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CC!!pP!!ton ri!c&l Policr 

I 

The competitive capite.Uat •:ret• under d•ccratic political 

torma hu come upon evil daJ& , 

In apito of increased aggregate production and much larger 

potential production, we have acute Wl•ployment , acute ahortagaa 

or material goode fer many personal and , more important, we lack a 

toe~ ot security upon which the buildi~ of a good lite dependa , 

II 

Tho magnitude ot aurfaco symptoms euggeeta t bat the cauaea of 

our ditficultiea m .. t be tu..Samental , IIO&aures to bo ocnetMIOtive 

must bo corroapondinglJ fundamental, 

III 

Mlcng sovoral important ca\lsoa, one clearly eoema to be that 

tho relation botween purcbe.ai~ powor and prodllCtion bae been in-

CCI!Iplotoly u.-1 aratood , and, accordingly, tho rolo of tho national 

ata to in relation to purobe.ei~ power and prodllCtion baa boen 

"rronooully conceived, 

Although this adwnderet&Dding baa boen general and baa oxiehd 

to r a lo~ time , an ac11te ocaditicn baa only recontlJ appeared , That 

it Ins boon ao long doferrod 1o duo to tho fact that 11ntil recentlJ 

govol'1llllente baYs boen con...,..ti~ naticaal aaeeta (the •tiODAl dCD&in) 

into purchasing power, Thill pwcbaai~ powor', allppl•enting •bat 

ar ising directly from prcducticn, baa IOI.tigated .-.bat tho deplor­

able co..Sitiona wbicb ba•e exiated aince the izd11etrial r oyoluticn. 

IV 

Tho coaoepUoa of tbe role ot tbe ,.tiCD&l etde (wllotbcr 

domocratio or totalitarian), ill ralaticn to pwobaai~ pow or and 
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production , i.e umorgo~ profowd ch.ange. This cha~o is basod an 

two eepo.rnto but r ola.tod conaidcrationa• 

1. Tho operation of a prbato, Clllllpotitivo, capitalist ayetem, 

bnaod in part an privata debt (credit) involves nooooaarily from tile 

t o t lJoo incroasoa and docroo..aoe in aggregate purohllai~ power with 

no corroapondi~ incrouo or doct-ouo in potential production. Tho 

oollSoquonoo is unemployment and diatortocl prise rolationebipa tbe.t 

arc morally and polltioo.lly destructive. Th<lroforo, tor theao cbanaee 

in aggrogato purchae~ p«er, (ari~ from tho vary mturo or 

private ontorpriao), tho national a to. to must o0111ponaato in tho IIIO.JIIlgo­

ment ot ite budget , or othorwiae. 

2 . Tho effoct or tho application of ecionoo and technology to 

production 1a to incroaao potential production . Tbia inor oaao in 

potential production dooa not of itaalt inauro either (a) tbe.t tbore 

will be oorroaponding incrouo of purcbe.s~ power, or (b) it ther e 

bo such imroaao in purchllain& power, tint it will be apoot en ccn­

aumpticn , or invaated, in now plant . Unless Cllld until tho increase 

in potential production roeulta in inoreo.aod puroho.eing power, and 

thio incroaaod purobe.aing poorer apaot en conaaoption or in•oatod in 

nw plant, tho r oeult will ba un<Dplo,..ont , nnd partially idlt plant . 

Aocordi.ngly , to inaure full production , tho mtiono.l at o.to auet bs 

propo.red to inauro tho noco .. ary purchasing power thr ough the anoao­

mont of ita bul!gat, ar othsrwiae. 

In ..-ry, a pri'rato, coapetitho, capitallat eyetaa with 

progroaaho tecbnologioal iaproy-t roquir u on tho part of tho 

Mtional atato dollberate aotion of a OOIIponeatory cbaraotor at­

tootin& purobu~ power. 
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v 

The necoaae.ry OCIIIponaatory action ie moat roo.dUy taken by the 

n!Ltione.l ete.to through tho IIIUiagement of tho national budgot. 

C<nponaatory lllllfte.I!<IIIOnt of tho national budget r equire• cor­

relation of policy in hlllldling all no.tiono.l moasuroa af'footing money, 

crodit , tnxation, and expenditure . 

VI 

The pri.noiple of tho compensatory budget requires "" important 

extension cf tho ca~~~~on concept of tho f'unotion ot taxation . 

Tho componantory off oct of tho budget is produced, not by tho 

abaoluto lovol of inccme or expenditure per ae , but by tho llllgnitudo 

(and method of obtaining) tho not eaah doticit or aurplua , Thi1 

dof'icit or surplus may be altorod oither by cbangoo in diaburaemeota 

<1r by changoe in receipts , 

It follows thorofora that taxation, in providing rev•uee t o 

the national atate, concurrently gives cno mothod of controlling tho 

aho of tho deficit or aurplua , That 1a t o aay , taxation p-ovidea 

a mochaniam •horeby purohaaing (and ittveating) powor in private henda 

cnn bo reduced or incroaeed in amounts and in a m::.mor cooforming to 

gonoral publlc policy, 

It follows eimilarly that tho oxpondituroa and diaburaemontl 

ot tho na.tional atato, in providing for tho ocmoon aorrlooa , con­

currently ghoe another mothod of controlling tho d ao ot the do­

ticit or aurplua , Tlat ia to aaJ, upeadituroa and diabura•ant• 

provide a mochanaa •hereby prob11ing aDd i .avoating powor in 

privato bo.nda oan be i nor ouod or daorouod in amounts and in a 

_.,. oontonaing to s.,._.al polbllc policy , 
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VII 

A nl.lllbor ot quoetione of p'-lblie policy o.re involved in the 

administration of a compenaatory budget , 

1. 'flat ehould be the abeoluh level of income and diebureement 

about whiob variations take place? 

2, 'flat ehould be the magnitude of the deficit or eurplue at 

any particular time, and what agency ebould lllllke thie determination? 

] , Shell the operation be applied to ·expenditure , or to income, 

or to both, and to what d agree? 

'1, Shall the direction of incr eased (or r educed) purches~ po .. r 

bo toward producers, (\r t ownrd aonaumore, or toward both, o.nd t o what 

dogree? U toward producore, whioh? I.f t oward cone.....,ra , wbichT 

VIII 

Th9 :Importance of tho policy queetione raieod above may bo 

judged by relating tho gravity of tho proaont position to tho magnitude 

of current production poeeibilitiee, 

Wo can produco annually with roe.sonably full employment , ninety 

billion dollars worth of goode and oorviceo 1 we aro in tact producing 

slightly more than sixty, A curront doficioncy of production and of 

purclnoing powor ot about thirty blllion dollare annually is iodicatod. 

It wo allow tor oxpondituro or invoatmont to turn threo timoe a 

year , in order to r niee purchasing powor thirty blllion dollars , ton 

billion dollars in the nggr ogato would noed t o bo added to currant 

lovola by public o.nd privata ontorprieo to eocuro r C4leanably full 

~Dploymant and production , 
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Privata ontorpruo can hardly add more tblut at tho rato of 

tour billion por year this yoar. lven thie figure o.eau1101 high 

o.otivity tor houel.ne. , utilit ieo , ro.Uroe.de, o.nd industrial invoe\m111t . 

Thi s loavoe at least eix billion dollare per year ot production that 

tho federlll government ho.s available to work with this year , thi a 

being at this t1llo tho indicated appropriate detioi.,oy ot net (cash) 

disburoomonta ovor inooa>o on whatovor absolute lovol . 

Tho. adoption ot a compon];i,ry budgot policy raiaoe corta in 

difficulties and dangers . 

l. Tho. problom of timitlg ie n difficult one at boet . IXieting 

110chenieme for oxpandituro llDd f or te.xation wero not dovieod with ouch 

policy in mind and ctro cliiDSY f or tho purpose. 

2. Bottle necks will dovolop. Tho.y wlll d isappear . Forosigbt 

will r oduco thoir number and severity. 

3. Unloas a roaeomblo degroo ot competit ion 1e mnintainod , thoro 

is likelihood that the great bonotite ot full production will go to 

orgClnizod groupe boot able to t ake t oll on incr eased purcllo.ei:ag power, 

'+ , Strikoe and lookouts, r educing production , might detod the 

progr,.,. , 

5. Over-empho.eie on tiacal policy, particularly in ita initial 

euocooeful pbo.eos , might caueo neglect of other meaeuree nooaeeary 

and proper tor ao.tietaotory rorloraticm ot private •plo,._.t. 

6. l'llbllc llieundoratanding may roeult in loaa ot confidence. The· 

i111pUoatione of tho policy are eo foreign t o connntional idoae , ADd 

t o idea.ie of private prudGftOe, t hat great reaiatanoo of both an 

intolloot~l am moral .. t~.ro will be onoountorod. 
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1. Tho meet urioua clangor 1e that or cCIIgr oeeional intertoronoe 

with bud.gat pl&lning, ot ovor-eppr opriating o.nd under-taxing on e. 

purely political be.aie . We do nat hue tho tradition ot an ••cutin 

blrlget ae in England , We nood tho item voto pro'fieion be.dly. Tbo 

proposed Fiscal Addeory Boerd rill be e. pr ateotion e.a it clonlope 

proatigo, Tho do.ngora horo, though very real , must bo te.cod 1111cl 

rietod t or tho ee.ko ot tho bonetits tlat me.y rooult . 

X 

Although a number ot 1110aeuros e.ro desirable t o eocuro tho 

bonofite which eoom o.tte.inablo , among those moaeuroa tho adoption and 

aclminiet.r e.tion of a caopeneatory budget policy ie indiapeneiblo. Tho 

bonofits t o bo gd.nod are vory gree.t , Theee aroz 

1, Roaaono.bly full employment , o.n inoreaeo ot o.bout 5of. in pro<luction 

o.ncl therefore in tho materia l standarcl ot lito. Thoro would bo e. martod 

incroo.eo in tho CCII&UDption of e.grioultural products. 

2 , Blimino.tion ot wide ewinga in ompl0)'1D01lt and pr ocluctiCII would 

have a mrkod intluonco on tho stability ot employment , No inauro.nco 

scheme, though necoeeary, oe.n subatituto t o r aocurity ihelt, 

3 . J'\lllor ueo ot industrial and agriculturo.l overhead will roeult 

in a roclucUon ot e.vare.go ooeta , Tho saving wlll bo di vi dod bat wee 

profit, wageo , and lower prioee, 

'+. "With reasonably tull omploymoot , adoque.h purobaaing power, and 

nonr capacity production, ll&nY probl•• noor appearing t o co.ll t or 

govemmCIIt inter•ootion oroontrol a igbt solvo thasolvoe . In othor 

WOrcls, tho ua .. ing ot coetrol by the aational atate (tbe authority 

t or which ia geaerelly oonoedecl) ovor 1110netary and ooetral t hot.l. 

policr in thia ..;..,. ,. would leea., tho el-M ancl noed t or omral 

' 
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gonm:oa:rt control in otber parte of 1he econOCiy . 

5. An opportunity i s pr ovidod to diroot tho tiret truite or this 

incronsod product ion into socially useful chonnole, eucb o.a publlc 

holllth , education , old ago eocurity , al110 cloor:u>oo, otc . 

6. In timo i t would bo pceeible t o r oet ore t o employment IDD.ny 

young pooplo , IIUll1f older I?""Plo , a.nd many WCDOno Not only would 

their contribution in production bo of g r oot importo.nco , but proaant 

onf . rcod lo.ieuro ie dcmor nlbing t o individuo.lo o.nd t o tho ccmmUllity . 

1. Rooe011ably full omploymont o.nd production would simplifY tho 

probl0111 o f Amor ico.n attitude toward fo r eign tro.do . We oro in e. 

positi on t o r oceivo goods and aorvicee from abr oad on blllanco t or a 

l ollS timo if we cu or ganizo to receive thom. Thio , c t ccura o, would 

coatrlbuto t o friandly international commercial r olAticna . 

Boardaloy Ruml 

Boplls:tbor 26, 1938 
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DatEd SEptonbEr 22, 1938 

REo ' d 1:10 p .m. 

Storttary or Stat E, 

Washington. 

RUSH. 

219 , SEptonbtr 22 , 2 p .m. 

Your numbtrs 62 and 63 1 SEptcnbtr 15 and 19. 

Briti sh LEgation is informing Bri tish inquirErs 

through thE sEVEral Brit ish consulatEs that thE 

situation is critical and that thEY should bE 

prEparEd to ltavE as soon as possiblE. This thEY 

art doing orally aftEr British subjects havE first 

bttn summonEd to thE Consulates "to complEtE 

rEgistration rEcords" wt cannot follow likE mEthod 

btcaust of havi ng only onE ConsulatE in thE country 

and thE largE numbEr of Amtr icans scattErEd over thE 

wholt of CzEchoslovakia. 

Tht ConsulatE Gtntral has oonfidtntially inquirEd 

of tht Ministry of Railways as to train facilitiES 

for Amtrican oltlsms in cast of ontrgmoy and has 

bttn told thAt no assuranota oan bE g1vtn in suoh an 

tvmt thnt train transportation tr0111 Praha to an:r 
bordtr 
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whEthEr thE o.dvocatEs of di pl omati c mEthods poss Es s 

~ progrMt of acti on t hrough whioh ouch a goal can b E 

rEo.Chtd bEforE thE blEtdi ng GErman vi cti tts cry out 

f or othEr hElp. CzEchs o.rt di stri buti ng i n thE 

Sudt tEn arts EXplosi ves nnd poi son gas, as wEl l as 

g~s masks for thEir own pEcplEo Tht inttnti on 

1s a ttributEd to thE CzEcho not onl y of blowi ng up 

thE f amous hEalth rEsorts i n thi s r egion but o.lso 

of Ylrt.Jking v m g o>o.not on SudEtEn i nhabitants. 

ThE BOERSEN ZEITUNG attacks thE AmErican prEsS 

f or ts~ousing thE Cz Ech causE dEnounci ng such t ac t i cs 

~o malicious mtddling in v1ol o. tion of t hE 

"'ilson1an concEpt of s tlf - dEt Erminat i on. 

WILSON 

PEG :HTM 

239 

Regraded Uclassified



PLAIN 

LONDON 

240 

Dated sc,tcmbcr 22, 1938 

Received 4 ·30 ~~. 

SEcretary of Stat£ 

'fnshinzton 

996, SeptembEr 22, 7 p , m, (SECTION ONE) , 

FOR TREASURl FID H BUTTER'VO:tTI!, 

British security mar kEts wert weak today. ThErE is 

~growing realization in thE city of the strength of 

GErmany ' s diplomatic and military r osition and of thE 

fact thnt HitlEr's hand has bEEn 6rEatly strEnBthEnEd 

since his firs t mEeting with Chambtrlal.n . A sensE of 

dejEction and foreboding gained ground today but d i d 

not translate itself into market action. 

The dollar which openEd at 4, 82 3/4ths bid has bt t n 

su~9ortcd by tht British authorities sporadically through­

out the day , As soon as thE rc~ort of the Czech Cabinet's 

rtsi:;natton come through 1t moved txl 4 ,81 l/8th and 

thereafter has fluctuated around a 1/2 , On thE •·ihol t thE 

wolumt ho.s not bEEn l argE, 334 bars wert dealt in at gold 

fixina a t 143S. lld ond 1t is btl1tvtd that thE British 

authoritiES hod to absorb thE lot . Lloyds brokers a rE 

pursuing such a cautious policy ~s rt~ords thE sizE of 

shipments to bE coverEd by war risk insurance that ~ost 

arbitrageurs arc not interested in shipping, (EJ'D SECTlOl' 

ONE) • 

CSB 

\ 
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Stcrttary of StatE , 

Washington. 

GRAY 

London 

Datfd SEptEmbEr 22, 1938 

REo 1 d 4:10 P• m. 

996, SEptEmbEr 22 , 7 P• m, (SECTION TWO) 

ThE franc was undEr dEcidEd prEesuri today and a 

Bank of England official s t atES 1n confidEnCE that his 

information is that s i x FrEnch CabinEt ministErs havE 

ttndtrtd thEir rEsignations , to takE EffEct upon thE 

tErmination of thE crisis . 

(END L!BSSAGE) KENNEDY 

CSB 

• 
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P~l Or TII:LIGR.lll RIOIIVID 

J'ROih .llllerioan llib&B8y, Parie, rranoe 

DATE: Sept .. ber 22, 1938, 5 p.m. 

BO.: 1543 

PROli OOOBRJJf , 

242 

Statement of the Bank of France ae of the fi fteenth 

of Sept .. ber showed note circulation up 5,3 billion 

franca . Discounts were up 2.4 billion and (?) advances 

to State up 3 billion, leaving coverage 43, 89 veraua 

45.89. 

At five o 'clock I bad a conversation with my f r iend 

in the Bank of France. The Statement of the Bank of 

France atill had had a bad effect on the market today 

in spite of the fact that ita unsatisfactory character 

bad been considerably d1aoounted. Today the preaaure 

on the f ranc was one-third heavier than it waa yesterday, 

even with spot rate moving fro• 178.34 to .so. Three 

months sterling premiua moved from 4.25 to 5.50. 

Jo new financial plana were be1ng considered, according 

to ~ friend. According to reports ot private banker• 

to the Bank of France, the Finance ~in1etry baa aake4 

their adnce aa to the beat way to raiae tll.nda . The 

report that the Oeeolloelovak Oovernaat rea1pe4 following 

the aoceptalloe of the propoeab of Great Britaill u4 

rranoe 
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rranoe anel 'he .... of ue o .. oll aara,o:r1-, C~Uaecl a 

weakeD.iJI& iD. :rea,ea &Del otlle:r a4101D'1 Uea. The gce:ral 

uneu111a .. 1a lDo:reaaecl baoau .. of :r:rwch bu1lcl1q ancl 

other at:r1kea, aa well ae o:ri,1oi .. bJ 'he left political 

groupe of J':reaoll fo:re1p polloJ. 

I had a letter f:rca OoYe:rno:r Rooth of the Swecl1all 

Oent:ral B&llk at Stockhola, w:r1tteD Sept•be:r 31, wbich 

waa aa follow•& 

DD BIOTIOI <>IK. 

BULLIU . 

IA:Lft 
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DatEd SEptEmbEr 22, 1938 

RE0 1d 2 :35 P• m. 

Stcrttary of StatE, 

Washington. 

1543, SE~tEmbEr 22, 5 P• m. (SECTION TWO) 

"VIE havE sinCE thE End of August got about six million 

pounds which wE havE ExchangEd for dollars . FormErly m9st 

of this monEy has comE from abroad. S~mE of that part, 

howtvEr, no doubt rEprESEnts covtrings of SwEdish ExportErs. 

Tht bulk of thE stErling amounts now bought is probably . 

forE i gn flight capital . Part of this capital comES from thE 

nEighb<'ring countriEs mainly llorway and Finland. AnothEr 

part of it comEs through British, Dutch and Swiss banks. 

VIE havE at thE samE timE incrEasEd our gold holdingS 

but wE still hold a vEry substantial amount in stErling. 

I am, howEVEr, not ytt ablE to sharE thE grEat optimism of 

thE markEt just now. ThE demands from Poland and Hungary 

to gtt part of CzEchoslovakia as wEll as thE a t titudE of 

tht Gtrman prEss last night whEn thEY claimEd not only 

Sudt t£n DEutschland at oncE but also thE whOlE of BohEmia 

and Moravia havE givtn mE th£ i mvrtssion that it will 

probably last somE timE bEfOrE it comts to a sEttltmtnt . 
1 do 
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2- #1543, From Paria,SEpt . 22 , 5p. m. 
(SEo. '!'wo) 

I do hopE that ChambErlain will bE ablE to gp to 

Ood£Sb£rg tomorrow, but I v£ry much doubt whEthEr hE will 

find t hE othEr man willing to agrE£ to a gEnEral aEttlEm£nt . 

I t sEEms to mE as if thE lattEr ' s willingnEss to ·play a vr:ry 

hazardous gamE of pokEr should bE incrEasing. " 

BULLITT 

CSB 

• 
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SIOfiON TERd, TJ;LJ:QR.U{ JO. 1543 of SepteiiU>er 23 f r oa Par1a 

At noon today I had a telephone conversation with 

Jacobsson, the Swedish econoa ist of the Bank for Inter­

c.a.tlonal Settleaents at Basel, Jacooseon said about the 

same tning as Rooth, i . e. , he was afraid the Germane might 

be sufficiently encouraged by tneir euooess up to this 

ti& to pr ess on to acquire sites of 1aportant armament 

works and iron industries located i n Czeonoslovakia proper. 

This afternoon I was vls1ted by tne representat~ve 

of the Paris branch of lObe Bank of Italy. Ky !rlend told 

me tnat be is confident the Germans will not go furtner 

than to seek absorption of the Sudetene and freeing tne 

Rumanian and Polish minorities, along the lines wnioh 

Uussolini suggesl<ed, Tnis repr esentative told me that 

many I talians, while they stood by the position of the 

Italian Government to date, would be happy to see a 

general European agreement to atop Germany lest Italy 

be embarrassed by further moves on the part of Germany • 

END liES SAGE, 

BULLifT, 

U:Ln 
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DEPARTMENT OF STA-n: 

WASHING1'0N 

»y dear Kr . Secre~ary: 

In accordance with your request, I enclose 

a coaplete second copy of Kr. Royall Tyler ' s 

report . A few minor oorreot1ona baTe been made 

on ~hie copy, 

Encloeure; 

Sincerely youre , 

Herbert J'e1e , 
AdT1ser on International 
Econ~1o Affairs . 

Paraphrase , Sect ion• 1, 
3, 3, wo. 69 of Sept•ber 31 
froa Bern. 

The Honorable 

Henry Korgenthau, Jr., 

Secretary of the 'treasury. 
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No. 69, Septeaber 91, 9 a.a. 

Departaent 1 e 4.1, AII6U•t 30, 6 p .a. ror tile 

secretary ot the Trea•urr. 

I have been handed t.he following report : 

•september 20. I epent in Berlin 5 d.,e, in 

Munich 2, Vienna 2, Milan 2. I interTle .. d diploaate, 

mili tary men, proteeeore, banker•, lnduetr1aliltl, and 

other pereone. 

In Geraa17 banking and bul1n111 oirol•• are under­

so1n6 etrain ot a eev1re nature on a ccount ot preferen­

tial allotment of ekilled labor and raw aaterial• tor 

araaaent1 , alec beoa uee ot the inorea•ed ooet• ot 

labor and becau81 of uncertainty with regard to t.h1 in­

tent i one of the Government concerning li% aontbe dlliver.r 

bllle which m., not be redleoounted at the ~ich•bank 

250 

and have been ieeued 1inc1 APril laet to a totel .. ount 

ot more than three billion aarkl , to be .. t, Uleoret1oall7, 

when tbey aature , ei t.he r troa current budge tar.Y re Oliptl 

or troa t.be proc1ed1 of a loll& tera loan. !b• total 

annual bll~et receipt. aaount to about 18 billion. !bere 

hae not 1•t been ab•orbed the laet long tera 1nue, ud 

there -• reo1ntl7 required ott1o1al tuppon ln order 

to preve11t aore 1peotaoular decline• 111 t.be quotation• 

t or ltate bonde. 'lflth resard to the laet leeue, t.he 

tal lure 
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to abeorb it 1•praeaea general opinion, ae iaauea Wbich 

have come out pre'l'ioual.¥ wera proaptl,y taken up. Bue1ne .. 

cirolee are afraid that. deliYaJ")' billa Man a reneftd 

growth ot tloat.tng debt. which baa not been d1acloead 

and \be !allure ot t.he conaol1dat1on plana ot Schacht, 

eepeclall.Y ae the prolonsau on ot •obU1r.at1on reaulte 

in eevere additional drains on the treaeur.y. According 

to current eati .. ~ea, the indebtedneaa ot the Reich, ot 

which perhapa • halt 11 undiacloaad, ie aora t.han !iO 

billion manti. 

A portion, but. not. all, ot the local bua1neee people 

hold the hope that. thia uount 1a aanaseable and the,y 

even oone1dar that it might become larger without bring­

ing to ruin the proapeote ot reverting, atter a ~ or 

110re devaluation, to exchanse traed.oa aubjeot to the 

~vleo that internati onal app .. aemant oomae about and 

pe raite alt1llad l a bor and raw aatertale to so into other 

channels than the production ot armaaente. However, taw 

it an,y den,y that the trend at preeent 1e downward• . 'l'ha 

aora hope t ul point to the manner in which the aobiavamenta 

ot the laet tin yeara han aatoniahed the world an4 

declare, tor example, that an7 ahortasa exiating at 

praaant will dJ.eappaa.r aoOD due to a new procaaa ot 

extracting a aubaUtute tor wool troa inedible apeciea 

ot eea thh, ot which the euppl.Y cannot be axhauatad. 

HoweYar, eYeD the •oat. opt1•iet1c opinJ.ona are dependant 
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upon a halt in the race tor arauenh . I have not 

•et a~ banker• or bue1neee•en who bel ieve that t.he 

Oel'llan eo-called •1racle ot eoonomioe , 'llhioh bae 

~tarch3 •• ite ba eie, can keep on working indetinitelf. 

It 1e the hope o r everyone to eee Oer.an,y baolt in 

o1rou1t ( t) or one ot exohall8e oountriea before the 

system under 'llb1oh ehe now operatee hae developed too 

252 

tar. Ther e 111 another eouroe of worry i.n the oloee re­

lat1oneb1p between the l evel of the public debt and price• 

w1 th t.he effect felt w1 tb each new de-.nd on the treaeury. 

Even though paper wagee have not gone up, it 1e ea1d by 

the manufacturer• that the real ooet to bueineee ot labor 

111, at a rough eeti•ate, 1~ greater than eeveral year• 

ago, that this i ncreaee ie in varioue W&JI d ieguieed , 

and that labor 1e more poorlY ott than previously tor the 

oauee that the currency ' a real purchasing power haa 

dropped more than a proportiona t e a11ount through de­

terioration i n quell ty ot produote. ror eX&8ple, a 

euit which tormerlJ would have la~ted three or tour 

yeare 1e now onlf good t or one . Aooordill8 to the IUI\­

utaoturere, their prot1te on etaple product• have been 

r educed to the replacement point or l eee. 
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Emplo)'lllent at the some time, with hundreds and 

hundreds ot new eemi-otticial and ottioial positions, 

i s b1gh, relat1 vel:r wel l paid, and the reatau.rante in 

Berlln, tull to overfl owing, remind one ot the intlat1on 

years atter t he war. Accord1.ng to some Germane, small 

yields on investments and doubts as to the tuture ot 

the currenc:r render people in general careless ot their 

money and not willing to create savings. 

At present the note circulation is around nine 

billion and has increased almost two billion over a 

year (ago?), and ot that increase Aus tria accounts tor 

one- halt a billion. Sinc e t he Nazis came into power 

the circulation has almost doubled. '!'he optimistic 

ones ia:y, in expl&lat1on, that now currenc:r has produc­

tion ae its basis, and since production since 1932 has 

increased more than has note circulation the currenc:r 

or German:r is at present better covered t han it was 

fOrll!erl:y. It is pointed out by the cr1 tics that the 

real purchasing power ot the mark is declining. From 

a good source come · etor1u ot two Reichebanlt notu 
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having been tound with i dentical eer1ee numbers. Alec, 

there are reporte ot brand new mark notu being oontimul17 

offered 

-
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offered in London in Reichabank wrappings in such quantities 

as to oause people to auapeot that the German authorities 

are exporting them. Such tales as these aap contidenoe 

and tend to drive pri ces up. In Berlin to purchase a 

meal with touriat marks ia about twice as expensive in 

dollars as t he same meal in New York, given restaurants 

and rood or equal quality. This is t rue ae well in a 

nuobar of beer parlors and small hotels. There is no 

general shortage of f ood, but real butter cannot be ob­

tained, the white bread (so- called) is scarce, is Just 

about edible, and it is reported that eggs and milk 

frequently run short, eo that the children are t hus not 

receiving proper nourishcent. According to several sources 

rickets are becoming more and more prevalent. The impres­

sion in general is that the situation in Germany is 

becoming decidedly worse; in spite of t he enormous 

ingenuity and the hard work devoted to keeping it running 

ther e are signs of strain i n the sy~tem. For the future, 

hope is conditioned upon improvement i n the international 

situation. Believing that the chances in their favor are 

not ~ficiontly good, the Army is heavily against war. 

The young men are ver7 enthusiastically for the ayatea, 

which provides for them a never stopping boy scout Jallboree, 

but 
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but the d1tt1eulties which beset business, tax burdens, 

and the high cost ot living are a sobering in~luenoe 

on those who marT7 or those Who have to earn their liv­

ing out side ot employment by the Army, the Party, or the 

State. The presence ot Herr Schacht 1n t he Reichabank 

is yet considered to be a guaranty, to a certain extent, 

ot t he will to resist follies ot an extreme nature along 

production currency linea, but those Who are skeptical 

note that several tlmea Schach t has ewom t o resign U 

certain things occurred and then has always swallowed 

t hem. According to t hese people except to be shot he 

wlll not retire. Speaking generally, the diplomats ot 

torelgn countries appear to be more hopetul tor t he 

tuture than do the German people other t han those Who 

are ott1c1als. Isolation 1e l amented by numerous Germane. 

From a German source comes a report that t he Hungarian 

Prime Uinlster gave t he Government ot Gennany a warning 

that his country would star neutral it a war over C:r:eoho­

slovakia should oome. 
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I have an impression that by ~ar the maJority ot Gennans, 

even at the height ot t he crilis, did not believe in war. I 

f ound the people courteous as a rule, indeed to an extent 

contrasting w1 th Americans, they were always ready 

to 
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to tallt, trequent.ly 1D an ouhpoten II&IUler. !he opin101l 

waa beard that. ahov.l.d there be w.r Ge~ WOQl.d aplD 

be lett 1D the lvoh ~ It.&17, &114 th1a wae oont.raat.ed 

w1 t.h the ItaUan oollTiot.1on that Ualy would be dl'an 

1n at onoe beoauee Ge~ baa euoh a hold o•er Mtt .. ol1.Jl1. 

fbe peraonal preati&e ot Hitler ia aa great aa al~a 

and there will be a turther 1noreaae in hie preatige it 

the Sudeten land 1a annexed, but all the ;)ther lazi 

le&dera are openl1 Ol'itioized, there being atate•enta, 

tor exa.ple , that the1 ha4 to tate awa1 the anage•ent 

ot Depart.ent P'wlda tl'08 Goering and gin t.hea to GeneN.l. 

Ieit.el. It 111 teared b7 eo•• t.hat an att.e8J)t to oaptve 

oontrol ot the ~ ie being planned b7 H188ler. !here 

are at.oriea about the re•o•al ot Beot, the Ohiet ot the 

General Btatt, who 1a oonsidered to be a bv.l.warlt againet. 

1nterterenoe with the Al'aT b7 the Mazie. In the oior111an 

wo1•ld there 1e no in41oat.1on ot aJl7 organized relietanoe 

d1reoted againat. the regi•e ot the lazie. ( End ot Seo­

t 1on 1'1ro) 
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PARAPHRASE OF SIOTIOI THRKI OF TILIGRAK 10. 89 
OF SIPTaiBIR 21, 19:58, FRC* BI:RI. 

2s1r 

A aad i11preaaion is produced. by Vienna. There 1e 

a prevailing aen1e of inaeourity and many lhopa are abut, 

although open outrages are not occurri ng. For the 

Aust r ians t he reaul t of the sohilling-11arlt conversion 

has been a substantial increase in the cost of living. 

The laboring classes of Austria have without doubt 

been pleased by the enormous effort made by the German 

Gover ll.lllent t o take care of the un•ployed; on the other 

hand, the r ise in living costs baa left so11e of t hem 

• 
no bett er off than they were before on the dole , but now 

t hey are having to work, which i s not t o the taste of all 

Aust r ians . There is disaatiefaotion among many Austrian 

Nasta, out of t he sanae tbat preferential t reatment has been 

given the Prussians in the matter of jdb a. You would 

st ill find in Vienna coaio stor iea, for e xample, that 

about Bueroltel, who ia the present chief of the l azia 

in charge of Austria, to the effeot t hat upon visiting 

Schussnigg, wbo is now confined in tbe Hotel Ketropole, 

and offering to Schueanigg a free pass abroad and a 

substantial amount of dollars on condition that 8cbui8D1gg 

would reveal to him, B~erckel, bow be managed. t o get 

along wi th the Austrian lade for •.laoat four years· Great 

eff ort. are being •de by Germany to conciliate the 

Auetriana , for example, in Vienna the white bread 18 

far better than it 18 in Berlin, and genuine butter ia 
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obtainable, and food ia cheaper . 

A good general illlpreaaion 18 left by Munich. The 

display of Aryan aigna i a infrequent. There ia a welco.e 

in the beer houaea to Americana, and there is irrepreaaibly 

anxious diacusaion of affaire, indulging in free criticism 

of the ayatem, but for Hitler, nan in Munich, univerea"l 

respect. There is something impressive in the calm of 

the people. Great admiration was expressed for Chamberlain 

at the height of the crisis. Anti-Sem it i c measures met 

almost univ ersal disapproval in Germany. 

In Milan I found striking deterioration co~ared with 

the six months paat. Anti- Semitic measures are highly 

unpopular , and there is astonishing outspokenness on t he 

part of the non-Jewish Italians marked by resentment 

and humiliation at having t o witneaa events. According 

t o the businessmen of Milan , thia is the univeraal attitude 

throughout Italy, Jewa being regarded as patriotic and 

good citizens. 17 gold medals of gallantry, the highest 

Italian military distinction, were won by Jews out of 

a total number of 40 awards. It is said tbat Faeciat 

preeUge suffered a bigger blow fro. the anU-Jewiah 

measures than waa oauaed by the Anachlus. The regime 

1B now deteated by all olaseea , inolud·i ng many wbo 

live on it , and wueaolini personally ia hated. I found 

a general belief that tbe purpose of the anti-Jewiah 

111eaaurea waa to make trouble for lngland and France 
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in the Mobaaaedan countries and that the truckling to 

Germany under whoa e control the Italians eay they now 

are, even to the extent of having to renounce South 

Tyrol and Trieste when called on and condemned to go 

25S 

to war with Germany [eio.). The raw materials are 

exhausted in Italy and business ia dead. I am informed 

that t he debt of Italy to Germany for metals is now eo 

great that further deliveries to Italy by Ger~any on credit 

are retuaed . There ia a atoppLge of building and 

civilian motor construction and even mi litary airplane 

production and a great slowing down on armaments. Oollec­

tion is taking plaoe of every available scrap of metal, 

inc luding garden re.111ngs and gates, as also in Germany, 

There is still plenty of food and it is good, but the 

prices are beyond moat persona, and many workers are 

being le.1d off fr 0111 their emplO)'IIIent. Stori ee of tbia 

character are told even t o foreigners, and hostile comment 

on current affaire in public places can be heard. That the 

whole a!ta1r will end up ae in Spain 18 open talk. Ae 

for the King, he ie regarded ae having sold out to Il 

Duce. There ia an expectation that before the end of 

October the Ung will sign the repeal of the Italian 

Const i tution, replacing it by a cooperative state and 

accepting the appointment of the Grand Oounc11 of the 

cioti. There is aleo a rumor that decrees are soon to 

be published which will abolish private inheritance. 
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As a ma~ter of faot, the State is already taking l and 

without co~ensation from private owners. Some think that 

t he Prince of Piedmont may atte111pt t o get contr ol 

with army support against the Fascist party, with the 

knowledge that otberwioe be will be discharged and that 

Aosta will be declared t he Cr own Pri nc e. The question 

of succession of the throne is now being decided by the 

Grand Council of the Faaoi eti. There is cordial detes­

tation throughout the country of the policy of the 

German axis. Those newspapers which with bombaotio 

captions are claiming that Mussolini is dictating the 

solution of the Czech crisis are greeted wi tb contemptuous , 

shoulder shrugs. I heard one passerby observe that Chamber­

lain could do that but not a Kueeolini or a Hitler. A 

condensation of the general impression received in t he 

land may be conveyed by the repl y of a Milan policeman 

on hie beat . I asked him wbat Wuesolini said in Tri este, 

and be answered •welco.e t o parole parole" [aio. ]. He 

then asked where I came troe , and when I inforeed hie 

I C8.1:18 troa the United States he said • you are lucky , 

I only wish I could go to Amerioa or anywhere else to 

get out ot here•. 

u: Hr:Ln 
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DEPARTMENT OF STATE 
WASHINGTON 

Sept .. ber 33, 1~38 . 

The Secretary or State pr eeente his ca.pliaente 

~o t he Honorable ~he Secre~ary of the Tr easury , and 

encloses one copy or telegraa •o. 330 of September 23 

fro• Praha. 

--
2Sl 
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JR GRAY 

Praha 

262 

DatEd SEptonbEr 22, 1938 

REo ' d 1 p . m. 

SEcrEtary of Stat£, 

Washington, 

220, SEptEmbEr 22 , 4 p . m. 

Trading i n SEcuri tiES suspEndEd SEptEmbEr 21 until 

furthEr notiCE but forEign EXChangE mark~t COnt i nuEd 

to function. Skoda dEbEnturEs in London ronainEd at 

48 but thE CzEch loan and Praha bonds wtrt not 

quotEd, GovErnmEnt dEcrEE datEd and tffEct ivE 

Stptonbtr 21 sEriously limi ts bank dEposit 

~itbdrawals , On demand accounts as of that datE 
that 

drposi ts may not EXC EEd 3~ ptr month EXOtpt/600 crowns 

may bE withdrawn on accounts undEr 20, 000 or ovms . 

EntErprisEs may withdraw 25% . Equally r Estrictiv E 

mEasurEs on savings depos i ts . Old Austro-Hunga1 

bonknotEs includEd in tht bcnknotE circulation figur~ ~ 
of llational Bank ar E Excluded from sight 11ab111t1Es 

1n ordEr that gold covEr might ronain abov E lEgal 

mi ni mum of 25~ . NEw lEgal mEasurE provi dEs highEr 

f i nEs and longEr terms of improvonEnt for pErsons 

smuggling currEncy and tngaging i n unauthorizEd txchangt 

transactions. 

REpEat to CommErC E, 

KLP CARR 

• 
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TREASURY DEPARTMENT 

INTat OP'P'IC.a COMWUHICATtON 

Cloee IIH. 22, 193! 

b nnneo ~M tor follo.UC ablpu 

S&ill!f 

Sept. 23 

&opt. IN 

) 

' , 
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$152,000,000 

' 
$U,3QO,OOO 

ll.OOQ.QQQ 

$22,3QO,OOO 
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JR A portion of 
t n1s telegram must b e 
closely paraphras ed be­
fore bEi ng communi cated 
to anyone. (C) 

Secretary of Stat e, 

Washington, 

475
1 

September 22 1 5 p. m. 

Berlin (part air) 

DatEd Sept ember 22 1 1930 

Rco 1d 8 : 50 a . m., 23rd, 

14 . FOR TR EASURY FR~ HEATH. 

(GRAY) DespitE thE general ap?::'Ehension of nar the 

decline of the stock market during thE firet two weeks 

of thE month was not gr cat and follo·11ng ~hE announcement 

of Chamberlain ' s visit there has beEn a steady moderatE 

improvement. Any tendency to unload Government bonds 

during the scare was prcsucably largely checked by 

the fear of the sellers being regarded as "unpatriotic" . 

There was, however , an incrLaatd liquidation of short 

term credits under the Standstill Agreement by .American, 

British and Dutch interests. As a result thE regi stered 

marl< rntc fell a week ago to some 6 , 50 to thE dollar the 

lowest on record, I t is to be noted that in recent 

months t here has been v ery littlE lio.ui dat i on of the 

remaininG Bri t ish anc Dutch standstill credi ts these 

holaers preftring to ~ait ror better dsys rather than 

sacrificE half the valuE of their credi ts, A large part 

of 
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of the reghtered Mrlte reoentl)' eold to tra·ullere 

were :turnhhed b7 the Gerlll&n Go•U'Illlent 1t88lf througll 

the Gold Dieoount B&Dit. 

It 1e also reported that 1D epite o:t the enere 

penalties attaching to euoh operatione, there ie a 

recurrence o:t the 1 blaolt Mrltet•. I ha•e been in:toraed 

that at one tiae the rate :tell to a figure ae low ae 
. . 

Bix percent o:t the reichau.rlt' 1 nomal •alue. 

lhen, on the other hand, the war ecare wae higtleet, 

the Reiohebanlt wae persuaded b)' an .lmerioan banker to 

aake a pa,.aent o:t 11,000,000 eub~ect to the ueual rate 

o:t d1eoo1mt althougll the payaent wae not due :tor ten 

soothe. I:Yidentl7 the Reichebanlt ha4 not been ordere<l 

to ooneer•e exchange reaouroee in anticipation o:t the 

possible outbreak o:t hoetilities. The occurrence is 

the sore r-.rltable einoe the transfer consisted o:t 

a Jewieh •ier;re•e :tortune o:t 35,000,000 Mrlte wll.ioh he 

held i n the Oeraa neotrio Ligtlt Globe COIIp&ll)' , an<l :tor 

which he wae peraitted to tranefer the aua of 14,ooo,ooo. 

It 18 pcseible that thie unueual conoe881on b)' the Go•­

ernaent wae u.de beoauee the •1gre aigtlt haYe broqllt 

suite againet Oeraa e:q10rt ehipaellte to colllltriee outei<le 

of Geraan)'. 

