course thE decision of monEtary manage­

ment in this respEct rested firmlY on thE shoulders of 
thE 

• 
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EDA - 3- #875 1 StptonbEr 7 , noon from London 

thE Frmch. 

Part two, Hopkins thEn volunttrrEd thE ronark that 

mEEting with mE at this timE mad£ him f EEl that ht should 

apologizE about thE rapidity of thE pound' s dEclinE but 

thnt rEally what hE should makE his £XCUSES for was thE 

dEplorablE statE of EuropE as soon as twEnty years aftEr 

thE last world war , HE "tnt on to emphasizE that all 

EuropEan cEntErs wErE naturally gravEly disturbEd and 

affEctEd by thE currEnt s1tu~tion, London ptrbap8 th£ 

lEast of all . HE said that nEvErthElEss thE prEssurE on 

thE pound had bEEn extr aordinarily h Eavy; hE had not yEt 

hEard about opErations thua far this morning but h~ppily 

yEstErday vtas not nEarly as bod as thE day bEforE . (HE 

was obviously acutElY conscious of thE fact that thE pound 

had btEn allowEd to slip some two points whEn liEW York 

was closEd for Labor Day) . Ht furthEr said that in his 

opinion -- and tht quEstion dEcidEdly involvEd psychology 

-- thE British Equalization fund woul d havE lost far morE 

gold by a policy of holding firm and hE addEd that sincE 

thE UnitEd StatEs would hovE had to acquirE t his gold thE 

Unit Ed Statts would havt not liktd it tithEr. I mErEly 

rEmarkEd that thE quEstion as to llhat tactics would haVE 

producEd thE morE dEsirablE effect was tht crux of tht 
situation 

279 
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EDA - 4 - #875, Stptcnbcr 7, noon from London 

situation and that ltd h1m to strEss again his attitude 

thnt the mEthod EmployEd wns thE !110rt dt'icacious. Hop­

kins thEn gnvE mE to understand, in words which wert suf­

ficiently vnguc to mak£ it impossiblE to quotE but th£ 

purport of which was nonE the less clear, that thE British 

authori t i es WtrE.not disposEd at this tim£ to lEt the 

pound go nny t:urthcr. Ht did not <t:EJ>tnt not) mention 

figurEs but I prEslllll£ that hE meant 4 , 80-81 as th£ bottom 

l£V£lo In view of my No. 825, August 26, 6 p 0 m,, nnd thE 

stntcmtnt in the f i nal pnrsgrnph of my No . 639, August ~o, 

6 p. m., I madE no comment EXCEpt to ta.k£ note of hi s 

nsscrtion. Hopki ns also impli td' thnt hE looked for , 

with any casontnt of the intcrnationnl s i tuation, a 

corresponding r cnction from thE recent movement , 

KENNEDY 

CSB 
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EO 

SEcrEtary of StatE , 

Washington. 

881 , SEptonbEr 7 , 6 p. m. 

PLAIN 

London 

DatEd SeptEmbEr 7 , 1938 

REo ' d 2 :35 p. m. 

FOR TREASURY FROll BUTTERWORTH. 

ThE dollar opEnEd at 4. 82 1/4 bid and rapidly 

movEd to 4. 81 5/8 at which point thE British authorit i Es 

gavE support and aftEr gold fixing thE ratE movEd up as 

high as 4. 82 5/8. ThE Briti sh fund hEld it at 4.82 1/2 

until New York opEnEd a sEllEr of dollars and thE ratE 

novEd dortn to 4
0
82 1/4 . ThE denand for dollars was 

larger th.an yEsterdoy ond tht firm manner in which th£ 

Briti sh tund govE suppert i s of i nttrrst in connEction 

with par t two of No . 875, SrptEl!lbEr 7 1 noon. 502 bars 

wErE d Ealt in at fixing at 1448. lD. ThE Briti sh tund 

latEr navE larg E amounts at lD. ovEr thE f i xing pri cE 

and bEfOrE thE closE at 2D. 

KENNEDY 

CSB 
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J.IG 

SecrEtary of State , 

l'fash!.ngton. 

PLAIN 

Lond m 

D~tEd Stpttmbtr 7, l n3S. 

Rtc ' d 3:05p. m. 

FOR TRE!.SilRY FRO!\ BUTTERWORTH. 