There hae undoubtedl)' been a Y«r)' gre&t etrain 

on Go•ernaet :tinanoe in connection wi th accelerated 

weetera 

• 
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western fortifications and ormomtnts and thE recent 

large manEuVErs (sEE my numbEr 13) , HowEvEr, t o a 

consi derabl E extent , thEsE expenditures wer e compensatEd 

for by postponing or curtailing vtork on othtr Gov crnmcnt 

projects . ThE rumors of unusually hcnvy i ssuanc< of 

"deliv Ery bills" wErt not supported by t hE compositE 

stattment for August of Ctrm~n ban¥s which purcbcst 

most of tht Trca.sury bill issues , ThE ::;tatonrot shows 

thnt thE b~nks acquired only r t icbmnrks 417 ,000, 000 

of Treasury bills during Augu st os comp~rtd nith 

l'ti ohmarks 450 million i n JunE, 

Rec ently thE Government has bttn issuing about 

r'iohm~rks 500 million monthly of Trt~sury bil ls a 

!'igurt which is morE thtm 40:'! of monthly tax rcvmuts. 

T~x rtvtnuts for th£ fivt months of thE fiscal yt~ 

ending July 31 total rc1ohm~rks 6, 291 million (M~ch 

July 1937 , 5 , 320 million r ci ohm'\rl<sl . 

'1h11E thErE wert other fnctoro thE montt ::>ry strnin 

ooossl:onEd by thE milit~.ry prcpurat1ons was undoubtedly 

l~rgtly rcsoonsibl £ for th£ f eet t~'\t in m1d- Septtmber 

only 36~ of the fresh credi ts of thE Rtich3bnnk had 

been repaid no compcrtd \71th 6~ for tht first t wo 

vttks in AU!';u:; t ond 80'fo rcpnymtnt duril'l8 nrst half of 

September 1937 , It is s i gn1fioant olso th~t security 

lo:ms 

26S 
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- 4- ,1475 , SeptEmbEr 22 , 5 p. m., from Berlin (part air) . 

loans ndvanctd slightly, usually nt the middl e of the 

month therE is a d Ecr Ease . 
ThE total curr Ency circulation reported SEpttmbtr 15 

11~8 rdohmarks 8 , 708 million as compared with 

rcic!'lllnrks a, 744 milli on thE vrttk before and r£1chmllrks 

8, 935 million on August 31 . Normally during the second 

wEEk thErE is n mn.rktd deer Er.BE of both currmcy 

c1roulotion nnd Rt i chsb:mk credits . 

There is no indic'l t1on no to nhttbcr the new bond 

issuE .tl.ll be floated ond bnnktrs consultEd llrt of the 

opinion thnt sizeablE issue cnnnot bt gott en out now 

without grcut i ncrEaSE of thE usual pressurE on banks , 

concerns and individualo . Rumors ore ptrsistcnt 

th~t the b'lnkS havE not bttn ablE to gtt rid of all tht 

April loan. On tht other bond the great issuance and 

dcunnd for Gold Discount Bank singlE bi lls during 

August ~;ould stem to indicott that a nor long term 

offering could bE madE provi dtu thE usual pressure iS 

nppl1cd. 
Voluntary saving apparently conti nues ot about thE 

samt r at e. ThE net increas e in savings accounts in 

Auguat Till!: 107 million rcicbn(lrka as comportd wi th 

108 million i n Augu3 t 1937 . Tbt t i gurt of 17 billion 

rtiohmorks total savings deposits ottoi ntd nt thE End 

of 
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SEpt onbrr 22, 5 p . m. , from Berlin {part air) . 

of August 1936 wo.s 1 , 9 billion hi ghEr than that of 

August 1937 , Th is r o.tr of ouch s avinGS is , hoVTrvrr , 

still bElow th"t of 1926 ':hen s <~ vinga •.ccounts rEgistErEd 

., net incrEO.O E of 2 , 36 bi llion , 

At thE rnd of July the tota l disclos El d Ebt of thE 

Government '.Jns 22
1

936 million ::n incre~s e of 491 million 

reichm~rks ovEr J unE 30 ~nd b billion rrichm~rks ovrr 

July 31
1 

19:3'1 , ThE incr e:-.sr i s m, inly account ed f or in 

ohort t erm d ebt v1hich cugmtntEd by 466 million 

2C8 

rri chm'lrke during thE ~1onth, The f or tign drbt wo.s c o.r ri td 

, 1 , 304 milli on rrichm~rks 'IS comprrtd 1·1th 1 1 390 million 

~clchm~rkt · t thE end of July 1937 , It is to b E 

ro:~rmbcrrd , ho;·tvEr, th~t ~hErE h~o br.rn ;:n offsEt to thE 

rEcent increase in thE di sclosed debt t hrough thE 

retirement of' ::n unkno' :n •.mount of the spECi"-l bills 

formi ng thE "undisclosed debt" , Thuo in June VlhEn 

Otl'l'l'ln b'lnkS sho"IE:l. ::n incrE'\II t of 450 million 

r t ichm'\rks in Trt~. sury bill holdinBD thErE u•.s o. nEcrly 

corresponding drcrrosE of ol'di n r.ry bill hol d i ngs (Wrchsrl ) 

of 400 mi llion rrichmo.rks . "'hE "spcci 'll bills " :>r E 

i ncludtc\ in thE b anl: st". tonEnts "lith ordin• ry bills . 

There "':>s no dEcr;:::~se in ordi ncry bill holding~ shor:n 

for July :md AlJe.'-llst , i n f eet there 1:as a slight increase. 

On 

Regraded Uclassified



· 6· #475, SEptEmbEr 22 , 5 p. m., from BErlin (port air) . 

on thE othEr bond thE bonks acquirEd lorgt amount s 

of Gold Discount Bank singlE bills (in August 400 

million rtichmarks) without showing a corr Esponding 

1nortasE 1n thtir bill holdings, thtrtfort it would 

s EEm that somE rEtirtment of sptcial bills must a lso 

havE occurrtd during July and August . 

WILSOii 

KLP 
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PARAPBIUS:I OF TEL:IGJWf RJ:C:IIWD 

FROM: American :llabaaay, Berlin, Germany 

DATE: September aa, 1938, a p.a. (By part air; 
reoeiTed 6: 30 a .a ., Sept. 23.) 

IJO,; 473 

FOR ' TRU.SURY FROii RUTH . !To. 13. 

I had a conTersation with Schacht yesterday . He 

denied the r11111ora that because of financial stringency 

the Government would have to abandon ita new policy of 

ceasing to issue i nflationary special bills , and that 

from now on GoTer11111ent expenditures would be met froa 

invested r eTenues , loans and public issues of Treasury 

bills , or that it would secure further extension of 

non-renewable "delivery bills• for discount. 

270 

There was tacit admission by Schacht of the present 

strain on GoTernment finances . He stated that there 

was nothing wrong with the •delivery bills" except t hat 

they had issued too many, and that the Government would 

simply haTe to cut down on expenditures. Schacht also 

said that possibly another pr esident for the Reiohsbank 

could resort to inflationary methods , but that in view 

of his record he could not do so; be would g1Te up hb 

position at once. HoweTer, Schacht admitted tbat there 

bad been an unaTOidable aeaaure of inflation through his 

progru of •putting German1 to work1 through cr edit 

creation, but he asserted that t his had not gone 80 

far 

Regraded Uclassified



- a-

fsr as to be dangeroue. 

The pro3eots of the Government, he admitted, call 

on the German people for inoreaeed eavings. He said that 

t he German Government would force increased rigorousness 

if t hey found that voluntary savings were not sufficient. 
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Schacht expressed the hope that real peace would 

follow the present Hitler-Chamberlain negotiationa, whioh 

would permit reaching an understanding on international 

economic and monetary a ffaire. Should there be peace in 

Europe, he said that J'ranoe, England and the United Statee 

would conclude a durable monetary agreement with gold as 

a basis. Germany would join suoh an agreement the minute 

t hat waa done, he said, and they would be ready to malta 

a readjustment of the mark' a gold value. He asserted that 

t he United States would have t o accept lower interest 

rates on its f or eign indebtedness aa a neoesaary factor 

in the succeaa of suoh an arrangement. 

Schacht decl ared that his oountry was i n a poaition 

where over night be oould put exchange restriotions on 

pa711ents for colllllodU1.ea. · However, it would be neoeuary 

for aome time to come to keep the reatriotiona on capital 

inaottvity. Of course, after a monetary aet·U•ct there 

woul d have to be a trade underatand1ng which would enable 

a departure fro• bilateraliam, he aaid. Sohaoht ns il1 

thorough agre•c t w1 th the vine of Secretary Hull 011 
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on international trade; however, Germany dissolved t rade 

with 0\11' country on Alllerioan terms until there had been 

readjustment of the debt interest burden , and a post­

ponement and extension of amortization. The exchange for 

payment of the oontraotu&l interest on Germany' s long 

ter m dollar debts he insisted was not at Germany ' s OOIMiaDd. 
discuss 

Schacht did not/•nti'D the failure of Germany to keep 

up payment 1 on t he .Austrian dollar obligations, but he 

did say that a debt had neYer been repudiated by his 

Government, and that on th.is matter it would be possible 

to come to some agreement after peace was aseured. .lt 

the present time he asserted that t hey did not haYe aYail­

able any extra funds for resuaing interest payments on 

the .Austrian indebtedness. 

While talking about trade, Sobaobt mentioned the 

numeroua treaties of Germany of t he l8901 e as modele, 

since customs tariffe were fixed for a period of twelve 

years under theae treatiee. 

Schacht a.eeerted that be was in favor of giving full 

publicity to the budgetary and debt a1 tuation of Germany, 

and that he had atated so in his speech l ast 8Pr1ng. 

He added that the debt situation of Germany ie bad, but 

that it ia not nearly as bad &I people abroad say it 11. 

Sob&oht 
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eoll&oht told M that he ha4 quit hie poai Ucm ae Xillietcr 

of loono-.ioe 'oeoenee he 414 not w.nt to aootpt 1ihe re~ 

sibility for •eaeuree taken witho~R full authority; he 

expected to oontinue ae prea14ent of the Reiohebult, &114 

bel1ne4 that he •ight nentually be giYen &441tioD&l 

r eeponeibilitiee , einoe it wae worth eaaething after all 

t o have experien.oe. 

throughout the oonvereation Schacht epoke with hi• 

usual ocmtidenoe a.n4 deoieion abcNt the •onetary and 

f i nancial plane of Ger.any. However, it h to be re-bered 

that he 1a not 1n authority any more, altho\lib hie oouneel 

1e sought . The llinieter of loonoaioe, Goering, hae the 

real control of Ger-.ny' e financial and co•eroial polloy. 

WI LBO I • 

.. -
i 

u.:unr 
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a. !.I.Jr: 

Oper ator: 

B. II. Jrl 

0: 

Herbert 
Feis : 

B. II. Jr: 

F: 

H. W. Jr : 

F: 

ti .M.Jr : 

P: 

a. '.!.Jr: 

F: 

H. II. Jr: 

F: 

B. •!.Jr: 

F: 

B. 'J.Jr: 

Bello. 

Dr. Feis . 

Yes. 

Go ahead, please. 

Herbert -

Yes , sir. 

Good 1110rning. 

Good 1110rn 1ng . 

Friday 
September 2J, 1938 
8 : 50a. m. 

Archie Lochhead i s s itting here with me, see? 

Yes . 

274 

And we ' re getting awfully fed up on these cabl es 
coming up from Pi erson on Brazil - talking about 
stuff wh ich he doesn ' t seem t o know anything about -

Yes . 

And it' s perfectly assininel 

Yes . 

Now Archie tells me that a couple of weeks ago 
we sent word do1iil through t he Federal Reserve to 
the Bank of Brazil on t his very t hing and we've 
been waiting to hear from them. Now, Pierson 
just doesn' t seem t o know about t his arrangement we 
made a year or two ago, you see? And we've - both 
Archie Lochhead and I are very much d i sturbed be­
cause he seems to be - just gumming up the works . 

He does know about or he should. 

Well, now this -

I know the fellow -

This is the suggestion that we have -
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H.M.Jr: 

B.K.Jr: 

F: 

H. II .Jr: 

F: 

B.M.Jr: 

F: 

H.W.Jr: 

F: 

H.II.Jr: 

P: 
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P: 

H. II.Jr: 

F: 

B. K.Jr: 
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Ri&ht. 

Archie knows all about this . 

Right . 

lq suggestion i s that we tell the BrazUlian 
people here that ot course we're interested 
and that we suggest that they send up on an 
aeroplane a representative ot the BrazUlian 
Treasury, - and t .hen we 'll talk to them here. 

Ah - sure - sure, - ah -

I mean I 1m Just -

As tor working out the form ot it, 
you see? - Just what to say to them and whether 
to say it to them here or down there - I illlagine 
down there .J& the place to say it. 

No, well I don ' t think so, because it you 
don't mind ~ saying that - I think they ' ve been 
very stupid about it down there. 
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Well, I don't think that's - I don't think that's 
the BrazUlian Government. 

I don't think it i s either. 

No . 

I think it 1 s our people. 

Well - yes, exactly. 

So that ' s wcy I think we could - ought to handle 
it up here. I mean -

Ah - the Alllbassador isn't here, is be? Is 
Brandao here? · 

Who? 

Brandao, the Ambassador? 

I don't - I don ' t know. lo, W¥ thought was it 
you tlxed up ao•e cable with Lochhead and sent 
word down rev1.ewing the situation and saying that 
it they want to coJIPlete this suggestioo ot theirs 
we'd be very glad to have - ah - th• send up a 
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a.11.Jr: 

I' I 

H.U.Jr: 

1': 

H. I!.Jr : 

F: 

H. II.Jr: 
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H. LI .Jr: 
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B. M.Jr: 
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H. II.Jr : 

F: 

B. II .Jr: 
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R.N: •. T!" : 

P: 

H. II.Jr: 
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representative of their Treasury with -

0 . K. Could Archie COme OVer, Say at ten 0 I Clock? 

Sure. 

Bring~g along the record of your original arrange­
ments with them? 

Sure. But the way - that's just what I want -
I mean -

Then we 1ll work it out and ·submit 1t to you. 

I know how anxious you people are, and we•re just 
as anxious and I think it I can ' t understand 
Pierson; he ' s doing the same thing in Orag\lay . 

He is so eager -

Yeah. 

- to develop that shop or his -

Yes. 

And everything else goes by. 

Well, and in doing that he ' s g\IIIIID1ng the works. 

Well - ah - 1f Archie'll come ovef at ten -

He will. 

We'll work out a message -

Yes . 

And I'll t alk with Larry Dunnigan about this 
question of whether t o do it up here or down 
there. 

Well, JJiff 

And have S<!mething ready to subtlit to you. 

Right . Well now, • feeling 1s unless you people 
have so.a good - they've tried t o do it down 
there and thaT - tb«7 1ve just got it all aixed 
up. Therefore I'a suggesting that we do it here. 

\ 
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a.li.Jr: 
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I understand. Ri6ht . 

Bello. 

I ' ll have a r eport 

And Archie'll be over there at ten o ' clock. 

Right. 

And all I felt was that 1t the Brazllltans or the 
Uruguay people would send a Treasury representative 

to Washington - ah - we could explain it to them 
vecy quickly and - ah - 1t t here's any.thing to be 
done we could do it. 

Right. Now, our man may be suggesting something 
beyond wha t fe.lls into t he 111111ts of your other 
arrangements. 

to 
Well, what Archie 1111Ilts/expla1n to you - that either 

Pi erson does or doesn't know and he ' ll call up 
Wayne Taylor before he comes over to see you. 
Ah - what - ah - we've got all of the mach1necy 
there if Br az U wants to use it. 

For do ing everything that Pierson ha s 1n aind? 

Yes. 

All right. Let ' s get that down. 

See? 

All r i ght. 
and we ' ve -

And and of course -/ and all that stuff went 

out two weeks ago . 

I know and I reaelllber the cable. 

All right, Herbert. 

Right,. s il". 

Thank you. 
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Admiral 
Leahy: 

rl .M. Jr: 

L: 

H. li.J r: 

L: 

a. li. Jr: 

L: 

H.!I.Jr : 

L: 

B . ~ .J!': 

L: 

R. !.I .. Tr : 

L: 

B.li.Jr: 

Adllliral Leaey speaking . 

Frid~ 
September 23, 1938 
8:58 a.m. 

Good morning . Well , I guess the Nashvllle got 
off without any trouble . 
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Ah - we saw 1n the paper that she sailed yesterda¥. 
I have no report of her departure - she should have 
reported; we haven ' t got it yet, but I have no 
doubt that she has sailed from - from Portsmouth 
and she's on her w~. 

Well, following out your suggestion - I wanted to 
sort of put the Navy on not ice that Uond~ I 1118;1 
ask for another cruiser or some - sort of a -
someth ing anyway t o to.ll:e the place the Honolulu. 

Uh huh. Well , I tell you 

Because -

- Yr. Secret ary , I'd l ike t o­
require about ten days for the 
there - it may take a day more 

well, it will 
ship to get over 
than that. 

Well, couldn' t you get them to get her 
ready? 

Xes, we've already told her to be ready to sail 
on notice. 

Xes . 

But it's - tha way - the speed they make it 
1 s 

about - well , I'd SIIJ' eight days to get over 
there . 

Well , could you get a clearance from the - ah -
White House - to ah - ah - have her go as soon 
as possi ble? 

Well, I don't think we need to get a clearance 
from the ~te House, Mr. Secretary , but we do 
have to get peraiss i on trom the State Departaent 
tor the shJ.p to go there but that wlll not be 
difficult. 

Right. 
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Do you want me to send her now - to start right 
away? 

I think so b ecause the wors t t hat can happen is 
that - ah - I t ake it you want the Honolulu to 
come back anyway. 

Well, I don1 t care very much about when the 
Honolulu comes back -

Well, the way 1 feel is this, Admiral , the 
s ituation looks very much worse . 

Ub buh. 

I t 1 s anybody 1s guess -

Yes. 

And we have so much at stake that - ah - unless 
it 1 s - ah -you tell se i t 1 s d ifficult for you 
t o handle it I would appreci ate it 1f you would 
send another cruiser out there. 

We11
1 

would i t be worth DIY time to send a cruiser 
and a big destroyer so we 1d have two ships there? 

Well, that's that much better. 

Well, I 111 do it. I 1 11 send - I 111 g ive them 
orders now and they ought to be there 1n the 
course of ten or el even days from now. 

V:ell, 1f it takes t hat long I think I 1d do it. 

A11 right, sir. 

And 1f everything is peaceful 1n Europe 1n ten 
days I'll be delighted to have you give me the 
laugh. 

Vlell, I won ' t gi ve you the laugh but whenever 
you make up your mind, Mr. Secretary , that you 
don't need t hem a:ny more, 1f you ' ll let me know 
I can stop it before i t ~tets there you see. 

All right. We11 1 I'm saying today with the 
situati on as i t i s I think i t 1 s serious enough 
and I'm going to ask you to send ad-l.it ional 
ships over there. 

279 

Regraded Uclassified



L: 

a.w.Jr: 

L: 

a.w.Jr: 

L: 

d. K. Jr: 

L: 

B.K.Jr: 

L: 

li. li.Jr: 

L: 

H. II.Jr: 

L: 

- J -

lll right, air. I 111 send a cruber and a bi« 
destroyer -

lll right . 

And either . one will be able to take one ot tbas e 
shi paents. 

P'ine. And I hope that you'll be able to give JDe 

the laugh. 

Well, that's tine. I - that would be a pleasure; 
I've never been abl e to do it yet, llr. Secretary. 

Well, I hope so . 

(Laughs) 

Thank you so much. 

Al.l right, sir. We'll get i t right away and i t 'll 
be there ready tor- you 1n the course of ten or 
eleven days. 

Thank you so much. 

You're welcoae, sir. 

lll right. 

Goodbye. 
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UONFIDENTI.AJ 
WAR DEPARTMENT 

WAlt D£PA.-TM ENT G.ENEftAL flTAIJ' 

WA.at'i.IHOTON, O, C. 

~-

loltl!ORANDUll 110. 19 FOR THE CBI&F OF S'U.FFo 

Subjeoto The preaeut European dtuation to 

lOoOO A.M., September 23, 1938. 

Gtlneral Situ&ti011. The ilmedi&te European oituation hu 

entered another eXtreuly oritioal ·~· Aa thh h ~~writ­

ten, the nee;otlatione at Godeaberg have been interrupt ed by the 

e:q>edition of r. letter to Hitler in whioh preaua.bly Ch&alberl&111 

baa aalced for e;uano.nteea tbet 0.~ will not enter CI KboolOftJden 

terri tory while 110gotiat1o110 are otill 111 progreu. Thia aeeu to 

have oreated a poatpo,_nt i n tba ooii'Veraatione and ooneternation 

111 the o..-.. euq~ . Bitler' a aubordim.tea are reported by the 

pre .. aa aayine; tba.t .uoh a e;uano.ntee oo.nnot be e;iven 111 the 

proaent aituation. 

ll.eamddl e, oonditiona nel")"ddere are e;reat,l y oontuaed. 

The oftioial Polieh &l1d Hune;ario.n demendo for a t reatment of their 

llli.lloritiea aimil&r to tb&t or tbe Sudetene have been coldly re­

ceived, it not retuaed at thh u.., b7 the Britiah Gove..,..nt. In 

Poland great o.nti-caeoh demonatratione are being etaged de.andine; 

the return of Teeohen. Theoe dellonatrationa are not believed to 

be entirely epoutaneoue . It ia not unlibly that the popul&oe h 

beinG Offioially diTerted froB UUftholeoo.e intera&l affaire to &11 

external national cauee. Ho reoent inton:t&tion haa been r ecei n cl 

ot H1111garian actiTitiee in reapect to the llinority cl.&iu. J. re­

aponeible Hlll1g&rio.n otfioi al in W&ahine;ton haa aaid that if the 

preaeut Bune;ario.n GoTe..,..ut doea not aoon reoover the ta rri­

toriea loat to Caeohoalow.lda, a 11&&1 GoTa..-t will. 

J.l1 WICOnti,...d pre11 report trra lloeoow at atea that So­

net Rlaaia bu h aued a w.noiz1c to Poland that it the l atter 

m tera Caeohoal<>TIIHa, Ruaaia will o.....,el t he Poliah-SoTiet ,_ 

&ge;reaaion paot. 

During the laat 24 hours the tension in Cseohoal...ui& 

haa IICt abated. AaJ.d ~c!OUI cl-llltr&t iona Of patriotic 

GONE'IDEN'l'IA.L 
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entbllal.&a Pr.al.er Bod&&'• "oap1tulat1on sn.~• rea1pcl ,. •• 

t.~ JOOnlizlc• .l ..., r;onn.ollt ot 0 Jat1011&1 o-elltrat1on u4 

detell8e0 baa been to!Md 1n Caeoboaloftki&, o-ral 87"0YY, Ia­

apeotor O..ral ot the .lm(J, beoom .. Pr.l.er u4 111Jdater ot ...._ 

tiOII&l Deteue, .bother o-ral, Prallti.Mit Joaal, Cbiet ot 

rrmaportat1on u4 Supply 1n the • r 111A1at1'7 • 1a 111A1ater ot Plablio 

llorltl , (file report ot :pat&rd&;r thAt O.Ural S:rro"7 ._. to be 

llilliater ot the IAterior proTed to be •rro-ua, ) !be preaa o..,_ 

tin1141t to ,..port llliaor olawa between Swlaten Garmua aDd Oseob 

polloe &lOJI& the bord&r, 

11111 terz 81 tu&t101l, 

Greet Brit&lll - Pl&lla tor &ir n.id preoautiOill ,..,.. 

aooelen.t.d. &ea liiCiliL opelli.D& ot 14 at.t1oll8 tor tittiD& pa 

.. 11:1 1ll LoDdOil ud detilli t. pl&u tor the eno~~atiOil ot d olt 1ll 

boapit&la, 

freDa• - lo ob&Jic• reported, 

It&lz - 1o ohlzl&• reported. 

O.OW - All &lb&aay oable dated Sept&laber 22, 4,00 

Poll, at&tea 1n • eota 

file ~ Of'tioe 11lto!Md the K1ll tar)' .ltt&ohe 

that 110 !'rei Corpa b&n oro .. ad the trolltier uoapt 

poaaibl;r •- 11l41Tidll&la. J:r1t1i llllv-llta P"•-bl)' 

will await Bitler'• ordara dependtns upon reaulta ot 

God .. bers ner;oti&tiOile . .lt preaeut .lm(J lmita a... 

bald at lMat ten ltil ... tera troa the Caeoh border. 

s ... deaultory tirill£ between Cseob and O.IM!l po­

lioe but not between lldlit&ry unite, 

file Blob& .. )' abo ,..porta in a tteot aa ot 7•00 P.K., 

Sapt&laber 22, ao follawaa 

that Bri t1ah and ._riOell COillular ottioiale 

1ll lluniob report b&Tin£ oboarnd J~DT-t• ot troopo 

1ll that Tio1nit)- u4 thAt ord&ro bad been ioo....S to 

-.roh tbio P .Jl, file K111 tar)' .lttaohe bawner 4oubta 

it an:r datilli t. ordero ban been ioo•d• 

Caeohoolovalti& - 1o - obulp. It 1o the op1n1• 

ot & looal cHOli oHioW, With a1llt&IT esperi•-· that the Caeoh 

troopo b&n ~ withdra- t.- the tortitied li.DN &lonr; the t.-tiar. 

Pol&Dd - n.. IIUlt&IT .lttaohe 1ll ~·report. u ot 

;!la46 Poll,, Septlii&r 22o 

- 2 -
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-
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.&ccnuh• aotiaa ill •-ti .. with tile 
aiJIOrity probl• 1a l>ei.Dc prwp&l'W4 'b)' Polall4. B&w 
oODtii'Md troop 110r rt• ill llllklwiD ...-..-. to 
latowio• &D4 c1 .. .,... 

CONE'IDE.NTIAL 
-'-
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oFFiCE CORRESPONDENCE 

001n.-t:w. rD.II 
DATC ··--'-~ ... 11 .. 

SUD.JCCT: f&IPIIOIII C»nllldiOI 111ft 

~-·...._ ____ _ DII~DeeaiBMio 

ar. •• 1-.J& ..u• a• 10110 •4 nate4 \bat lle plMD_. 

w maltt another coleS Ibis-•• ot a.o,ooo,ooo oa the •t-*ip 

loo~ tebe4ale4 to lea .. IDU.n. Oil ....... , .. t•bu •• 

Bt wente4 to t1a4 •t eMbtl' lt 'IIIM&lll be ptllllll.e to~ Sl to iaiUH 

W • cold tor hit a-• 1a ~ aaJ'IEWo 

I r.,U .. that I •a• bopenal that -nh1111 OCNld be cScae 

btrt al\hOUcb. •r llaftet .. , th1a •• that ~ 11alh4 --t•, n 

la11t1 i.DINJ'U .. 1aolad1q WU riM ftl bai.JII plated beH a\ 1'7#. 

I \olcl bill I wnlc1 cet w., •• eablt bill toatpt *''• tt ~~, 
I bid ,_ able to do. le left tbt ftl'll ol'llu wttb •• tor •lo,ooo,ooo 

at a pr•t• aot .. ..u .. 17 1/W. 

I fti'Dall bill that 1a .U bit tbls-•U ba tbollld ba IIIH 

t o ••4 ua but .HI ftae or b-'t•~• or 1D oaaa ot eoiD bue, bare 

'lboM t'laeaa11 nDCad boa ... to . 81'7. It be act other ban I 

poi nted CN\ that aan ohul•• would be 1Atllrre4 aa tft tofth la 

t he liD\' • hl'itt ot lb!Cib " bad aMt b1a a OOP1 batoH. 
today 

It hall eolc1 ta, 1001 00CV Mid be ftt 101ft1 \o atk •• W 

ra1,.,, ltlllo fbe tMetoa 1a atapa na creetJ ..,.,,,_. na a.Uttac 

the rtaul.h of tba .... !Ac at ledullell• Oa tha lbole tb.lala la*all 

pr~t1 ta1~a, I 

n • 
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P.AR.U'IIUSK OP T:ILIGIW( REOII'ln 

J'ROM; .AIIlerioan lllibaeey, Paris, Prance 

Ili.TE: Sept&~~~ber 23, 1938, noon 

10.; 1551 

FRCI4 COOHR.Ui. 

262 

This morning at balf-paat eleTen I visited at the 

Bank of France. The French stabilization fund bad lost" 

720 ,000 pounds spot at f rom 178.53 to 178.55 by that 

hour; alae, with three months sterling premiua at eiz 

f rancs, it bad lost 100,000 pounds forward. The growing 

preasure on the frano baa been increased by a number of 

factors - the tenae i nternational situation, rumors that 

there is dissension in the French Cabinet, increased 

critioiea oy Frenchmen of the French foreign policy, and 

the revelations in the statement just released by the 

Bank of France. 

At the Bank of France my friend does not know of 

any plane for new French financing, other than to pursue 

t he present course. He real1 sea, boweTer, that unless 

conditione improve , it will be fUtile to follow this 

i ndefi nitely. As yet there are no figures a.ail&ble fraa 

London, but there starling was also under preuure , es­

pecially when it wae reported on the ticker that Cbaabarlaill 

bad not kept bia appoutaent tbie rro rning wi tb Hitler, 

and that tbere ll&4 'be• IIQl'e 811Clat•e killed. 

BULLI!1'. 
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D .\TE ... ~.Uar 0.. liAo 

SUBJCC.T: IAMOI• Q)~OII 11111 

IMl or •owo. 

I called Bol\oa n 11111. fb.1Daa wu••• .. aooc, Ito 

aaldJ t odq' • ooarao ot wa•a, u tar u he ooald aako ..t, bad 

~- ebout II !ollOWal •he OOBYarNtlooa betWHD tho Priao 111Jalft01' 

111d BlUer had aot ........ •• wu ol'lc1Aall7 pl-ed md 1Dnea4 

a le\hr had ba• a•• '111 CU.bol'lalD to IIUlOI'J U waa tlallwo4 

thet • nplT haC boa J'HC .,o4 '111 Q!•bOI'laiD tlut tho ooaYerNUoa 

hed DOt beta tak• lip ..... ....J'a WaH tl71Jtl thiK 1D ~Npo 

to tho an"' tha• t h o Oe~~~• 4-4a bad ,_ aneUy 1DarNaad, 

t hat t heir aiD,_ 4aoa41 Dow 1Dolll4o4 tba wa011at1oa ot all 

mi nority hrrUozr 1D CMCib; aloYakia '111 1114111&bt tollilbt aad tho 

d.ob1UaUon ot \ba CHib UDT ••• tho •pomlloa or a Oom• 

a111hi'T oo..iai1GD 11\tial 1D Pnpo. .AIIothor .tta1r whlob waa 

cm liDI a lot or -nanatlGD 1D •npa wu tho au .. ha ultl•••• 
to Polaad. leaa.tdlo U waa reported holl Yal'loua •l"OP- -J'OOa 

that tho CHCha wue aow 4ft01'111Ao4 M fllb\1 that the 1114 .. • Pn1 

Corpa '11'1th t he Oemea U •• U •• bad 1DYa4o4 the 1114Mtal•4 

and were heiDI rel11to4 '111 \be c..-.. Cb•borlaiD Dipt ~'eta• 

toDiaht m4 U' he 414 a nne ot ....... .,. 1111h' be 4Hl.,.. 1D 

lbaland toaoi'Nw. It Cbeabmaia 414 ...-.. •• ~ taka U 

lfiD\ed \bat 1\ fta CliO M tile ........ bel.al ,.04. 

wta au \b ... ~ra •• ._, .... ~ra thDH tamtalt.l.F 

had PI'Wailed a anet n••• ot a10111 1D all autcna. Ia bad .,... .. 

ltnllac aU 41r •4 bad 10 tar 1014 tM,ooo,ooo fl•• ta1rlT Mt liD• 

Regraded Uclassified
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FEDCRAL.. AllSI!RVIt DANK 

OF NEW YOR-K 

'~'"'roo CORRESPON DENCE 

COJnDIIII.&ALk...Jill:.uo.LM _ ____ _ 

"· '· r.u""""' ------....:... 
I 

01\T£.. lept ___ II, 11 ... 

SUBJECTt_ , ....... OOilDN!IOI lltl 

BMl or DGWD. 

ot cold h \be Dlsteb, ht4t11 eod othel'l. &11 total 101111 tor tilt 

11111 ha r11ul't4 at b"••• ,., , ooo,ooo or ae,ooo,ooo at he ••'t 

ttuoqh 7"· I told loUoa \hat the aan" hen ••• alii -.4• 

pnuure but \bat 11 ~d 10 tar boqbt OGl7 about Cll1000 at 

4.7a U/11. We had b .. htllteDt, I ..... , t.o co ln oa a 111'1 ... 

•cal• becau1e " Ucla'' kDol '*'"her 1\ .. 1 hh 1DteUoa to lene 

\01110' 11 1old pl'itll to •• ....... lolt.oa replied \bet he U411tt 

ot gold 
nllt to coeu...,e tplftld1Yt JMI'Iballl7eD4 t hat, tb~on, he hai 

ll'lcltlall7 railed hll ••111n& pr1oo tor 10ld t.o 146a M ti'OII t.o410''• 

t1x1D1 of 146a 84. the 10111 prtoe, ho11nr, 111 DO loa& ... • 10M 

cu14e e4 1\ "I pi'M\loe.ll.T U.,011ltlle to ahe the • •rtc" ~ 

ralhf b7 aolUac. •• wu pl-ta1 to ac4 ul • nar• ot nerU., 

ratta toclq ot abcM&' '·"' 1/1 w .. ll • d -..u4 "' .,,.,. 1ntetta1 

1t WI WQ14 4eal hN't tl\her IIUDit h11 lhl'liq OMII' 01' bll ,eld 

Pr1••· I tol4 tda \ha' bo eaul4 rest •••red \hd " ~4 4o Ulato 

I dated \he' .... rUq w • l'leiq ...-r last aipt 

t be l u bnlle ba4 ..Ut4 r- Pol'\ .... tb tor ~· 11t ... • liat that 

110 ratve11 hH 'II._ IU4o to 1ol.. Ia r1111T to ., qlltn1oa 

llhttber b t taH toud 1\ aNti..., w a'lll\l•t• ,.aid ael4 hi' eu 

teraartctd ,.u, bt na•td \hat tal• ~4 ...... Sa the IOUM at 

0111 111P' " ••* o11 ot .., ,e14 taka\ 111 att414 to .-pl .. , take 

lh1~et oa tilt lallrt'Ult. I bo)ed, I datM, \Mt bt w.l4 -' 
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FECI'RAL RfSC:RVC BANK 

OF" NE.W YORK 

205 

lffii\..C. CORRESPONDENCE 

eo~noii!UL nua 
DATC_..,,_bor 111 lf .. 

SUOJCCT• !ILIPIOII OOIIY....riOI 1Ift 

-" 1.. 1. latlka 

I 

btlih\o \o bill 110 tDr 11117 ean labor .... DMIIMIJ' 111 lbol'tlloaa 

ot U••• Bo1toD 4141D'' WDk Ult~r ~· _, to •ato a lba'IO bn 

nt ... rlbel.OII bO -.oul4 pall fiT --·· Clll '0 tho 411'eftorl 1ibo ball 

to aelre tbe 4M1 811111. 

I tbiD . a* eel h1a to 1ft naneel With the paolll.Dc at IDG\ber 

Ua,ooo,OOO of our 1014 ID4. ap1a1Deel that the !rM.UI'J' hi -814-

1111 aald.DI a IHOD4 lbi,.e, 011 the lloDollllu al~b notbiaa ball 

11 yet b- ~t'elT 4M14eel wpoa. ., re.-en ... tbentDn aa4e 
r j ,, 

lilply ill ol'4er w be J'MdT ill eaae -Rhtaa lbolll.4 4walep. 

' 
Bolton •*eel bow .i.lb U•e •• Wlll&l4 aha bill. I "Plleel \bd aU 

I la!IW Wll ,ba\ the ... o11111l wu14 DO\ Mil 1111\ll IDOtbiJ' boat bad 
. ... 

nrhlll, 1tl1ab I tboqb\ waa arelT a quen1oa of 11 • or I U,a. 

t auuenlll tba' 'llba patlliJII tha aMOD4 lot of tea,ooo,ooo be be 

IUH tbat be -.l,daf\ IID4 111 ftal ban Of a ftDIDell bel.IW .HI 

or, if ooill bara, of.- 1111 tha .att e4 _. •n thm .111'1o 
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JR 
PLAIN 

London 

DatEd Stpt cnbEr 23, 1938 

rt EO I d 2 : 35 P oilU 

Sccrttary of Stat c, 

·7o.sb1ngton. 

100'7, S Eptcnbrr 231 6 p .m. 

FOR T'1EASURY PROU BUTTEiffiORTH. 

ThE ato.tc of mind of thE British Trcasury this 

afttrnoon w~s i ndEscri bably lo~. Thty offtrEd to g ct 

i n touch v!i th m£ should EV mts c <.~us E thEm to takE any 

emErgEnCy stEpBJ SEE ill"! 922 1 SeptEmbEr 141 5 p. m. 

Tht City ucs ntrvous and gloomy but agnin 

it~ stat £ ot mind w&s not tully rtflEottd i n markct 

operations . 

Tbt dollar qhioh optntd at 4. 81-1/4 bid was 

supported b"! th£ 3rit1sh oontol sporadi oall"! but brok£ 

th£ 4. 00 ltvEl o In thE o1rcumntnncts t b£ volumE of 

tr'lding wna not largE. '!'hE prEsSurE on thE trnno was 

hc .. vy and although t hE ratE wall htl d firmly thE thrEE 

months f.ornard ratE mov £d out to 6- l/4 discount with thE 

?rcnch o.uthor1t i cs oppcr<ntly taking no stcps t o bold 

1t 1n. 
Th£ 
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-2- #1007 , ScpttmbEr 23, 6 p . m. , from London. 

Tht avErag e Treasury bil l r at E for today 1 s i s suE 

wo.c 195 70 this compar Es with 185 10 3/40 last wEEk. 

fht full STLO 40 million off'trcd rrcr t allotted thE 

total appl i cations bEi ng STLG 58 mi llion. 

KENNEDY 

KLP 

'I 

287 
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SECrEtary of Stat E, 

Washington. 

227, SEptEMbEr 23, 7 p. m. 

GRAY 

Prtlhn 

DatEd SEptEmbEr 23, 1938 

REc ' d 4:42 p. m. 

Drafts on forEign currEncy continuEd to bE drawn 

but thE supply of foreign ExchnngE has bEEn co~lEtEly 

ExhnustEd. Instructions or thE Nntiona l Bank rEquirE 

all r ail tickEts for intErnationnl travEl issuEd by 

tourist burEaUS or railT~ay officE t c bE pai d for in 

forEign ExchnngE . No stutEnEnt has bEEn issuEd us to 

thE Exact geld cover pErcEntagE obtaining currEntly but 

it is rumorEd in YTEll inforii!Ed financial circlEs that 

CzEchoslovak b:mk notes of hundr Ed cro1m dtnominCLtion 

nay bE ExcludEd from thE gold provisions . This typE of 

manipul a tion is rEgardEd with concErn by thE banking 

co=ni ty. 
I t is rE~rtEd from thE linEn tExtilE CEntEr in thE 

SudEtic o.rEn that u sharp and lo.rgE incrEo.sE in shipntnts 

of l inEn for Export narkets , pr innrily thE UnitEd StutEs , 

hns t akEn pl acE durinG thE past t wo weEk&. This is in­

terprEtEd us u movE on thE part of producErs in thosE 
art as 

208 
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~2~ #227
1 

SEptEmbEr 23 1 7 p . m. froM Prnhn 

arEas to reducE thE factory stocks of linEn bEforE any 

political chang£ in that arEa is consummatEd. I undEr­

stand that thE bulk of thESE shipmEnts ar£ going to NEw 

York but arE not shippEd against aotual ordErs. It is 

likEly that t hEy will b£ hEld as bondEd goods for futurE 

sal£ in thE UnitEd StatEs . 

WE havE also bEEn informEd by i mportant forwarding 

agEnts in Praha that inquiriES and rEquEsts tor transport 

sErvicEs rEcEi VEd from firms in t hE SudEtEn arEas haVE 

bEEn vEry hEavy. ApparEntly thE inquiring firms in~ 

eluding factori£a
1 

industri£a 1 storEs , £t cEtEra arE 

doing EVErything possiblE to havE thEir physical assEts 

rEmoVEd from th£ SudEtEn area as soon as possiblE. WE 

havE bEEn informed that thE availablE transport facili~ 

tiEs i n thE hands of forwardErS arE not sufficiEnt to 

mEEt thE dEmands trom that arEa. 

CARR 

EMB:ROW . ' 

"' 
• 

289 
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PARAPBRASI OF TILIGJWl RJ:OIIVED 

FROM: American lllba .. y, Paria, J'ranoe 

DATI:: Septaber 23, 1938 , 8 p,a. 

10.: 1558 

FROM COOBRJ.ll. 

.· 
290 

J.t a quarter of six I had a talk with the Bank of 

France. 

This afternoon there wae somewhat of a leeeening of 

the pressure which I described in my telegram J o. 1551 

of noon today. This was especially so after it waa re­

ported that at t wenty-fiTe minut es past three Hitler 

s ent an answer t o the letter which Ohaaberlain had sent 

him this morning. Therefore, the French stabilisat ion 

fund on the whole had a better day today than it had 

yesterday. Ther e i s weakneee in French rentea and shares. 

The .British equalization tund had lost the equiTa­

lent of t wenty- fiTe million dollars by fiYe o ' clock. 

Tb.ia aaoUDt does not i nclude gol d barB offered by the 

fund, Flight f r o• sterling hae therefore begun again, 

BULLift. 

14:Ln 

_, 

-

' 
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TREASURY DEPARTMENT 

INT&• OPf"'C. COIIMUHeCAnoN 

et< ,.,.~ 

291 

. ... Septellber 23. 1938 

TO 
11r. Ollpballt 

Ire •DDt'QI 

ADnexed 1e a COPT or a -...tua wbicla-.. pnn to Bead b7 

.oa1nl Peoples in e<a1ection ri th :l.Dduatl'ia.l .ub:U.isatiCIIl. Bead in­

!Ontll .., that th1a -..Mua •a prepared 'b7 repr.aeatatina ot the 

!he Ad.a1.ral told Jlead that be 1nteD4ed adoptt• +;1 • M h'' ' dtt nrl -... s coinc to Mild i t torward to the .tttoru7 a..-1 u hie report. t21e 

Adm1r&l haa bMn out ot ton &Dd DO tllrt.ber aotiall whiell haa to.c taka • 

hu c~ to our atteation. 
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• 
m 

• at nor~-. paiiwWa u t tw~ or w. 

ftr7111porlaft\ ~.n...,. tu ..n...t *_,.or w. ;u ale te \ta 

1 HA\s t~ at prUe I Ual. 1\aelt - wiU..\ ........ lifta& ,...,_ 

•1&11\ to \!Ia ... o\bu' - Meu.. el - lo"-1. r.. 

wbich u. 1 Uete tielAl or prUe --- sta IIW _, ... - -\ .. 

nz tollewbc ........ OIPI'I nil te \Ilia probUa S.. DO\ ..... \ted 

.. u. ....q - ot I"M·M ... ..wau. \bel'aaot. 1\ ......... U.\ 1\ tllU 

.. ,.... ... ·~~ ........ to lMp. 

&. ns @J•Un.o ns 4UwUw _.._. ,_ Adld.n1 ,_lllM 

clotiMP u. ·~"""• MaW~. us.. u. dratt.1Aa or • li1M or 

prico - \l'al., tor ,....U.S opplUoUsaa, wblch •Ul ,_, ...,, alls\1111 

or priMp. 

7te ••• d\7 tor~_.. • plAD 1 t i•.U, on-'-' 

....._of* JT"IZI \ ai\1Al. .. $ ldtoaUzaa. IIIITUit WU' ...... oft 

ill au..,o, ...,,, "II'J w\s ...U ' sl' 'l7 _,... te ob\oia ia' 

l.orp q-\1\ias a ..... , ~ or ~- tl'w w. _..,.. no.o 

Pl'OdiMiw -.lAl ..,..n.. •' ~ .. ._ .... I&Uisl .._..., _. ~ 

tor .... ,.,, •••• 11ft ala ...... , .... \be\ .. - .. ,. .. a \tas(e 

eol.- te\ ...a _., ..w - to ,. , e1 thll a 'n el 

110rw.1 JT" a a 1111 •pcd tr to \ta 
'wkss f/6 ..a.u.. ,,_. .. _, ___ , ... 
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..... ~,·- _ ....... _._.,.......,~ ..... 
8JuU.UIIc ot ,n-, .. a~ ot 110\ ~ ov prs-~ 

\lu\ of CIV .. \in M"'-1 Ill fo ftll iaWIIa"-1 IU•Ua -.., 

FOft to be i.s.~ \It t.lla\ ot tM - ot 19L4. 

!M onkn ot ..... _, __ 'e1 1S5 ww, u ..U u ot \IIIII will 

.. .,.,.) .... 
1. :&a t.111 _, ot • ·a·w...,. 1o ~uro,., \bU -v, wf.l1 

u- a 1\aW. ot -v.lltt'o 

a. ,_, .,U. ot pn. -w.1 wld.U _, - be J.u~ -' 

be or 111011 a olllru\ar w be ll&t'tie*\q n-awe tv I lhw _. 

o. !:tr''1 M' 
.. 0 _...,_., .... 

1. 1111& S&:SU..._- ....... ... I 

ot tAU ,....,.,. u .uw • ,., ••• et .. ,.. r •-. o.t ... _,,,.. s'= 

Regraded Uclassified



ff f i ~ i~ ll ~ lli;i l\s; 
r ·~! .. 1: .. f l .. r! ... 8 ~ i 
1i fc • ~ .. £ 1 £:~!"' e,S 
J .. ~ ~ r I r ~ .. .. S ~ e. r i 

i ~ :! l ! i j f·E 
0 

t i ~ i ~ i if 1 I 
~ I £ i g ! E i l E ; • i f l ~ ~ f I i 1 - ~ 

. I e. I i I . i f 1: E 1 f e. i ~ I l ! ~ 
T I ~ . I ~ s ~ [ i ~ ~ i ~ i ! I ! j I I ~ ~ . 

e t ~ ~ r·· ~ - ~ i l i ~ .. ~ ' i r ! ~ r 
• -1i,e.!r·l}f~~ :.e.!~~r!Jif 
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(') ,., t t v ..... ~ u. _))_,_ 

,.a 1- -..w _. \Ill Geua ''• pul\Sa ia ~ ~ 

w iap&S.r \be etf..Uo ua ot \be - er at-te•n••• u. ..-1W 

objeoUfto 

CID t.11a eu.r liMA, a •1•* ot •z1 

(1) •"- \be r- et -wl7 and .._.. t.a ~Uoe 

eluUoallT MlM apper Uei.W. 

(2) piot'ta e1.uUe - ot -v.l witll 'ftiiPW 

l.ial.\e .... ,.u • ...., U.o p Vial and enw, llriac1nl iD aU ,.....\Ia 
_., ...... dea1.rala1e an4 ~\ w1\b \be pneon>eecl ollj..Uft1 1,e,, 

\be p~U. ot .,.....,.Uni ot ~-

()) .. ww and r.,...a arreou .... durial \be llor.JA •~~~"• 

»- a .c •za1 ...... 

file ~ at woft DIIIIIMI'7 and tile at.alt "'lllired to .n.4 

oU1a at app"eU... rw \Ilia ..-~ pr1ea eonv.l u..l4 • 

ruvuw u .u u pead!tla. 1\ 1a ~ \be\ -tnl at u. ,..s-a 

In wq -· -••••••••1'7 ..w.1 .n ... -sw. 
1\ 1a ,.u •• U.\ rr·ttt•• pr1ea -tiel., ., ~ illl\laUI', 

alloal.4 1ae twtt= rMV1aW t.a 1'- ia'tel.• ia tuul• ...._ U 

lllftla1ae\ -tnl - ... l .. lit' - ··= ' - \be --.. 

~ • t rt s ...... ,_,..at ru •• _...., u.., • ,....u.-

' 

Regraded Uclassified



811\bori\7, wa ~- ......,ue a nn.c-,- tw '-•J'"' ,..s- Ja 

proper II • 'so Ia ~ -· laG •••• lAr .. ~ or f.._ ..._. 
wollltl _. _..toaT toM J&podU. of ~ -tnl nv u. 1'-- u. 
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1\ ~'be IMIII-1'7 - too .na.d pria -Vol too 1-- a\ala' 

t.bu \lloaa J.awl.ftll 1a f~ t.nda. !ba attaat ot w,. 'fiD1-. f~~r •• 

bu.IJ.Dall -u.s - ... ntlaa\ad 1a ~ JI'IIIUo ,IIUI'allu1llc ,...., 

wb1Gil ot 1\aalf -u.s -• Mdi~ --.. 8llll -.. ....,. ta ...U. 

till ....-.1 ~ ot pn... 

lDoil*~. 1\ -n 'be .__ 1a ll1llll U.t u. ~u., -~ 

1\7 lac:t•JaU. u.s.u u. _,. ot proom.u U.t. ~ 'be a:JII)OI'W ta 

A turt.bar lJal\Sai faotoor 11 toM problbl\lon ._unat u.d.lt or ~ wbi.U 

Mil 'be puW ._.\1•117 too ts- .alae too ... u- - 1A <WI\ ta 

till llni\ad .... 

!ba ...._, too wi!S.U faa Sp Ol'dan .......U "be __,.. 117 pr1aa 

cUrt-.UaU oro~ 11 dalla\alll.a • .lopl4 pl"'ddlloUft apau1ID...,...,. 
~.t.S.c pauatt. _.. -u ... ~ 1t .. - u- 1at.o \be 

OOB!Ua\f lor:W IV apar' I lila ~ Ua\ 1\ ..W IWfia ~ 

l'W~ 1t .. --'-

u 11u ~ 11aaa t..tt•W, -of u. •=- or rw.s. 
0111ce ~"be ..,..w ta 'be u... fer dla "a'"& wta • It~ 

~ law uW .. •••".,..• lloa\ wlllae ..,....u.,. oapMlV 11 
• 

- ...... ,. ow•- .. a ... , 
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• 3 "'
1

• ot - - ,... t10\1ft eapoeit.J - aD4 ... -

DMMl ~u- UUit.J - - - lllloll14 be pllpll w • ~ 

cloiCr'M 117 _. probelll.e UUitr W ..U a ~Ual _, of UU ~ 

Mqu.ind fonS.p tnde wiUI ~. 

11oM -wn ot .,.....u,. ao\ioo a16ht. - be ~ u a 

.....,. ot ll\1l.idAc ~\ 1cll.a O&pMit.J aD4 ot ~ llNl'lllwuril tor 

u. ~\ e1 111=• or ov . ;Jo7tJ4. 

It. _, be llorDe 1a 111atl, lwucua, \11&\ \he J1MGe U. alooi• 

or prioe 0011\rol. 1o \he MiatM!.t- ot ot.a'bl.e ckiMa\18 prtoeo aDOS \Ia\ 

~ 1a -.r u- or wt.. -.r 1a •-s-t. doN \be ~\ -••deratJa 

a-- ot lrincJIIC law procluo\ioo \be J.aot. ied''P'""h' o ai\ nqllU'M 

tor \be w.r attor\ onll tor ..... \1ol. cirtliall coo-.-.uoo. UDW 1\ 1a .n­

dell\ t.hat. uc will ouroal.- beooM • be!Up...,\, onll ollb.Ject. to \be aboft 

rat- to 1acz'eued t~ V... pooaaillUM, proclllctioD to Me\ 

•n•• pMoe U. req~\o ohiNl4 be \be bo,p.PJ lllldi~a t or •b.!.oll to 

Ot.rift 1a \II& qn. ot priM -Vol. edopWd. 

L tn- at FmPW 

l'r1.ee _,Vol. ohiNl4 be _,.\NOW ~ 11p00 \lie pri•Spl• 

or 'tOl.IID\arJ -pora\1Grl of aU oor-.4. Artlit.r&&7- ra:u ot Cluro&O 

no~ an 41a\&owtl&l. to ....n- ot.oadordo. 1A 'liotr ot \be UaiW 

41reot. -. ot eat-\ a\ ,...-t. a""•N•, ooov.l at a ftla'-"7 

COOp&ra\ift DAWn 1o aodatorJ 1a peue\SM• 1A ...U.t ~ _,.,..u­
io S.U.p-•h'o tor \be Miatw no ot pllbl1o ~ at \lie .... etton, 

1. t='rl!rn! D Q ....... tal 'J 1•1 DOW ia bdDc &Nt 

1a ott"'• at tala ,. ... , u.. 

• 
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len al.lo _, lie oona1dvM \1111 tut. U.\ -' pre-t -, 

~- ot cr..-. r tan -~"PI " ''*'• &1111 U.\ 

m untal7 oooperatsoa ot i.Dd\&e\17 _, lie ftUecl 'llpORe 

tbe tellowiJI& - ot priM oont.ro.l. in peaoet.1M 11 t!Mntu. 

(a) pirM\ yru f 

299 

(.1.) TrzM M'!191 '\'••• .. bo.Ye at. pre.a) t.ra4e aa-iaUona 

!or IIMI'l¥ a.l..l. 1.Dd:u.8t.ria•• tbe pot.ent.ia.l. 'ft.l.ue ot t.M• aa-iatiou 1a 

po.Ucin& the ..-en •1WD t.be1r -. orpni&aUobll -. c'-out.nW ~ 

tbe lor.l.d w.r. 1t. -• apiD 4-t.raw 4ur1nc t.M ~· ot the Ui, ·~ 

lnc' .... t.a.i.l¥ ,HZ"Nd to N'l'ital.iM and upa.od t.be .. ••IOOCiaUobll u -

~t part. of. our JJIG~&atria.l. •U..tun. tbeV .rr..-rl: 1• - aftO•bl e 

of repre-ta\1.,.. ot ~\17, or tbe Oon,_nt., and of tbe publ!G, oouU 

be •t ~ 1a eKh 1rldua\ly to l"'ftUal \node u-iatsoa aH.,_.ta. TbHe 

CcraocUv c:-itt.eea ~ lie ..s to "-t.uaine tatr •x<•• prioN tor 

tbe 'I'Ollat.u,o I!PP11cat.ion ot tbe t.nde u-ia~. ODe pol.iq tonaial 

Price Con\rol All\bort~ to ~to \1111 1101'11: ot tbe ; 1111\1 ~''"' 

couJ.d be •• .. ' ' '•bed 1a -..~. 

(3) 'DD'm run•·•ns ·-· 1t. 1a lla.l.1.-l tbet \1111 

St..ta De~ \llrouch 411'1-\lo MI'0\1&\1- .w.4 iiiii:Me MOb tona. 

baUi&ereat to ettabtt•ll w1t.ldA \1111 lkt.W Statat • -v.u ... ~ 

.,_'- n. 1, r .... n C : v aotad ill \Ilia ...,.Ut;J Ireton w •taN 

the WorW tv. n. ciN1N ot toniaa be11tp..-v tocll\aia and ..t.n\&111 
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of .-bel' .....a, aDil Rt.ft 1ato open -.rlr»t V.nMd.lou to et.l>UiM 

crecli\J tt. et.ruotun ot tbe ~eoo ... t.ruou. nau .. C.rporat..lol> 11 ·~ 

able to ..t. ~ to ,.._t orcluirUle buGM•• faUIINIJ all4 tile 

!rMI1Il7 DepartMI>t.. nflllaW. t.t. 11- ot 1-. ud abort tea pUUe 

Ncur1U.e. Allot tbe flmot.lou of...,.,. ...,.ca. Mil be -nU.MW 

iDdlrect-17 to eapport. t.be cSJ.nct -. of CODtN" 1 "' priMa. 

(2) ..._J"OU otber 1JI41nct bolt ~ powwf\11 -

or enlleUq t.t. ..,_.u. of lDd.,.t.rJ 1n It pri .. oo~>\rol pro~ an 

a...U.ba. •ace• or labor, tor inlt.anoe, oonaUtuto a ,reat port.lo1> or tbe 

coatso! procluot..lob1 whlobo t.opt.ber trU.b a nuoD&ble prof i t, _,r1le t.t. 

bue upob which tbe price etructun aut be ooc~U\u!W, Tbe Go....--t. 

baa aai\IMd &I> iaport.al>t poalt.iz 1n tile det.eralDaUob of labor ,...... 

rt. cletoral.bat..lob or aport quot.u br t.t. ao-t, prertoual.;t _,tloDed, 

~ aootber 1JI41nct •tllod ot ...U.tiAc tbe -peretion or 1Dd...V,. 

1n price COAt.nl •tt.lrlo ~ prof!\ tdN DOW 1apoee4 11>4 tbe thn&\ 

o! 1ncreaa1nc U.. ooul4 aleo be .aplo)'ed t or tb1e purpGMo Tt. power or 

tbe purM 1n pablio pan\1 ot _, 1e eUll -tber po'->t ~ tor 

obt.ebhc 1Adwrt.r1al -perau-. 1A r .ot, tbe ao.,.,._.,t- bu .. 

IIUCh or our nat.izal IOO"'WQ' 111>c1er ren.w end 10 MA7 1Ad.1Met- et 

co.pall1q tbe -porat.Sa ot iadu8\17 with 1\1 polloi .. \bet it­

a.reiN pown t.aato.-t to ..,.c1ft aou- 1o .ak1ac priM OODVal 

-•atteou .... 

Tbe teet \bet tbe a.- e\ bu ....,.to 41net aDil 1oll1net 

-of .UeUAc aaU.Aal 1 ,,.,_ 1a a .,eta ot ,....u- priM 

' 
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-ve111 ot little ••••'- it a prvper OI'PbiMU. boo\ en up 

tor \be ~ eppl.ta\S.c ot -v.l. 0111;r a. -lt. po_,.. an a\ "­

cii.lpOIIl ot - eoa\boriv- -Vel-.- atteou.,.. n u t• w. 

naac>D \!Ia\ \ lt.e abcrft Ol'p!DSMU.t 111\h \lla -Val l'l'ioe Con\ft.l Code 

Aut bori\;1' ~Up~~n.pc>MCl ~ all o! tlt.e orpnS.Mt.i.oo' • OOIIOl-t ,Pa~"U, 

ie...,...w. 
n - 1t.e -.t~ r-w \!lat. \lla propo...s orPftiMU. 11111· 

pi'OW t.o - illperf.n, ud that aiat.ek.M 11111- ..... 1D -.w..ou., .... 
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1D ..saiDllter in& u. tbiJI u tha pl'ioe one _, pq f or wq - .....,_ 

t.lliAI· t1t.e ~ ,..,.,_, -•U.rat.Soo, -, it dUW .....UU.. 

•ollania 1\motsoasna, an41 tbaooqh tl'ial and enor clurinl \!Ia iDitsAl 

perioct ot ~ .-pen-teu., cli_.,... 1te ftalu:le•- aDd teD 

r t t Uat aotsa t.o oo~\ U... tile 1 U e l ...,t.ioo requ.11wi ~ pi'Oft 

to be oUit.el' t1ftht.rat.Lft or lol1&l&Uft 1D nat.un, but it tha or~ 

aat.1Dn i~ oa hteft\ • ..., pn.. lt.eliA t.o M;yroolee\1 tha .s.-.. to 0111' 

ne"-1 " ; ll1ll 1t.e s.--r.c1 Won \lla -bot.DUa t.o - tl'ol. U -

be M4o opvaUfte 'f1l .U\o.iD tha et.UUi\7 o£ ovr pl'ioe .W..Ot.un, 

~ aotia 111:r a ooutl'Ol 41*1'1'7 u i81pol'&t.ifte .U.Oet ~ """- ..... 

priMa pt. ..,., or u.... tl• iep>rteat r .. \ol' u t.o ...,. t11e oriMiMt.ioe 

"' -.tl'ol. t.lloa r....a;, t.o ~ lt.eton pl'ioel .._ • . .._---. 

Ill plee'nl aQ pr1tll eoau.l ••••• Ja .,....u., • -' 

not lo• lliclat ot u. t o,.. ef ,-ue .,,,.. tile '-Pir or "-~ 

1e 1e U.. et,.... tift-' r.- Ulll a\U_.. ot \lla JllllaUa 1e "-

or ,.... la~ • 'I' •• ... .... ........ 1a ,....u. \lla 
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pr J.oe coot.rol.. To \hie eD4 appropriate publicity .u~t a.. uec1. to aple•e 
people 

~ _..u7 tar priM -t.rol. ...urM1 AD4 U.f .. t 118deratAD4 U.t 

pr 1oe control, in ta.. -t of ~PHD -.r, 1& DOt ODl)' DICUM1'7 te 

M1Dt&iA ou.r .- eooo-1c atebUJ.ty, wt -.y ...,.,. a.. a ..u,properq 

cootrolled, for balp1nc ua to aw14 a..1na clruD into U. COI>Wct. 

f'Md1l..7 84apted to warU. -· Ta.. Trade IIIOCU~ can a.. UMCl 11 

war Mrrica -stt.Ha now proJected 1n ta.. lnduatri&l. llobUilatJ.oc PlallJ 

~ Cawa~1t7 ClwlittMI oan a.. a.plo,... 1A U..t.1A:al capaoiti .. 11 a 
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part of ta.. praJaoted liar S.aouroea Ade1n1atrat1011J the Adrtaor-Oa..arrare to 

tbo !oraJ.cn blllicereot pu.robuiDc apotl ouo ! ore U. nuol.eul or ta.. 

proJected liar 'rJwl.e 8oard1 aport qiM)ill oao a.. auppJ..ented b7 aport 

contiAIJII to perfore 1a wartiM ta.. i.deot1oal tunct1on1 ta..7 pertore 1a 

tl.Ma ot ..... 
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FEDERAL RESERVE BANK 

OF NII:WYORK 

Sopteaber 23, 1938. 

Dear llr. Secretary 1 

The one alsable corporate eecur1tc7 heue aoheduled tor thla 

nolt ($42,000,000 ot llic~an Ccnaol14ated C..e O~IM'ICT bobda and notea) 

11 roporta<! to han bean poetpoMd., teaporer1l7, beoauae ot aerltet IID­

cortaintioe grorlJic out ot tbe eituat.ion ill Europe. Thie 1o perhaps tbo 

tirat dir ect ertdance ot the retarding attact ot European war ecaree upon 

tho now ieeuee ll&l'ltet, blt eo tar the attact appeara to be in teraa ot 

pootponaMnt tor a week or two, rather than or coiiJilete withdrawal. Tbe 

IUchiran CoDeolldated Gee Cc11pe111 heue .. .,t.ioned aboft MT be aerlteted 

on abort notice, and the regiatrat.io.D ct two or tbroo other lerre laeuoa 

1o atlll expected wit.b.111 a weak or two. 

111tb tbo exc.ption ot tS,IJOO, OOO ot o-n etock ot tbe Cb .. a~ 

poaka and Potoaac Talepbona COIIp&l11 1 to be purcbaea<! b7 .barican TalepboDa 

and Tol ecrapb Cooopa.n,y abowt S.pteabar 301 tbe,.. era DO iapcrtant additlona 

tc be u.da to tbe proepectin ieeuaa which han bean Mntioned iD prartoua 

roporte. 

8tockboldera or tbe c-..... altb 14iloD COIIp&llT aubaorit.cl to 9? 

per cent or tbe otterU., ot t 39,467,900 oonnrtible c!ebanturo 3 1/2• or l9SS, 

ricbta to whl.cb up1nd S.pt..bar 21. Thia tlotetion na 1 ..,oorda,lT, tl&l.l,r 

u auooaaetul u tbe 1smJ•r - iD 1...... Tba .,...Uoate tor t)O,ooo,ooo 
YOUDc•~ Sbeet aDcS hbe Coapov ooiJftrtlble dabaaturo 41 ot 1948, otrarec! 

on S.pteaber t, ne clo...S TDelldaT, wh1le abovt ts,ooo,ooo •• etill ill tbo 
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band• of tbo w~uwr1tera. llarkat quotetioN. t ell thrM or tour pointe Uld tba 

debonturu are now quoted at about 96. Thl.a t5,000, 000 ia tbo lupat u011nt 

le f t unsold in the halide ot daalera aince tbo Betbleboa Steel 1oeue a :rear aco, 

when over $451000,000 ot a total 1eaue ot ti.S,ooo,ooo, tell bo.ck on tbo ~er-

writars, but dcea not now present • aerioua problaa. It doea aer.. to eaphaai&e, 

llo•n er, the ae l eotin oba.racter ot tba aarketJ corporate aeouritiea ot hlcbaat 

quality are in excellent dea&lld , but anrthiDi below top qualit)' tenda to drac 

a little . 

In t.'te am.l.cipal bond tield, about t l3, 200,000 na awarded this week, 

The few iaeuea Oft which intor-tion ia anilable ae .. to han been fair~ ftll 

roce1wod. The lugeat ieaue waa $6,120,000 ot CuTahoaa County, Ohio, 3 3/4a and 

3 l/2a of 1940-49, the bulle of which waa aold on the day of isaue. 

Last waek, I neglected to mention the teaporar:r borrowing of $36,000,000 

by Raw York Ci t ;y, tbo interest rate a on which ;ycu u,;y wiab t o know. The loana, 

which were allotted u uaual to 26 benka , ... ,.. tor about 1 1/2 and 4 aontha at 

O.LO per cent and tor 10 aontba at 0 .80 per cent. On the - daT ... aacbuaette 

1D 2 1/3 aontba at 0.14 per cent. 

Bon. Henr:r llorcenthau, :Sr., 
Secr etary or tbe Treaeur;y. 
Treasury Depe.rt.ent, 
luhincton, o.o. 

Ioura taithtull71 
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SEcrEtary of StatE, 

Washington. 

SEptEmbEr 241 11 a . m. 

GRAY 

Bombay 

DatEd StptEJ!i:>Er 24 1 1938 

Rtc 1d 6 :38 a. m. 

FOR THE SECRETARY OF THE TREASURY, 

Openi ng stEady thE silvEr markEt tastd according 

to th~ EuropEan political nEWs . Rtady opEnEd at rupEES 

52 pEr hundrEd tolas dEclinEd to 50- 13 closEd at 51-1 . 

Stocks EstimatEd at 3500 'bars avEragE daily offtakE 25 

burs , SilvEr valuEd at 2500 pounds en routE to Bombay. 

PricE of gold declinEd stEadily owing to risE in 

war risk insurancE ratEs. REady opEnEd at rupEES 36- 6 

pEr tola closEd at 35- 15- 9 . 

WATERMAN 

CSB 

... 

• 

30& 
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FEDERAL. RESER \ OANIC: 

OIP N EW YORI(; 

F~ CORRESPONDENCE 

COinDMUio 111.11 

o... • .... bel' .. , lt .. 

L. 1. laollo 

SUDJ C:T,...._. CO....,IOI WZIII 

us: or •oLMD. 

.... Bolloa o.u .. • taiO tbh ••laa· n., taae .._. • 

ytf7 bad U•o, bo a\oto4o It ba4 talliD tb• DOU'l)' bolt - .... 

to en tho ••rk-' a4ar e»Dhol ID4 alMrotbar th., b .. bed te HU 

tzo,ooo,ooo, nantnr at •·''' JQIIl1Dr tt 11p to •• .,. IV•, m4 

f1nall1 olodD& at •·'' 1/._ thoro bad ~~- •* a t ...... , 

cl•and tor 4olla .. at ttaoo \bat aU aone of rato• hod •- CliiOtodo 

lolltnc ha4 'bom ot • pu10k nriekm auuro m e! bad orira•t .. 

ntf711horo 'but pon1cnal.arl7 1D 1111harlD4o hi"WWO'cc doUaro hM 

at ono tt•• •- v.p to >.• tor •• _.._ •• • tor Ulroo _.._, 

a~~c! ha bod bad to n., m aod laaea ·tbo1o nto• do•• 

· •• tar •• tbo 1 .. to:rk ..a.- ... e»DOOftlod, lol.toa "' 

••rr an10111 that •• mo.ldD't 1-' tbo rato ro 'bolo• •·" 1/41 

where ho thoqad 1t llieht CII.Uo po101'bl7 opm horo, •d that It 

at all pont'blo •e tl')' ID4 pulh 1t up troa that ttpro. I -

plaiJiod t hat althav.P t~ bat aot nanod horo ,_. " bod 

t bourht tt bon to put 1D a bii11Dc or4ar at •·" ODd that tn n .. 

of tbat he · bod Jun tol4 •• ... .U4 anclull7 ntuoo 1t tt Mll1aa 

btona too b-~ .... wwld ........ n .. , 11• .......... .. 

br h1a. 

Oaonl ..... had , .. at tbotr ...... , .. 1-. u14, ... 

tbt l.on c!OD .. :rkot OPID... M tbd \180 1\ ...... ...-ood that 

~»~•bal'la111 "' ...-rataa -.o ad \bo a•oral te~routoe "' 

t bn n.,.Uatloe• hod , .. ••• ott. •••• \bo h..., ••=• 
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FEOI.RAL RCSEAVE BANK 

Of' NCW YORK 

DATC ..... ~ ...... liN. CORRESPONDENCE 

COin DII!UL fUoll SUBJ£'T; t&IPBOI• 00~%01 111'1 

r. ••• Ia ... hH or •~.&~•. 
I 

t or dollara. Bo-tl', at 111'011114 U o•olo* a•• ba4 lltto ~Mt!Ytcl 

ot CbabnlaiA' a •••aac• ~ '"'' re,rt~to\aUYtl n the eirpon u 

Colo1oe wh1ab oa \he wbolt wu I UUll •~• I'HIIIIftaao llfOftl 

troa at:ropt 1A ceoenl ..... ao\ YtJ7 bopetlal aeept \hn \htl'e •• 

ooUoeable a &totrll nltt.U.C Q or opla1oo a&a1na\ OeNIIII7 

(rraooe' • 4eolll't4 1at•\loa to aa1a'a1A t h e teN I ot the h.n­

Caeab llUIDee ea4 \he UaUtcl aoblllsnloa pel requi i1Uoa1DI ot 

lllppl1eiJ tlnhUYe aoblUIIUCID 1a 1111&1•1 e\eo) 

!be htalb hacl hl4 DOt operdt4 at all ~l'tD& the aomlD& 

and he had ba4 DO 4ltt1CM1\J bol41a& the rete •' 1.'71 1/1, loltoa 

I ellltcl bU 'tlbethlr our nerlln& opereUone renerclq he4 

bee 11UafaoWJ7 ~ hU IDcl bt repUteS thl\ we ba4 41oee I 9117 

cood p1Me ot wolk ea4 \bet thlf' he4 •- YIJ7 auob ple .. tcl. le 

alked whether u wo.tcl tie all ~· it \hlf' t1ahbt4 PI~ the 

U&,ooo,~ 11hleb :r ba4 I'ICI'ltnt4 renercla7, liJ lloD4aT llll&ht. I 

''Plied \het •• tar ea :r a• \b.&' wl&lcl tit 1a •plt U.tJ \hi\ 

t he whole leb•e •• t•••UYeo 

I. litO 

•• 
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CONFIDENTIAL 
WAR DEPARTMENT 

WAft OCP'ARTNIENT' OiDfatAL rr~~P 

VF>ft>!!AJIDUif 110. 20 FOR TBE CIIIEI' OP StAFF 1 

G-2 
.Ill 

Subject 1 !he pr ... ent l:uJoopee.n o1 t~ation to 
l0100 A.ll,, Soptaber 24, 19~. 

O.neral SitUAtion. .Att.r a day ot ext..- am:l.oty, trca 

wlll.oh ooarool;y an liltorM4 1lld1 rld>al 1D tl1e world •• opared, tbere 

o11111rgod troa the ... t~ at Goduberg a reop1te troa the teu1on. 

!he loncth ot th1e r .. p1te clependa oq>On a ....,.r ot highly ~ \ 

•ble oOD41t1oDI, tl1e aggran.tion ot &D;y ODI ot whioh oould quio~ 

prooip1t&te &DOther acute or1eie. 

!he Gocl .. berg ocmnrea t10DI r .. ulted 1D a ooeq>roahe ..Uoh 

""" roaohed olll;y in the earl;y houre ot Saturcle;y, llithoat th1e 

oe>~~proal.ee, clue o.I.>et entirel;r to the patient ettorte ot Si r llrrille 

Ch&aberlain, it •- probable tbat o..-.. and C&eoh troope would by 

DOW b&To oluhed OD tho frontier, !he negotiatioDI bad o.I.>ot brobll 

clowD, clu. to reported .,.,._te ot Ge.-.. troope , but ...... re...--4 

thro"&h the 1Dte.....Uarloe ot Bitler and Clwoberl&iD &ttlr &D u­

lur&DOe b;y B1 tler that he would not att&ok ~mtil the tel'lliDAt.tiOD ot 

negot1at1oDI. !hen wu produoed & 0...-n MllOI'&ndla girlng the OOJ>o 

41t10DI ot their " tiDal otter• requ1a1te to a peaootul aollltiGil. 

rn ... oolld1t1oDI, poee1bl;r .oclit1ed 1D the oouroe ot a three-hour 

oonnraat1on be~ Bitler and Cheaborl&1D, were then aooeptecl tor 

t......Uu1on to the Caeoh Gon..-t b;y the Br1thh Pro.ior. !he 

-r&Dd~a h rellabl;r reported to be a clet&Uod oo~ tor "pro­

greee1To eT&Ouat1on ot Sudeten land b;y Caooh troopo and ite pro-

gr .. e1To ooovpat1Gil b7 O.Nan troopo. • 

!he tel'lll ot the ult~te o..- a-""· wre a OCIIII(Ua.ioo, 

oert&inl;r with reepeot to the t~ U.llit eet b7 Bitler tor the tr&DO­

tor ot the Sudeten &,._., !hi.e OCIIII'ra.ile -appear& to Daft poet­

:;x>Ded tho cl&to ot the beg1DD1ng ot the tr&Detor to Ootober 1. It 

""" a rloto..,. tor Oblaborlain, and po11ibl;r -.:t proTe to be ot 

inoaloul.&blo ~t 1D tbot ..,... ot llil&ropeua pe&OO• 

llbile tile tonaioa baa. 'boOID relined, the general a1 tuatiGil 

oreatocl b7 the......-. ot J'r14q 11 tu tra NUIV'1ac• !he clq ot 

CONFIDENTIAL 
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VONFIDENTI A 1. 

&J>ZI.et)' aooalel'&ted. 1&1.11 t&ry ;>reoeutiau 1:4 en1'7 IW'opMD oo\lll\1'7• 
the Caeoh 110b1lilat10D• whether or not 1:4 IUU1Nr to the OODOeDtl'&­
tio~~a ot Ge,... troopo DMr the frontier. ao a proDOQIIOe4 4ftUop­
MZit 1:4 the oitu&tiOD. o.~. perti&l.l)' IODblliMd• aDd Caeoboolo­
ftld&. 110bilia.d. taoa e&oh other oTer a DO aa•a lazul popu.l&te4 117 
oiTUi&Da 1:4 the throe• ot ...- po)'Ohodo. the - 11 tr~>e oJ.oac tho 
troutiero touohiJic Polazul Nld lfml&&r7• 

!he old Caaoh GoTeru.ent aooopted tho looo ot the Sudeten 
areao in prinoiple. ud tell before publio dioapproT&l. It io DOt 
oerto.in that tho IWif o&lli-al.litaey GeTen.ent will aooede to tho 
Geran d_..u. partioularly in Ti..,. ot growiJI& 11ntt...t in their 
taTOr in tho c!Anoool'&Oill• and gove..,..ntoJ. etittNling in Britain 
and Freno• arouae4 bJ a.,_, intranaigenoa. the geDel'&l deteriol'&­
tian oreate4 by tho Pol11h and llungari&n deande oJ.eo torooo Britain, 
Frsnoe aDd J!u.u1& to a reoo~~a1del'&t1on ot tho whole ileue. 'lhilo 
Bitler'• attitw. 1 ~ thooo d-""• ia not mo.... it b belio....t 
that be aupporto tlwir olal.Jie at leut to tho .... extent u tho 
0..-n OliOia . In ~ oTeut. it ae ... oTid&nt tbt.t 0.~ retuaoo to 
gin UJ;t guarantee• ao to tho integrit)' ot what roaina of the Caeoh 
State &tter the Cleran IJIIPlltation. Jt.laoolini hae lett no doubt that 
Italy faTOr& tho TirtuoJ. 41-llll>•...,t ot Caeohoalonltia. 

llilitag SituatiOD. 

Groat Britain - OttioioJ. etat -Dte diloloee a general. 
epoe<ling up o? iliitaii preoaut1one. but DO epooitio •aauroa are 
&JmDUDDe4. A.A. pna are being b&atily inatallod at tho Jaftl baoo 
at AlexaDdria. llo reeorne are ~:noel to ban bean ooJ.le<lo 

Fn.noo - FollCIIIins 1a tho eubetenoe ot a oable trca 
the Atobao .. dor Iii !'aria dated e,oo A.M •• Septllll>er 24a 

At 4a 00 A.M. thil 110rning an order wae puhliohod 
oalling to aotiTe duty J.c.o.•e am ool4ioro ot tbe two 
ola1111 1101t roo&Dt1y reloaoed troa the ~ • totalling 
250. 000 •n• to report to aeallll>l)' pointe at 01101• rho 
llilit&ry Att&oho intoru • tbet theao ordero bring all 
UD1ta 011 tho llaginot L1Dot to ._.. otrangth. to a total. 
ot 400.000 -· Aloo tbet 10 41Tieiou in roar ot 
llaginot L1Dot han bean oJ.erte<l with oartain al.-nta 
ooo~Zp71Ds &4YaJ>Ge4 pool tiona. 

!'he 11111 t&"7 Attae.>M in Pario oable4 u ot 9 a00 A.ll •• 

Soptllll>er 24. in aubet&DOaa 

llt>bilioation partioJ.l)' ordered. llaginot L1De 
DaW hold at •r otragth. there are 10 41TioiOG.O 
alerted and •- oOTer poaitione being oooupie4. 

OONE'IDENTlAL 
- 2-
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OONE'IDENTIAL 

n. O.r.a 41T1a1ou e.lnc tbe Ou oh tJ'ODtler 
11.-..r e.ppro:a-tel7 31 iDtt.lltey, 2 ...torhed u4 ~ 

•oMD' ...s. .Uoac tor..r A>aaViaa t i'Giltier taoiac 
lllore.Tie.ll oorrillor 1a e. -eatntl011 ot 7 to 8 Sb­
te.Dtey dhhlou, OM •,••a.d a.A4 OM .otori...s 
41T1dollo 

n. pre•• report• tbet p.rrhou e.lnc the Belsie.ll, 
Italic cd Spe.Diah trolltlera he.ft be& e.lerted 1.114 trollt1er pe.r4a 

iDDreued, 

l!e~l- - n. Oon~t bee oalled to e.otlft 48t)' 
reaemat apeobta e.u1SIIed to tort1t1-t1o11 Ul4 frontier oo....r­
ills 11111 ta, Part ot tlloo 19~ Clau ot e.rtllloey r e .. rrtata hu abo 
bee oe.lled. 

terda7a 

!hat there -. ooDtlllaOua ..,_,.t ot troopo 
aouth troa Berlill, 1.114 that t,. J..J.. det•»•• ot Ber­
lill ,..re ...,..., 011 tho llig)lt ot S.pt.ober 22 , file 

J.aalate.Dt J11l1 tar,. J.ttuhe t r&ftlills alODS the troD· 
tier bet-en DreadeD u4 Goerllt a aaw polioo aDd -

here ot tile Prel Corpa, il>ol~ •- WOUIIded. Wo 
troop• or ailitar)" a.otiTitl ea apparct 118&1' t,. border, 

Oaeohoal Oftld.e. - Oelleral ..,bil1aat1o11-. ordered at 
abollt 10 a20 Pd. liiiep\ tor t,. .all diet riot arou114 JiC•r aDd J.aoh, 
t,. pre•• report• tbet all Fre1 Corpa ••• to heft boa11 withdre.a illto 

o.~. 

J. oablo troa tile Jlilliater 111 Pr&p cle.ted -· s.~ 
ber 24 atat u ill aubat&lloea 

lllob1l1aat l011 prooaeded durills llis)lt with lw.ata 
but withollt dlaorder aDd •holrlll& t1Aa orsalliaatlollo · 
Bo)' aoouto aDd o1T1l pr4e ue4 larpl7 to replaoo 
polioo. J.ll tnoe• ot tr&Mpo..W.tloa • ' ored tor 
M-..to. J1ea up to ep ot l,o wre e•11ed, •at et 
thea wre at thei r poata witllill 6 boare. Dlq are a 
t1Aa tnoe ot eoldier, att'OJIC• obediaet, reaq to 
tlpt. !here wre ~border illoldeDta ,.atoriq aDd 
thia &1'-ill• 1a .. r1ou. !o cle.to 250 Ouoh JOl lM 
.,,. bHA dtller lc:llled or taDA p~r. J. bluJI>. 
..n .. llel4 111 ~ cblr1.IIC tile ll1pt wi~ a ,_ 
tioo alanl at ~,oo J..M, ftle ,opalaM 1a Mlao erder-
17 aDd pa4 ot tile •blUaatl• erder. War Ott1M 

reoorde wre • -'"' 4lll'illc -. lllpt, n 1a oetl­
-ted tbere are 1,000, 000 - ill 1o1M tlel4. 

QONFIDENTIAL 
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,.,.niet~~~-=·1 ~a. ...... repone ._ ••llU.C or _,_ 
ooaa ~" llll1ta1'7 aoth1t)o, bolll41ac tbe ~ 
t101l ot a Pn1 Corpa. 

fl)laa4 • lro Jal4oiiD o~~a&e. 

lbaaata - lro Jal4oiiD obup. 

oONF'IDENT!AL 
-4· 
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Srr:rctnry of StatE 

Wo.shincton . 

~OlO • StptcmbEr 24, 1938 

rLAill 

London 

Dattd SEpt. 24, _1938 

Rcc ' d 10 :10 a . m. 

FOil l'REAS~RY FRO!.: ':lU'M't:lr'iORT:I . 

For the fir3 t time in years the City is fully manned 

on a Su~urday . The atmospherE , of course , is onE of 

grave tension and full explanation f rom thE PrimE 

Minister is anxionsly awai ted . I t is noteworthy the 

manner in which City opinion has at tempted to withhold 

jud~cnt pending a full British Government statement . 

Dollar dealings have been particularly large for 

a Saturday. The dollar opened c t ·t- 781/2 bid and the 

Cont rol has operated sporadically throu&hout the 

mornina. The dollar closed at 4- 773/4. ThE one ~onths 

forward i s 5/8 thrEE months 2 fOld fi xine was 279 bars 

o.t l45s with thE British autilo•·itieo taking l'tos t if not 

a l l of the offerings . 

3oard of Trade announced l ost night that i f a 

309 

major war occurro:d involvinz Great .8r1ti an thE Br i tish 

Govcrn.ncnt would establish a war risk insurance officE for 

car£0 carried in British or neutral vessels on the central 

linea or thE scheme in force at the end of thE las t War. 

ALC i:El'llEDY 
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.. IEDERAL. RC.SEilV£ BANK 

OF NEW YORK 

310 

CORRESPONDENCE 

co1no•:ur. nLu 
0 1\TJ: ... ,. ........ , 1 .... 

L. 1.~,._._ _____ ------
S UBJCC.T1 -fiLDJIOid-CXIIYJI&ttlOJ WliJl 

.,. o. nac.. 