An nnalyois of tht £bb ond flow of prEoS commEnt in tht 

firot thrEE dnyo of th1a wttk may bE worthwhilE as indioat~ng 
tht ~opin&o of citY opinion to account for a ni jus tify tht 

fall in thE ottrling r ott btlOW 4. 85 . 
ThE poli tical crio1s i o odm1tttd in all quorttra to bE 

thE mo.in c::.uaE of thE prEsourt on sterling; thE FINANCIAl• !lEWS 

in pnrticu1CI'_ inoiottd t h.'\t fluctuations in thE rnt E b:lVE 

follOWEd tht hour-to-hour intErpretations of news of thE 

situation in CzEchoolovnkiO• 
NtvErthElt sa diaouoo1on of tht overvaluation of ottrl1ng 

and of thE tr~dE bolnnct or th£ ottrling artn via o vis tht 

UnitEd St~t£9 continue to opptnr though thE relatiVE atrtao 

laid on this f actor d1fftro. For examplE thE FINANCIAL UE',/S 

1n ito lEnding tditoriol on Monday oooErtEd that thoot who 

otr cos thE tcmporaTY noturt or thE Un1ttd st~tEa export ourpl\U 
' 
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Page 2, #880 from London 

and ~ke light of the Uni ted Kingdom adveroe balance pay in­

oufficicnt attention to thE deterioration in the balance of 

pa-ymcnta of the Empire as a whole: . Afte:r admitting that o. 

rillE in comoodity prices would be favorablE to sterling 1n 

283 

t1111t but aooerting that it is t oo early to count on anything 

of thE kind thE editorial wmt on to oay: "If capital cont1nu£a 

to move towcrdo thE United Sto.tco atcrlir~ muot soon fall to 
co 

th£ minimum level which America ~ould cccept jreasonable Qnd 

a t t~t.point will rc~u1rE to bE defended by substantial ~old 

exports . " T!IE FIIIANCIAL TIIJES on th£ other hand in an Editoric 

on Tu~oday ato.tcd that tholJ8h prcocnt economic conaiderationo 

VIOuld put ster ling a t o.bout 4 . 40 aoa1mi ng it to bE over­

valued by o.bout 10 per cent no .pcrmnncnce can be given to thcst 

conaidcrntions and th~eforc 4 . 70 would bt a more reasonablE 

b.mit to eAJ)ect. Oscar Hobson t1nancinl editor of the ~lE\'/S 
CHRO!IICI£ QJ.so stressed thE temporary no.turt of the trc.e.c 

balance position and stiltEd that lx doeo not expect the poo 

to fall a s lo\'7 ns 4 . 70 this year fnil1~ a European war in 

opite of th£ weakening effect on sterling of the uneconomic 

arms progrt-.m. and t h E hindraro t to export recovery of otEEl 

price policy. 
pressurE 

Holland 
uoat of the !J' eso on Tuesday reportEd that the 

came a lmost entirely fran th£ continent Eaptci ally. 

and SwitzerlandU:tdl£ th£ FINANCIAL NEJfS also attribUted tb£ 
mni ntenance 
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P:lgE 3 , {)080 rrcm London 

mo.1ntcno.ncE in thE widE f'orwar<1 d1!l c c.unt c. n tht bclga . to a 

btl1tf th~.t D€lgi.um ,,ould aeon j oin tht sterling bloc , I n h13 

Lombo.rd ~trc tt column today E1n~1G dcocr1bto Hollo.nd, Sw1t­

ztrlo.nd o.nd Pr one£ na "hon<r!U'Y r.tLtbtro of thE a tErl1ng nrcn" 

o.nd rcf'cra to thE oyat£1!1(lt1c optl•o.tiona d thE Dutch o.nd <;-aU: 

controls to. kE EP thEir currcncit::J rclo.t1 vdy stcndy in rtla t1• 

to atcrlir\3• Probc~l> of grto.tcat 1ntcrc~t ~n the prcos ccmacnt of tht 

po.at thrt t do.ya nrt rtfErtncco to tht bEliEf tho.t there io 

oomt definite undcratnndl..'"lg bttV~t tn tht British t>nd Ar;£r1co.n 

o.uthor1t1to on thE pl'totnt r.v:lvtmtnt of' the r c. tt of cxchl:.r\3£ • 

The Fl1:Ali~!.\L N::I'IS 1n i ts lolor.dnY leading cdttor1o.l in d1o­

cu oa1ng tb£ f'nll t o 4 ,8~ 1n tbE r o.ct of' thE reported 

Ao£r1Ct.n TrccourY :ltat£Dtd; oa1d: " P-encE f <r oll ..:£ laiO'II c.t 

prtatnt th£ c rrcct1v£ 11 rd.t of dcprtc1nt ; on tlb1ch American 

GUtb<'r1t1EB ~£ prcpo.rcd t o o.ccc!)t TNJ.Y c.lrtndy !X'.v£ b£tn 

alr.v:>Gt rE~.chtd ." 
On thE oanE dc.y thE Fl11Al1o::ll,L Tl!!ES o:>1d:"Ont f nct 