•r. Cutcuel o.Ue4 n 10110 •• ._, .. -. 1a1ow .._. tbo 

ti'IIIO Wll quo\M bOI'OJ al• wbotber WO ba4 4ofto ~ .. Uft 

hil order•. l ropllo4 tbat n had 1014 1,ooo,ooo at t.rr ''' ""' 

had puUo4 tbo o:r4e:r oa\ 'llbt~t hla oell ••• la. IIN14 1t '" all 

ri1h\ tor Ul to -\laue lalllDcf Cd'lpel "'11o4 tba\ ho W1a\o4 

ua to opora\o .,atan hl1 o:r4e:ra '-' lt .. ..,.. otte:red • luao 

•oua\ o t ti'IDOI would n ploaao 1ft hla lalow at ODOOo ft. 

woul~'' 111J14 our 1ell lq w\ 1t .. bad \o '*' fi'UIOI be would 111ro 

\o bo actri H4 a\ •••• 

cm,uel :ropUo4 \ba\ ao ~ •• \ho world wa1 a•fwhl "-•• 1\ waa 

all to tho aoocS. 

LillO 

Carlpol oall .. .,.u a\ 11101 \o tlad oat 'llba\ .. Mil 

•• 1a tho ••Ill" •• 1 \o14 h1a .. •• ..u e,uo,ooo e11h lao 

U.ou,h\ wu . ..,loU14. (1\ ... .U\o onuaa tha\ ho ba4 .., ..... 

•• llllluld bno. " • nthor ._ Mll oa4 tut ho •• IOile14onlllT 

:reuw ... ) .. 

-. 
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PARAPIIRA8J: or 'RLIOIWI RIOEIVED 

raov: American :Embaaey' Rio de Janeiro 

DATi: September 24, noon 

NO. : 222 

Vy 215, September 17, noon. 

I am informed by the Director of .ixohange that the 

B!Ulk 18 unable at thi.e time to allocate any exchange on 

account of entire absence of export bills in the market. 
Tbe director is hopetul that exchange may be available 

by next week. The eituation in Europe is reeponeible 

for tbie situation, he explained, and added that although 
Germany is 1n the market for coffee the Bank of Brazil 
has suspended all aalee of coffee in compensation marks. 

STRIOTLY OOllJ'IDDTUL. .t.ocord1118 to t he Director 
of Exchange , the shipment of gold referred to in my tele­

gram under reference did not materialize ae reported 
but will go forwardH on the 29th of September. 

l'leaae inform Oo11111erce. 

O.t.fFER!' 

E.t.:DJ'I 
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' 

nOERAL R:ES&RV& BANK 

OF NEW YORK 

E CORRESPONDENCE o .. rr_q,_,u M, 11 ... 

SUBJECT: IW.MPI ®JfiiMIIOI W1IJ 

••x or.-.., ... .._ __ 

I Mll .. lel._ •• 1 •' alatll •4 \el4 -.sa ~ -.u., 

lane ba4 11.- •P \e .,_,. -'• • M .. -- • .._, ,_ .. ,.,. • 

t he\ anel' \he•• •• 11 .. tlUa4 ~· •an• u. ..... -. ..," "' 
een n ~Mod •• \he ... , wttb a.u .... ..,. ...u. I ..... 

'ha' " had • 01'4u 1a w .. ,,..- u ~· ._,n '/» .,alan late 

1014 pe1Dh •• • tu " u• DO' doaa ~ •• .u. 

.. 
& J•J v~ ' ur 

· . 

• 
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Sunday, Sept. 25 , 1938 

6:45 p ••• 

Present: 

Dr. Feia 
.lolr. .lolottett 
llr. Lochhead 
llra. notz 

The Secretary f l ew down from the Farm and came 
directly to h1s office. He had aeked Dr. Feis and 
.lolr • .lolottett , from the Statt Department, t o be present 
and t hey were on hand when the Secretary reached h1e 
o1'1'ioe. 

llr. Moffett brought with h1• t he summary of a 
message whi ch was received Just as he was leaT1ng t he 
State Department, reading as follows: 

0 1020 Sept. 25. ll p. m. 

Please del1•er i maediately t or Sec­
retary ot the Treasury troll Butterworth. 

I have not yet been able to get 
through t o Cochran but I had a word wi t h 
Phillips who had not yet heard troll the 
British Financial Attache in Parie. Phill1pe 
expressed appreciation tor the information 
that euoh a note had been del1nred and ea1d 
that nat urally he did not know what the to­
morrow llight bring forth but that looking at 
the poa1 t1on l ocally he did not s ee why any 
euch French aot1on ehould produce any un­
ueual action here. I w1.ll of couree eee 
b1a to110rrow. 

Kennedy . • 

The Secretar7 told the group that Wr . Cochran 
telephoned h1a on t he Farm th1e afternoon an4 reported 
t hat Juet attar Deladier lett Rueff, Blletf phoned and 
aaked Cochran to coM to the frenoh Treaeury. When 
Cochran arr1Ted at the rrenoh Treaeurr t he Br1tilh 
Financial Attaohe went out and, t he refore, Cochran 
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assumed that the Britiah had gotten the same aeseage. 

The meaeage gi•en to Coohran and reported by h1a 

to the Secretary over the phone was aa follows : 

•In the present situation t he Govern­
ment oould not per!U t an i~ortant 

diminution (loss) of ita metallic re­
serve indispenaible to the defenae of 
t he country. 
•It hopes t hat in the course of the 

coming daye the exohange 11arltet will 
remai n sufficiently in equ1libr1ua so 
t hat iaportant losses will not have 
to be envisaged. Nevert heless, in 
case an iaportant movement of exPorta­
tion of capital ehould appear the Gov­
ernment woul d be obliged to take without 
dela.y measure a capable aof stopping 1 t. 

"To th1a end it would give instruc­
tions t o the exchange equalizat ion fund 
and would ask the principal inter medi­
aries to participate in the exchange 
market not to give exohange except on 
Justification of oomaercial neede and 
to refUse every demand not justified 
by coillmerclal or tourist reasons. If 
the neceesi ty of such a deoision should 
arlee, the French Government woul d in­
form t he Government of the United Btates 
without delay. It hopes that in this 
case the latter would undertake to sup­
port l t s aotlon through requesting the 
banks which intervene on t he American 
market to yield foreign exchange afainet 
franca only on the eame condition. 

The Seoretary eald he told Cochran to get 1n 

touch with Butterworth and aleo t o give the story to 

Ambassador Bullitt beoauee up to that tiae Cochran 

had not notified Mr . Bullitt. 

At 4: 20,the secretary sald,he telephoned to Mr. 

Butterworth and tol d h1• to get in touch with Ph1ll1pa, 

of the British TreaeurT, u he, the Secretary, dld not 

t hink t hat we should give am- answer to the French un­

til we had consulted with our partner in the Tri partite 

Agreement - the Britiah. Mr. Butterworth aald that he 
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doubted whether the Engliah would take the meaeuree 
requested by the French Treasury at this time. 

Mr. Kottett let t he Secretary read the cables 
tr~ Ambaaaadora EennedJ and Bullitt, referring to the 
note or Hitler to the Czechoalovakiane whi ch bad been 
transm1 tted through Mr. Chamberlain. Neither ot theae 
notes contained the exact text or the message . Mr. 
~ottett explained that that was juet starting to come 
into the State Department as he was leaving to come to 
the Treasury and t hat it probably would not be completed 
tor several hoora. 

He said t hat Mr. Hull was with the President at 
this moment. The Secretary telephoned t he White House 
usher t o get a meeeage to the President that he, the 
Secretary, was at hie dealt. 

HM,Jr inquired of Mr. Moffett, 1Juat what 1s the 
si tuat1on ton.1ghtt • Mr. Moffett replied, 1 The Br1t1eh 
an• French have received these new proposala. They 
have submitted them to Prague without recommendation 
pro or oon. Chamberlain hae returned to London. He 
1B i n favor ot accepting them 1n toto because he feele 
that they cannot malts a dent in Germany in case of war. • 

Continuing he said, •France -- there haa been a 
strong reeling of war. Even Chautemps haa deeerted 
and gone over into the war party. Bonnet alone is 
standing tor peace on any basis. 

'The British Government, • be said, 'ia world.ng 
very hard to try and br1~ labor to the point where 
it does not do more than tight politically. I think 
it looks very probable that the Czechs would reject 
Hitler's t erms. ! hen the French and British will have 
a new problem to taos. The Poles are getting more and 
more anx1oua to profit by the action. They say that 
Benes ia a tool of Koaoow. • 

3:!.5 

At this point HM Jr aaked, 1 Ie the Ooto~er tirat 
date correct • and M~tre~t anawered, •until I get the 
tull text I' do not know. • Mottett further aa'.d, "Bulll tt 
saw the F:..noh th11 morning and Bonnet said ''fhe mere 
tact that the Britiah called ua over is an indication 
that they have not rejected t h1a plan'•' 

"It locka now,• Mr. Moffett added, •aa if the 
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British will try and compromise b7 aaking a new pro­
posal eomewhere bet-,en the firet and eeoond proposale.• 

The Seoretar,y t hen l&id to the group, 1 &Yerr tiae 
the rrenoh haTe put ue on notioe like thia , the7 haYe 
gone through and taken the road of leut rea1atanoe. 
Saturday it took the Bri thh a long time to fix the 
aarket. I haYe not giTen the French &n7 anner, but 
I do not eee how we oan retuee what they aek ue to do. • 
Dr. Fe1e remal:\lted, 1I agree. 1 The Seoretar7 added, 
111hen I eee the preaa to1110rrow they will ask ae whether 
the Tripartite Agreeaent ie etill on.• 

Mr. Korgenthau then asked Dr. Feia and Kr. Moffett 
if the7 thought we ahould tr7 to meet the requeat of the 
French and t hey both agreed that it would be well to do 
eo, it poesible. leie ooaaented, 1 Thia would not be 
oompeti tiTe deYaluation. • 

At th1a point the usher at the Wh1te Houae tele­
phoned and said the President wiahed to eee the Seoretar,y 
1amed1ately. He left at onoe tor the White House • 

• • • • • 
BK,Jr returned troa the Wh1te House at ten a1nutee 

ot eight. He said t he Preaident had told h1a t~t any­
th.1ng he did wae o. k. wi th the Preeident. 

Mr. Korgenthau then telephoned to George Barrieon 
and the following 1e a reoord of their oonYeraation: 

BK.Jr: l'e haYe a auggeat1on from tho rrenob that 
they may put on more or leaa of an exohange oontrol in 
that they will examine all foreign exohange operationa. 
It they do that -- they have not 7et deoided definitely -­
they want ue to cooperate and aak our banks to do the 
eame thing. It will depend on whether the7 haYs a good 

or a bad day t oaorrow. 

It you remeaber when the !r!partite Jcree .. nt 
nnt through, I think you got ...; aitoQt aidnl«ht and 

aeked the Tarioue bank prea1dente to do aoaeth1ng lUte 

that. Are you at ho• now1 

Ogy, Rtq1top: Yee. 
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!Ul,Jr: Are you going to be home tonightt Wbat 
is your telephone nWibert 

Go•• ~ieon: Yea. K7 telephone number ie 
Butterfield ~8. 

e·fr It this thing should come , I think our 
banlte e let through onl7 legitiute traneactione. 
I have not gotten that requeet 7et, but tbey ba•e pu~ 
ue on notioe. I am going to eend word baok to thea 
that it they do make that request, we wlll cooperate 
wi th thea. · 

~·· Harr1aon: I will do an)'th1ng you want • 
to do , lit the liet time we did it the banlte thought 
it wae sort ot eillJ. They !elt it could ha•e waited 
until the morning. 

HK.Jr: ~1 right. Let 1 e eee how tnings go. 

Go•i Harrieon: Unleaa I hear something •ore trom 
you, I wil do nothing. 

HK,Jr: The British do not yet know what ia in 
t he Hi tier note. 

oOo-oOo 
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hlJD 

SEcrEtary or St atE , 

Washin<;ton. 

PL,\IN 

London 

323 

Datr.d SEptEmb~r 25, 1938. 

REo ' ~• 5:10 P• m. 

1020, SEptE~~Er 25 , 11 P• m, 

PLEASE DELI'IER H\MEDl J\TELY FOR THE S~CRETARY OF THE 

TREASURY FROM BUTTERWORTH. 

I haVE not yEt bEEn ablE to gEt throug'i1 to Cochran but 

I had a word with Phillips 11ho had not yt t hE.\rd from tht 

British rinsncial attachE in Paris. Phillips ExprEssEd apprE• 

ciation for thE information that such a notE m\d bEEn dE­

livErEd and said that naturally hE did not kno~ what thE 

tomorrow might bring forth but that looking at ~hE position 

broadly hE did not SEE my any such French action should pro­

duct "any unusual action hErE" , 1 will or coursE SEE him 

tomorrow. 

KENNEDY 
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lolL 

StorEtary tf StatE 

Washington 

GRAY 

Paris 

Dated SeptEmbEr 25 , 1938 

Rtc ' d 8 : 03p. m. 

1582, SEptEmbEr 25, 9 p. m, 

FROii COCHRAN. ( SECTI OJ: 0,··~, 

RuEf f callEd mE t~ Ministry • ~•n~n~E at 7: 30 

thi s tvEn~ ng . i!E dElivErEd a r.lErr .• rt.ndur.> datEd SEptEmbEr 

25 , t f wbith thE f~llowing is a translation: 

"In tbE prEsEnt situation thE GovernmEnt coul d 

nt•t r>Ermit an i mpcrtant diminutiLn t. f its mEtalliC 

rEsErvEs indispEnsablE to thE dEfEnst c f thE country. 

It ht ;:Es that in thE courst ' f thE c c·ming days 

tht exchangE markEt will rtmain suff iciEntly in Equil­

ibrium SL tha t i mptrtcnt lossEs will nc t havt to bE 

tnviso.gtd, 
NEVErthElEss , in caot o.n in~~ rto.nt ~vtmEnt c f 

txporta t it n .,r ca)::itnl sb.·uld rlpPt" r , tilE GovErnmEnt 

wLuld bt bligEc! t < takE with< ut dElay mtasurEs capablE 

<.- f stt o:;> ing it. 
T< this En<' it wt-uld givE instrurti<ns t < tb£ Ex-

chang£ tqUAlizcti n fund end nt uld a sk thE principa l 

intermEdi ariEs wb< participatE en thE ExchangE mcrkEt 
not 
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ML - 2- #1582, SEpt. 25 , 1P38 8 : 03 p . m. fr m Paris. S£c. l 

net t • c;ivE ExchangE EXCEpt en just1f1ont1< ns of ot.mnEr• 

cia l nEEdS and t c· rEfusE EVEry d£mo.nd nc t just1fi£d by 

cc mmErcio. l ' r t<..urist rEa S< ns . 

If thE nEcEssity f<..r such a dto1a;.on stwuld nris£ 

tht g.. vtrnm£nt u<. uld ini"< rm th£ O<.'vtrnm~nt , f tht Uni t£d 

St a tts witnut dEl ay . It h<..pEs th:t in this c asE thE 

l a ttEr wculd undErtak£ tb support its a c: t< n through 

rtqu~st.in~ thE b ::mks which inttrvtnt , n t l.£ AmErican 

markEt t~ yiEld ExchangE o.gainst fra nc <nlv <n thE samE 

c< ndi ti< n" . 

(END OF SECTI ON ONE) . 
BULLIT'I' 

RGC : BlliB 
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PARAPBRABI OF BEOfiOJ TWO OF TILIGRAM 10. 1582 

of BIPTDBIR 25 , 1938, J'ROll PARIS. 

32S 

I wae told by Rueff that this ie only a strictly 

confidential warning. However, he insieted that the 

French Govern~~ent mus1: be prepared to aot, in Tiew of tbe 

present serious international situation. Action will 

not be taken if t be Paris market 1e not too bad tomorrow. 

However, if lossee on the market tomorrow should be 

too heavy, or at any t i me in the near future, notice 

will be given to us by Rueff, and the French will follow 

the procedure given above. 

I asked Rueff if the Frenoh in such a situation 

110uld maintain a rate of 179. Hie reply was that for 

~uch exchange as was yielded by the stabilization fund, 

that rate would be maintained. But he remarked that 1f 

the demand should be far in excess of this 8111ount, pre­

sumably there would be develops! a black market and a 

oeoODd rate. The etabil~.zation fund still has a con­

siderable amount of gold , Rueff aseured me . 

A similar message was given by Rueff to the J'inancial 

Counaelor of the Brit ish Z.bae,y in a aeparate inter -

Tiew this evening. 

J:ND OF lliBSAGJ:. 
BtJLLI!T • 

. ' 
IA:Lft 
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EG 

StcrEtary or StatE, 

Washington. 

1022 , S&ptEmbEr 26, noon. 

FOR TREASURY FROM BUTTERWORTH. 

PLAIN 

London 

Dat&d SEpttmbtr 26 1 1938 

Rto ld 7r50 a .m. 

Tht following short Editorial in today' s FINANCIAL 

NEWS is as much a rtflEction of the suddEn hardEning of 

attitud£ which th£ kEy individuals who givt thE initial 

impttua to city opi ni on, havE arrived at ovEr thE wEEk­

End, as it is a lEad to thE city community: 

"After all Mr. ChambErlain did not reach EVEn thE 

shadow or an agrEEmEnt with HErr Hitl&r at GodEsbErg. 

And of nEgotiati on in thE ordinary acnaE or thE tErm, 

by lettEr or by word of mouth, thErE was nonE for thE 

two principals confi nEd thEmsElvEs chiEfly to pro­

tEstati on on tb£ onE sidE and protest on thE othEr. 

No ont has ytt succ&Ed&d in nEgotiating with thE 

Futbrtr. It is b1s unaltErablE custom t o trtat his 

visitors not as pl&nipottntiar1£s with whom in thE 

givt- and-takt of s&rioua argument he oan arriVE at a 

constructivE o014prom1st , but as e.n aud1mot callEd t o 

rECEiVE 
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-2- #1022, Scpt onbEr 28 , noon, Crom London 

receive thE progrEssive revElati on of his m~tal 

workings . And the unCortunatE Czechoslovakians have 

learned to their cost as Dr. Schuschni gg learned be­

fore thon not only that Herr Hitler ' s is a one-way 

mi nd but that as the full text oC t he FuEhrer ' s Cinal 

donands shows , where concessi ons to Germany' s ambition 

'arc concErned , increas e oC appEtitE grows by what i t 

f eeds on, Small wonder is i t that Mr. ChambErlain at 

GodesbErg decli nEd to act as a selling broker for thE 

Fuehrer' s nEW terms and consent ed merely to be a post­

man, After the sacrifice offered on the altar of ex­

pediency by thE British and FrEnch cabinets sorely 

aga i nst thEir wi ll and against thE weight of a large 

section of public opi nion i n their countries ; aft er 

the t wo gov ernments had wrung Czechoslovakia ' s r e­

luctant oonscnt to tErms lEss appropriatE to a 

soverEign state than to a dEfeatEd adversary; aftEr a 

British Prime Mi nister had EnvisagEd the far- rEaching 

changE in his c ountry' s policy i nvolvEd by thE proposEd 

guarantee of a oentral European frontier - aftEr all that 

the f ormulati on of newer and s till mort draconian t erms 

by the FuEhrEr was morE than lamentable, it was un· 

pardonable. 
It 
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- 3- #10221 SEptoubEr 26 , noon, from London 

It is bard to EacapE thE concluoion EithEr that 

Htrr Hi tlEr is d t libErattly courti ng thE possibility 

of a conflict or that hE is rECklEssly playing with 

fir £ with criminal disrEgard or thE possiblE consEquEncEs . 

HE may SEEk pEaCE but his actions do not tnsut it. ThE 

policy which Gr Eat Britain should follow during thE nEXt 

fEW tryin.g days i s clEar. FirmnEss on t hE Oov Ernmf:nt ' s 

part offErs tb£ btst hopE or convinci ng Htrr HitlEr bE­

forE ht has irrEvocably committed himsElf thst this 

country is earnEst in its dEsirE for pEac E. InvEst ors 

and all who do businEss i n thE city of London can 

strEn&thtn thE GovErnmEnt ' s band and sErvE thEir own 

bEst intErEsts by standi ng stEady. That thE s tra i n of 

EVEnts will f i nd a cErtain Exprtssion in thE mar kEts 

and thE &XchangEs i s indEEd probabl E. But as WE show 

ElsewhErE all avai lablE EvidEncE suggtsts that thE undEr­

lying tEchnical position is as sound as i t can vt t l l bE. 

ThErE is EVEry rEason why thE financ i al co~m~unity should 

maintai n thE acbnir ablt sElf- possEssion it bas EVincEd 

hithErto through EVEry phasE of a protrac tEd crisis. " 

Tht opEning ,f thE dollar was givEn out as 4,77 1/2 

but thE first EffEc t ivE busi nESS eas don£ at 4. 76 l/4 

at which poi nt thE British aut horiti Es gavE dollars . It 

was 
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- 4- #1022, SEptonbEr 26 , noon, from London 

was hEld thErE until about gold fixing time and thEn 

went to 4. 75 3/4. Tht buying pressurE has bEtn ht~vy. 

Gold fi xing was 365 bars at 1455 70 of which 95 wer t 

married and thE rEmaindEr taken by tht British fund 

this pricE gavE a dollar parity of 34. 63. Franc 

dealings arc not large , the Bank of France buying 

stErli ng a t 178 1/2 and selling at 179 . Dealings 

art limitEd by thE fact that most Paris officEs srt 

being denuded of a substantial par t of their staffs 

and thE Baru< of Franc e is to o great extent already 

supErvising foreign exchangE transactions . 

London security markets arc weak but thE volumE of 

trading is thus far minute . 3 1/2 percent ~ar loan 

bonds for examplE arE quotEd 92- 95 . 

RR 

I rEpEat was 365 bars at 1455 70. of 11hioh 95 wer E 

marri td and thE etc rcpt wErE msrri Ed confirmEd . 
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8epteaber 28, 19~8 

I spoke t o Coobran 1n Paris at about 8115 and t old hia to place call Mr. !luett, rrench 'l'reasuey, and advise hia that 1t the rrench deo1ded to go &!lead wit h 1110d1tUd exchange control we would glad to coo•erate with t hea on the baa1s ot the long 1111110randua whioll Cochran phoned me at four o'clock yesterday at the rarm. 
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Monday 
September 26, 1938 
8150 a . m. 

Admiral Leahy speaking . 

Good 100rning. Bow are you? 

Very well, thank you s ir. 

Admiral, now - ah - in regard to the Honolulu, -
ah - we do want to load another twenty-five million 
worth of gold on her -

Yes, sir 

But, one - s hould we load that g old on her until 
she i s about read,y to shove off'l I ean it might 
prove to be embarrassing for you to have twenty­
five mill ion dollars worth o f gold on the Honolulu 
and then have her poss1bl,y go on some other mission, 

She won' t go on any other mission, llr . Secret ary , 
unless you - she won' t go on any other mission. 
But I think it would be wise to load it when you 
want her to depart - she can depart at any time. 

Well , how about this understanding t hat you w'lllt to 
keep a war ship in English waters? 

Well, ah - the Ambassador to Great Britain wants t o 
keep a s h ip there. We ' re not interes t ed in that. 

You ' re not? Have you anything else t bat you could -
ah - could you put the gold on - ha ve you got any 
large destroyer? 

There ' s a destroyer on the way over there now; it 
sailed - it sa1lec1 Saturday. 

Satl.ll'day? 

And it will be there in about - well, I'd s~q give 
i t five or six days more. I mean - are you in tbat 
.uch of a burry to get out? 

Well , I t'eel less oolllt'ortable this 110rning tban I 
have any morning so tar. 

Well, I know, it ' s pretty bad. 

And - ah - we've got all this 
wa:r of getting it out. But I 
tiae to load i t . 

gold and we have no 
just - it takes so•e 
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And I just wanted - I mean, 1f we told them tod•y 
I doubt whether they could have it loaded before 
Wednesday or Thursday . 

Well, why not go ahead and do that? They can keep 
i t there all right; thtl!Y can put a guard on i t , 
Ot course, I don ' t see how anybody can bother them. 
They 1 11 have - naturally they 111 have a guard on 
it and they don't allow anybody on the shiP but 
we 111 - we 111 tell her t o sail as soon as they 
report that they have it on board - 1f you think 
tha t would be by Thursday? 

I should think so. 

Well that's all right, sir. 

Well then why don't I t ell them to load it - ah -
begin - give t hem orders to load it as soon as it's 
convenient, see? Bello? 

Bello. 

As soon as they can get it packed . You see it takes 
them quite a while. 

Yes. 

And then she wouldn't leave, let's say, until- ah ­
that destroyer gets t here . 

That ' ll be all right . 

Now what destroyer will that be? 

It ' s the Summers. 

The Summers? Well then - ah -
Wait a miD.ute -

/Let me .ake sure ot that . Let 11e make sure - it 
you want to know. I - I'll get that in a second. 

Well - no, that doesn 1 t make - ah -

• 

Regraded Uclassified



L: 

a.u .. rr: 
L: 

H.M.Jr: 

L: 

H. II. Jr: 

L: 

H. l.l . Jr: 

L: 

H.M.Jr: 

L: 

a. ~.Jr : 

L: 

H. 'l. Jr : 

L: 

B. U.Jr: 

L: 

B. II. Jr: 

334 
- 3 -

Yes. I'm pretty sure i t ' s the Summers. 

Right . Well -

Does the Summers go to Europe? (Sounds as if 
the Admiral i s speaking to someone in h is offi ce) 
Yes, sir, that•s right . (Spoken t o the secretary) 

The Sullllller s? 

It ' s a big destroyer and i t can carry twenty-five 
tons f or you. 

Wel~ now, wil~ she go t o South- ah - w~ she 
go to - ah - where is she go ing in England? 

She 1 s ordered to go to Portsmouth, the same as 
the Honol~u. 

Wel l there you are. 

Yeah . 

Well , that - well in an emergency that wo~d 
tako care of the Ambassador. 

That 1 1~ t ake care of another - yes, it 'l~ take 
care of an emergency . And then we have another 
shi p under order s to go there, which i s supposed 
to be sailing today -

Yes. 

And that ' ll be there in ten days, - a cruiser. 

A crui ser ? Now, let me ask you t hi s, - ab - bow 
wo~d you feel i f - ab - sh - I t ried to send 
over a - one of our two-thousand ton Coast Guard 
Cutters,-would that help ~? 

Well, ah - .it depends. You see we've got - yes, 
i t ' ll help if you're going t o keep this up. We 
have now the Honol~u -

Yea. 

That •ll bring hoM a consignMnt for you - sail ins 
so met 1me t:he end of this week. 

That's r ight. 
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Then we have the Su~~mers which can bring over an­
other consignment. 

Yeah. 

Then we have another crui s er go jng over t here 
which can bring over the third. 

Well I don 't need any more then I don ' t believe. 

So if you need any more than that it would help 
to send a - a Cutter over. 

Yiell - at t hat - that would be, l et ' s see -
aft e r the Honolulu ther e ' s the Swan:ers and t hen a 
cru i ser -

Yes, sir . Then of course t he cruiser can bring 
a very much larger cons f8nment if you want it to. 

Yeah. 

And , i n a pinch I can send more ships over. That 
is I can send the Honolulu bock. 

I see. 

I don ' t like to do it - i t costs e l ot of mon~ -
for me . 

Yeah. Well, ah - it costs - it will cost us t o 
transport twenty-five million of gold - it will 
cost us a l ittle over a hundred thousand dollers. 

Yeah. 

How much does i t cos t you t o make a round trip? 

Well I don't know - i t probably - it probably 
i sn't that much though. 

No. 

It' s fuel - only fuel, that's all. 

Yeah. Well, I tell you, what I'm going t<; do, 1f 
it' s agreeable to you, I expect to see the President 
at one o'clock. Ah - this thing gets worse all the 
time; and I'm go ing to suggest that jus t in case - a.h -
that we do send over a Cutter juat to have her there. 
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All right, sir. 

On t nis gol d - 1! that 1 s entirel:r agreeable 
to you? 

Well that ' s entirel;r agreeable to me - y e s , s ir. 
VIe don ' t - we don ' t care, but we ' ll handle it 
for you with these cruisers as rap idly as we can 
1! you want us to do it. 

Well then I t hink I'll l eave the responsibility 
with you and I won 1 t divide it. 

All right , s ir. Now you're going t o or der a 
l oad put on now, are you? 

I ' m going to tell t hem today t o put henty-five 
million on the Honolulu as soon as they can -
comfortably . I mean l' m not going t o s hoVI any -
ah - fr i ght , you see? 

Yes . 

But I do want to load it. 

Yes . 

33S 

And then the understanding will be that after the 
Summers gets there - or whatever the dest royer 1s -
t hat t be Honolulu will shove off. 

Yes . I'll tell them then a f ter t hey get - after 
they get a consignment put on board b;r - consigned 
to you and after the Su111111ers a rrive s they 1 11 come 
back. 

But I t hink you ' d better be t h inking of getting 
another cruiser over there sooner than ten days . 

Well, I don ' t think we can do that . 

You don't? 

Because it takes about - it t akes about eight days 
t o g et over unless we speed them up pretty f ast -

Yes. 

And the ship 1s sailing today. 
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The crui.ser 1s sailing tod~Qt? 

The cruiser is sailing tod!Q'. 

Well it could get over there in four days 1f 
necessary . 

Ah - well hardly four. 

Five. 

Five - yes . \'/ell, will you let me know 1f you 
see any - any need for that; I can spe ed it up 
of course. 

But you ' ve got the SUmmers on the WIQ' and what -
what cruiser will that be? 
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(Speaks to someone in h is office: What's the n ame 
of that crui ser?) 
It' s the Savannah. 

Savannah? Well I t hink I 1ll leave the respons i -
bility to the Navy as long a s you are willing to 
take it. 

All right, s i r. We'll do that then. And I -
without any further instructions from you will I 
tell the - ah - ? (conversation breaks off) 

Hello. Be1lo . Bello. 

Bello. 

Yes. 

I sq , will I tell the Honolulu now that they ' re 
going to get a ship.ant without any further word 
from you? 

Please. 

I ' ll do that . 

Thank you very IIlLlCh. 

You're welcome, sir. 

Thank you. 

Goodbye. 
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Septeaber 211, 1938 

9:15 a. m. 

Present: 

Kr. Lochhead 
Dr. White 
Kra. llotz 

Kr. Lo9hhead: !be Preaident RooeeYelt aa1la on 
Friday. Of oourae, we oan1 t get war riak inallranoa 
on it, but I would adYocate putting flO,OOO,OOO on. 

HM.Jr: Sold! Donal 

Kr. 'to9hhead: If I can cover marine risk, I will 
do it. 

HK.Jr: All right. What elaet 

Kr. LoChhead: Things aeea to be getting better 
in the marltet. Blnce opening, in better shape. Went 
to 4.11'6t and ia coa.lng back rather well. Back to 
4.77t right now. The French rata hal bald ateadT. 
Was down. Ia now 178.62. Rather intareeting, the 
bankers haYe not made any apeoial comment. Seams to 
be going through without too auch concern onr there, 
eo I think it • e all right. We are Just e1tt1ng. 

4 oabla came fro• lenned7, oaae oYer for Jour 
information. It 1 e in regard to the Chineea eituation. 
You have an appointaent at 11 o'clock. It JOU want to 
see thea and you are going to eee the President, I think 
it i a a cable you should read. 

Hll,Jr: What elaet 

Mr· LoQhhead: Tbat1 e all. 

HK,Jr: Har17t 

Dr. Whl!f: One thing that 1a eoaawhat new that 
I thought 7ought ooneider ie in order to preYant, or 
to d1acouraga, further aoqu1e1 t1on of dollar• w1 tbout 
in any wa7 interfering with the flow of gold hera, md 
poeaibly to put JOurealf in a position to defend 70urealf 
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against sterling should 10U wieh to, beeauee it looke 
to me at the al1ghteet Ofportunit1 they are going down 
and if there ie war that e one thing and if there ie 
not it may end up 4.75, eo the suggestion I would like to 
make tor your consideration ie to maintain your bU1ing 
price f or gold, but announce that 10U will inoreaee 1our 
charge f or selling gold from l/4 of one percent to, for 
purposee of dieouaeion, ~. 

The etteot of that will be to introduce a r1ak 
ot exchange on the part of thoee who want dollars which 
will ao~ as a discouraging factor and in the event also 
ot war, ,it will also be a discouraging factor in causing 
people toiliqu1d&te eeour1tiee to get their dollar& out, 
although ese eo. 

And then I t hink that if 1ou don't want to uee 
it, if later on things are suoh that 10u feel you want 
to maintain whatever rate of sterling 1ou want, all 10u 
have to do ie put back - - either~ from 51> to 5'-' or 2'-' 
or eliminate it . It would sort of serve notice that 
you are putting 10urself in a position to protect your­
self against exchange rates. 

RK.Jr: I disagree with 1ou. And the reason I 
disagree with you, as of this morning-- two things. 
The fundamental thing, I have announced and t he papers 
have carried and I get great satisfaction out of it, 
1 llorgentnau says business as usual. • I sounded that 
keynote. Told it to the President and it's gone through 
everywoere. Everybody has picked it up. I think it ' s 

most important. 

Dr. White: Sure. 

HU
1
Jr: This would not be "business as usual•. 

Th1s would not be 'business as usual'. And the Presi­
dent read this article in t he Tiaes yesterday, somebody, 
about raising the whole question of gold and the Preei­
dent said, 'Remember, I raised the question of what ' • 1 

going to happen when we get ~ or ~ of all th~ gold, 
and eo I said , ' Kr. President, eo what! Who has a 
better suggestion?• 

I don't want to do anything, as of today, to 
cast any doubt in anybody ' a mind as ·to the taot that 
we have grown up; we are the aonetary center; we are 
conducting bueineee aa u~. and there it nothing in 
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the world whioh aaltea rae believe I have to worrT, 
Again, aa of toda7, where I d1e~ree with you, and 
I think Arohie oan or oannot (Secretary hee1tated a 
long time here) -- never a1nd, I won't be faoetioue. 

Dr. White: You can be if it is at ~ expenee. 

llll ,~r llo. The Englieh han ginn even i .n-
cUoatio t theT are tryi~ to keep the pound -
they have gone the lia1t and thaT have taken the brunt. 
Am I right, Arohiet 

Kr. Lochhead: Oh, Tee; thaT have taken the 
brunt onthle. 

llll.Jr: lio indication t hat t haT are using this 
aa an opportunity • ••• • 

Dr. White: ••••• This would hel~ then in auoh a 
move. 

llll Jr: All I can aay 1e I want all the sug­
gestions f can get and I am going to do it like this 
and I will have to take my chance on instinct based on 
t our years ' axpe.rienoe. 

pr. White: The suggestion I made i s olear1 

llll.Jr: I got the idea. 

Dr. White: lio change in the buTing price. 

llll,Jr: I understand. Do you agree! 

Wr, Lochhead: I agree with you. Two reasons. 
I won't go into it. 

Dr. White: Juat wanted to make the suggeation. 

llll ,Jr: You can bring it up twioe a day. 

Pt• White: Just wanted to plant the idea. 

ll!l .Jr: .ln7th1ng elaet 

Dr. White: The other• r elate to Ohina and Japan 
and Ger1R&Jl7. 

~: That aounda like oQ s~t1u - Cuatou. 
Reman miPliant apolte to se about that ISaturdaT an4 I 
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thought we would get on thie thing right attar the 
9:30 meeting. 

Dr. White: At last, French exohange control 
baa come. 

Mr.~obhead: The cable ie in from France con­
firming Co ran1 e plan, 

HK.Jr: Did either of ;you read the President'• 
ceaeagef Jl.r, Hull went onr there at a1dn1ght and it 
wae agreed on and the President went on t h e air at 3 
o'clock thie morning, 

!he thing I can 1 t lll&lte up '1117 llind , putting eco­
nomic pressure on German7 right now, what would the 
effect bet 

Dr, White: All to the good. 

Mr. Lochhead: Decie1one are being 11ade b;y the 
Cclllllliuioner, 

HK.Jr: Last Jlonda;y the President told 111 about 
bh idea. He wae going to hint to England -- tbie 1a 
terrib~ confidential -- of an econollic blockade. He 
did, I t1nd out last night, aalte that eucgeetio.n to 
Sir Ronald ~ndee;y and I aleo know General Craig waa 
againet it. He had that laat Konda;y and he aai4 he 
had no anawer. We coae along and suggest that we de­
clare Ital7, Ge~n7 and Japan are dUIIp1ng, all b7 our­
eelYea. t don't know. I don't knew what the ettect 
would be • 

That's rq thought. I think this a1ght. be smart& 
that we tr;y it out on Japan first, who are not in the 
European arena. 

Yeaterda;r, in talking with the Preeident, I got 
over to hia, I ea1d, •the Ohineae baTe 20,000,000 ouncee 
of e1lver whioh ie free. The rut of the etuff 18 
tied up, That'• all the;y haYe get. • And I aa1d, 
•You have got to aake up 7our a1nd whether 70u want 
to gin thea tloo, ooo,ooo credit, knowing the a1111lte 
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you giYe it to thea it1 a gone. Mr. Preaident, that'a 
what you han to aake up )'our llind. 1 He ea1d, •I want 
to wait and ••• what happens i n Europe. If there 1e 
war 1n Europe , I wi~~ 4ef1n1te~:r giYe thea credit. Be 
waited a llinuta and be aort of gaYe a aenta~ aoaereau~t 
and he said, "If there ia no war in Europa, aarbe I w1~~ 
do it a ll)'w&y, 1 

"But ,• I eai~1 1it 1e boi~ing it right down. We 
h&Ye been giwan notn1ng but aieinformation. The Yunan-
Foo road to Burma ia not complete.• He eaid, •well, 
fahg ea1d it waa oomplate.• I said, 1That 1 a the kind 
of information you haYe been getting. Boiling it down, 
t hey are down to t~o ,ooo ,ooo. 'fbat1 a about all. I 
said, 1It1 e Jast a queetion of whether we want to do 
something. 1 I t hink with the tn1ng 10 (aakea ceature 
of up and down) th1e wa:r and the Pree14ent 'ferJ anxioue 
to get in and etop thie war in Europe, we lll&ke a JDOYe 
like th1a ••.. 

1 And that note I aaw wae emae~ated by Mr. Hull. 
It 1 e a typical Hull note. And we go along and declare 
the Germane and Ituiana are dWIPing and inoreaet their 
duties by~ ••• ••• • 
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Dr. White: Or put on new duties. 

RK,Jr: At this ti.M , I don't want the reepona1-
bil1 tJ. 

Dr. White: In Ita~t 

JDI,Jr: Or Oermall)' . The reeponeib1lity ie too 
great to recommend it, but I might ooneider doing it 
with Japan where the situation of -r doing it or not 
doing it 18 not going to ohange whether Rankow falls or not . 
The die is cast. Suppoeing, Rar£7, you &<idee me and 
then aubsequantlJ 1011ebod)' ea1d the Treaau£7 doing that 
waa the deoi41DC faotor f or world war. 

Dr. White: I wU~ crant 1t1 a aafer, 1111 riu 
1n'fol'fed, in doing it against Japan at th1e aoaent. 

JDI,Jr: And th1e other thing 1e not going ~o aake 
Germany hiht or not fight. If JOU aa1d to ae, Ur •. llor-
genthau, :rour doing thia 11 a ohanoe to keep GermaDJ fro• 
going into O&eohoeloYakia •• ••• 

Dr. Whitel I think tha 4eoiaion will reat on 
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other things. 

HM,Jr: It will rest on other t hings . There­
tore, postponement o f one week won't IIBlte an7 differenoe. 
Putting it in •tght gh'e hi• the handle to take a blast 
at ua. 'I have to fight beoauee those Allar1can bolehe-
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vika, that Jewish Beoretary of the Treasury, 11 trying 
to strangle me eoonoll1oal17 and I have got to tight that.• 
And he might hang the whole thing on me. 

It you said , 'You are doi~ it -- 7ou have to 
bave oour88e and U7ba this will atop the• fro• going 
in,' I will take that chance, but I don' t believe it. 
On the other hand, I am wiUing to do it with Japan and 
teet it. 

I have bad two days clearly to think th1e thing 
through. 

While t hia ia going on, this note comes out this 
morning. And I think the reason the President showed 
it to me, he knew I would not approve of it. The only 
thing that I oan1 t understand ie wh7 t he Treasury has 
not pushed this toroibl7 with a definite reoommend1on 
during t he past year. You have all fiirted with it. 

oOo- oOo 
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GROUP liEETING September 26, 1938. 
9:30 A. 14. 

Pr esent: 

H. !.I. Jr: 

Upham: 

H.M.Jr: 

Gaston: 

H.M.Jr : 

Mr. Oliphant 
Mr . Gaston 
!b' . Haas 
Mr . Banes 
Air. Lochhead 
Mr. White 
Mr . Upham 
lfrs . Klotz 

I've got to kind of mix this thing up; I can•t 
go • • • Cy, what 1 s t he latest word on Stewart 
of San Francisco? • 

I have heard nothing more than when I talked to 
you last. L!r. Ransom was going to tell me, as 
soon as he t alked with Llarriner, but I haven't 
heard from him. 

All right , before one o ' clock •••• • 

(Dowling 
B. ll.Jr : 
Dowl.ing: 
H. lA .Jr : 

comes in. 
Some cigarett es, please. 
They 1r e i n the drawer. 

No one knows it.) 

••• • • I want to know- better ~Tite this down; 
I don't want it - I really want it - the so-called 
what , April or June report they made for the Bank 
of America ; what is that one? 

April 20 it was finished up - Apr il 20th examina­
tion. 

All right. That - I want you to t ake out of that 
all ref erences to Stewart, and. crit icisms of 
Stewar t , see? I want to know who, in the Feder al 
Reserve Bank of San Franci sco - to whom was that 
given, and when, and was it given to anybody in 
t he Federal Reserve in washington? Bow, the so­
called April examination - the one befor e that, was 
t her e any refer ence to Stewart? Bow aan1 times, 
in other words, when they examined the Bank or 
America, did they find that Stewart had this land; 
how -ny times did they cr iticize it; when did thay 
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begin to criticize it; was it, each time, shown to 
the Bank in San Francisco and the Board here? 
In other words , start right from the beginning, 
see? When did they begin to criticize, and when 
did they begin to show it? 