that sctmo t o cm&rst fran recent hnppcninsa is t hl:t a frtah 

undEroto.nd1ll8 }r.o btEn rcncl1td ott \1Etn ourstlVEll and t

1 

t 

UnitEd stc.tto auth0r1 t1.ED•" 
ThE ronow1ng quoto.tion frO:~ today' s DAILY RERALD f1n-

o.nc1nl col1.lJ'Ill express to tbE f'ttlinS 1n thE c1 ty pcrbnPB mort 
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Page 4, ;'1880 fron London 

morepccurntely curl certainly 1:10rc frankly than a ny comment 

to be found in the FINANCIAL PRE53 or the more orthodox da1lit 

"ThE city 1!1 trying not to b e alarmed c.t the pound•o fell 

ol. thou.gP -yEsterdoy'a uenkneas in t;Utedged suggests thct is 

io not happy a bout 1t . It \Jould prefer to bnvE m ot't'1c1al 

oto.temcnt conf1rraing th£ rcpcrto tho.t thE f nll 1:3 by arra~e­

nent with thE Ame rica n authorities and not ::.ltogcthcr due 

to the for cc of conti nental and other prc:~surc. Thcr c c.rc 

plenty of rea sons v.ny thE pound !lhould f nl l but the ap ptU'Ent 

lack of concern displayed~ the control i s c littlE un-

nerving to s ant . " 

CSB 

Regraded Uclassified



AM EJ.!IlASSY 

PARIS ( FRANCE) 

623. 

TELEGR.\11 SENT 

OHAY 

StptcobEr 7 , 1938 

5 p .m. 

FOR COCHRA!l . 
ThE fo11ow1n~; is btl.~ rtlco.sEd tor tl.t mo1•ning 

ntwspo.ptrs , Thur tdo.y , Stptonbtr 8 , 1038: 

SccrEto.ry of thE f rEosu:oy 1 orgcnthnu is today 

off Ering f.or oubscript1on, throuc;h the li' cdcr e.l ResErvE 

banks , !)400, 000, 000, or t hEr tol)outs , of 12-14 ycnr 

206 

2 - 1/2 per cent TrEosury bonds of 1950- 52, ct pnr a nd 

occrucd i nterest , ond ~n ndd1tton~1 ~3QO ,OOO,OOO , or 

thErtnbouts , of 1- 1/8 per cent Trcnsury notes of 

Scrt cs A-19~3 , due JunE 15, 1943 1 at pnr nnd nccrucd 

interest from June 15, 1938. At th£ urunt t imE, thE 

hol ders of 1- 1/4 pEr cent Trcanur y notes of SEries E-1938, 

mn turing Pee onbcr 15 , 1938, ~r c off cr c;l ~he priviltSC or 

cxchong1ng ouoh mo.turtng notes ei thEr for thE Trc~surY 
bonds or th£ TreasurY notes , thE cxchnngt to be mod£ 

p:lr for por 1"1 th c.n C'cl justmcnt Of :lCcrutd i nterest ns of 

September 1,; , 1938, end to th£ c:<tcnt thE Excho.ngE 
privilEgE 
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-2- #62~ , Stpttmbt~ 7 , 5 p .m., to Pa~1a . 

p~1viltgt is ClVdltd or, tht offc~ing of bonds o~ of 

notes m:1y be inC~t:lStd , 

HULL 
( HF) 

287 

St\Ji £ TO : AV.FJ,IBJ\SS'i , LONDON 1 
ENC'oLJ.ND ns Dtptl~tmrnt 1 

s 5051 

Stpt tmbt~ 7
1 

5 p ,m,, FOR BUTTERIIORTH, 

£A :HF: U'iW 
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DJ.TE: 

Ameri can Embassy , Paris, France 

September 7 1938 6 , ' p.m. 

NO.: 1408 

RUSH 

'mOl.! COCHRAN. 

This afternoon I had a telephone conversation wi th 

General Manager Golay of the Swiee Bank Corporation at 

Basel . Golay feels that there is a much better outlook in 

Europe since the Bri tis.h and French have shoWn their in­

~erest in avoidance of a war in Central Europe and are 

influencing the Czechs to make concessions to the Germans. 

For the present be does not think there is ~eat danger, 

but be expects that for several months there will be a 

t r oubled atmosphere. 

·t talked with Governor Rootb of the swedish Centr al 

\ 

Bank at Stockholm. He told me that be anticipates a long 

t roublesome per iod, with the ultimate outcome of a plebiaoite 

for Czechoslovakia whereby the German, Polish and Hungaricm 

minorities will all declare themselves; in his opinion neither 

the British nor the French would go to war to stop suob 

act ion. As for sterling , Rooth does not think it is over­

valued at 4.86. He thinks that once bet ter international 

poli tioal news turns the big oapi tal movement from Europe 

t o J.merica , the present sterling-dollar rate abculd improve. 