(To Mr . Oliphant:) And then anything you have out 
of my diary, Will you please return it befor e noon 
to L!rs . Klotz; anything on Giannini, and everything. 

It•s all in your hands . 

I want everything baclt to l.lrs. K1otz before noon. 
You•ve had it over a week now; if it's ready please 
send it back. I 1ll give you to five o ' clock. I 
don 1 t want my diary floa ting around . 

And you (L!r. Uphaa) have got some stuff. 

I have r eturned them al l to Foley and Sherbondy . 

We •ve made a record of everything we •ve given them. 

Everything out , I want i t back by five o ' clock . 
You've had it at least a week. 

I had it a couple of days. 

Now, what I am thinking about is this; I hope I 
am wrong: I don • t think t hey are going to do any­
thing about Stewart, see? I' don 't know whether I 
got this from you (Upham) or f r om Ransom, but -
maybe I got it from Ransom - I don r t think that -
Eccles is just goi ng to t alk a~, as a r esult of 
that, will simply say, "You ' ll have to see the 
Treasury. n Uow what I want to do is to get ready 
for that , and sort of giving the Board here a date 
on which, if they don' t give us a satisfactory 
expl anation of l.lr . Stewart ' s extended position, 
wby, then I would get another bank to r epresent us 
in San Francisco. 

And then would you also look up t he fir st state­
ment I brought to Yr . Ransom' s attent ion, you see, 
end the day we sat and pulled those things out and 
had them photostated a.nd gave t hem to him. 

The thirteenth, I think. 

What? 
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The thirteenth. 

Well ... 
I 111 look it up. You want this by one o ' clock? 

Is t hat asking too much? 

Oh no; no, indeed. Of course, they would have no 
interest in it until the date of his appointment, 
which only goes back two or three years . 

l4y God , you 1re going to start joking this morning? 

And the references go back at least ten years. 
See, t he criticisms go back in the reports at 
least ten years. 

How long has he been a Class C Director, and bow 
long has he been a Director? 

And what kind of a man did they pick when they 
picked him for a Director? 

What? 

What kind of a man did they pick, when they picked 
him, for a Director? 

If t hese records go back ten year s , didn ' t they 
know, a t that time, that he had a - ~:hat do you 
call it? 

A line? 

- A line of credit? 

Yes . 

What? 

Surely. 

In other words, I am just not , . in these difficult 
times - I •ve got so much to do - things coming so 
fast I can' t go around; I can't talk to Ransom 
or E~cles; I ouglltn ' t to bave to draw this to 
their attention but once. We were all here last 
night and things are just coming too fast; I 
can•t ' do these things more than once; I oughtn't 

to have to. 
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If I wer e in their position, I wouldn't let •ore 
than t wenty-f our hou.rs go without hav1.ng this 
str aightened out . 

Was there something on this last night? 

No, no; the European. 

I 1ll probably hear from ur . Ransom this morning 
on what Eccles did . 

347 

We got word l ast night on the farm that t he French 
were serving us notice that 1f they bad anot her bad 
day they ' d put on a modified exchange contr ol, and 
when Butterworth spoke to Sir Frederick Ph1111ps, 
he had heard nothing about it. 

I saw the President between seven and eight last 
night. 

The other thing, which the President asked us to 
do , which we are doing, is, Vlaesche • s watching the 
Italian and German liners to see if there is any 
change in their regular movements, and up to date 
there haven' t been any. 

And then we •re going to load, as soon as possible, 
the Honolulu with another twenty-five million 
dollar s worth of gold , and she 'll sail - (words 
misunderstood) - and the Summers arrives, which 
ought to be Wednesday or Thursday. 

Today we got a hundred thirty-seven million dollars 
worth of gold. All right. 

And then, Yr. Secr etary, I spoke to you about 
putting ten milli on of gold on the President 
Roosevelt, sailing on Thursday, if you want. And 
we might take up the question of the American 
Export Line, which i s also sailing direct from 
London. 

Now, I want to ask whet her either Haas or vnute are 
making a study of when did t he Allies, during 
the world war, begin to borrow money? I mean, when 
did they begin to get it, from what sources , and 
how fast? Are there any records? 

No I was just taking the period of the outbreak 
or' the war, which wouldn't include that, but we 
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can easily put somebody on it. 

I've got a diary on that. 

Except immediately after the war . 

348 

Supposing George and Barry get together; this is 
what I hav.e on my mind: I want you to take the 
important things , George, the commodities - you 
do these things . I 1d like to take wheat, cotton, 
the important ones, and then sort of - you say 
you•ve got a list of the important events? 

That's right . 

This is what's in the back of my mind: The President ' s 
asked at Cabinet, two or three times now, for us to 
make a study of what authority the admi.nistration 
has t o keep the system going . He did it when Hanes 
was there Friday; he did it t he week before, and 
two weeks before . The last time he did it, I was 
bold enoueh to say, "Well, Mr. President, what I'd 
like to see is a nice healthy rise, first . " • 

Now they are 'lfC&T)':ing so much about that, and t here 
are so many other important things , which I think 
are much more impor tant - now what I've got in the 
back of my mind is this : Have the so-called - England 
and Prance got t he money to buy t his stuff with, 
you see? This one t hing, when t hey bought it in 
fourteen, fifteen, and sixteen, with the money we 
loaned •• • . 

Uh huh. 

But aren't we talking about something which wouldn' t 
happen because they haven ' t got the money to buy it? 
Now the President is so worried about two- and 
thre'e-dollar wheat , what I •d like you two fellows 
to get together - to see when wheat - for instance 
when wheat went to two dollars, was there any 
correlation when they began to borrow the money. See? 
I am ju:st talking now. Uaybe you can explode -.r 
theory but if these fellows can' t borrow a couple 
of billion dollars from us, t hey can' t put wheat into 

it. 

What I u afraid of, Jlr , Secretary .. .. .. 
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And then also, take wheat , f or example; wheat y,as 
supposed to go up and cotton to go down; why did 
cotton go down? And tho other thing - take a look 
at world stocks. How long was there a lag before 
these things went on? See? I just - it ' s all 
very nice; l et the Department of Justice and the 
Treasury ' s General Counsel's office study all the 
things we have done . 

I am again goi ng to make a guess : When they &et 
all through and done, they have no direct legal 
method they can use; they may be abl e to go through 
four or five corporations and do something, but 
when they get down to the direct met hod • • •• • 
That 's one of the things t he Pr esident hants to 
do . 

I 1d like to make this statement : All the methods 
which Justi ce and Commerce had suggested wer e 

shotgunned and designed to be just as hard on 
whea t and cotton, for instance, as they wer e on 
copper, and the methods we tmve been working on 
are discriminating methods that would allov• t he • 
wheat and cotton, and that sor t of thing, to go 
up, without an unn~cessary run on it . 

We ought to take •• .• 

That i s t he important difference . We ar e thinking 
about , fundamentally, wheat and cotton, and that 
sort of thing . You wouldn ' t be particularly interested 
in the run of buildi ng materials? 

I don't want to see tha t run up. 

Ther e ar e methods of discriminating against the 
building mat erials and leave the wheat and co tton 
run up. 

I s t ill want to see you go ahead and follow t hat; 
I still want to see , l acking lending them a lot of 
money, have they the wher ev.i tha'l. to dr ive this 
thing up? 

I just question it. Uy r eaction i s that wheat 
didn't shoot up until 1917 when the United States 
Government began to make the outright l oans, and 
af t er the United States entered the wa.r ; that is 
when wheat began to shoot up. 
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Maybe we're right, and maybe not. This thing 1s 
important; that's why the President is concerned . 
Nothing is -- (words misunderstood) . It killed 
Her bert Hoover . 

~hey always said there were certain justifications; 
if the bricklayer could get eighteen and twenty­
four dollars a day for his work, end the riveter 
the same, why shouldn 't the f armer get two dollars 
and twenty cents for his wheat . 

V/heat was three dollars nnd sixteen cents the day 
they slapped that control on. 

You see, it's very interesting; I may be all wrong, 
but t here may be something to it . 

I think you are all right when you talk about 
wheat and cotton, etc . , and I thi.nk it•s a different 
story when :you talk about building materi al . 

The Allies are going to buy copper; they are going 
to buy steel, and all the r est. 

Those ere different from wheat and cotton. 

I don' t think anybody•s studied this . You know 
of anybody, Hanes, looking that up from t hat 
angle? 

I don•t, no sir. 

Don' t you think it ' s interesting? 

The Attorney General had a report on what might be 
done, legally, without calling Congress, but I 
don't think he took i t up fr om t he angl e you are 
talking about . 

Does anybody know that that porticul~r engle is 
being explored? 

(Nods "No . ") None. 

You work fairly fast on it, boys; if :you' re ninety 
per cent right,~ all right. Don't forget, in 
Miss Diamond :you•ve got a very good l .ibrarian. 
Give me a shotgun opinion, and follow it up. 
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When would you like the shotgun? 

Oh, I'd like it in twenty-four hours , see? 

VIe will give you some rough charts in t hat length 
of time, too . 

Obviously the only source of funds are their 
securities here, naturally. 

They are going to hustle (?) those. 

They can•t get a hold of them. 

Well , I am worried about when the President has 
this one idea, and just that. 

That isn•t an immediate t hing to worry about. 

I don't think so. 

What have you (Lochhead) got? • 
The market is quite erratic, running down to -
again to about 4 . 75 3/4 against 4.77 at t he opening. 
Now the Bank of England cable said they had done 
twenty-six million dollars in gold up to the time 
the cable was sent. They made no mention of the 
franc at all. 

Did we get any of that Saturday? 

Two hundred t housand dollars is all. We operated 
l ater on 1n the market - f our thousand pounds. 
All the stuff they are doing, they are doing 
themselves, now. It •s just a call-in f r om the 
Dutch bank. You recall, in the beginning they 
asked us to take gold, and we said we'd take up to 
twenty- five million; we took twenty-three. They 
turned around and have done twenty millions them­
selves; they•re coming back and saying they are 
pretty well tied up, will we do some more over ther e? 
It is under the Tripartite. They have to ship it 
over and guarantee the insurance, so we don't have 
to worry about that . We have to worry about getting 
:insurance, but they have to pay all the costs, and 
guarantee lay1ng it down. 

How•d you put that over on the Dutch? 
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We gave them a little heLp on the way it was 
worked out, but t hey should take that responsibility . 
So shall I tell them it•s all right for t wenty­
five? 

Yes - sure . 

(To Mr . Upham: ) Why don 1 t you go in Mrs . Klotz • 
room and call up Ronald Ransom, and come back. 

Is it all right for me to run now? 

Wait a minute. I'm unburdening myself so you 
people ~~11 know what I am thinking about. I bad 
a chance to talk to the President about the 
Chinese situation. Incidentally, you•re 
(Mr . Ranes) goins to sit in on the Chinese situa­
tion, and I told him roughly, this. I understand 
I am not correct : I said , •Mr. President,• I said , 
•as far as Europe i s concerned, I guess you might as 
well make up your mind t hat the Nazis will control 
Europe from now on. Vle•ve got a slight chance to do 
something in the Pacific. Vlhen you boil everything 
down, as f ar as Chen and the rest tell me, they•ve 
got about ten million dollars of s ilver free that 
t hey can put t heir hands on. Archie gives me the 
bad news this morning that before they can reach 
the twenty million ounces of silver which they have 
as equity i .n their loans made in Europe, they•ve 
got to sell seventy-five million dollars n 

Seventy-five million ounces . 

•• •• •seventy-five million ounces. It's just a 
chance, ur. President, whether you want to give 
them a credit of sevent y-five million dollars and 
write it off at the beginning - a little more than 
t he cost of one bat tle-ship - there is a slight 
chance of keeping peace in the Pacific. That's the 
positi on. • He says, "Well, if there's war in Europe 
we ' ll give them the credit,• and then he thought a 
few minutes and he said, "And if there isn't maybe 
we •ll do it anyway.• 
Now I told him how Jones felt . Jones wanted to 
go along on this thing . Now Ythat I told White, and 
I don' t want to go into a long lengthy explanation -
but I don't want to take the risk now; we •ve waited 
a year or two years to say that the Germans or 
Italians a.re dumping; wh)' take that risk and do 
i t this week7 I - then if they are dumping or 
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are breaking any of our agreements, it •s t oo bad 
we didn't do it before , but I am not going to do 
it this week, and give Mr . Bitler a chance to say 
that t he United States is str angulating Germany 
and that•s why they 1ve got to go into Czechoslovakia 
in order to get their necessary supplies . I don ' t 
believe if we did announce Ger many was dumpi.ng, it 
would keep Yr . Hitl er from an announcement of that 
~ind. There •s nothing to be lost by waiting a week, 
inasmuch as we•ve waited a year, but I don't f eel 
t hat way about Japan, because whether we do or 
don't isn' t going to make J apan change her tactics 
in r egard to Hankow, and if it ' s successful in 
connection wit h Japan, and then this t hing -
whatever happens in connection with this thing -
•It worked with Japan; let•s do it with Ger many 
and Italy,n provided we have the facts . (But to do 
this thing would give this fello•-. what he's looking 
for - every excuse to do it in Germany.) It would 
be - Hitler would say, •America is str angulating 
me; they won' t let us do any business, and, there­
f ore, I 've got to fight. • And I ' m not going to 
sti ck my neck out . 

You feel the same way about your original plan, 
that if they did, you might •••• . 

No, no . I don't want to have anything about that; 
I don• t llant to do an;)'thing about that this week. 
Until this t hing clearsq> - Icen1t give all the 
reasons, blit I don ' t want to do anything on it. 

You don ' t want , this week, to ~:et into those 
negotiations, but t he Japanese t hine is clear -
clean. 

If it worked in Japan, and we could say to the 
President and ur . Bull, •It worked in Japan, why 
no t do it whe.rever the law dictates we should do 
it?" And, t herefore, what can you fellows give 
me to show the President, by one o'clock, in con­
nec t ion with Japan? 

By one? 

By one . Now what I am saying is fairly important, 
and if anybody disagrees with me, please t alk up, 
because I've been talking about pr etty important 
things . Herman? 
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I agree W1th you, perfectly. I think - I don' t 
know what it will look like a week from Konday, so 
far as Ger many is concerned, but this week we ought 
to stay out of that • horse-biting" and all the 
rest in Europe . Tbe Japan thing is entir ely 
separate; we have apparentl y got a per fectly 
clear case there, and I think it ought t o be tried 
there first. 

Have you got a clear case? 

I think we have . 

You•re satisfied? 

If "e can get the r est or that stuff out of the 
State Department, I t hink it will be clear enough. 
I ' ll have to check with Johnson on bow much he was 
able to get Saturday. 

V/ell , Herma~, in this case I've got to be ninety­
nine per cent sure, Herman. 

I know that. I understand. 

And if it can ' t be perfect by one o ' cl ock, let it 
go over . 

It will go over until we are. 

I want a perfect, polished document. 

Well , we don' t go out on the end of a limb on a 
thing like that. 

And in this case, if we are going to do it, is 
there anybody we might show it to - have on there 
as consult ant? 

I would suggest somebody. 

Wbo? 

Kr . Fox, of the Tar iff Commission. 

Good. 
I am not going to bring it to you until it is safe, 
perfectl y; until you•ve got solid eart h under your 
feet . 

• 
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I want somebody like Fox, end some other people 
you think of, on it, and, 11¥/e•ve read this thing 
and we agree with the Treasury f i ndings . " 

See, it's their function to keep the President 
informed of just this thing . It's t heir duty, 
by law. 

John Fox is a former economist for Federal Trade; 
he ' s a Cororoissioner of Tr ade? 

Tariff Commission. 

~ell, I'd like to have a memorandum as to where 
our responsibility begins and ends, and where t he 
Tariff Commission' s begins and ends . And, 
incidentally, Her man, if it could be done, that 
t he Tar iff Commissi on could serve notice on the 
President •• • • • 

He said - I mentioned, t alking something about that 
the other day, and he said it usually t akes so 
long , but i f circums t ances were such that, in their 
opinion, speed was warranted, he thinks t hey 
could do it quickly . 

It would be nicer for me if it came from them, if 
it•s t heir responsibility; if it ' s ours, I won 't 
duck i t . 

It ' s theirs . 

What? 

Legally, it ' s t heirs . 

It isn't true; you are responsible for t he adminis­
tration of the tariff laws . 

Vlell, you boys get together . 

Well , I think we 1re both right. 

Vlell , I still say, let ' s get together. 

well , you•ve got to ta,lk rast; he makes a statement 
about what the law is, and I · · · · ·· 

I am not getting in it, because you fellows go 
r ight out side and kiss each other . 
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That's what we al.ways do, darn it , 

Far be it troa ae to get between Oliphant and 
White. 

356 

Well , get together anyway. Anything else, Herman? 

No. Now, on this thing , assuming, for instance, 
the Federal Tariff • •• •• 

I didn't get so far - I st ar t ed to call you Dr . 
Oliphant and Dr. Vlhit e . 

Yeah, but t hey are just a bunch of "Yes, but - " 
liberal.s . (Laught er) 

What? 

"Yes, but ~. w liberals. 

On this t hing, l et ' s assume that the Tariff Coa­
JIIission would go along on the thing, and the only 
howl that 's liabl e to be raised around t hat time 
is liable to come from Henry. 

Who? 

Henry. 

Who? 

Henry - Wallace - the effect on the export of 
cotton. 

Oh. 

I don' t know whether you want us to canvass that 
1n advance .. .... 

You' d better first let me see a polished document, 
and then •• • •• 

Would you want to know, i n advance, what the effect 
would be on cotton? 

Sure. 

The case is not so cl ear as Germany, but you llligbt 
be able to make a satisfactory case . 
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But the effect of the export ot cotton - I don ' t 
think there would be aey other kickback on it . 

AJ.l right . What else, Harman; a.nything else? 

Not hing else, now. 

Nothing else now - that goes for an hour? 

Well, I 1ve got five minutes, some of these days . 

All right. Herbert? 
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I suppose the President's note raises the possibility 
that we might get into direct negotiations with 
GerJ:Iaey on this thing, and I wonder ed whether you•d 
'1ant to have the President and Bul1 informed as to 
just what we might be able to do toward Germany 
in case we don•t like t heir action and in a way of 
inter pretation of our laws, as a trading point. 

The President has had that; we •ve argued it all out; , 
he knows t hat . 

On this question of dumping, etc .i 'we could talte 
a much mor e d.rastic stand on our aw. 

Re ' s had that for weeks . Say, listen; I don't 
think Hitler will even r ead Roosevelt 's note . 

No . 

I don ' t think he will even read it. 

He • s preparing his own speech. 

I wonder whether the British asked us •.. • .. 

I amj~~~ly in this room. I don't know • ••• 

Ask me . 

Never mind. 

Reminds me of Jesse Willard. 

I - w1l1 we have a pres s conference at four? 

sure. we•ll again say that tlie Tripartite Treaty 
is runctioning. 
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I read , somewher e , a pretty elaborate 111emora.ndum 
on the effect of partial exchange control 
(wor ds inaudible) • • • • • 

Can't hear a word you're saying. 

Herman, whatever happens t his week, it is still 
working . 

That's what the memorandum said; it•s effective . 

If they haven't announced exchange control by 
f our o ' clock, then that answer will be all right. 

I didn' t write it yesterday. 

All right . What else? 

That • s all. 

George? 

I have nothing new. I •ve got t his book for you. 

Put it on my desk. 

VIe ' re working up a memorandum for you about - along 
t he same lines you indicated on wheat here, only 
t he Government bond mar ket is t he subject. 

You want to hear this? ! ' Ill rather pl eased about 
this . We went fifty-fi.fty with the Federal Reserve , 
last week, and bought up, each of us , about thirty­
seven od..l.lion dollars wor th of bonds 1 so when the 
bonds began to gain a point , they began to sell. 
I said I didn't want to sell, but they began to 
sell, and sold about thirty-four million, and 
cleaned up. And last week - and Saturday morning 
they began to go bad, and Ransom said , •vamt shall 
I do?" I said to Archie Lochhead, •Call up Ransom 
and t ell them inasmuch as they sol d thirty-four 
million dollars worth of bonds, we won• t go fifty­
fifty wit h them until they bought back thirty-four 
million dollars worth of bonds ." And t hey said, 
"All right," so they ' ve got to buy back the thirty­
four they sold before I go fifty-fifty . They said, 
"All right. • I think that's pretty good, myself; 
I think that ' s a good day ' s work. Wouldn't you? 
They were so tickled they made about a quarter of 
a point profit.. . . A.nd now the things are consider-
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ably below, and they asked me what to do, and I 
said, "Well, you buy back what you sol d and I'll 
go fifty-fi£ty . " They said, "All right." 

They thought they 'd malce a 11 ttle profit that • s 
all. ' 

I think it was rather neat; I thought it was 
good. I never said a word until they got all 
through. They are going to t ake care of the 
first thir ty-four million. 

(Points to Yr . Haas. ) 

That 1 s all . 

359 

I think, in the papers , that the preliminary 
information on the Federal Reserve Index is ninety. 

Eighty-E>ight . 

They are September's. 

Septer~ber , they are estimating nov: . It was 
running about ninety , but the September i sn' t out . 

When are you going to have a new tri al bal loon chart 
for us to go on? 

I tve got one estimate that came in the first of 
September , and the next one will be the first of 
October . I n other words, I ' ve got one you haven't 
seen. 

Have you? 

Uh huh, t hough t hey cenged it slightly. 

Nothing much? 

Nothing much . 
No use talking to the President now; I think as 
soon as you have the October • •• • 

October . 

0 t be l i n, l et us know and we 1ll take a • . • . c o r 
look at it . 
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All right. 

(Nods to lb' . Banes) 

(Nods nyes .n) 

360 

Is that all, George? 

I made an engagement with Harri s for tomorrow at 
one o ' clock. Is this going to change here? 

What's his first name? 

Basil. 

(H. l4. Jr . and !.Irs . Klotz writing, and speald.ng in 
low tone . ) 

Yes. 

That ' s all. 

I didn' t mention tha t following your directions, 
Banes was helping us get i n touch with the tung 
oil. 

Mr . Hanes tol d me. Perfect coordination. 

You 're coming in today, aren't you? 

Ten o •clock. Yes. 

The time i s approaching when you, at one time, 
indicat ed you might want to release some figures 
in the stabilization tund for October first . We 
have drawn up something tentativelY, but you - I 
don't know whether you want to pass that over. 

No, I want to do it in connection with t he quarterly 
figures on the balance of the Treasury. 

Well, they are coming out the first of the mont h. 

Well, Herbert bas got to bold 1t until I pas~ on 
the f igures . Does that register? 

That's right. 

Mr. Chen was here; he might come back. He wanted 
t o postpone it. 

Eleven. 
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He was here about half an hour ago . You don• t 
want to give any more thouaht to t hat 
German thing; you•ve made up your Dlind? 

Definitely. 

He ' s said twice that very thing. 

I think it would be very unwise. 

This week, it would . 

361 

I think it would be plain foolhardy. If anybody 
can show me -- {wor ds Dlisunderstood; notes jumbled) 
doing anything on German customs - I am Tdlling 
to risk my neck . 

Just say, "She's confronted with the knowledge 
t hat 1f they go into Czechoslovakia she can not 
export goods to the United States . n 

She kno"s it . 

She knows it nov; . 

It gives them a chance to say to their people, 
t he reason t hey are going into Czechoslovaltia -

" the United States i s choking us out." 

Look, Harry, please . Now I t hink you 1re wrong. 

Ronald has heard nothing from llarriner since s ix 
or clock, our time, t his morning . llarriner is 
probably in Ogden t his morning. 

Would you convey this message to Ronald Ransom, 
that llr. Llorgenthau i s get ting slightly impatient 
in regard to t he decision with regard to Stewart. 

Oh huh. 

You t hink that ' s unwise, anybody? 

I think that's putting it pretty Dlild.ly. 

A1l right. Sli ghtly . 

He thinks 1f t he European situation gets any worse 
llarriner will be back here at once; he is quite 
worried about it . 

Regraded Uclassified



JQ.otz: 

Upham: 

a. I!.Jr: 

Oliphant: 

H.Jl. Jr: 

Oliphant : 

Vlh1 t e: 

H. !J. Jr : 

\ 

- 19 -

Slightly worried . 

That ' s anot her r eason why we should have peace. 
(Laughter) 

Whst else? 

That ' S all. 

362 

Well then, we ere all clear until eleven, when we 
do China. 

It ' s eleven? 

Eleven. Now, let ' s s ee, wr. Oliphant Will be here, 
llr . White and llr . Banes , and llr. 'Lochhead. 

And the Chinese won•t . 

The Chinese will. 

The Chinese will. 

o. K. ' 
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CONFIDEN'f l t\ I ' 

WAR DEPARTMENT 

WAJII DKPAJitTMirNT GCNCRAL rrA.FP 

MLIT'A."Y I~ OIVrs:ION, ~ 

WASHINGTON. 0. 4:. 

llllliOBA!IDUII 110. 21 POR tilE Cl!lEP OF St.U'Ft 

()..2 

Jll 

Subjoott Tho proaoat European tituetion to 

lOtOO A.l!,. September 26• 1938. 

Gen.ro.l Situetion. Tho dotaile of evoato whioh ooourred 

over tho weeiC::eiid are well oOTored i.n tho preu &l1d red!.o, AD 

interpret ation of these evente leada only to the oonoluaion that 

,.... between Ge~ &l1d Cuc>hoelon.ld.a 1o inert table Ulllou Hitler 

m&lata unoxpeoted oonceaaione. or Prague accepts in toto tho Gei'IIUI 

demands UDder Britiah and French preooure , !n tho event of a Oar­

an attack. tho • r 1r0uld tend to beoo,.. general if Britain aD4 

!'ranee dooiat fr0111 apply1"6 thie preoouro. 

llo.rlike prepo.ro.tiona ho.vo already proceeded ao tar on tho 

continent that it 1a difficult to oee how. at the expiration of tho 

Gen.n ult~t ..... tho olt.oh can be avoided. Tho aoet optl.miatio 

hope only th&t it ay be u-diately aTOidod , Even t ho optbdate 

oeem to aocopt tho ineTitability eoonor or later ot a ahowdown be­

tween the totalitarian otatea &l1d tho demaoro.oiea . From tho o.otive 

defensive meaaurea already undort&ken. po.rtioul arl:r with respo.ot to 

defense aga111at airoro.tt. tho preauaption in roaponaible oirolea 

in all oo1111trlos invoh'od aeeaa to be tbo.t the orlaio io l..tmoinont. 

Military Situation. 

Groat Britain - Follow1"6 are po.raphraaoo or meooageo 

reoeind fr<a the mlitaey Attache• London. a t timeo ohownt 

lt05 P.ll •• Sopt&lllber 24. 

Brltioh llaT;r tald.ng onr;r precaution ohort ot 

oall1"6 roeervea to aoti ve duty. Pro a a h&a boon ad­

via ad by Adal.ro.lty to -.b no .. ation ot DOTal IOOTO­

.. ata . The Director ot Kilitaey Intollie;oDOo otated 

at 1 100 Poll. to-day that .. biliaation not ordered &l1d 

..., .,.._..t troop• initiated by 1lo.r Ottioo ozcopt pro-

CONE'ID"ffiNTIAL 
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OONF'lDENTlAL 

11a1JW.r7 ••aure• bJ' llDit o~ara. U. &aaurecl • 
tb&t b& WOIU4 pn • pn.pt u4 &oallJ'&te illtozw.tioa 
&a u&r that r;i.,.,. tbe rr-h a a pr&atio&bla . !be 
CloTe~Dt ia extr.Ml7 &Dldoue tb&t the llll1te4 St&te• 
underett.nd ole&rly the preeent iaauea &Dd ennta. 

On -rgillg r.- oonterenoe with Chiet ot :r­
perid Oener&l Start O.ner&l Iron.tide (o~illg 
E&atern C.....,.,.) a&id, "Bit ler ia DOW lip apiD.at it, 
U. will be beaten before thia 1a crrar. • 

Enrythillg dependa on tbe ••tillg ot the 
C&bU..t t o-c!&7. 

1 a45 P.ll. , Septalbar 25• 

RDy&l Air Foro• preper&tiona ...-.in u atate4 
1D oab1er;raa Sept.-her 15. J.nq prepar&tiona IID­
ohi.D&ed, 1101101 Fleet lett lDTerr;or4on tor IIJIIa>own' 
d .. tin&tion. Air llilliatry bu1ldillg protected with 
a&ndb&ga &g&inat &ir &ttaok. Stretcher• iuued to 
all tiret &id at&tione &tternoon 24th. Air r&id · 
aheltera now being et&lced' out in public p&rka, with 
oonatruotion to atart 26th. f'IIO aheltara 1D ~ 
Park to h&Te o&paoity ot 5,000 and 2 ,000 respective­
ly. Other a 1D E&tOD Square • Reg&nt Park, etc. 

~'renee -

Beoeind ~ 11/.t, lOa 57 .t.ll., September 25. 

llo oblulge DOted 1D the Frenoi>-Gezw.n 11111t&ry 
eituat1on. Tot&l nwober ot reaerrleta 110bilhad b7 
~'renee to d&te eat1.'1&te4 at 450,000. 

CaeohoalOY&ki&, •• & reault ot o..-plete .obili­
&&tion, will b&Te &pproxia&tely 30 d1Tiaicma within 0111 
week. 

FrOil the Pre ... 
0.111r&l OU.OliD goea to London to-d&y to join 

the Frenoh ~ llillieter 1D oonterenoee with Br1tiah 
&uthoritiea. 

A4d1tion&l •uurea tor inore&eing tbe &ir 
reid proteotion ot Pari• ban been t&lwl, iDOll>diJIC 
preper&tiona tor 'llbolea&le n&OU&tion ot population, 
&~nt• tor extiJI&II1ahing light• • aettillg lip ot 
150 'ai'D1Dr; airena, 1Dore&•• ot tire brigade• b7 crrer 
6, 000 TOlllllteera, -.rk1Dr; ot 1-tiona ot &1r r&id 
retuc- &Dd ro&de tor n&O•tion ot oiTili&JLI ~ 
the oitT• Fort,-t.hree thooaanA rehr; .. • &re a&14 to 
be t.T&iable • -r.n.'Tml !!.. 1 . 

OONF'ID.I!I.L".1.~ 
- 2 -
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llollaucl. -

s.Dt to state Dept. , 7•00 P.k,, S.pteoaber 211. 

.An order h&a ~en ieoued o&DOelliJlr; &11 1 ... Teo 

tor ottioera and enlhted •n ot the 1.nq and 11a..,.. 

Sent to St&te Dept,, 4aOO P.k., S.pteaber 24. 

Popular oentl..la.Dt ill Po~ 1a pro-£nsland ill 

preuDt oriaia. 

C aeohDalOT&Ida -

ReoeiTod from ~A. 5•23 P.M., Sept.-ber 24. 
kilitar)- lJltel.lir;.,.oe here reporta t;eJleral dia­

trib~tioA &11 a rouad Caeohoo10T&t border ot O.naon iD­

tantry rer;i.mento and brlr;adea with artillery rer;ilneDto 

and air ~to. This io ill addition to troopa ..,tioned 

Septeaber 20 and 2 dirloiou ill Olatmeiaoe area, 

So~th .troa Berlill eome illporteJlt JDOV-te. It 1a not 

~u.,..d that troopo are •• yoot in poaition tor •jor 

a tt&olt, The bola..,. troop ..,,._,t eaat throU&)> leml.ch 

reported yooete~ fiJiq be ill preparation tor ollOh aa 

attaolt, Along the AOrthern frontier ot B>qary 7 

brir;adeo are reported ae beillr; 1ooo.ted, 

OeraJ!l-

Beoe1Ted troa ~A. 10a25 A.M., Sapteaber 25, 

Troopa otation.d ill and abo~t Berlin r;1T8Jl AOr­

-.1 week-end ~1oU&)>a. Gradually and quietly reeer­

Tiata are heiJlr; oalled to aot1Te duty. Betwen 

Leobaoh~ta and Coael ill "PP"r Sileoia co Septaob<or 2llth 

the 8th diTioiOA -• obaernd ~!: •~th in three 

ool-. Aerial reoonnaiaaanoa reT ... lo wideopreed ai.r 

dateua .. aaurea ill Tioillity of Berlill with oano..,t....,_ 

tian of WX> bollbera but no .,Tidanoe of pur.uit, Air 

tome• apparentl)- ill .tul1 r ... dilleao . 

lleoeind troa ~A. 9•15 A.M •• S.pt.l>er 26, 

.An illOre&ae ill Ge.....,y'• military preparatiou 

thia -•It h in41oated. There 1a "" obazlr;e ill the 11111-

tary ai~tiOJlo 

amprz-
Bent to State Dept., 5a00 P.M., Sept.l>er 24. 
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~re, "" ailitary alliuloe betwwen lllmpey-Pol&Dd­
Go~ tor attack ot Caooh .xilt.d1 111111pry will re­
main ~~eutral 1t 0.~ attaoka Caooh. 

Sent t o State Dept. , 2o00 P. M., September 25 , 

'l'he lllre4y Gonnment haa taken -•uru to 
prennt lluDgarian Hui trca tol'lll.a.s a tree oorpa aD4 in­
Tt.4ia.s Caeohoelon.lda. 4500 •IIbera ,. .... diaarad, 

.llr raid praotioe 11 pl&~~Do~d to taka plaoo = a 
larce aoale in Bu4apeot Sept. 26th. 'l'ho air dotenaa ia 
pititullJ laokia.s• 

Poland -

a.ooind 1'1'<11011/J. ( t) Saptallber 24. 

It ia oatimated that unite ot tho lrakDY Corp• 
110tori&od regiment and infantry dirtaion are ooDCo~ 
tratad at Ciau.JD. Poland will protect the Teaohen 
diatriot inhabitanta but otherwiee will probably not 
taka any turther atapa at tho proaont time . 

Froa tha Preaos 

P~ aooopta Poliah d~ aa parley baaia. 
Pol&Dd denoliDOoa Poliah-cuoh ainorit:y t ..... t:y ot 1925• 
Polilh-caooh border eloaed to all no.-1 trattio. Jlo 
turthor ailitary preparat1QI10 reported in laat 1!8 houra. 

1\!§oalarta and a.-nia - Unooa.t1Jwed praao reports 
atat a that l!ua.sarJ JiU t;;.,. Lilo..ad bJ T~~&oalarta aD4 !!t-n•a U.t 
the:y will o.- to Caooboalonlda • a aid in oaao ot Jlall&ary' a aapro­
Tobd attack in accordano• wi th the Little Ellltanta &&re-at. 

Sortet Ruaaia - Jo intor.ation. 

OONF'IDENTIAL 
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Bello. 

Bello, there. 

lion day 
September 26, 1938 
10:11 • ••• 

Good morning, Mr. Comptroller. Row are you? 

(Laughs) I'm a l:lttle weak. (Laughs) 

A little weak? 

(LII,ughs) 

Ah ·- well, the - ah - what do you know? 

Well, so far it's been - I t h ink - r ather 
gratti'ying. 

Yeah. 

Kiplinger and Whaley-Eaton were all right . 
Ah - 1110st of the press was pretty fair I 
thought. 

I thought so. 

And Tom K. Smi.th called up from St. Louis and 
sai d there was a little badgering out there 
about this - about t h i s relationship t hing. 
And I think the Baltilllore Sun took a tall out 
of it. 

Ob huh. 

363 

But generally speaking - ah - in !lew York and 
around everywhere I thought we bad very - exceptional]Jr 
fair treatment. 

Well now, when are you reaey to go to work? 

Oh, goahl - I'• sunk here. Do you want to modUT 
those terlll8? 

Ab - well, I'• a farMr and I coM from !lew l!lr:lglmd -

and-

(Laupa) 
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I wou1dn ' t take on a Massachusetts Yankee but 
I' m willing - ah -

(Laugh~) 

- ah - to try . 

Well , wha t I had in mind was that I'd clean up 
here -

Yes. 

You remeniler we talked about t hirty days. 

I !mow. 

I 'll cut that 1.f I poss ibly can, llr . Secretary. 

Well, I tell you - ah - this is question number 
one: I think a great deal depends on what • s 
happened on the Pacific coast . 

Yes. 

Ah - I ' m s ending -

I' m in ~ office. 

whe1·e are you now? 

I'm sendillg word through Cy Upham to Rona~d 
Ransom that I am getting s lightly impatient 

Uh lnlh. 

-- with t he f act tha t I have had no word from 
the boys about what action t hey ' re going to take 
1n connection with that one Cla ss B d irector out 
there. 

Yeah. Yeah. 

I t • s exactly t wo weeks since I brought it to 
their attention. 

Uh huh. 

And of course they •ve !mown all about i t and 
I don • t see whY they need two weeks so I am 
sendillg them - I'm getting slightly impa tient, 
see? 
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Uh hull. 

Now - b ecause, with that man 1n the saddle 
out there it makes our job very mcb more 
d1ft1cu1t. 

Yeah. 

Now - ah -

I appreciate that. 

Ransom' s had no word from Eccles since Fride;r. 

Uh hull. 

And - ah - so b& doesn ' t know. 

Uh hub. 

Now • the other thing which bothers me as mch 
as anything is - ab - what your idea is -
what we should do about Di ggs , 

Yeah. Uh huh. 

And I wish you ' d t hink about it and I 1 d l ike 
to ta1k to you about it as soon as you ' ve got 
an i dea. 

All right, sir. 

See? I mean, I think that's the next move. 

Uh bub. 

So the minute you can p ee through that - ah -
and I'm going to tell Cy to tall: ,,penly to you 
and tell you anything that I am doing 1n connection 
with the banks -

Ot course . 

- trom now on. 

I appreciate that. 

So you can talk openly to him. 
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I -

I do want your advice on the Diggs matter. 

Well, I - I suppose we can do this, Mr. 
Secretary. I promised these fellows here 
that I would stay - enough to clean up this 
thing and I did make the commitment of t hirty 
days . 

I understand. 

In the meantime v.ha t I " ant to do is to be tree 
to talk to Cy and come over there and visit and 
take so 111.1ch of :your t1cae as I think is essential. 

Well, you can have all tha t ' s necessary. 

Vlell, I appreciate that. I want to keep - at. -
I do want to give you t he benefit of any judgment 
I may have. 

Yeah. Well -

And I .!!Q want to study a little bit - the thing.­
I •ve just been digg ing myself out from - tele­
grams and all tha t sort of business ll'ld in a day 
or two, if that isn't too late, I would l ike to 
coce over and talk to you. 

Well I think - I think that the sooner you and Cy 
can advise me what we should do about Diggs, the 
better. 

Right . 

I think that that 1 s the first move. 

Right , sir. 

And - ab - so whenever :you 1re ready on that -

Yes . 

Now, just for ~ own -
let Jlr. Fahey know? 

di d the White Bouse 

Well now, I'• just siq~ly appalled by that, 
because I can ' t t!nd out. 

366 

Regraded Uclassified



H.M.Jr: 

0: 

H. II.Jr: 

0: 

H. M.Jr: 

0: 

H. l.\. Jr: 

0: 

H.M.Jr: 

0: 

H. IA.Jr: 

0: 

R.M. Jr: 

0 : 

H. li. Jr: 

D: 

R.r.t. Jr: 

367 
- 5 .-

Uh huh. 

Ah - when Frederic Delano called up the President 
and the President said he would talk t o John 
Fahey -

Uh huh. 

AI>- I haven't a word !rom llr. Fahey at all 
and I was just simply- I d idn' t want to be 
convicted, you know, of b ad Dlllllli.ers in the matter -

Yes . 

And I wrote h i m a letter explaining how this whole 
thing happened and how u.rgent the appointment 
became becau se of pressures. 

Uh huh. 

And I told h i m I hoped he understood . Now - you -
we tried to get him on the telephone all that day 
and the next d113 -

Yes . 

And the storm had blown everything out so we 
couldn ' t talk. 

I see. I see. 

Now, I - it ' s at rest that way - that I have 
a letter up there and there's a letter from this -
from DIY board up there - ah - t elling him the same 
t hing. 

Yes . 

We haven ' t 
about it . 
him today , 

gotten through and I' m just simply s ick 
I was wondering - you ha ve lunch with 
don't you? - With the President? 

As far a s I know; I haven't heard. 

Would you - would you be willing to just aslt h im 
1t he d i d talk to Mr. Fahey? 
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a.r.t.Jr: 

D: 

H. M.Jr: 

D: 

B.li.Jr: 

D: 

H. M.Jr: 

0: 

B.M.Jr: 

D: 

H. M.Jr: 

D: 

H.II.Jr: 

D: 
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And 1! he hasn ' t w1ll he please take - I appreciate 
hia tre..ndous responsibilities at the IIIOIH!llt -

Yes. 

- but I don ' t want to be - I don't want to leave a 
place with a bad taste, you know? 

I understand. Ah - and then you wUl give this 
other matter because that ' s really - what I am 
thinld.ng or i s supposing somethi.ng happens, see? 

Right away . 

And thm what are we going to do about Diggs? 
Do we want to put Cy 1n there right away, you see? 

I think we should - just ott hand, but I would like 
to think about it. 

I want you to think about it carefully. 

I will. 

And then I think - ah - what are we going to do 
about Diggs and all the r est - ? 

Yes. Well, I - just - just as soon as I -
a couple or days 1.s all r ight at 1.t, 1sn1t 1.t? 

Well, I ' 11 leave it thi.s wq, - when you 1ve got 
an 1.dea give me a ring. 

Right, s1.r. I 1 ll do that. 

Thank you. 

Goodbye. 
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Present: 

Mr. Chen 
Mr. llou 
Mr. Hanee 
Yr. Oliphant 
Kr. Loohhead 
Dr. White 
Mrs. Ilotz 

September 26 , 1938 

11: 00 a. m. 

HK,Jr: I asked Mr. Hanes t o oome in. 
the new Iae1atant Seoretary of the Trea sury. 
be in here in a oouple of minutes. 

Mr. Chen: In laet meeting you talked 
1ng Amerioan corporation and i n the meantime 
observations. I have a memorandum on it. 
brief eketoh. (Exhibit I) 

HII.Jr: Fine! 

Re ie 
He will 

about form­
made a few 
This 1e very 

Mr. Chen: It 1 e only sugeeet i one from ua. 

HK,Jr: Pinel 

Mr. Chen: But no plane. No organization. And 
1f this should meet with eoma of your approval , we will 
heve disoueaion about it. 

HII , Jr: Have you people seen thie memorandum? 

Dr. White: No. We were going over other figures. 

HK.Jr: I will r"'ad it out loud. (Memorandwa on 
Formation of AJ.erioan Corporation, attached hereto.) 

Well, that'• a verr good aemorandua and, without 
getting down to deta1l8, I think it would be along thou 
l1nu. 

llr. Chen: Yea • 

" "9 vU 
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IDl,Jr: To my m1nd. 

Ur. Ohen: I have not oabled baok to Xung about 

this. I thought I would walt. I n the oourae or th~ 

next few days we have plans and under d1ecuss1on. we will 

see. 

IDl ,Jr: How, Ur. Chen, have you had time t o give 

me t he picture on silver? 

same 

Ur, Chen: Yes, we heve; th1e mo r ning. 

IDl,Jr: Fine ! 

Mr. Lochhead: Here i s a memorandum on the silver. 

HM.Jr: (Reading) (Exhibit II) 

•washington, D. c. , September 24th, 1938 •• emo­

randum on silver: 

Did you have t his on t he 24th? 

Kr. L?cbhead: On t he 20th. We had lt in the 

terms. This has been brought up to date. 

(Secretary reading as follows :1 
1 The Chinese Government is deeply grateful tor 

the action or t he u. s. Treasury in purchasi ng 

Chinese silver and also greatly appr eciate the 

kind help in having an advance bld made yester­

day under the current Purchase Agreement Which 

is thus completed. 

370 

(To Mr . Hanes) To bring you ·up to data, we had another 

10 mill i on ounces which we woul d have normally bought on the 

30t h or September. Instead ot that we advanced 1t 7 daye 1n 

order to facilitat e that. So t ha t completed on the 23rd t he 

l ast or the silver which we ware under an agreement to purchase 

from them. 

(Continued reading) 

1 Atter shipment ot 10,000,000 ounces 1n pur-

suance or t his edvanced bi d, there will be 

84, 560,000 ounce• ot silver available tor 
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•eale1 or which 19,360 ,000 are unpledged 
and os,ooo,ooo ounoee pledged aa follows: 

A, Unpledged 

In London 
In Hongkon& 

B. Pledged 

10,360,000 o~ . 
9,000,000 o~ . 19,360,000 o~. 

H1kong &: s• ha1 Bit 
French United Group 
ilendeleaohn 

371 

Chase (ex-Swiss) 

30,000,000 o~ . 

11,100,000 o~. 
16, ?00 ,000 o~ . 

? , .00,000 oz. 65,200,000 0~ 

Total 

HW,Jr: · The French United Group? 

84,560 ,000 o~ . 

ilr. Kou: Group or tour banks, La~ard Brothers and 

HKt Jr: Now , the Hong Kong-Shanghai Bank, ~.ooo,ooo oz., 
where is hat? 

money? 

Mr. Kou: In London. All i n London. 

HK,Jr: All or t hie is in Londont 

ilr. L9chhead: All or the pledged ailver is 1n London. 

HK ,Jr: And t he 65,000,000 pledged , they advanced you 

ilr. Kou: Yea , 

HK.Jr: How muohT 

Dr. White: It they sold 1t , it would be f8t m1111one 
tree 1t they eold 1 t at 43¢. 

HW,J r : (oonclud1ng the r eading) "The eale or the 

af orementioned pledged silver held in London 
under 11sn to various lender& would neoese1-
t ate the making or arr angements first s at i s­
factory to the Treasury and then to the lenders. 
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"The oooper.'ltion of the Treasury in 
effecting such arrangements would be 
greatly appreciated bythe Ch1neee 
GoTernment, 1 

372 

Kr. Lochhead: The French group, for instance , haTe 
silver pledged in London. Under ordinary circumetanoee 
when we buy silver, we only pay for it when it is delivered 
here. The French won't give up silver until i t is paid 
tor. We don ' t pay for it until it gets over here. 

Hll ,Jr: That' s that much that I aaked for. What 
about what Governments they owe? (~bit III) 

Dr. White: This is what t he Government owes on the 
purchases ot armaments, except it doe• not include all their 
liabilities. They bought new gasoline and some other things 
and we have asked, this morning, to get those and it doea 
not include dollar debts the Chinese Nationals have. 

Yr. Lochhead: This is a summary r ight down here and 
t his figure is a breakdown. 

Hll,Jr: Well , they owe us $21 ,000,000. 

Kr. Lochhead: No, they don ' t owe us; they owe 
various people J2i ,ooo,ooo. 

Hll . Jr: But f or 1938 they owe ua $1,300,000. 

Kr. Logbbtad: That's right . 

Hll ,Jr: They owt England, $1,800,000; Germany, 
82,000,000 ; Italy, $430,000; Switr.erland, $410,000; 
Austria, $10 ,000; J'indland, 880 ,000; France , $1 ,600 ,ooo. 
ThU ie all 1938. Belgium, $2 , 000,000; Cr.echoalonltia, 
$1,000 ,000; Denaarlt , $940,000. 

You haTe not totaled up t he 1938 debts, haYe youf 

( Concluded reading) •Total a110unt t •> be 
paid including all countries about US$ 
21,80o,ooo. • ror 1938. 

•r or f urther reference Minister approTed 
budget for rear 1939 armanent replen1*b­
ment for purohaaa of airplanes, T.N. T. and 
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•gunpowder, e t o. , amounting to ustl5 , 340,000; 
year 1938 being US $31,170 ,000.• 

Dr. lfhlte: 1938,1939,1940 is 138,000 ,000. 

HK,Jr: How much tor 1938? Let me erose-examine you 
fellows and I get it in my brain. 

Let 's first do it on t he eilver thing, because I 

s tarted t o t alk, last night, to President Roosevelt about 
tn1s t hing. 

373 

They' ve go t 84,000 ,000 ouncez, total silver, or which, 

as I told him, 20,000,000 ounces is free . But I don't see 
where your stat ement holds water that t hey can't sell that 

20 ,000 ,000. 

Dr. White: There was a mi sunderstanding. 

So Mr. Lggbhead: We t hought it was all tied in. 
t he 20 ,000 ,0 is free. 

HK,Jr: Wel l, what I t old t he President is correct? 

Mr. Lochhead: Is correct. That in addition to t he 
other s i lver would mean a n additional $8,000,000 . 

HK Jr: What I told the President, last night, was 
roughly t~ey had 20 ,000 ,000 of t ree silver whi ch they could 

sell us and t he rest or t he sil ver was pledged. That's 

correo!? 

Mr. Lochhead: That's right . 

HK.Jr: Now, as I understand it-- l et's just run 
tnrough t his - -on the il,SOO,OOO t o England they have de­

faulted on the interest? 

Mr. Chen: No. This i s the pur chase or armament. 

HM ,Jr: That ' s all munitions. 
contractors. 

Mr. Chen: Private contractors. 

HU.Jr: This i s not Government? 

Mr. Chen: No. 

That' s all to private 
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•r. L9ohhead: In other worde, we call this the 
extra-ord1nar~ budget. 

HK Jr: 
mater1alei 

But th1a sheet 1e tor the purchaee or war 

Mr. Kou: Xes. 

HK,Jr: And that's the mone~ ~ou oweT 

lilr. Kou: Yea. 

HK~Jr: And I take 1t you got that mone~ b~ pledg­
ing thatS,?QO,OOO ounces of a1lverT 

Mr. Mou: The proceeds of the 65,000 ,000 ounces 
are alread~ used. 

HK,Jr: What did ~ou uae it f or? 

374 

Wr. Mou: Various uses. We showed you in one 
me morandum. Yaintenance of the currenc~ and against the 
p~ment of f1ve million United States dollars, war materials, 
and then loan payments; covered ever~thing almost. 

HW,Jr: I aee. 

I haven't got this thing yet. 
th1s thing once more. 

We will go through 

The~ have, roughly, 20,000,000 ounces the~ couLd 
sell toda~, which would give them $9 ,000,000. That's all 
that the~ have got. 

Dr. White: •at m1111on equ1t~ in t he other. 

~.Jr: But in order to help them on that, I would 
have to y 65,000,000 ounces. 

Dr. White: Which would give them ta,soo,ooo. 

HK.Jr: That 1 s a big order. 

Wr. Chen: It 's going to be a big help to ue. 

r ·Jr: But 1t1 1 also a big order, Wr. Chen. Han 
:you tol rq Mn when thoee pledgee -- how long the7 runt 

One 11111 
Mr. LoobbA!ad: We have abaolute deta111. 
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run out September ~Oth. 

!!li, Jr: Wb.l. oh onef 

the 
nnd 
has 

.llr. Lochhead: The Hong Kong-Shanghai Bank. On 

others, there is Chaee Bank with three installments 

one ins tallment ran out on the 20th. Presumabl7 

been reduced. 

!!li,Jr: How much is Chase? 

3- .. 
I :;) 

.llr . Lochhead: Ohase has loaned 500,000 ~. (Exhibit IV) 

H.ll,Jr: Agai ns t silver? 

Mr. Lochhead: Against silver. 

H.ll1
Jr: Do t hese people figure about the sa me amount 

ot velvet I s that evenly divided among the f our groupe? 

Llr . Lochhead: 
1t' s about the same. 
same basis. 

Yes, r oughly. In eaoh oase, r oughly , 

Apparently all working about on the 

H.ll ,Jr: Well, there isn' t going to be muoh di ttioulty 

• about the silver which is not pledged, but on the 65,000,000 

ounces whioh 18 a ll pledged , that's an awful lot of s1lver 

even tor me, .llr. Chen. 

Mr. Chen: I am af raid we are appealing to you f or 

assista nce In this matter. 

HM,Jr: I have a gold-lined stomach that ao~etimea 

gets i ndigest i on trom too muoh silver. 

Well , let's say tor the moment that that's that. Put 

t hat aside tor a mi nute. 

Ur. Oliohant: You get the pi cture of bills payable 

by years? 

H.ll,Jr: Yes, I have it. 

Dr. White: Is it certain that t hose do not include 

your servloe on t he foreign debts? It does not 1nolude 

• 
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that, 14r. Chen? 

Mr. Chen: No. I t does not. 

Yr. Lochhead: This is what I call the extra­
ordinary budget, which does not appear in their regular 
budget . 

Kll , Jr: Let me ask you this, llr. Chen. I am 
trying to get the whole picture . I am like the doctor. 
I want all the symptoms. 

Wr. Chen: Please. 

HK.Jr: I would take it t hat trom this picture 
right now that it your Government wanted to buy any addi­
tional war materials, you have not got the money. 

Mr. Chen: Have not got t he money. 

Kll . Jr: Is that right? 

Mr. Chen: •rhat 1e right. 

HY Jr: And I a lso told the President that you had 
pl edged ail your tea on barter. 

Yr. Chen: Just tor this year. 

HM.Jr: But you have pledged it to Russia. 

Hr . Chen: I have memorandum on that. (Exhibit V) 

Kll.Jr: Have you a memorandum on barter w1 th the 

Germans? 
Nr. Chen: I cabled tor tull particulars. 

This is just working memorandum on giving up tea 
to Rueeian Government. 

37S 

HK,Jr: Thank you. I don't think I will read that 
juet now, bUt 1 do want to add it. 

Then we are right baok where we were betore , and 
that' I in oonneotion with tung oil. 

1 
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Wr. Chen: Tung o1l 1e not mortgaged. Tin 1s 
not mortgaged, but 1e Prov1no1al monopoly. They are 
oonduot1ng negot1at1ona between the two Governments. 
Ant1mony and tungsten are not mortgaged. 

HW,Jr: On any of those oommod1tiea are you pre­
pared to talk today? Have you any more information? 

Yr. Chen: We have aome information, Sir. We 
can fi niah the figures on yearly production. And t he 
question ia the price. We have not found out price yet. 

!Ul,Jr: On tung oil? 

Wr. Chen: Tung o11 ia a bout 11 cents. 
antimony and tungsten, we have not the price. 

HW ,Jr: Eleven oenta? Where deli•ered7 

Wr. Chen: Delivered f. o. b. New York. 

Tin and 

HK,Jr: Are our TreamlrY people -- have you made 
progress, anybody, on tung oil? Are we ready to t alk? 

Yr. Ranee: 
t nink we are ready 
t his morn1ng. 

We have made some progreaa. I don't 
to talk. We had our f1rat conference 

HW,Jr: I eee. 

Well, go1ng on the t heory that we want to help aa 
rap1dly as poee1ble, the onlY other th1ng we could do 
I am having lunch with the Prea1dent today -- would be to 
draw h 1a attention to that 19,000,000 ounces and I will 
recommend that we give you a buying order on that right 
away. 

Mr. Chen: Yee. 

377 

HM.Jr: What I am trying to do is, if I may ask -­
I don' t like to push too hard-- auppoe1ng we bought that 
19,000 ,000 ounces of s1lver wh1oh 1a free, would you tell 
me what you would do w1th that money? What use you would 
malta of that money? 

Mr. You: The proceeds would go from Federal Reaar•e 
Bank to Cbaae, w1th wh1oh we keep all our accounts both 
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England and New Yom , and from Chase we draw on instruc­

t i ons of Government tor various war a otiY1ties. 

Hll,Jr: Would it go t owards payment of these 

materials al ready bought? 

Mr. Mou: Moat likely, Sir. 

378 

Hll , Jr: You wouldn' t us e that for any new materials? 

You woul dn't use t he $9,000,000 to buy new war materials? 

Mr. Mou: Unless they are pressed tor certain avia­

tion supplies, such as gasoline, t hey must buy at t he moment. 

Then they may use it. Othe rwise, I thi nk it would apply to 

t he old contract s f i rst. 

tor 
how 

Hll , Jr: Let me ask 
instance , it you have 
tha t will be spent ? 

t his: do you have -- who decides, 
$9 ,000 ,000 new mo ney, who decides 

Mr. Mou: Mi nister of Finance, Dr, ~ung. 

HM ,Jr: That ' s entirely with him? 

Mr. Mou: Yes. 

HM Jr: Because what we are doing is - -wi t h the 

1o,ooo,O<m we bought Friday and t h18 20,000 ,000 is roughly 

il4,000,000 which you would be getting, which is a lot of 

money. And you don't know what Dr. Kung would do with i tl 

Mr. Chen: I think most likely pay ott old contracts. 

We hope to u se t his money t o fina nce payment or war materials. 

Mr. Oliphant: How do they do businesa with these 

countries from which they buy munitions? Is that done on 

a s ort or open running aooount? It you paid one ott nar, 

would t hey advance you more munitions without oaaht 

Mr. Mou: Usually the first payment 18 by letter 

ot credit and tha subsequent ones by proaiasory notes and 

t his woul d be made on prom1eaory notes which are presented 

tor payment when they are due. 

Hll.Jr: Have you a liat of their external debts and 

to whom they owe and what the payment a are and all. ··· • 

Dr. White: •• have some which we did not get f rom 
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them; a l i ttle old. 

Mr. Lochhead: But you have a l1at of the yearly 
de tan e . 

Dr. White: But t h ey can easily give 1 t to us. 

H.ll,Jr: Would you get to worlt on thatl How much 
does the Chinese Government owe as a Government debt in 
war materials? 

Mr. Lochhead: We have a figure which was meant 
to cover the ordinary budget and t h1a 1s the extr~ordinary. 

H.ll,Jr: How muon interest do they have to pay for 
the balance of th1a year and what a.re their i nterest 
chargee f or 1939? 

Dr. White: We can get it. 

H.ll , Jr: Balance of t his year and 1939 -- in other 
words, external. 

Dr. White: One of their difficult ies is, was, that 
they need certain items, to continue to purchase certain 
items and there ia not the cer tainty that those items are 
available in the United States. 

HM ,Jr: What do you mean? 

Dr. White: Ammunition, etc. 
of t heir total new aeaets they could 
purchases depends, in part at least, 
they can buy what ever t hey need. 

So what proportion 
devote to American 
on whether or not 

RM.Jr: Well there is, for instance, in t he United 
States we have no private factories that manufactures gune. 

Mr. Chen: No. Suppose war breaks out in Europe, 
we have to depend on this countr y to get munitions for 
continuation of the war. What are possi bilities? 

HW.Jr: I am talking about big guns . I don' t know 
know what Winchester and those people makes, but big gune 
because t he question came up of putting guns on those war­
ships we sold to Brazil and when it came to getting the 
guns there wa e no place they could get t he guns. The Navy 
had to lend t hem guna. There 1a no big naval gun factory 
i r. the Uni t ed State• privatel&fowned, eo we don't have any 

379 
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JIIUJlltion llaltera bringing pressure on us to go to war, 
which is very nioe. 

I don't know what the answer is, Mr. Chen,,to your 
ques tion. I don't know what the answer ie. 

All I oould do today would be thia: I had a chance 
to talk to the President about t his laat night. I will 
talk to him about the 2o1

ooo ,ooo ounces and see how he 
f eels about it and I won t waste any time and if it is all 
right, will try to give you an answer by tomorrow. This 
other stuff, we will have to have time to think about. 

Do you (Mr. Hanes) think of anything you want to 
aak? 

Mr. Hanes: No. 

380 

IDol Jr: I Just want to ask lol.r . Chen aometn1ng. 
Will you {ldr. Chen) come with me i n tne otner room? Excuse 
me a minute. 

(Mr. Chen and t he Secretary left, but returned in 
a minute or two.) 

Well, I t h ink, lolr. Chen, what we will do, I will 
~Ave a chance to see the President and we will get in touch 
w1 t h you tol'lorrow. 

Mr. Chen: Thank you. 

KK.Jr: ~ust as soon as I know. 
want to know? 

Anything you people 

Dr. Whi t e: We asked for some t hings thia morni ng. 

Hloi,Jr: Where do you want to see Mr. Chen, because 
I want to see you gentlemen. 

Jlr, Lochhead: TheY can drop i nto my room. 

Hloi , Jr: Where do you see them? 

lolr. Lochhead: In Room 296. 

Hll .Jr: WhY not have Mr. Iiley take them down to 

I 
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296. These gentlemen will be here five minutes. 

(Mr. Chen and Yr. Mou left t he Secretary ' s office.) 

HW~Jr: What I said to him outside was that Ambassador 

1.fang haseen trying t o see oe and I did not want to see 

him because I did not know what he wanted. So he said 

all he wants t o see me about i s to s ay good- bye. So if 

you (Mrs . Klotz) wi ll make an appointment for 10:30 tomorrow. 

I said , What shall I say to him? And he said, Just say 

good- by e. I said, That ' s all I wanted to know. . 

I don't see, gentlemen -- unless you have something 

el se, I a m going t o s ay t o the President, Buy t hie 19 million 

plus and then wait , and I don't t hink we ought t o surround 

1 t with t oo many strl ngs. 

Dr. Whi te: Exoeot t he r e should be a point made 

clear -- a bout collateral . 

~. Loohhoad: The poi nt a bout oollaterl a -- Chase 

l s loaning i2,bOO,OOO agai nst s ilver in London. The 

l oan r une out and t hey don't pay i t . They put it on a 

ooat a nd bring it over here, so t hey liquidate t he loan 

by sel li ng i n the market . So we have to bo pr epared to 

take tne silver anyway or drop the prioe. 

HW,Jr: That goes f or Chase? 

Wr. Hanes: 500 ,000 • · 

HW,Jr: About $2, 500,000. That ' s roughly 6,000 ,000 

ounces . ihat about the 65,000 ,000 ounces? 

Ur. Lochhead: That ' s t he same way. 

HM ,Jr: Hongkong? Will t hey do the same? 

Ur. Loohhend: Certainly . It is 1n London. 

HK,Jr: They have been doing that? 

Ur. Lochhead: As long as they are no t oalled on 

for oollateral, it ' s a good loan, but if they are turned 

down they would:have to liquidate and t his is the market 

they would have to liquidate in . 

Dr. White: But they would ~ot l i quidat e unleee 
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lt ie turned down and they wlll not be turned down i! 
they can pay the interest and they can continue to pay 
the interest i! they getsome aesietance here. 

HM ,Jr: What I am thinking about , gentlemen, is 
thie: we hive a situat ion as bad as any I have !aced 
for another country; oould not be any more deeperate 
than these poor !ellowa. What I told the President, 
there ia about $9 ,000,000 left and that 's about a ll and 
that, I guess, they owe . Now, t he other stuff, before 
I make it too eaey, maybe by withholding a little bit 
any action, maybe we oan help them gat an extension or 
aomething or do a little t rading. Take the Hong tong­
Shanghai Bank. Some of these boys. I don ' t know, but 
maybe we could help them get an extension. 

~r. Loohnead: The two b1g ones , they don't need 
an extension. The French United does not oome due until 

1939; the Mendelssohn group, Karch 1939. It ' s Hong Kong-

Shanghai and Chaee. 

HK,Jr: Chase would have to take care or ours first. 

When do they come due? 

Mr. Lochhead: September 20th, October 20th and 

November 2oth. 

HM ,Jr: All th1a year? 

Mr. Lochhead. All th1e year. 
1e due now. September 30th. 

Hong tong-Shanghai 

382 

Dr. Whi t e: Another reason why it is t he beat policy, 

because i t you were to offer to take th1e whole 64,000,000 
ouncea and make i t possible !or t hem to pay, it might stand 
in the way o! doing aomethlng that's more important t or 
them because it will be doing something by taking the 
64,000,000. It, on the other hand , you don't take it , 
it still makea something you might do. 

~r. Oli Khant : From our standpoint it 's burdensome 
and not eo muc for them. Might eave our enarg1el t or 

something else. 

HK Jr: What I was t h inking about , I want to give 

the PreeiAent this picture, no worse than it ia , but he 
baa got to sell it to Mr. Hull. I can't. I have tried 
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since last July, And I said to the Preeident laet 

night, it's correct now, I sa1d,'Mr. Preaident here ' s 

all they have got. We will buy t his tomorrow: The 

rest of the stuff is all pledged and you Just have to 

make up your mind• do you want to give t hese tellowe 

$100,000 ,000 credit and t he minut e you give it Just charge 

it ~ff? But you have got to sell it to Mr. Hull. I 

cant sell it. I have tried to since last July.' 

Dr. White: I think it is highly desirable to make 

the issue Just as cl ear as that. 

RM ,Jr: Then we take that. 
have is all tied up. 

Eve~thlng else they 

Kr. Oliphant: Ve~ complicated. 
trying to work 1t out. 

Lot ot tueeing 

HK ,Jr: And look at the a mount of eilver it coste 

ua! Doesn' t help anybody . Helps them to the extent 

of $8,000,000. 

Kr. Ranee: They have free 20,000,000 ounces, which 

ie about $9 ,000,000, and eqult 1n t heir loans of about 

•a.ooo,ooo, which is $1?,000 , 000. 

HM Jr: What I want to recommend ia, t he 19,300,000 

we buy th:t right away. All of that gives t his fellow 

additional standing at home. Great Jealousy about hle 

coming over and I am doing this to build h1m up, and alao 

he says anything we can do soothes their most shattered 

nerves at t his ti~e, and I want to build h1m up aa the 

light haired boy. so when he demand• certain t hings he 

can get it, plus t he tact that when he oame here it helped 

their fo reign exchange , after he got on t he clipper. The 

inside group knows how deaperate they are. And, as I 

said to the President, does he want, ae a last straw, to 

eave t he Paoitio from the domination of the Japaneae? 

Dr. White: Look what happens it he doean't. They 

are not going to get anything from England. 

HM.Jr: Haa Hanes seen thatt (cable from Xennedy) 

Mr. Lochhead: P.o. 

Hll ,Jr: Has Oliphant: 

Mr. Lochhead: No. 
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HK,Jr: A cable from Kennedy giving t he British 
viewpoint on the Chineae. (Cable #995, Exhibit VI) 

Dr. Wh i te: The alternative seems almost as des­
perate . 

Mr. Oliphant: Desperate from our standpoint. 

Ur. Hanes: I should t hink if we made a trade on 
tung oil, it might be well to hold back a trade on t~e 
second purchase. 

HK,Jr: When you s&Y 'second purohaee' , what do 
you Clean? 

U:r. Ranee: Atter you have taken the 19,000,000 
ounces and • ••• 

llll,Jr: I made a purchase Friday and I call the 
20 ,000 ,000 the second. 

Mr. Hanes: I am talking about the third -- hold 
back a trade on the third until we have completed the 
trade on this wooa oil. 

HK,Jr: I would l ike to go slowly on the third any­
way. I want t o see Clore what ' s goi ng to happen in Europe. 

Wr. Hanes: Did I underst and him that he had set 
a price or 11 cents? 

HU: , J~: F.o. b. New York. 

Mr. Hanes: That's all right. That ' s a good price. 

Mr. Oliohant: The reason I am hopeless about tung 
oil -- tor instance, whether or not it would get them 
real money . Throws us back on the 3100,000,000 credit. 
All this tung oil, which is a Japanese objective , dumped 
on the world market. In addition to that, if they get 
tied up on the transportation. nt'he big eubsti tute 1e 
perilla oil, which the Japanese control. 

HU,Jr: Where does that grow? 

Wr. Ol1ph;!!U: Japan. All comes to ue trom Japan . 

HU.Jr: I don ' t quite get your thinking. 

384 
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Mr. Oliphant: If the Japanese get the 25 000 

tone or tung oil now at Hanltow, that will all redound 

to the benefit or the Japaneae and oompletel:y break 

tbe market here for euch of the Ch1neae oil that doee 

come here. 

Dr. White: It they don't destroy it. 

HK.Jr: He means if t he Chinese don ' t destroy it. 

How many t houeand tonga of tung o11 would take 

care of the needs of the United Statee in a :year. 

. Dr. White: About 118 , 000,000 worth. The con-

sumption of tung oi l is 97,000,000 pounds in the United 

States. · 

Mr. Hanea: This is not a drop in the bucket. 

25,000 t one is not very 111uch. 

Mr. Ol1obant: I agree we must go ahead and get 

out of these oommoditiee everything we can. And we are 

right now up to the $100,000,000 credit. All this other 

stuff ia chicken reed. 

Mf. Hanet: Three :years ' supply would not be chicken 

feed ifhere 1s~o,ooo ,ooo -- $10,000 , 000 a :year ana three 

:yeare1 - auppl:y would go a long way on your $100,000,000. 

HK.Jr: John, are the paint and varnish people at 

all interested? 

385 

Kr. Ranee: Yea; I ehould eay :yea. This ia the 

first oonrerenoe we have bad. Two men here now are Delancey 

Kountze and ~lliott Ph1llipe, of Devol and Reynolds Co., 

and we are going back now to the fallon who bring the 

material in, really the importers. They are just the 

manufacturers and converters. And we are going to talk 

to Archer Daniela and Spencer Iellcgg. I~ortere have 

large investments in China. 

HK,Jr: Do they uae it tor eoap? 

Kr. Hanet: Ito; aa a baee for paint. 

HK:Jr: As of today, does anybodY see wb:f I tilould 

not recommend to the Preeident that we buy th11 111 ,~0,000 

ounce• that they have free and unpledged? Mo.1 O,l, 

Sold! This ie a ead etor,r. 
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¥r. Oliphant: Isn't it! 
last scraps. 

Even hooked their 

oOo- oOo 

Regraded Uclassified



loiolldDUll 01 PORIIATIOJI OF A.lllltiCU COIIPOIIAT~OI 
387 

Suppooln& tb&t IOM lolA or orodit arrange .. Dt 1a aado inwl'O'bt; t\lturo 

deliYOI")' of Chinese export oo1110ditioo and purohoin& ot ailitary ouppliu and aat­

erillt in Aaerioa, it h thou&)tt adYhable to have an .lMrican Corporation fonoed 

,m!ob will co-operat e with the Chineae GoYo.rnment, 

Tho blorioan Cor poration will act aa tho purohaoin& agene>y ot the Chinos e 

Government in this Country and wil l be the excluai vo dietributor hero tor the chin _ 

••• ex!'Ort oo1110ditiu involn d . It shall aa~tain a branch at Bongl<ong, and, it 

neoe•••TY• several branchoe in tho interio~ ot China to offoe>t oloao co-operation 

ritb the Cbinue GoTonment. It 111&11 oee to , it that all oo..,ditho deliTerable 

wodor the agreement shall be delivered i n aooordanoo with it , It shall auperviae 

or affect tho purchu .. in America on behal t or the Chino" Government directly 

ritb the manufaoturore and at tho moet advantagooue toraa • 

. b transportation h an iaportant probloa in China and especially 10 

1n cue of Banl<ow and the Canton- llt.nlcow Rail""Y being involved in war opa ratione, 

tho .UU.rican Corporation ahould aa illtain an efficient ahippin& organisation, 

and in co -operation with tho Chinoae Gov6rnaoDt work out eolutione for fUturo 

trt.Dsportation dittioultioa. In cue it h necessary to traneport goodo entirely 

by actor rout oo, a l .. ge tloot of eay , 1000 trucke wil l have to be equipped, 

operated and ll&intainod in order to beure continuous tlow ot goods both outward 

and imlt.rd • 

Tho Chinooo GovortlllleDi will create a Control Board wlloo• fUnction will 

b<l to acquire tho required oo~tioa troa all producing diatriota in auffioi ent 

quantitha and traneport thea to oonoantration point• to be ahippod via tho aain 

routao tor tho port ot export. Plaoe ot delivery MY be arranged botwe81l t ho 

Corporation and t ho Board troa t iae to tiao according to changing oirouaoto.noeo. 

Por tho purpoao ot ouporvioing tho proper tultillaont ot the loan oon­

~raot tor118 a:• a ppointH by t .bo u.s. Gover- nt or by the Corporation MY ait on 

tho Cbinaae Board ot Control , 

'lii• britt - r anclu 11rva1 t o oonvoy our ouggeati on ot an i dea with a 

viu.r 
kto inouro olooa co-operation and oatiot a otory working on both a idea. It a ooe pt-

able , dot&ilo have to be wor kod out Regraded Uclassified



WASIWIGTOH, D.O. 

2•th September, 1938 

IIBIIllWIDIJll 011 SILVBR 

The Chinese GoTera.ent ie deepl1 sratetul for the aotion of the 

U.S. Treaeury in puroh&eing Cbineee eilTer and aleo £re&tl1 appreciate 

the kine\ help in haTing an &c\Tenoe bid llacle yeaterclay under tbe current 

Purchase Agrel!lll8nt 10hi oh io thus oompleted • 

After ahipiMllt of 10,000,000 ouncu in pursuance of thia adTanoecl 

bid, there will be 86,660,000 ounces of ailTer &T&il&ble for aale, of 10hioh 

19,~60 ,000 are unplecl&ecl and 65 ,000,000 ounoea plecl&ecl aa follow.•-

A. Unpledgec\1 

In London 
In Bongkong 

B. Pledged• 

B'kong & S'h&i Bank 
French United Group 
1lmldelaaohn · 
Ch&ee (ex-swiss) 

Total 

10,360,000 o •• 
9, 000, 000 0&. 

30,000,000 0&. 
11,100,000 0&. 
16,700,000 0&. 

7,400,000 o •• 

19,360,000 0&. 

65,200,000 0&. 

84,560,000 o •• 

fhe aale of the aforementioned pledged eilTer hale\ in Lonclon under 

lien to -..rioua lendera ....,uld neoeeeitate the aldnr; of arrang-nta firat 

aatiefactory ta the trea...-y and then to the leudera. !he cooperation of 

the treasury in etfeoting .,oh arrang_,ta 'II'Oilld be £reatl1 appreciated by 

the Chinese GoTer~nt. 

Regraded Uclassified



OlllTlW STA'l'&l 

Year - USf 

lg:l8 11~1 000 USf 1,:100, 000 

1g:111 onward no p~ent 

l!IIGU.RD 

lg38 1,820, 000 

!g39 lit baJ.t US$ 40,000 
60, 000 2nd baJ.t 100, 000 1,920, 000 

1940 onward no pqment 

0~ 

1g:l8 2,040,000 

19:1g lat baU USf:!W,OOO 
2nd b&l.! 250, 000 seo,ooo 

1940 lit baH USf 50,000 
2nd halt w,ooo 2 , 670,000 

~ 

1938 4:10, 000 

1939 la t baJ.t USfl 70, 000 
2nd halt 120, 000 290, 000 

1940 lat b&U us' ao,ooo 
2nd halt eo,ooo 160,000 

19U lit hal! USf 70,000 
2nd halt 40, 000 uo,ooo 

lllt2 lat hal! USf 70,000 
2nd hal! uo,ooo 180,000 1,170, 000 

SliiT~ 

111:18 tlO, OOO 

19:19 let hal! US. 
2nd hal! 

5,000 
6 , 000 tl5 , 0UO 

msn~ 

19:18 10, 000 10,000 

Pfii A!J? 

lg:IS se,ooo 

u:~g lat haL! U$1260,000 260, 000 :)401 000 
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FRANCE 

!!.!!: liSt 

19:18 1,660,000 

1939 lat half 
2nd half 

l1Sf200, 000 
190,000 390,000 

19,0 latbalf li::Sfl80,000 
2nd half 1801 000 360,000 

1941 let half liS$180, 000 
2nd half l8o,ooo 360, 000 

1942 lot half 
2nd halt 

l1Sfl80,000 
180, 000 360,000 

194;) lot half l1Sfl80,000 
2nd bal. t 90, 000 270,000 liSf 3,400,000 

BBLOIUII 

19:18 liSt 2,090,000 

19;)9 latbalf ll5f770,000 
2nd haJ.f 180, 000 950,000 

1940 let half us, 60, 000 
2nd half 6o, ooo 160,000 

l94J. let half US$ 30,000 
2nd half so, ooo 60,000 

1942 1st half liSt 30,000 
2nd halt ::so,ooo 60,000 

1943 let halt liSf 30,000 
2nd half 10,000 40 ,000 3,360, 000 

CZI!CBO::SLOVAKU 

1936 1 , 390,000 

1939 let halt l1Sf1 , <&00, 000 
2nd halt 270, 000 1,670,000 

1940 let half USt270,000 
2nd half 270,000 540,000 

1941 let halt Ust270,000 
2nd halt 270, 000 5<&0,000 

19<&2 let ht.lf l1St270,000 
2nd half 270,000 MO,OOO 

~-~ lat ha.l.! l1Sf230, 000 
2nd half 230, 000 4,910,000 
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DENKARK 

1938 

193~ let half USJ78u,oou 
2nd half 570,000 1, 350, 000 2,290,0UU 

GRAND TOTAL USJ21,785,000 

Total amount to be paid including &11 countries 

about US12l , 80U,OOU. 

For your fUrther reference Minister approved 

budget for year 1939 armament replenishment for purchase 

or airplanes, T. N. T. and gunpo• der etc. amounting to 

US,15,340, 000; year 1938 being US$3l,l70, 00U. 

Regraded Uclassified



lllSBIJJGTOI, D.C. 

Utll September , 19S8 

P-.ymente to be -do in reapeot of Puroi>Aeee or .t.noa, 
•-mitiOlla axad Urolanea. 

(lqui-.alenta in liSt bued on !he Central 
Balik of China' a ottioiaJ. rate of 29-1/2) 

19S8 ust u, uo. ooo 
1939 3,600,000 

1940 1,310,000 

1941 

~ 1942 2,880,000 
1943 

Beaidea the aboYe, ordera 
placed for other m&teriaJ.a 
tor .u.1 tacy uao and 
airplane parte &D>Wlt to 118t 29,000,000 

total 11St 50,430,000 

It 1o eat~t<>d thAt the atock of ....,... IUld .-mitiou, 

inc1udin& those arri ~ '111 thin th1e year, '11111 be eufticiant 

tor six 11011th• llccor~ to the put tw.lTe "'"'the' experience. 
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acount or 
SU'nr 

d.epodte4 

Bquh-e.lon.t l.D VSf Ol" t..StJ~ 
• * 4' ot•. C 19 4. • 

Porw or SU•or I Total 
Re tlno4 or not &:;.ou.nt 

Ret1ne4 or Crod1t 
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MEIIiORAHDtni ON TRA. AGAI.IIS'1' BART~ 

AG~NT WITH U. S.S. R. 

In order to fUlfill a barter agreement with U.s.s.R. which 

calls t or delivery of all kinds of tea produced in the various 

provinces, the Chinese Government has tuthorized the Foreign Trade 

co=mission to control the purchase, transportation and export of 

teas from China. Al~ teas suitable for exportation must be sold to 

the Commission and exported in ita name. The Fu Bua Trading Company, 

a subsidiary company created by the Foreign Trade Commission, offers 

the teas to the market and the Exporthleb selects the teas for u . s . ~. R. 

to fulfill the contracted grades and quantities . Other tea exporters 

buy the balance in the ueuu manner. The operation is now being carried 

on at Hongkong veey smoothly. 

The kinds, quantities and approximate value of teas to be delivered 

to U. S.S. R. during the tea season of 1938/1939 are as follows: 

KINDS OF TEA 

1. Keemun tea 

2. NinchOw tea 

3. Foocbow tea 

4. Bankow tea 

5 . Original tea dust 

6 . Clam- )lee tea 

7. Hyson t ea 

8. P1ngsuey & Imperials 
teas 

9 . Green brick tea 

SUANTITY IN PICULS 
of 133-1/3 l ba . 

16, 000 

3, 901.1 

24,000 

30 , 000 

42, 5()0 

58, 000 

9, 000 

30, 000 

VALUE IN 
CHINESE CURRENCY 

$ 1, 606, 000 

~69, 00\J 

1,475, 000 

1, 401, 400 

1, 022, 500 

3, 81'7, 500 

1,284, 000 

205, 000 baskets 2,995, 000 

Oh1neee Dollars • ••• 14,382•900 
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In each kind of thase teas speci f i c quantity of eaca er~~~ 

and price differentials are also provided. In ca se the t~a c~~/ 

1s pl enti f ul l arger quant i t ies may be delivered by mutual agre~~~t . 

In add1t1?n to the above the Fore i gn Trade Commission ~s ~~e:­

tsken to purchase for the account of the E~orthleb t he follovi~ -~~3 : 

Ki l;DS rF TEA QUANTI TI ES VALUE n: ::~ :~~.:: 
~U?-~..:::cr 

1. Green Leaf tea (Loachar) 1,000 Uetri c tons $ 270, 000 

ao,ooo 
669, 460 

tons) 

Green Leaf tea 

Green Brick tea 

4. Black Brick t ea 

(Sarmien & 200 ~etric tons 
Sardi) 

(Tsutsan) 48, 165 baskets 
(Appr ox. 2400 Uet r i c 

9, 600 baskets 403, 200 
(about 768 ~!e tric ton._.s .... l _ __ _ 

Chineee Dolla rl ,422, 660 

Delivery of the above i t ccs nave been practicallY cocpleted and 

all payments are applied against the barter nsreement. 

ns to the terms and conditions under which the contracted t eas 

are to be delivered a copy of covering l et ter written by the Foreign 

Tr ade Commissi on to the Exporthleb under dat e or June 15, 1939 is 

attacned hereto f or r eference . 
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u.s.s.R. All Union Associ a t i on 
·~orthleb• 
l!ar~~ow 

c 0 p y 

J une 15 , 1938 

17e hereby agree t o sell to you various kinds of China Tea 
qf the 1938 crop in the quantities , aseortcents and at the pri ces 
specified in t he list enclosed in your l etter No. 2/C under t he date 
of Junel , 1938. The terms and conditione stated hereunder supercede 
previous correspondence exchanged between us. 

:::;s 

9].1All'l'ITY: !rt i s agreed that you order for the highest quality 
!:ee= is reduced !roc 800 to 500 piculs, while the medium quality 1s 
lncreased !roc 2, 400 t o 2,?00 p1culs . It i s understood that you shall 
~ave the right to increase t he quantitie s over t ae figures , shown in your 
llst, for these teas , which you have ordered in quantities less t han thOEe 
offered by us ~Vi th our let ter of l!.ay 28th, 1938. It i s further under­
stood that your increases shall be proportional for the various grades . 

QYALITY : In no case shall the hi gher grades of teas be sub­
stituted with those of l ower grades ; for example , Highest with Good 
:Jedium, Good !!edlum with lledium, etc . Likew1sd, in these groups of 
teas, which have been ordered in higher grades only, no substitution 
of lower grades shall be allowed. I.n case of any short delivery of 
hlgher grades of teas, you shall be allowed t o decrease the quantity 
or lower grades proporti onally. You shall have the right to reject 
any artificially colored teas having defects . 

: All prices appearing the above menti oned l i s t of 
purcl\C!Ie~i~~eia~s~are understood to be s t rict ly F.O. B. ~ongkong, with the 

of that part of ori ginal Tea Dust, which you may find it 
sary to leave i n China for pressing into Black Brick Tea for you. 

l atter case, we shall absor b the transportation charges f or the 
Dust from the place of production to the place of pressing. 

SELECTION & nJSPECTION: Upon appearance of the market of 
!ruDples of first and subsequent lots of teas, produced in the new season, 
we submit the same to you in pl aces suitable t o you, for selection of 
~uality by your Tea Testers . The selected chops shall be consi dered as 
approved by you and suppli ed t owards the execution of your order. 

Up~n delivery of the selected chops to the godowns for ship-
ment , your testers shall be allowed t o make a second inspect i on to es­
tabliob the i dentity of the delivered lot with the sample selected. 
Your t esters shall be given access to the purchased goods at any place 
where they may be s t ored, and at any reasonable hour from the t i me of 

to the tlme of loading on the out - goi ng steamer at Hongkong. 
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PaokiMi All Teas are to be packed aocordlng t o t he usual etendards 
tor eaon particular kind: 

(a) Leaf Teas and Dust: In wooden half chests, lined with lead 
1 nd covered by gunny cloth rti th three iron straps. 