Last night 1 was visited by Archdeacon , the Berlin 

representative of Bankers Trust . Be told me that the 

norll&l population of Nuremberg is roo ,000, and t hat there 
are 
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nre 800 ,000 people t here now; he thought that it would take 

about a week after the end of t he Nazi Congress on Septem­

ber 13 to tranaport the visitors t o their homes, Archdeacon 

believed that the l ast speech which Hitler makes, on Septem­

ber 12, may be peacefUl but that i n the latter ha l f of 

September t here might be eo11111 aggreaahe move, Archdeacon 

told me that misguided people in the r adical wing of the 

German • a zi party do not think that the French and British 
in 

would fight to aave the Czechs, and that/this ignor ance 

may be the greatest danger of a 'big war. Business people 

in Germany are hard up , he aaid , and are forced to sell 

t heir securities, whi l e mobilization has made labor unhappy. 

The Wanager of the Paris branch of t he National City 

Bank thinks that sterling will continue weak for some 

t ime , and that i • at t he rate may even drop below that 

at present. He doee not t hink that Germany 11111 cause 

immediate t r ouble. 

It is the opinion of one of the part ners of the 

Paria br anch of !.!organa that Ri tl:er 11111 keep negotiating 

and will not precipitate t rouble just now. This friend 

tol d me that aome of the eta!! of hie bank were called today 

to do 
military s ervice in torts in the eastern part of France . 

I had a talk with an American economist f r iend of mine 
While there he 

who haa just returned to Paris from Rome. 

i nterviewed the Finance Winiater, the Governor of the Bank 
of 
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ot Italy (Azzolini) and the official who is in charge of 

exbhange control, Guarneri. Ky friend said that he round 

the I talian budget situation is not too bad, but because 

ot unfavor able balance of international payments, the 

country is obliged to go t hrough heavy hardships. There 

has been a reduction in imports, particularly of wheat, 

and bad bread particularly has fUrther lowered the standard 

ot livi ng. Thi s season there haTe been many Genr.an t ourists .. 
traveling in Italy and paying in t ravel lire, because a 

lar ge unfavorable trade balance with Germany has been 

built up by Itely. There are not as many other t ourists 

ae had been expected by the Italians. On t he whole sentiment 

toward Gera&ny is not kindly, and Italians in high and 

low position are unanimously hopin.g that they will not 

be drawn into any conflict which may arise between the 

Germane and the Czechs. 

I had a telephone conversation today with the Preeident 

ot the Bank for I nternational set tlements, Beyen. He 

said that tension among Germane is very high. Beyen said 

that it was impossible for anyone to tell in advance what 

would transpire, since one man alone will decide this . 

It the Germans themselves wer e not so wrought up, he said , 

he would not be so worried. Beyen expects the next two 

t he does not think there will be 
weeks to be cr itical bu 

an explosion. 

This afternoon at bal!-paat tour I bad a talk w1 th 
the 
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the Ban.k of France. Pressure today had been heavier than 

yesterday, my friend told me. For the day the Br itish 

equalization fund had lost approximately 5 ,000,000 st erling 

and the French 1 , 000,000 pounds , One-half of the French 

lose wae to support the exchange; an order for national 

defense took up the other half, Ky friend said that 

1;he banking people of Franoe do not think there will be 

conflict in Europe, He was told f r ankly by the econ~mtet. 

of *he London house of a leading firm of international 

bankers that the Czechs had been sold out. 

For the month of August the unfavorable French trade 

balance was 1,273 ,000 ,000 franca; for the first eight 

months of 1938 the deficit totaled 11 ,732,000 ,000 francs 

as compared w1 th the eimilar period for 1937 llhen it 

waa 11,929 ,000,000. 

EI1D liESSAGB. 

BULL I'M' . 
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C1oae SIP!. 1. 1931 

$90. 500.000 

lawarance arr&QC84 f or fo11ow1ac thipa: 

8&1.1111,1; st .. uh1p 

Sept. 9 YuhiQC\Oil 

Sept. 10 DaOra .. e 

Sept. 111 Ql>.aea 1Car7 

Sept. 16 Pre a. Bard1DC 

Sept. 17 llr1 t t.aa1o 

Sept. 17 Obalapla1a 

Sept. 21 Manhatt an 
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$12,000,000 

10,000,000 

10,000,000 

12,000,000 

11,000,000 

10,000,000 \ 

12,000,000 

$77 • 000.000 

-
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