(b) Brick Teas I n bamboo baskets w1 th hoops. 
It is understood that the cost ot oacklng i s included in the 

? .o.B. Hongkong pri ces as specitled in the ilst, 

DELIVERY : All teas ordered by you shall be delivered in Hongkong 
on following do.tes: 

(a) Black Brick Tea & Original, Tea Dust: In separate lots during 
!1ve months from June t o October, 1938. 

(b) Green Leaf Tea : In separate lots from July to November 1938. 

In separP.te lots duri ng t he peri od from 
• 

It is distinctly understood that prompt and actual deliveries shall 
entirely contingent upon transport f acilities , We shall not be respons1-
tor del ays or non- delivery occasi oned by circumstances beyond our 

onnt.1Ml 

Acceptance; Upon the second i nspection, your representative shall 
certificate of acceptance, whereby we shall be relieved of all 

re,spconsib:1lities in respect of the quality. It is understood that you 
privilege to store the cargo in our godowns free of charge 

of not longer than one month from the date of acceptance, 
you find it necessary to store for longer periods, the customary 

storage charges have to be borne by you as follows: tor any length lees 
than halt , half of the monthly rate; over half month, the regular monthly 

I n addition to the above terms and conditions, we shall e~ert our 
st to do the following: 

( l) 'fie shall keep .vou informed as to the appearance on the market 
Keemun and Hankow Black Leaf Teas or any other kind of teas in excess 
the quantities ordered by you, particularly the Green Leaf Tea 'Hyson• 
which you are pr epared to place an additional order, 

(2) we shall keep you informed as to the actual date of shipment to 
arrival at Hongkong of every lot of t ea . 

(3) we shall, as far as circumstances percit, execute your order 
w1 th the first chops appearing on the market. 

We thank you tor your good order and shall appreciate your 
signing the dupli cat e copy and returning the same to us. 

Yours faithfully , 

confirmation 
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H. U.Jr: 

Oper a tor : 

H. II.Jr: 

George 

Hello. 

Monday 
September 26 , 1938 
ll:52 a .m. 

Mr . Kessersaith. Go ahead. 

Hello. Bello. 

Messersmith : Good morning , Mr . Secretary . 

ll . M. Jr: How are you? 

M: This is George llessersmith. 

H. W.Jr: All right. 

Y: I 1m sorry I haven ' t had a chance t o see you 
since you came back. Ah - llr. Secretary, we 
were talking this morning - we had a numer of 
calls trom abroad you know - the last few d ays -

ll . M.Jr : Yes. 

II : And we have d iff iculty in r ecor ding them. And -
ah - i t was mentioned t o the Secretary about 
your a rrangement over ther e and we ' re thinking 
of having t he same t h ing installed here, but 
the Secreta ry wanted to know whether you f ound 
i t entirely satisfactory. 

H. M. Jr: Ah - yes. 

!.1: Yes? 

H.M.Jr: Yes. 

Ll : All r i ght. 

H. II.Jr : 

!4: 

R. M.Jr: 

Ah - do y ou know - do you know what the system 
i s we have? 

No, I really don ' t . I was awfUlly glad t o hear 
about it and I thought I 1d - 1f you would permit 
me I'll get 1n touch with one or your people to 
tind out where you got it, et cetera. 

Wall I think - ah - I don ' t know - we - I 
don't know wh ich of our engineers supervised i t 
but supposing I find out e.nd have h i m get 1n 
touch with you directly -

397 
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II : 

H.M. Jr: 

r.t: 

H.M.Jr: 

J.l: 

H. loi.Jr: 

U: 

B. II. Jr: 

!1: 

H. M.Jr : 

Ll: 

B.M.Jr: 

!!: 

H.M.Jr: 

II: 

H. Y.Jr : 

II: 

B. M.Jr: 

II: 

B.II.Jr: 

II: 

B.II.Jr: 

It: 

- 2 -

W1ll you do that? 

Because - ah- frankly, I don't advert i se t hat 
I have t h is. 

No. Quite. 

And I 1d like i t kept as confidential as possible. 

Yes . Vlell, we - ah - we ' re finding difficulty 
1n r ecording the conver sations you know. 

Uh huh. 

And we thought we wanted to use your system U 
it was --

Well, I - I 111 tel l you what I' ll do - I'll have 
Lieutenant licKB,y - Lieutenant McKay -

Yes . 

United States Coast Guard -

Yes. 

Ah - who i s a very confidential - I mean he ' s 
lilY Aide -

Yes. 

And I'll have hi m get i n touch with you right 
away . 

Th.ank you very 111.1ch. 

Now just another - I have kept i t very secret -
will 

Well, I mean, no one/know about i t here - I mean 
we - I mean we ' re going t o do the same thing . 

Right. Well, I ' ll have Lieutenant McKay get 1n 
touch with you - do you want t q set a time now 
and I'll tell him to be over there? 

oh, any time. I•m - I can' t leave here, you see. 

Well , I' ll have him come over - McKay. 

Thanks a lot. 

Ri&hto. 

GoodtJ7e. 

398 
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E CORRESPONDENCE 

COinDIItUL rn.• 
L, w, Jtaoll:e 

D ATE-lept•ber •• lta, 

SUOJCGTl !ILIPJIO.. COIYDUt%01 111!11 
lAIII or •GLMD 

llr. hUoa talled u tau. n., bH had a tt1r17 hlftle 

dq todq1 with \be ••• .._., ... a• that 11b1eb prtnile4 1a \he 

b111DD1a1 ot ....... ltlf,. there hd be• 1 ll'llt dMl ot Dlno\1 .. 

uu 1a all ••"•• 1aoh&l looadlt11. the 11'1UIIh people ..... 

to tnn 4et1a1h 1a''"•t.too 1a CaMbollnKia 1t RUlli' 1adne4 

on hh •-•· •• \be -• ~• be Mid •boa• lnll••• the 

11'1Uih •d :rr-ob a111h17 people had b- 1a Wlaeb With Mill O&btl', 

-thd' • \be eon et 11uaU011 "' are 11rtnc 1a. • 

the 4111l•4 tor 4ollue had b- at llM•t _., prttt. It 

bad 1014 tl'11 0001000 •• " 110011 llbc a eu44e and eanol'd111117 
• 

chcc• '-0111: plaee •d dltllue weell:ctd two ••t• to 4.'711 pn••ablJ 

on ~r• \bat 11tler ._., •" 1•1111 to aall:e hh ., ... toa11trt. 

lbon17 after \be autrft hd wmed aca1a aad \b• were 01111 "" 

ae1.11a1 cbllu• at neb a paoe tbat ht ,., atn14 he wuld ha'f'l .. 

1111 our col4 oNer *ieb he had looll:ecl upoa a• a lan """• 

Be .. , .. to ll:at'l' llb-'h•r the lrtt.ulio. the 

and \be ,._..ta ab1p11_.1 ha4 .. e 1a Jft• l npl1e4 thn u 

tar a• 1 _..., ..... the lo-41e wllld urtn te. late tel' h11 

10lcl ' ' ,. th oiiil,l1a .._. Ia \hat •••e, lel'-a 11141 he wlllcl ~e 

lbon &bon p,ooo,ooo r .. Wbleb he wu• aue PIIIIIP arnac••• .. 
ae \b• refenecl • OIIU' 'ell(llloae .. nrNUoa ot .. ...._. 

•• nate4 \ba' •e ... ,ooo,ooo ot 1o14 ,.. , .... _. ......,, l 
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"ECI:RAL. R£SE:l'V£ DAW< 

01" NEll 1 OitK 

r:QRRESPONDENCE 

cotnoanAJo nLu 
L. I, laoke 

----

I 

0 Tl ••t•btr •• ltll, 

SUOJ ~ !ILWIOIJ COIHIIU!IOI I1'H 

U lt OJ' DOLAIIO, 

replied \ha\ the !rNIDJ7 bad cleeicltd to aekt \be lhi~tn,, \ha\ 

illltl'lloUoo• were beillc d'ftn to t he -•41oc otnotr or the 

Hooolulu the ••• u 1D the out ot the luhY1llt, t hat I wsclnnood 

t he boa\ •a• 1D Por\IMU\b oow IDcl reaq \o hke the lh1~•'• aod 

t hat loa41oc bT !bur~ wulcl be pertee\1.)' all 1'11ht. BoUoa 

replied t hat tbt~r wuld 1 0 ahead 111\b arriDI•ch Wbioh would take 

a 11Ult U.ae a1 tbt~r wert 4o1D( their beat to keep thh lh1patnt 

qu1n ~un a• thtir bad doot tor the laah'f'ille l h1paeat. I told 

hl.a that we wo'llld ltnd h1• toa~ht the ••e kind ot eablel \ hat 

we had ltnt tor the prft1.0111 ah1patn' 'lhloh J!oltoo uld '1101114 be 

aatlatatte17 to th•• 

I a*ed bSa to u•rlllCe 1paoe t or ua tor Uo,ooo, ooo 

1111nb or 1old oo the lloo1t'f'el\ u111D( oo lep't•bn zo, at t he 

uooh101ed rate ot 1/4 per o•' aod to oable 111 u - •• he heel 

auooltdtd. te were oooa1dtr1D& her~ the quelt1oo of iDIIU'IDOto 

Boltoa r"utltecl that 1D t he tutore ltltnt'f'er a boat 

Oai'J71q (old tor tb• WU delt~red we e1ble th• to that etteet 

1t at all po .. lble. I proal atd that we would 4o our ben. 

... 
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PARAPHRASE Of TELIOR.UL Rl!OE.IVED 

FROK: .\merioan :Embassy , Paris, France 

DATE: September 26, 193S, noon 

110 . : 1585 

RUSH 

FRO.Il COCHRAN. 

, ) ..... 401 

At 11 o1 olook this morning I had a talk wi th my 

fr i end in tbe Bank of France. At a rate of 17S. 50 tbe 

French control had by that hour gained 35 ,000 pounds . 

This turn in the Paris market deligbted my f r iend; he 

referred appreoiatively to the peace appeal made by 

President Roosevelt which bad been coming i n over 

the news ticker. This morning by 11 o 1 clock my friend 

said that London bad sold $10,000,000; on Saturday 

London had given 36 ,000,000. 

I bad a t el ephone call from Ruef f at 12 o' clock 

this morning. He said that (omission) was better this 

morning, and that as yet there bad been no move to 

put into effect the plan which ~4s transmit ted in my 

telegram No. 15S2 of yesterday. 

BULLITT . 

EA: LW'I 
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r ":.:-1 r:·F: CORRESPONDENCE 

~nDiftUL._JIUI 

0ATC~··-)Ift' ., lf .. 

SUDJCC.To l_llolfBOII ~~01 lft'll 

f r.uM ,.. •• IDolte ~ or JIWICI. 

Cal'11\lel eelle4 .. llaiO. r ~· .. h1a t.he aaftft hen 

tor nn'l1aa -· rna .. -· ..... t.hat .. be4 doae •othiac qdan 

ll11 ON .... 

11atr bed be4 a falrl.T cood dq 1 Cali .. el aa14, bnbi 

boqht aua,ooo. ,.., •llf14•Uell)', be ..... ua• Uatr be4 bed 

aa _,,,1u81 4q Wlt.h l'tllaft to 41••••• ha'r1JII b .. eellM •pea 

to ...U•-• tnae1 I Mllioao their •"• e11'ftld101l ftl al• 

colDC •P t1r 1..,1 •• 1HMad1 m 4 t.htr toud u Uttl~aU to eepe 

wUb t.he ala.Uoao 

It t.here •• a paw a .... __,. 1a •b• toae of the 

tr•• h-. :aU % lM bill aowo 

IJ i I J 1 
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MJD 

Secre t ary of Stetc , 

'tashin::ton .• 

rmAY 

London 

Dated ~ E ):t ember 26, 1S38 , 

Rcc ' d , 3:35p . m, 

1032, September 26, o; p. m. 

FOR TREASURY FROM BOTTE:l"ORTH . 

403 

The British Tr easury confir:ncd thE rccc ipt of t!lE French 

note referr ed to in my 1020, September 25, 1 1 p. m. Phi llips 

said that in the circumstances t hey proposed "to l et it ride ", 

He went on to say that he undcrctood that the French 

Trcnsu.ry was d r awinG heavily on the Bonk of FrancE which tiOS 

incviteblE in view of the oddcd cx~cnst arising out of the 

~ilitary measures . He also co~cntcd on the heavy character 

of tht withdrawals f r om French banks which however were 

merely an inconvenience as lon~ as the public did not rush 

to turn the rcsultinc cash into ::oods . 

As regar ds war preparations we went over aGain somewhat 

the snmc 3round covered in my 922, Septembe r 14, 5 P• m. 

Phillips said if war shoul<'. ~omt they would obtain from Par­

liament powers i n rffcc t to do 11Y1hn tcvcr we like". But they 

propose to usc t hesE powers at any rntE at first with rc­

strol r.c , They would not declare a general morator ium as woe 
done 
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!(JD - 2- No. 1032 . ScptEnf.Jcr 23 , 5 p . m. from Loncon 

done in 1914 nnd they \·:ould not cl oer the Ymks f or three 

Chyo OU \''lS th En dent but for 'l <'£" hour~ if c t oll • in 

this connect~ on 1t w'l s mtntior.crl th• t duE to the :;,r:mc'l b:l:'J.!:jr. 

OJCt£~ inc" ~vidual:: c ould -·1thout l'li.<Ch <'Elny :>rr·nn::t to h•.vc 

their •heckc ccshr.C: -::t one or moro: brnnchcs . Thty -•oulC: s.; rt 

by .,,L l1n3 to 3rit1sh b :mlr1n:: !nct1tut1o:ls a nd Sr1t1sh 

rc:;it'cnts not to :..pply for .'ere!· n nchcn:c t>:ct;:>t for• !:on '\ 

fiut ?urpos:s ; 1 - tc r they mi.:;ht .h vc ~o un<in•t.Jkr morr ri:!orou 

:"lt"'surcr. . 'i'hty r1ould r~thcr t; u1c'"! y ·ok :::-<.tish subject: to 

dcclnr£ thEi::- forEign ::>sEts . '•.i! rE3nrc·s the r::>tE or r :.ch::>ngt 

Phillipa Of\ld th:':~ th£ ci tuntlon "OUld hOVE to bE d t o:.l t : ·i th 

"'t the J~omEnt and thct sttrlinc ~~ould tloubtJ rss drprrc1(\t£ in 

tn'!ll!l of :~old if for no other rc.\:..on th:·n th· t it 11ould be 

diff i cult to get eold out f •st :no~gh. Incidcnt~lly he i~­

plied that c d i ffere:>tiation 1·oald be m:.dt bct·;;ccn non- rcsicltnt 

a lieno ::>nd those ncnn~lly rc~idcnt in the United Ki~~on "!long 

tt.c linea of the 1931 l egi::l· tion ·nd he a lso i~plied th~ t 

such non-rEs i d Ent ~liEns -·,oulcl '): l't:rr.it tEd to t~kE thEir :old 

out of the coun t ry 11~1h<.n a nd -:o they t.rE · 'olE to do ao" . In 

point o!' '>t'l'.('. ticE this scEmn to ME unlikely. 

:lolton telEphonEd mE to &tl:' th~t he unctr~tood ., furth~r 

s hipmEnt of gol d 011 thE HO>JOL1Ti.U liOU!d bE m•d E '\Dd th:.t thE 

:old 
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MJD -3- No. 1032, SEptEmbEr 26 , 5 p . m. from London. 

gold is bEing madE rEndy today in thE B~nk of Engl~nd. 

In thE afternoon thE doll"-r suddEnly movEd on o rumor thr t 

HitlEr wa s to postponE his spEEch from 4 . 75-3/4 to 4 . 77- 3/4 

fEll t okt r s of dollars ov~. 1l::blE . But in the absEnce of oey 

confirm~ tion thE r o tE .quickly movtd back ond cloacd a t 

4 .75t. The prtosurt h~s bE~n f oirly hc~vy. 

Y£NNEDY 

HFD 

\ 
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FE0£1\AL RE.S:.cv£ DAN~ 

0, NE.W YORI( 

ORRESPONDENCE 

c:o•nOJitn~t. rn.11 
o. £ lepteber •, 11111. 

suruE , ..l.II.IPIOII COI'RIIA!Io• ma 

».AJtt or •OL.AJD. L. 1, hoke 

I oallecl BoUoc at •• 10 P••• •• had <1ono Doth1Da 111 

s terl1111 I \old biaJ pl'1or \o 8.1 tler' a epootb \ he rate ha4 boa 

up to 4, 71 1/1 \he d.roppocl \o •· '71 1/1, whore 1\ waa Dow 011 

the otterocl aldo, 

I \haAkocl hla tor book111c apaoe Gill \he ::'na1dat 

Jlooe..,al\ aa4 requoa\ocl \ha\ lt 1\ all poaalble tor the \o 

baD4le t hla aa\\or ho book epaoo tor ta,ooo, ooo each oD \he 

Aael'ica lhippor ud \be aol'ioan lerobut both aohodlllM to 

sail on lep\ebor llO fi'OID W.Yorpool aad t:roa London nepeoUYal:r. , 

Bolton repliocl \ha\ Uatr alwa:ra -\eel \o cSo ..,or:rthllll \ btr 

pou1bl:r ~d ud \ha\ he would a.t buq \ho tlr•t \hiD& 111 

tho aom111a. 

LlltO 
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ll'aDI:ft.AL. .. ESERVIE BANC 

Of' NEW YORK 

4 o{. A 

.,.~rr: CORRESP O N DENCE 

CON FIDENTIAL FILES 
04n£i!P-t~embeL..26, ll!.38. 

Knoke 
SUBJECTt.--XELE2!i01iE_CONV ERSAT I ON -.WU'H 

---~OE2....!!N EDERLAN OSCHE BAtiK 

llr . de Jongb call ed at 9 : 20 thi s morning . Having 

released during t he last two weeks o r so a little over ~20 , 000 , 000 

t l'>eir gold in New York, they were wondering wha t we •would t hink 

~hey asked us now t o eannark some gol d in Am s t erdam. He also 

~e'l t 1oned t hat all of t h e gold whi ch they had earmarke<l for us on 

5e, tamber 8 bad now reached New York. I a sked hi:ll what a.'!ount h e 

~inJ and he r eplied about ~10 , 000 ,000 and added t hat hi s 

sales t oday ap~roximated $5, 000, 000; t hey would not , of 

cour se, earmark the full amount of' ~10 ,000 , 000 at on ce but do t hat 

gradually , a ccording to t hei r needs, as they sold dollars. I t old 

h!CJ that naturally, particularly under prevailing conditions, I 

~uld hav e to di scuss thi s matter ~tb Washing t on and t hat I would 

telepho"le o r cable our reply befor e t he day was over. 

I i nquired how t h ings looked in Europe at pr e sent and 

t hought not so v ery bright but it may all come out all 

righ t yet. 

de Jongb wanted to know whether we could cover mo r e 

1:1Surance for him on the Noordam and said what we had done so f a r 

•~s altogether satisfactory. I replied t hat we were hopeful we 

could increase th e amount and would let. him know before t he day 

I a sk ed him >Yhet her we had made i t sufficiently clear 

in ou r cable that war ri sk insurance, as now written , covered only 

fro'll the momen t t h e gold was aboard steamer but not on land, de Jongb 

repU ed that be appreciated t hat . 
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!I.II.Jr: 

Operator: 

R.M.Jr: 

Ronald 
Ransom: 

B. ?.t. Jr: 

P: 

H. ll.Jr: 

R: 

H. M.Jr: 

R: 

H. M.Jr: 

R: 

H.ii. Jr: 

Bello. 

Governor Ransom, 

Bello. 

Monday 
September 26, 1938 
4: 55 p.m. 

Bello. Bow are you t h is afternoon? 

Well , 1 1ve been through two keyholes. 

That 1 s too bad . 

But I Just called up to s ay I appr eciate the 
way :you took care of the government bond market 
today . I think it was fine . 

Well I think the New York bank handled that all 
r i ght , don' t :you? 

Fine. 

It suited me and 1 1m glad it suits you, 

Well , I haven't talked to anybody else, but Archie 
1s 1n her e and told me that I went along fine. 

everything 

Yes , Well it seemed t o me to be all right. I 
watched i t all day and I d1dn 1 t think we bad t o 
buy much - there doesn't seem t o be much pressure. 
I thought :you ' d be interested in knowing that John 
McKee was over in Whe'lling, West Virginia today 
on - attending some meeting of bankers of some 
kind there, and be called in and - ab - to see 
what the state of the Nation and the world was 

407 

and told me that there had bean some - ab - feeling 
apparently on the pa.rt of some of the benkers that 
European conditions mi ght make the bond market weak 
and he sai d he thought he ' d Jus t speak out for once -
he sai d , •Well, I don ' t know wny i t would be weak, 
we'd Just b~ all you've got to sell. " And he said 
they seemed perfectly sati sfi ed and be heard no more 
ab~ut it. I said, (Laughs) •well, that's quick 
propaganda.• 

Yea. 
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R: 

!l . l.t, Jr: 

R: 

H. lt,Jr : 

[l : 

!I .U. Jr: 

ll : 

H. eA .Jr : 

R: 

H. M.Jr: 

R: 

B. !.I. Jr: 

R: 

B. l.t.Jr: 

R: 

ll.M.Jr : 

R: 

R.l4.Jr: 

R: 

H. Y.,Tr: 

- 2 -

Well I think that ' s got t o be the attitude, Yr. 
Secretary -

Oh yes. 

- for the time being. 

Oh, we 've got to have backbone now. 

Right now. We '11 never need it more. 

That ' s right. 

408 

Ah - on the other matter t hat Cy spoke to me about -
on the western front th i s morning - I just got wor d 
t hat Marriner will not get t o Ogden until quite late 
t h i s evening our time, so that indicates he stayed 
out t here pr ob3bly a day longer t han he intended 
and I have a call for him in the morning. 

And you got my message? 

Yes. Ah - Cy told you wha t I said, didn 't he? 

I know. But I - I - I ' m still - a l i ttle restless . 

All right. I t hink you and I'll work t hat one out. 

'//ell , ab - ab :U'ter you've talked to liar riner 
I'd like t o tan -

Surely . 

- to you about it. 

Surely . I'd be glad to . 

Because I - I - I, frankly, -
does - ah - owe -

He i s or i sn 't. 

He eith·Jr does or doesn't. 

That' s right. 

either t he fellow 

And I don ' t see why i t takes so long - either he 
and h is he ' s on - be owes f ourteen mlllion 
or he doesn't . 
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R: 

B. U.Jr: 

R: 

B. II.Jr I 

R: 

B. J.l.Jr: 

R: 

H. J.I.Jr: 

R: 

H.II.Jr: 

R: 

H.Y. Jr: 

That' • right. 

And -

- 3 -

Well, you wa i t -

You wai t untU I get some information about it 
f r om that s i de as well as this s i de -

Yea . 

And then I' ll surely talk to you. 

Well, as soon as you talk to Marriner - and -
and there are lots of collateral reasons -

Yea. 

- wey that ought to be done. 

I 1ll come over and talk t o you, 1t I may. 

Please. 

Thanks. 

Goodnight. 

.· 

409 
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P AIU.PHRA8J: OJ' TJ:LIClR.UI REOJ:IVED 

FROM: .lmerioan lmba.aay, Paris, France 

DATI:: 8eptnber 26, 1938, 7 p.m. 

IO.: 1598 

RUE 

FROM COOHIUN. 

At ·6:40 p .m. I bad a talk with the Bank of 

France . The stabilization fund gained 830 ,000 pounds 

on balance for the day. It also ga.ined a f ew dollars. 

Sterling closed at around 178.45 to 178. 50 . For the 

day London lost 7 ,000 ,000 pound.a of foreign exchange. 

Very weak Paris bourse, with losses up to 10 percent . 

However , the bourse closed above the worst. The 

banks report that there were considerable withdrawals, 

but everything was entirely orderly. 

BULL ITT . 

:U:Lft • I 
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IBS LJftll OJ llii.UIL 
~II Cllarl .. A· 'l'h-Oil 

7ore1cJl PolleT JAooo1at 101l 

Buenoo A1reo, 
Sep tembor 26 , 1938 

QQ the D1ght before I end.ecl ~ muth• e ei<l,y 1n Braa11, 1 
met with a croup of oome twent )' u.n heroH)' profeuore , 1nctuatr1&lbh , 
wri\ere a~~d e oonceiete. One of the quooUons we d1acuaaed referr ed 

L l ' 

to Braa11 1• foreign polio)', in the caae of a J:uropean ar. •Brasil 
will ne'l'er fl.cht Oil the o1de of Oer.&n7, • declared. one ~r of the 
U<nlP , an.d. hia a iateaot fCIWl4 UD&Dicloua ~pon. 1"oe talk br OU(;ht 
out -- what 1a al~a oo air1Jt1nc to &Q¥one 'Obo haa ltoom the hoat111-
tT to TaAbe t.)>eriallaa 1n- ~ah-.A.mer1can countr1ee - Jns1l• a 
a tronc irad1t1on ~f cloae friendahip with the Ulll.ted Statee . ~ .. 
Bras1li&M hoped tbat the .U.rlcan a iatea could. keep "'lt of a :lllrope&A 
w,.., but , oo• what ~, the7 bald. ibat tha D&Uona of tha low l'orld 
ohould adopt and f ollow a co..on pol10T· 

l'hile roal1eta tend. to 'flew Pree1dellt var"a aa a political 
opportwolat par AEcallellce, no Brasill&Da I tallted with aer1oual7 be­
lieTed ibat Varpo would. -- no ... n.r what n1r1&Uone he ... )' »•• coo­
dd.ued. 1n tha paat - aite'-Pt t o carr)' Jralil a~ froa He con tur)'­
ol ct al1~nt with tho United Stateo. In the field. of trad.o Braail 
haa b" n will ill& to talk buaiD"o o;d th all cuat011era. I n the new re­
a..-nt procraa ( t o which I want to reter l ater), Ge~ won the 
right to prowide the bullt of •"PPll" for the &J'IUI · But geocraph)', 
h1a t or 1oal irad1Uon &lld econa.l.ce are t o be cou.nted in tha balance 
on the old.e of the Ulll. ted State a . 

Moreo'fer, internal !acton 1D1'luonco Brasil'• a tt1mcte to­
ward. Ge~. Braaill&M ha,.. f ollowed t he negot1at1ona on the Sld­
oten queU 1on with clo" at'-lUOA. !he &rjiU!MnU adn.aeod for a 
pleb1ec1te and for the .tnorlt7 righte ot Oeraan raaidento 1n Cloeoo­
olow.lda could thoeoretioallT lie ur&ed. &la o 1o ta• or of the Gena~~ 
colon.iee 1n Brasil. QQe JourD&l1et 1n a recent article opposed thoe 
principle of ple"ll1ac1tea, ngeaUn& that 1f one ... ro held in BrasU, 
the Oer•na &lld their a)'lll'&thioara llieht win a -Jor1 i T 1n tha thr" 
eouthern etetea of ParaDa, San ta Oaihar1D& aDd Uo Graud.e do Sul. 
l'hile t hia 1e &ll ezagerated atata•nt , lnfor• d. obaervero do not 
ca1n1a1aa the thrMt of Oenan Pell•traiion. "'81 bel1ne that tho 
Nao1a ha,.. beell d1apoeed. t o &O Juat aa tar a• the)' ware penoUted b7 
ccu.n ter foroea . 

a.pneent&\1,.., of one Br&a1l1an pari)' told • that wiihio 
the laat au -the the,y had lleen ~roached _,. certain Oer.u hit;b 
ln tha -....1&8•• world, eo~ wlla\ their attitoula would be llhould. 
the atete of Bio Grazld• do 1u1 eeparate f roa Brull t o beco• a Oer~ 
an coloq or protectorate. !he Oer-.oe offered thb part7, 1n re­
turn f or a pled&e not t o oppoee euch • ..,.,, ._.. •wr1ale, 1roope 
a ad. other aubtance to ell&llle thea t o o- "•"UJ'Il tha Yarpe conr..,....t 

Regraded Uclassified



- 2 -

u4 tab powr 1A tio. U •• I.AU•\14 Ula\ U a l;ywwld nppor\ \lie 

o.r-A -•· JJu \he 11&1\ed. hook taUI4 \o bri.Ac a nibble. 

!helro 11 CJ"O&\ noed. for a \!lor~ o\uq - U would tab 

ol.lt .an \lie or • ;year - on \lie llll&bor IUid ac\1 rt tho ot Gerau, 

I\&ll.&Do u d Japu~ooo 1A :aruu. .a.ceu.rah tach aro cUoappo1AUDCl7 

ocara o . the laot •Uoaal aen .... • • t.okoD 1A 1920, u4 \ho nul 

0111 1o DO\ d!Lo 11D\1l 11140. I.Ug:e.Uon o\&U oUao are u 11Doaf1 

pido, far DO ono lat.owo to wba\ docroe \ho1r \ o\&lo ban been .acU­

fiod b7 ~Uon, 41&\ho IUid o\hor taa\oro. fho .ao\ rocon\ gonrn­

•n' oo\ia\eo plaoe \lie IIDIIbe1' of I\&ll.&Do 1A \he aO"IUI\1'7 a\ '7?0,000; 

or J &paAIII &\ 134,000; u4 of Gerano &\ 73,000. !1111 la\\er fiCcU"I 

ooou I.AarecUblJ low, oi.Aco lao R>ulo S\1\ e alono oo\ia\oo 1\o Ger­

.., popo>l&\ion a\ 2'1,000; IUicl \ho colon1oo rooiclen\ in \he o\hor oCIIl\b­

orn o\a\oo of ~-. Ban\& Oa\bar1Aa IUicl Rio GJ"II.Dclo clo 81&1 aro larger 

1ll all prollab1li V . JJD\ \ho Ger..,, 1A Jna11 han been •lcDifiOIUI\ 

no\ alone tor \heir ll"llllller , bv.\ aloo tor \heir olooo..Jaoi\ or.-.Dioa­

tion, &llcl \heir &ggroaoiTo aoal wHhi.A rocen\ ;yoaro tor opro&cUng lui 

ciOa\riDII Mel I.AtlUIDCI. !1111 oru.&clo f inall;y be- lUI open \hroa\ 

\o Jraa1ll.&D UD1\ Jj IUicl u.. var.-.. rog1a took '"'P' \ o aootch \ho 

4angor. ~ .f.pr11 U laa \ a clooroe 1laJ'ro4 toroignera u4 foreign orpn­

iaaUou troa IDC"Cinc 1A &D7 poli Uc:&l aoUrt q 1A Bras11, ucl &leo 

forlla4o proP'ot"Dda faYo1'inc pol1Uc:&l par\ioo in \ho ~''' hc.o 

11Ulclo. rue -.v.ro _. rGPJ)l.o•n\111 b;y 1a ... i n \he S\&\lo ot Son&& 

()a \bar ina IUlcl !!io Or....clo do Sial, r-.uiring \hat \eachera in GeraD 

&nd oU..r toroign achoalo be Jruili&llo u d olaaaoo be CODdiLa\14 1A 

Por~••· lla.nll •• Ge~ roaon\Mn\ a\ \he .. -....-.. \hat \boo 

lui •ou1~ a \ \aoho" in \ho llio eabaao;y, who •• roporhd \o han 

ado eYeD U.. QIJWa~~ .&allaao&dor play aeooncl 1'i4clle - \he at\aoho •• 

a *•1 , 111>1lo \he .&abuo&dor _. no\ -- lot\ tor Berlin b;y opacial 

pliUlo. U 11 DO\ ;yo\ ole&r \a what clogrll \hio polHical 18\-back will 

artoc\ tho Go ..... u..lo 4rin. l or \ha tiro\ tour .ont.h.l or 11138, 

Go~ ro&a1AI4 tho load onr \lie Olli\ed 5\&\eo in Jru111&11 illpor \1 

1\ had WOD 1A 1!136 IUid 1937. 

"'' \lie - u .. Prooiclon\ var ... bao ol ill1na\ed tro• \ho 

polUic:&l a cene Jn>a1l'• 4oua \1c taao11U, \he Intopl.il\1. n.n 
on •o•~ 10 , 11137 be ada hiuolf abaoluto clic\&tor or Jruil, 

acnoppad \he 1134 oona\1\uUon a ncl proola!Mcl • .cro au\hori \&J'iaD 

cio-n\, be had tho a oUn n ppor\ or \hie o \roQi!, naUon-wiclo par-

t;y . !'boo ID~lia\a ...re 114 to apoo\ \lle7 would pla;y a pr01111Wlt 

r ole 1A t.ha MW ao \-vp, wit.h one or 110r1 cabino\ poa1\1ou. (Loa4NI 

or ot.hor Jn>aill.&D parUoe, apor1anood 1A u.. .,a ot loc:&l pol i\101, 

tir.l.J belion tho In\oplil\a nro rooa irtng finanoial aid tra. Ger­

'"""7 IUlcl I~; t.l>.q nro apan41Dc tar .are 11011.17 \liNI coal. d. ro&l~ 
a blT "M oi<IIIU'I4 tra. aovcll 1A Jroa 11) . JJD\ cmco 1110...- had conaoll­

dated. hh poai\ioa , \be In\aplhh wore t.hroWD I.A\o \be cUtcarcl u4 
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\heir par~ dha olnd.. After the abort1Te coup ot lut Ill¥ . ~ ot 

their Mllbere "re .)a1led. !he party h now underground; •o• ob .. n­

or• l>oliiTI it etteotinlT cruehed and ita principal leadere d1 oored1t­
ed: othere reo&ll \bat 1\ 1nolu4ed DUMrOII.I a!'IQ' aDd D&Tf o!tieere 

&IIOQ& He euppor\a.re aad hold \hat H e\111 reta1ne ntfic1ent t orca 
tor a o--.llaclt ehOilld a laTor&ble opPortunHJ arlee. 

ftma Prell dent l"r&l'• he a \akon ac Uon •iDe t beth tore~.«n 

a nd doMe tie t aaehte , and hu •de elear that hie rule h d1otator­
ehip , Bras111an e tyle. I! you don't mind , I ehould like to PQt 1n 

h ere a !n word& a a to how Br&l11, or1 th He Por"'«Ueee trad1 U on , lan­
guace and cui. ture dit!ore !roa Span1ell,.,l,aer1can oountr11e . :ror Tar­

gee ie oll17 to be UDderetood 1n connoction with hie 11111eu. Olle ot 
tho leuona which a rteH to BraaU teachee 1e tbat Br&aU1an condi­
tione -mat nec11earll7 be defined 1n Bras111an tar ... 

fl>• Braa111an largel7 laclao the Spanhh eenee of pereonal 
digni ty: he ear•• little tor 'front ' or cer..Oll7 · He i• illtor.al, 
oawnal . .U t1 .. he i e ubel1nabl7 ..-1. '11\ne .. the Intecral­

i lt at\ack on the Pree ident1al Palace on MaT 11. fl>e rebel • did not 
trouble to poe t ~rda at <be g&tll o! the palae e crounda: people 

dron in &ad aut to ... the !16\AUQ& which • • gOiQ& on oll17 twent)'­
!1n yarda a•7· fl>l l!J'u 111an h t olerant, not tan& tical. l!e 
• ke• no tetilh ot a betraet principle. Ho lacb Ute cruel t7 of Ute 

Spaniard. He dol8 not like to kill. !l'he loader ot Ute illy r n ol t 
•• DO t &hot, 'bll.t g1Tan ollly a ten-7ear oentence . !he l!l'&dl1111 baa 
a galliua tor coaproai11 : he doee not recoglliae eharp linea of d hi­

lioll: he dol l not ..0 perMDell\ eneaioe . BreaU do .. not baTI a 

eolor line, 'ba.t rather a color l Oili -- th~ Ulo traneHion !rca 
white t o blaclc r&Q&II b)' alloet i~reeptible otagee. !l'ho eaae oher­
acterietio ~be a pplied to e ooial a11d political alignment• . Brasil 

laclao a ol-r-aut Let\ 111d a clear-cut R!Pt . Tho men who todaY are 
Va rga• ' an.-!11 M7 be in hie cabinet t omorrow. It 1a largel7 true 

tha t be-• Pruidant farge• corr .. poDda t o thie Md1ua -- a nd aleo 
to a c er\a!A t ranaitional •tac• ln Brull'• polltlcal develo~t -­

he he• bean eucc181tul 1n holding power. 

Hh gonr~>~~~nt h ot oouru a dletatorehlp. Talk of the 

pleblecl te which ... to rat if7 Ute NoTember 193? oonatltutlon le 
llldoa heard· Prllldent Yargae 111d hie a .. ocia\ol are reported t o 
t .. l tAeJ need not troal>ll wi th H . Th17 apparen\17 !1Dd 1\ 80rl 

connlliea\ t o goTerA d1rectl7 1v daoree, than bother with a lechl.&­
ture . Intenantore or tedlral o01181ee1oner• , -cl l>7 Yarca• to r ... 

place tor..r gonrnore, rille all nate• except one . Clrll llber\111 
a re at t he w!Ua ot the authorities . Ceneorehip -..all• Ute preee: 
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~her• 1a a o h•4c. of apeoall. One .AIMr1caa re.rl<e4: "I u n r a'­
~.-p\ \o 41aC'Ua pol1Uoo , u oop\ 1a nall cro• at prha\e hC'Uao; 
1 401>1\ wr1\e ab0111.\ U 1a le\\ero, for 70U nner lalow wlwl \he7 will 
be opene4. 1 Arr .. h are ar'bHrar7. .rut before I len Sao P&Dlo, 
oc.o •-v of the -~ l.llpor\&Dt le&4ero i n \he Salle• de Oli,..ira 
parQ' were uleecl at \he order of \he I.nhrT&D\or, aacl \014 tbe7 
oOillcl alloou be\.._ 1.1ip'laoDMDi &Del ullo fro• \he cU7 of Sao ..Uo. 
I \al.lte4 \o _, m o had bu n 1llpr1ooDed on ou.op1cion for loDC peri ode , 
The;y loft no clOQ'b\ 1a ~ miDcl ao \ o \he fact of oxteaei•e pol ice bru­
tali\J. H aa not • reopecta'ble• polHiciaao who w.tfered, 'ba.\ al­
leged caa.aaie\e &Del \c a leoeer degree l n tegralioto arreaied a f ter 
the a\\.-p\ecl coup ot laat ~· 

!he Tar ... regS... ree\e pria&r1l;y OD the ~port of \he ar­
"87 &Del ... .., • n u. a ·•1li""" clictatorehip; 'but u 1o ....-e thaD \he\. 
for U c nd a oondcle~~a'ble po)llllar ouppor t, clue to Varpe' wir\ao-
eH;y a\ pol1Uaal J'IIU11llc &Del coac111aUon, accl to hi.o cour\ 1Joc at 
the •. eaee \hrCIQgh e ooial lec1olaUon acd o~her ....,., The preo1-
den\1e eupr- pol1Uoal aawteu .. ie a ccorded uai• ereal recogaUiCG. 
larpa do .. not \alit: no one apparen\!J' lalowo who\ io 1a hio aincl, or 
who\ he will do next . Be cloeo no\ hold grudceo; i t he neede a maa, 
he will u.oo hia, no •"or i f \het an hoo fe>Qgh\ agaiu\ hila in \ho 
paa\ ; 'ba.\ \he cl1ooarcl awa1\o &J17 an or par\;y who .. u.oetulneu i o 
enclocl. !.b.o preo1cl&Dt 'balaaoeo \he power ot ODe political leader wi\h 
&Doiher, ODe a ta\e wi\h a oeconcl, ODe general wUh hia rift!. J. 
foreign o'bae....r r-..ud: 1 farpa hoo bH n d.ouble-cro .. i DC \he 
geoerale eo faat , \hot be hoe \h- all cl1 .. 7; no one of t.haa lalowa 
how long b.e O&D • taT on hia hor ... 1 !he preaiden~ h carotul t o aee 
tho\ DO .-bar of hie aclain1 et r&UOD &ahie ... O too Cl'e&~ powr or 
poa1Uon. J'ranoioco o-poe, lfinioter of the Interior and ... thor of 
the 1937 COAa\UuUon, hoe " en hio pereonal etar ax and- · B1e 
reported ad.aira\ion t or faac1o\ icleale 1a bal&Dcecl b;y \he deaooraUo 
oentS...nh of Jlr , Oewaldo u&Dho, rore1gn llinioter , foraor M'buaa­
d.or at Waah1Jic\cn &Del friend of tho United Stato o. In tbe Jlr"8T, 
General Qoee llon\eiro , Oh1ef of Staff, 1o pl&¥1.1 ott agalaet General 
])u.tra, lfinhhr of war. ~·e two ..... tonur l¥ fr1andl7, ..... ...... 
reported t o 'be a\ ocld.e . aoeo Monteiro i o cono1derecl the aare able and 
1n\elli&en\ of \he two, and h r ated Braa1l 'e b .. t otrategiet; ~ ae 
tb.e e tar papU of o.aeral aa-11a , when the latter - uow france o 
Chief of Staff -- • e head of \he Jr&Dch .Ui\ar7 ain1on 1a Braa11. 
Oo .. ip hoe u \bat Ar&nM and aoee lloatelro faYOr holdlDC \he oouU­
w U oaal ple'biecUe and a gn.clual ... ....., \o ~aUc norae • lihUe 
Dlltra oppo .. e \he ple'b1ooUe, aacl 1a napec te4 b7 - of .,.1Uou 
to oe\ hiaMlf 'QP aa \he h8114 of a uo-faoch\ regiae . !allt of la.r­
cae• poed'ble o•ar \hrow Nrao aoo\ frequenil)' on tl» Dll\ra-Ooeo llon­

\e1ro r 1.-lr;y and fr1ot 1on. 

·Jl~ . 
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PruicloD\ '\lllrpa a=011111cecl wHb bio llonmber 193? C<llq) \lie 
oo\a'blhhiiiDt ot a low S\ato ill BruU. ~craq bact tailocl; lira­
oil hoDcotortb •• to ban u autborHari&D rop111, which ~cl wu­
f7 ~ 0011111tq ill tho 1».~ ot a chaotic illtorcaUOD&l o1tQat1CD, ~ 
prooo rUftl'lift 1ntlUDcoo, &Del po.t a n ottic ienq &Del clrin illto 
co,..nu~~~>t . :lilt -.bat ill practice, u cliot~obocl troa tboor7, ctcoo 
the llow State otaacl torT 

l. Direct coyarq•Q\, \bot h, personal c11c\atorob1p. Tarpa ._ 
ru.locl Bru11 Iince tho rno1utioD ot 1930, "but thoro 1o 10111 tl'Dth 
in tho coDtlllUOD that nonto bon 1111itocl bh opportuDHiu t or coD­
otructiwo a cbiow...,.\ . Botwoon 1930 and 1934, attention nocoooar117 
c ontore4 tiro\ on conool1dat1CD ot tho now rogllll, \bon ito dotonoo 
apinot tho 1932 Paulh\a rnoli, and tlnal.l;y on the clratUnc ot ~ 
1934 conoUtuUon. fbo flrot CoDQoU under tbio conoUtnUon ao 
cbaractor1ae4 'b;y one t orolp rooidlllt ao •wcroo thaD a Ucliu .lid 
Soc1ot7": tallr: 'b1ocl<o4 action. But with Concrou 011\ of tho W&T at­
t or llowubar 193?, cow........,\&1 III&Ch1n01'7 1>opn to IIIIa. Oftlco­
holdoro wro t or'biddon t o hold _.. thaD one Job; and tho otf1clonc7 
ot tho RrO&UA>ran;y ao otopped 'IQ>· So111 of the wcrot gattora wore 
o11alDate4. (In thlo connoo\1on Tarcao 11 cooorall7 croclitod with 
enUre peroonal hoout7.) !he prelidoD\ u cl h1o adrtooro turood 011t 
clocrooo ~ch ~r• owittly \bon Co~••• had pr~oocl 1awo. Sioco 
llow•'bar 193? 1t 1o o\a\ocl that 500 laWI &Del 3000 docrooo bawo 'boon 
1oWilld. But ~ ot \hio lociola\ioo 1• haltil;y and caroloool;y 
drafted. lorllll'l.;y clo'bato ill Coocreoo une4 to iron 011t do! oc to, 
'but now \bot cbaDoo h 1•'· 

2. Con\rtlhod G!tTD"Ph ao oppoood t o t ho tor~~~r Ollpbalio on o\ato•o 
rip to, which ill llrao11 baa 'boon carr1e4 farther than ill tho Ulli ted 
Statu. !o uo a word coillod b;y J oroiCI' llilllo tor J.r&Dha ill an illtor­
,.1ow, tho tondoDOT wao to 0 Ch1naf7" Brasil . I o oo,..ral caooo tho 
otato a1l1t1ao wore ara1•• ill all bo.t D&lll ; and •o• were equipped 
wHh \aDiao and 'b011111DC pl&Doo. Brasil'• oDl;y uU...Ucratt cuno wore 
ordarod b7 OoftrDOr noru da CDnba for tho otah forooo of Blo 
Oraodo c1c SDl, lro.t arrhod attar ho hod booo ouohd. Statoo had tho 
powr to ln7 aport duUoo. Jlow Protidont Varpa hal roduood ~ 
power of tho a1lH1al, part1cularl7 ill thou ota\ 11 where they alchi 
'bo uoe4 apilllt hill; and also docrud procrouin ol1111n&Uon of ~ 
1\ato aport 1111\111. Oppooi tiOD to \bio trood toward oontrolioatlca 
1o otronc-at ill eao hDlo, llr&lil' • rlohoot and.,,, prollllotift otato, 
which 11.a ao far ao pouib1o to ruD ito own attatro. 

3. Jlat1sr•Uy. I ban alroadT -ntlonod \lie l~:UlaUOD apinot for­
oip orpoiaaUono, ud ~ quiotno pas oo Oo:.z> ao\11'1\111 . lD a4-
ci1UOD ~ Jona'bor 11137 conoUtnUon required \bo abaroholdoro of 
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banl<a and lluuranco CO"''I"''ioe to be Bras1l1ano {a proY1oion not ,.t 
ontorcod) and po1ntod toward the progreoo1Yo nat1onali&&t1on of 
ainoo and watorpow r . Lut April a decroo oxalw!.od t ore len 1nterooto 
!rom the petrol.,. 1ncll>.o\J7, Juat a t the tt.o when a large re1'1noq 
of Standard Oil of II ow Jaroo;y -• about t o bog 1n oper&tiona, 

4 . i•'T?!Mnt . Along with tho nat1on&l1ot1c oaph&.oio h&o gono a pro­
gr- t o otreacthen tho &r1Ud forces. 1'hio had boen un4or di ocuuion 
tor J o&ro , but t he lfo·n aber coup freed Varg&o' hando tor i modi&te 
a c tion. Brasil pl .ano to opond oome $100,000,000 on thio program dur­
ing the noxt f in ;yoaro. According t o an agreement ooncludod bot a- o 
the Pl'toidon t t oll out wi tli the !lad e, Gorman;y 1o to prorldo tho bulJo: 
ot OD&torial tor tho &1'110' - he&y;y artillecy, light art1ller;y, anU ­
aircratt &UDo , o t o. Brasil 1o ochodnlod to ro coho from GonaD¥ aacb 
;y&&r tor the noxt tin ;yoaro 150,000,000 D&ra worth ot aupplioo , or 
& t otal ot 250,000,000 .ulco. Ot thio .,., approxi,.tol;y f h o-oilttho 
can bo paid 1n co~n&&tod .ulco , and tho balance 1n free OJtchango. 
('fhuo 1n opi h ot 'fa oh1ngton 1 o e!forto to dlocourago Brasil'• oxpor1-
aen to 1n ~or t rado , tho countr;y -- barr ing a Juropaan war -- i o com­
mitted b;y thio arM ACJ'O• ont tO COIIJMn&&tod 8ai'D for at leaot fho 
;yoaro. A high 'ail i tar;y ant hority told •• ho oonoidored the dependonco 
ot Brasil'• ~ on Gor.&n oupplieo a great aiotake; ohould a Jurope­
a n conni c t br&&k, Brasil would be cut ott from Go"""'Jllf, woul d han 
to turn to the United Sta too t or llllDitiono , and would bo handicapped 
b7 a contuaing w.ri ot7 of ooodoll 1n ito ....-nt .) J'or t he na'f)' 
throo oub.arineo woro bo~t troa Italy . and oogotietiono are ropor tod 
undor • 7 tor throo aoro. 'lbroo cruioaro wore ordorad from :s:Dt!land , 
and throe othero oro t o bo bu1l t 1n Brasil, uaing fabricated aatorial 
troa the Onitod S\a teo . In thh W&7 Brasil plan.o to oocure the 
c:ruiooro which lt or!«inall;y propoaod to laaoe froa the UDH ed Stat eo . 

Sao. oboorYero Yiew Brasil' s failure to obtain thooe cruio­
ora a o a crucial nont profoundl7 1nfluono1n,~ tho rocont uond to­
ward di c \atorohip. According t o thio t heocy , t ho oucc•• • of Argen­
tina in bl ocking t ho propoood deal oproad oonotorn&tioo among Bras il­
ian l &&daro . J r asil had bolinod it enJo)'td & faYorod pooition 1n 
Aaorioan triondollip . Jut ArgeotiD&, ito moot feared riYal, had boon 
ablo to ruin ito proopoc to . Preoi dont Vargas 1o reported t o llaYO 
called together &1'110' and naY)' chio!o &nd plodgod them hio oupport 1ll 
building up Jraa u o a araod n rength agal.llo t t blo throa teni.Jlg donloJI­
moot. 'flma • • bonl tho alll.aneo which ado poooilllo the IIOY.-I>or 
1!137 "D'IIP· J'or oal;y Yarpo oould gin the .Ui\ar¥ l&&daro tho OIODQ' 
tbo;y .ntod. Joth of tho l eadin& candid&\oo 1n tho pro o1d&Dt ial -
p&ip of that ;yoar bA4 obl~Uono \O Y&r10UA 1n\oron o and n pport­
oro; no1tbor wao>ld bo o tron& enough to taD the otop which alone cao>ld 
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make poll1lllo \be eDlar~ upelldHuroo tor the -.-nt procru _ 
~oponoion ot oorTioo on \ba foroigD debt. So tho oloc\iona wore 
calhd ott , and Tarpa w1 Ul \be 'bacld.JI& ot tho a.n117 eDd 1>&"7 ..to lUa­
oolt abeoluw clictator. l ow \be anood torcoa are pHing what ~ 
want, and r owaap\ion ot aerTico on Ulo torolgD debt io a dead ioou.. 

5 . .t.1•'nd1 oqon!!91o pol1gy. While the 193? cona\1\uUon pointed 
Brasil ~d tho • oorporat1To organisation of utional aeon~. · 
the 1101 \ l.Jipor\ant rooont ah1ft in pol1c7 - that raleUng \ o cott .. 
exports in tho tall of 1937 - ... s awa,r t r011 ro&i•ntaUon and in tho 
d irection of Hberali .. and tree trade. !l'ho goTornmon\ abandoned 
price dotonu, and Ulo coffee export \u: ... , redUced tro• 45 \o 12 
m1lro1a a 'bac· Jill\ in llt.7 of \hil :rear OTir-proc!UcUon ao;ain threat­
ened, and a docrM required ea ch grower t o nrn onr t o tho goTorn-.n\ 
a 1 oacr1t1oo quota• ot 30~ of h ie prodUction (1~ i n the caoo of tho 
finer co UNa ). HOWITir , ooftaa e%ptlrh with wh011 I tallted bel1on 
that Brasil i a approachin& an equilibrium betWien production and..,._ 
ll:o\ d.-. In tho a \a\a of Sao .-nlo alone batnan 300,000, 000 and 
400,000 , 000 trooo han bean cut down; tho cottoo borer hu redUced 
OU\]I'Ilt; Ulora u - \a be grow1ng r eco&niUon tho\ 1'11nre oltpbalia 
- • t be on 1Jopro1'-n\ of quail\)' rather than incroaoo of quanti\]'. 
Hopei a r o axprosaod tho\ the quota proTi a ion maT bo r omoTod oarl7 in 
1939 , and 1'11~• r ooatabliahaen\ of control a • oi dad. 

!!'he tall in \he world price of ooffoo hao been componoa\ od 
1n the ca .. of Brasil l!J a quan\1\a\ho incroaao in exporh. !!ono­
thohao JlraSU baa outtarod a recent rocoooi on; intornal trade 1a 
oa\~tod a\ a 'boll\ ~ below lao\ Je&r, lro.\ the doclino has boon 

h oo oo...aro Ulon in tho '11111\od State•. 

!he llras111an gonr:nmont raUroa.de han under cona1dora­

Uon Jllll'ohaae of 36 loooa oUna and 1000 trei&h\ caro, worth 10110 

$6,000,000. ~ Ooran• are after tho order, and are ropor\ed to 
han offarod f<IOZ-)'oar oroclita, bll\ are unable \ o proll111 proap\ 
dalhary . .a-rioano in Brasil, i n Tin at the coun\r:r' • uoat need 
for 1apron d and more u\ono1n coaw~icaUono • argu.o \hot it io of 
u r a\ao;ic 1Joportanoo tor \be '11111\od State• to ooouro th1o order. .u 
t ho \t.a of ., a \q, dooiolon promioed t o hiD&• on the ability o~ tho 
Expor\-IJipor\ ]lanlt \ o otter oredH tenu which 111~\ coape\o wit 

thooo of \be oar-ua · 

6. Soq1al lvhlaUoa . ~ farpo rao;U. oinco 1930 hal ~on,.:.,:on-
o1'blo f or a larp -.eo ot ooc1al lociolaUon , 1nclflldin& and chU-

1 rea \ 1D. • •• •• apeclal proWc \1on or ~ 
dq • one dq • law which io ooon t o go in\o otfoo\ . 
dron , and n01r a lll.n~-co i 1 uon hal boon Tar:r et-
fhih l abor eupportoro dODT \hat t~• ~~~r~.: \ o an uneoafortable d.o­

foc\11'0 , Ml})lo:rero ropar' tho\ ~ onrnman\ control . "'iono are 
gr•• · Labor orcan1sat1on i o un r ' 
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orplliud 'IG' \he co•er-\, protected b7 \he &onn..on\ and .Uor­
di..Date \o \he conn.n\. S\r1b1 are forbidden. Ill Sao hulo ou7 
~be coot of li'l'illc I.JI4a rooo tl"oa 100 in 1934 t o 161 in 1938, u. 
chief inar .. oo 'ieiJic 1a food u-; 'llv.\ ill o\ller p&r\1 of :aruu, 
parU.c:al&r17 \be 1'1U'al db \rich, the rile wu leu -rked. 1\udioo 
-.do in Sao J'alllo uU .. h 10 a1lre1o (al>ollt tit\)' cente in 11. s. 
CVrlliCT) \o 111 \he win'- 11rlDc -co, \ o prO't'ide 'bare nec .. o1Uol 
!or a ~ ot tho ; llv.t the &re&t loUk of the -ce..-rnere are r ... 
ported \ o reoei't'o loo1 thall \hie aint.na !i~Qro. 

7. Proo1.Wn\ 1'11.rp.t hu )'ot to ehow achiew•nt in a t1old where a 
d ictator 11811&1~ aakol hie areateet clat. - that of poblic worka. 
One of the aoe\ tl"oquc\17 repeated oharp1 aado apine\ h1a h that 
he h not a ft11der . llruilian cHieo, euch ae l!io de J&nolro, 1100 
hulo aod hl.lo llorho.Dte , ha.,. boon coin& \hrOQCh a cono\n~CUOD 

booa, aod ....., now CO't'on..ont eclit1coe ha't'l been erected. llll\ 

Jruil hu alaoe\ no pand roada, 011.\olde of a \on-aile etre\ch 
1011.\h o! \he o ili7 o.t Sao hulo, &Dd \he 1oot1on cODAooUJii!: U. 

•-r capital at Pe\rcpolie with 1!1o. Yarp.~ hao pr..Uecl \o ini­
tiate ehor\17 pa't'iJic of the road 111\- 1!1o &D4 Sao hu].o. :Jnci­
Detrl aleo ha't'l under fti'To7 the r011te of a .. ilroad acrooo the 
nor \hem eclp of \he Clhaoo \o 11lllt tho llru1l1&n oi \7 o! ~to 11-
paranca rl\h Sao\& Orua in Jol1Tia. llll\ thoeo do't'elopoen\e are 1t1ll 
1J1bet&nt1all7 in tho proJect •taco. 

~18 

Dio011811on 11 apin uder ~ OD pluo t o exploit Bru111o 
n1t oro depoo1\e in llina1 Qeraoe , mob of cich rJill 60f> pore iron. 
'l'ho lack of coed coal hae h&D41cappod de't'elopoent o! hoa"f7 l.ndua\17, 
'llv.t a ,...... ot blae\ turDaco1 &Dd a1111 are now operatiJI& with char­

coal ao4 petrol.,..; \hie 7e&r :aruu upor\ecl 10• 1\oel \o .&rpnti..Da. 
Optilll• 1e uproooecl in oar\ain c1rclol at the poooib11Hiu o! a 
new proceee tor laol\illi!: .. , low te ........ \Ur... ao- of llr&l11 1 1 
Pl'Oiollt l .-.l81'o arpo that if \he C01111\17 11 to e1capo !roa a colon­
ial l\a\ld , wb81'e u ""J)Jrh raw -\or1al1 aod co~~pote1 rl\h plantaUOD 
COII.D\riol with low oOODGIIiO ud 1ocial lnolo, H aDit indllltrialhe, 
ud ebollld ~1\ all ettorh to \hot end. 

Bo lone ou Yarp.~ 1\&7 1D powar! llo one in Bruil will 
&Diwal' \hie :...l\iOD, tor no oM lr:now1 . ~ Prui4en\1o wioardr)' a\ 
pol1Uoal Jaclllac 11 &n Olllll\1&1 ole-D\ in hil OJICCOOI • Jlllt 1\ 

al10 ealoeo for alaol\ a claU7 eh1!\ in 1"0°000 aDd tor CDD\1nvJ.IIc .._ 

cer\ain\ 7 oon011'1l1nc 1M ..... -..1 tre114 of :aruU1an pol1\1oe. IJo 

~- -.. Ya.r-•' ~ 8¥ alip &D4 1 ... on.e ot \he - Mllo 
ODO .....,.. - "'"- t -P1&D004 o .. el'Tarl 
in \he air 8¥ eiO&pl h11 cruJ'• •-- ......-
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I doll'\ _, iO olo .. w1 t.hAi at l Mo\ a 'llrief reference t o 
\he -\ier of aoal tual relatione. !hi• 1e n ot \be tt.. for ..., clo­
t&Uecl Alllll¥•1o or d.of1o1 \& raoo-..d.& U ono . But ~ mole rtau to 
Brasil onl7 .. rn4 io 11114orline \be worie of J orelp 111zdoier Aranlla 
ilia\ 11\ h iOJ"ri'blJ illpor\u\ f or our h o peopleo io lllldera\&lld. each 
o\ber . • I\ 1e nbo\&ll\1&117 \ru \llai .. in the t1h1\ ed St&\eo bow 
leu\ a'llaol\ \be o-trr in Soa\h .U.rie& wbich 1e .oot illpor\&ll\ \ o 
u o. 

I.e\ • U.aU ~ .. l f ure io h o or t hre e U <t• ohich bear 
on \hi& nbJeoi . lir a\, lrasUi.au reftal. \ o a uique deer•• a 
ddeapr.-4 dedze, a ....,.Ue eacern .. o for olo .. r Ue• of udero\&ll~ 
inc wUh \he people of iU t1h1\ed Si&iea . Olle .U.rioan diplo-uo 
offioar r-..ked, ••• off1o1&1 repreoeni&thn 'U"G&ll7 un to work ••rt liard \o dnelop i n iereot in our ooutrr; here .. lla•• \Ut ill­
t ore&\ aarT04 io u on a d l •er plat\er. • Yet ~ Bruili&lle f eel 
tlla\ w llan - \ o i&lte \he i r f riendehip for Quied; ud. t llat w 
'Deline ao parliau.l&r effort i e ., ..... ....., to ret&in u. Olle wrUer 
t olcl _ , ·~ tJa1\ed It&t•• h&a &llan4onecl u e ; •• are a 11&\ioll of 
40,000,000 people; w plaJ.., illpor\&llt r ole in South -.rica; W.\ 
7ou ~ 110 aU•Uoll io u . 1\&lJ u cl Ck~ are d.olnc \Uir M et 
\ o win u for taaos..a. fte7 tvnieh -ier 1&1 to our nenpep&r•l 
\hq llaft CIIIU Joura&li&U in \heir pq. !be)' oelld. u profeaeoro &lid 
leo\uren. fte7 11•• u ....Uo 'broadelt.ato in Por Wcu8 .. · llllt \be 
1Jn1\ed I\& \eO 1& l o&llll u . tou 11eecl a ot oow f aoo1ot • thode • Ill\ 
•• need 7011r ao\1"te intereat and. aupport . • 

!!~» oi\Wto\1011 111 lao JlaQlo 1Jo1nre1\7 aJ .. n e •• & oaoe 
1D poill\ oa iU prooOJI\ oUuaUon. 011 U& arte faoal\7 are ieD U&l­
iu prote .. ora u d e14;ll\ JrOJIIIh. In acldiUoa t o \Uir Bruill.all ) 
•&l&zJ ( wbich 1e low in o.....,.a .. wlih f oreilll o\uclarde ot ll"tlaa , 
\Uir Ao. MloZ7 1a _,1aU4, \heir it.. in :aruu 1& ooaoiclerecl 
d...Ulo f or a nu-• &11-· &lid \beir are ,_Wd van1 llial _,. .... --•-·-·1- JII'O .. ..,.. oa upou .. w rotua h- ODoo a •- • ~ - - do tho taooal-, 1a w1ihR\..., of tMoo perqoabU••· mioll &Oft&ll 7 
110

, rule .. 1_1 .. , W.i ••n• io 'bal&Aoe ap \be d.e'IIU 1~ in"ttl"fed 

.. 
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1a wr~~Uw • f .... ~ 1a •• Ulal e6 Jl' 1 p-u., - -tUaq 
.. ,, 1a .. --- _. ,_ P'-7 - el \M -·· .. 1a ~ .. " .......... dl'"" ~ .. e6 , ..... .a-t.. ~'-7. J:a • 
afd.Ul•, )l1a • ' e6 ,., •=• -. ....., w liSa wq a • 
-~. *1*-- --~ la..,..tau.. ., .a-t.. ut• • 
rite "•ee· M Ill ._ • • US I '"- * a.- u.t. Ia a .. ..._ 
aU• 1llil&a 1a a'a ~ -hNe :lie ltaafl N-. 

I a. .. tldl ..... 11Nlar 1UM&ee .U, h •• U W•t.ra­
a utlalw Jftlll•• • *'* w .... ,., to ..- .., ettenlft .._ .... 
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CoofldeoUal 

11ft Ll'fftl CJI I'AIW)UU 

Cbal'lel A. ~­
lorel .. Poll07 Aeeoclattoo 

l ot tor PUbltcatloa. 
l~~eooe Air11 
Oc tobu 10, 1931 

!b&Dke to t he ktodDeee of A.baeeador Spruillo lradeo , I he•• 

Juot • HDIIIed the el,.lllJ of tbe Chaco arb itral a ward, whtch de­

n ot h l 7 f lzoe tho boUDdal'J' behelD J olhta aDd l'arftCUAT, !be 

~·r•,GDT ,.., he ld UDde r the whtto and ,old .. ,.1ttceoc1 of t he 

ealoa de hcao r' 1a the u, ... uoo Foret,. Office . 'lhuo, tho road 

to the loac-eo"Cht peace h ftllall7 free of t ho lao t eerlouo 

hiD'dlA, Ia paulo,, I atcht 117 that tnforaod optnt on conarallJ 

accordo Spruille lradoa aaJor credit for the euecoootul coocluotoo 

whi ch bee heppll7 crowllld throo 70aro of doltcato &Dd arduouo 

DO(Otia\l OD O, 

Durl"'! 87 receat Yhl t to Para(UI¥, I round that coun\'7 road7 

t o n leo .. tho Clbaco pea.oe. 7ho onrwbalat oc17 t uorabl e aa.jor1t7 

in tho plebtoct to of AU(Ui t 10 ourprt oed eYon t ho ao ot expo rleocod 

poli t ical obooryere. Oerontmo Zub1t8rre ta, the Libe ral loader who 

bed retu u d t o dp tho poet, toWld no oupport tor hie totr&Dat­

cent pcolttOD, 'bo Y0\10( iD t be plobt tC\ t O oeeoo t o heYe been 

eooeattally talr; tt te reporttd that tho SOYOrnae nt wao prepared 

to uae pi'IIIUI'e to M CUI'I a tuoral>le recuH, b ut fDWld t hat ouch 

totei'Yaotloa would bo ou,.rtluouo. Opponent• ot the p .. ee term• 

had orl Uchod 1101t t ba tat lure to c he ?ar &l\ll¥ 1117 ohere to tho 

aUeced pet role• wealth alon' tho w11t u o edp or tho <a>.co. 

Their chief ooaplaiat acet aot the plebtoct te wae thet ito phraot nc 

wu loaded. lD faYOr of aD afft rmaUYo Yote. llut tbq now a ppear 

rill 1"1! \o acc ept tho popular dech ioo, and doc l ara t hat ?aral"'¥ 

will lOTallr abide br tho peace t ermo and that oo oubuqueot co•ern­

oent 11'111 quuttoa t hetr Yal !dHr. 

'he war bet aade tba anor the cl.oa\ JW>t !actor in the couatrr. 

In the put, ''"' u.,jor pal'U .. dtoput ed con trol or ?ar~. At 

the end of V.e dlaaetrouo 1ln Taar 11 !l'ar wit h Ar(lo\lna, Bralrll 

and Uracua7, a ~up of ceoorale orcaotsed t ho Partido Haciooal 

Repnllltcaao, kllown ao tho Coloradoo. ? hio part r r ul ed tor 34 , , ..,.., 

!1'011 1870 to 19(lll, llaanwbllo, otrtll&D olo .. oto hod toraod tho 

Ll'boral Partr, &Jitll thto (I"'O&p, al thoach pl&(llld at tta01 bT rac­

Uonal otrtfo, doatoated \h o pc1U1cal ocoae t1'oa 190" t o 1936. 

rorel,. oboei'Yel'l ropor\ \hat tho Lihralo are 110ro \ l 01ood wltb 

able a d 1atall1(10l l aadero tbu thei r t radiUooal op po-h . 

Ia J'ebruo '7 1936 the Liberal prlltdoat, llr. II>.M\to .&!(ala, 

wbo ba4 aernd \llro...,...ut tho war, •• onrtllrowo \7 Ooloool 

Rafael r:.-uoo . !he r.....,0 aOYoaeot ••• 'backed br reoUn ao­

oerwtoe ... _ 401lobll1sed attor !15b\ toc e nded with the aral ottco 

or Juaa 1935 - \r labor uatou aad b7 ooao otu4&Dh. !h.oe 

ol -ato ooao14.rl4 tho old per\loo cl.locrodlted and ........ t a DOW 

poll Uaal aa4 1 oo-lc alt ca.&D\ . lloroonr, .~.Tala'• pool Uoo 

bed bolD Wleko .. 4, duo t o toaro thot ho ao..:bt a oocond t arm , 

,, 
• f 
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ud \o tbe J Ml0'"7 n cltod uoac aUI\arr leadoro br tbe opoc\al 

!&TOrt be a-ped 011 Oeaor&l l oUprrlbta. rruco '• r o.Uo •do eo• 

offorh a t land dhtrtlluttoo and JNt on tho boolto IIToral phcu 

of ooctal l o1hlatton, \Jlclu41 nc uta'b l\ollaent of a laU011 al n.­
urtaeat of LA'bor, with power to ""le \nduotrtal dh putu. J ut 

pol\ t tcallr hit &da\niotratlon • •• a ~'brid. Juan Stefanich , t be 

loadln1 ftcure ln tho cabinet , .a. crodltod .tth ooal - faoc l ot 

ideas .. d a aa\lou H sa which would retura ~aracuar t o t ho dicta­

toria l t r&41 tton o of I to f lrot halt c ont ur.r ao a nation . Lo'bor 

ud t he otudooh , 011 the othor hand, bed 'b"n intluonced br c .. -

~ualot and ooclaltot tdeao. Franco fallod to 1et ala dlooldont 

oupportoro to pull t ocothor, dooplte offorto t o unl t o t hea tn a 

now partr. Ho a l oo proTod una'bla to hol d the ontiro oupport of 

tho .,., - wbooo war- t lao loader, General i otlcarrlbla, he had 

tapr looned - or to onliot t he 'baelrt nc of t he aoro ool\d and cOD ­

oorTat lTe c\Tlll&A leader o. Hl o &CTernaont wao OTerturned In 

Au,uet 1937 'br certain aray offlcero, In a lliance with the Liberal 

pollUcl&no • 

.t. proTlo1oaal r epao, boadod b;y fol\x !'alTa, a protenor, 

wao 11t up. Jut t he ciTUiano 1a tbe prooant conr ... nt aro do­

ocrlbed ao oubot&lltlall r •aooooncor bo;yo• for tho ara;y officoro, 

•ho hold tbe ochal rolno of power. four aon parUcularlr atu d 

out 1 Colonel Raaon l'arodeo, a ehrewd poll t l cian ln unttora •ho 

occuploe tho r &DklAI cabinet poot of Klniater of tho Intortor: 

Colonel .t.ntol a , coaa&Ddor - t n-chiet of tho arar: MaJor Arturo Jrer. 

half-lacliab l n blood, wbo touc~>t wHh Br l\&ln ' • forcoo durin& tho 

Worl d War, and who now to Chief of l'olico or Aouncion: and MaJor 

Soea Yaldu, co-der of thr11 canlr;y roctaente . .t.ll of thou 

aon aro undor ~ ;year• of ac•· Tholr rulo lo In oftoct a alll­

tarr dtctatorohtp, which Juotl ftea lteolf on tho 1 round tha t 

l'..-acuar 11oedo abcrTo all order and tranqulllltr. 'Pbo pren h 

cloulr c eaoure4, aDd of fondinc no• opoporo auapondod. Manr ot 
t ho a oot taportoat oovootttoo l oadoro ar• tn ax tlo. 7he relat\oa 

of tht e rolp1a« quartotto t o Gonoral lottcarrlb la 1• not oat1rol r 

cloar. Soae ob oornro bolton thiJt 'tbe •rour Boraeaon• pretor t o 

ltoop l otl iDJ'I'ib l a ln hlo pruont poat ln llaobtncto n, toorlnc t bat 

lt be return• to ~. t hor will bo ecl1pood. S..o oont laont 

oxl ot o t 11 the oouat r.r tor oatabltohalnt of a otronc aatl onal 

1
oui'IUiont , Tl t b l ottp.rrlbla at tho bead. OD tbo other hand, tt 

1o roportod that lot\prrlbla btaaelt would prefer not t o take 

ott\oo durtac thlo tranel Uonal por 1od • 

.t.rar laadoro doclaro \h• l'ara&U~T lo tundaaan tall7 a d•o­

c rettc couatrr, •• that tbolr rul o to t•porarr. Coapaool011al 

oleoUou wore beld on Sopt • bor 25t h. !he Colorado• .t~ 
troa tbe colltoot Oil J.11CU8t }1 , charclnc laok ot c-rantau 
ofttota l P"""" 111 tnor ot tho llberale. In cao~ aetuanco , tllo 

Ll'lloralo bad ao oppooltlOD a.Dd capt ured all '"'eo~' 1:C, both ~~ 
Par bet a -,.ueor;y ToHIII la•, e o tho ore • caa 
bal~ at tbe fOl lo, wbou 11,..er wao r eported t o approxlaato 
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3~ of tha total 125,000 nt .. cut. lleapHe \hie ....,. too ea­

c01lJ'11Cial ••• '""' ,......,, 4-oraUc 1aol'llal c7°, bopu an n pnue4 

t hat the ooanaia, of comer••• will p anel\ ol.tllaa 1atlueno11 

cra4uall7 t o ...... rt thaellne, au that tha pnooee rill \e 

cODUaue4 \7 p n114..,Ual el e etlou ant llare b. Oa tha other haa4, 

tOM allHar, leader 8&7 up11t t he apple-cart \7 aaothar attoapt 

at dlctatorehip. tho &"-7, which It belie.od to a~er arouad 

15, 000 ... , lUll CODIIIMI trOll 6o to SO percent of tho IO\'&rUIDt 

bu4&et . ftle CODtr,1o I CODcaiC tH .. UOD 817 41c14e the htU. 

htwe.., d•oor&CT aa4 41c tatorahlp. 

Par....., ••• out of tha Chaco conflict ri th 1Dcreau d ooo­

aoalo etraiae ; 1114 \hh 4eapHe tha fact t hat U f ouct>t the ao4ara 

wor l4' • aoo\ e eonoaloal ~. Par.....,""'" t h.e otJ'\IUle without 

1.!17 uJor lnoru11 1a lh forelp debt, whloh now ot&ndo at 

6oO,OOO poua4o eterl111 - tor a D&Uoo of leu t haJ1 1,000,000 

people . Jaabre nU•ta that the iaternal debt 4ou not nc11d 

13, 000, 000 1014 p .. oo (or about $9,000,000. ). Sor.lce oa tbe 

torelp debt Will ouopea41d durtas t he conflict, but both lnteroot 

ud u orthaUoa J)1711&1h hi•• otnee b .. n ruu.e d. 7ood wao not 

rattoaed; ..,rtcultural procblctloD •• aarll:adlT tacraaood. Pa"IICWI7 

cow iapo111 ao t110\ao oa Iaporta a nd oal.T perUal oxchaJ1p eoatrol. 

Oonl'llllaat aalartu are pold up t o date . Durtns the ot ruulo the 

coaaoa ooldhr wo pe14 at tho rate ot one Par-ID pooo a dq , 

1.!14 t h e total per dlea coot per ..,., lncludla,s OU!>PliU and food 

• • well ao p-r, did a ot exo .. a, acccr4t ac t o t ha Mtototor of War, 

Dllll Par11CW17aa peooo. {!hi Par&~U&TI.J1 peoo 1o now quot ed at 70 

to tho J.rpaUaa pooo , or approxt-hlT 2SO t o tho dollar.) 

Bow d14 ,.....,._, our, oo itt war-Uao f1Due1 111, In &441-

ti OD t o uala, ltl •all cold raoor?O, It ··~ulol t loood tho , ••• , 

bulk of forelp axolluca aocrut11 froa exporh, pe7ln1 e:1portare 

1\1 eta.i?allat lJ1 paper peooo. With t hll axohaJ1p It purcb&le4 

what ouppll .. wra laported. !be paper pe101 were of eouru tha 

pro4Wit of tha prlaU111 preoe, ud the reoult wao oorlouo ID!la-­

U•, the poeo 4aella1Dc troa 19 to tho .1.r110UDe pooo to a ratio 

of 90, 'llefora reo-r iDe to t he p-uut ratto of 70. Moreonr, 

tha o0._,...., re11utoU1oned aaauall7 ,,_ catU .. c rowero •••• 

oneo or el.,.t peroaat of ~belr hardo, paTIDI thea ID ocript, 

which • *eot.....,UT llae •-a~4 tor 10ld poao bcm4o, ao4 

wae lacl..a.4 la the ttcun for tile I..Dteraal dellt Jill~ ae\toaad. 

Local 'llaoll:l aa4 \ua1a .. • ~~oaa .. aleo ae4e nlaU?~lT eaall l oa& .. 

""lob la ,.._t part are raporta4 to han , .... r epa1&. 

Outatb puruhaeu ot a lll tarT ellpPllU wn cut to a aiD~· 

Pa.......,.. l aadere u olara thal the 0011&\r, otarlad the war wi(tla 

an ai'&IJ' of J,OOO .... ot *• oal7 1,000 ,..,. In the Claaco. loae 
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inforaed I OUtCII, ho-..er, r&ill the }, 000 fl sur& to 1,000.} I t 
h&4 &t \he f1Di-'> !0,000 to 100,000 .. ,., but ,...,.r U1 aore u.... 
25,000 ia the froDt line. Officlalo otau Ulat forelp purchueo 
wore pr lDoipallr rifle &Dd aachlDI-CUD ... UDltlOD, ooao artlller, 
auunlUon, aad a few pl&Deo, wUh tiD Ulo aadaua nua'bor 1D actin 
tor noe at &DT o,.. Uae. 'l'lley aooert that Par&CU&T l11Port14 no 
artlller,, ao h&Dd-croll&4eo, Do &irpl&De 'boabo. lupplloo of tbe 
h ot h o u .. o wore oupplled br a doaooUc war loduotr,. '!'be 
hend-,.....&4o becue & ••rr laport&Dt •apon, t he ool4ler oftoo 
"Orefomoc U to tbe rlfie : pro4ucUon otar\ld a t tbo rate of 30 
a dq and f \ nhbod at tho rato of 1,0 &D bour. 'fruclc 'bo4leo at 
the otar\ •r• turaed out at tbe rate of one &Yor, oonn dqo; at 
tbl aDd oenn par hour. Jilt the l'aJ"&CU&T&Do aooort t hat tbolr 
b oot oov.rce of oupplllo wae Jolin&, &Dd that at t he end or t he 
war 80 pero•t of tblir .,._oct lied bal D c aptured troa the enaay, 
lDcl lldlnc llo,ooo nn... '!'her otarhd tba .... wltb lill plocoo o f 
ertlller, and flnlohed with 66; ret , Glnoral Eot1carr1'bl8 t old me 
that for aontbo at a tlal the art lllarr wao ollont for l8Ck or 
uaunlttnn. 

Par..,...,... la&dera are aloo united. ln d&aTIDC t be t tboy re­
ceind &q l arp-ooale aid froa ArcenUna. 'l'bo:r auert that tbo 
BlliDOI Airel pYiru&lllt fao\1 Ita t ed tbo11 no lo&D (althoucb there 
were eoae -'>ort- terao tranoaotlaot with Arpotlne baoko} , or oup­
pllod tbea with an:, aun1Unno. Howo.,.r, when tbo Le&llll e11barso 
wao on, Arpntlnl officialo are roportod t o b~J thut t hei r 1111 
h truott of lurop&&D utpaonh up tho i'&r&ll& Rlnr. 'lbo Pa.ra­
CU&TU ar.7 tnolll4&4 a eo-cal led ArpnUne roct .. nt , but tblo wao 
recruited ill tho l.rpntlu proYlnce of forao&&, whi ch lo larcelr 
populated bT Paracu&T&DI. AD ucenUnl allHor:r a l u l oo weo ota­
Uoaed at .t.oaoloa wh aa t ha war broke out, but thlo uo proaptl:r 
w1 tbd.ran. 'lbe Paracu&T&D &ra:T bed t bo bolo or a row f orelp 
offlcero, tnolll4111C a a•b•r of lhHo Ruoolaot, but only a 1w14tu1 
of Arpatllleo. n..oe i'ar&CU&T&D doalalo, bowOYor, beYO no t oornd 
to OODYlllOI &Oal rorelCI O'bllrYOrt of tho olltirl a'boODCe of Arcea­
tlDI aaeletaao1 • Proof of tblt cooperation lo lack l nc, but ouo­
plol on lln pre. I peoo that& tach aad rtcur01 oo to :rou. for 
what ther ar. worth tn our prooent otato or kno•l•dcl· 

It h l arcelr true tbet Par&CU&T \t a oOUDtr:r of no otatlotlco 
and few deftalt• facto. What rou l oara lo al•a:r• approxlaate, 
ail. a. u.aaa. acre or 1111. lrl Ue11 ooUJ"cn art few, Dd nr\al 
otatn&Dh llled \0 bo checked &lid re-obeokl do ror -ple, hkl 
the rlle ta tbe ooot of ll"O'lllC which tie Chaco lar aad tanaUoa 
~ - ~ .. ... , \o p---•. .t. l&~dlac lawrer t old .. that olnce 
-•• .ro.._ --- u t hat be hell to oo&4 h l o 
19)2 u 11&4 cnn• up t bNe \lalo, Npor nc 
oerY&Dt t o aarka\ with 600 Par&P&T&II paooo now l no\1&4 of 200. 
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ftoea 1 - tlpOD \he auacer Of & fOU\p b ult Yrto\ll~ lD hh 
ottloo ..t\h a ohM\ of prtooa; t ho tal..,. of hl o ParacuaTaa • plor•• 
oblth ..t\h the prloo 1 ..... 1. Be n atvt<l wHh ooao cau\loo t hat 
\bo oooi ot lh1JIC baA coao up 'bt\w- JOO aa4 lloo porcoat. ! hoD 
t \albA wl \h & croup •• t ho ll&tlODal CoatoAara\loD of Labor who 
a .. or\od \bat ibo rho wao 6oo poroon\ . 1 put 1t don ao a 
Par&C\l&T&D fact \bat tho 1Dcroau bad boon a t laaot tbrto-folA. 

Jut w&po haft l a&ead 1>oh!D4, ancl ooaoo~uootlr t horo h ooDit 
croun4 for d.hcoDteDt . 'fht co•OD laborer ID t OWD """' all out 150 
Par&C\l&T&D poooo a d.&7, lD t ho cowo\rr allout 100 ( roopocilftlT 
50 ead 35 conh lD U.S. curroacr) . l&p tlcuroa furoh h ocll>T l abor 
lta4tro llidicato a p nora l rho ot trooo 200 t o 250 porcut froa 
1932 t o \be praooa\ . !bt labor IIOTtaeo\ ola1ao ooao 25,000 aolllloro. 
ftoe otrcacoot Wliooa aro few~4 uoac th o port wortoro 8114 l r. 'bu1lci-
1JIC coaotrw:Uoa, pacii:1DC bo'lloo o, \tx \\lo aDd ohoo fac~orloo, aDA 
oa \ho r.llroa4t u 4 o\raot-caro. Ia 1931 tbe lallor ua1o11o •oro 
dloaoho4 'b7 the OQcctarl «<Ttrnaont, but wHh tho occoooioa of 
Coloaol h&Dco lD 1936, \ ht7 caao out apia t 11to tho o_otll; t ho 
laUoDal Ooatodora tloa of L&bor ••• torao4, &Del ooao p.1Do ... r o 
aa4t. Load.oro now aciYOca \e a a oclorato polic7 &llcl '41a ocrat1c 0 

\ t llcl .. clto, aDd plq cloWil ooc!alht &llcl coaaualot lcl&oo, • hlch ID 
\be po.ot heel woa ocao c rouncl . 

lono\holooo, tho 4accor of •oo .. uatoa• lo cl to4 b7 the allit&rr 
ao juoUflc&UOD t or \he pruont !Uototorlal COYtrnMnt. It 
'""'" oqll&llT woll thooe PeracuaT&DI - chlonr ar.r oftlcoro an4 
nr n\tr&llo - IIIIo \ binl< of th•otlYI I ao taocht, and who orp.J>­
lltd the 'J'rtlltt cit Guerra• . Ont coloaol tole! ae, '1'ho offlcora 
aro t&och\ prlDcipallr bocauoo tbe7 ~r• OPJIOOt4 to c ... unlu, 
etoh h \ho wort\ \71'0 of dlc tatorahlp: ond lZI tho poot co- unlit 
ldoao haft 'booa o t raac u o"C the aauoo. • !ht 'J'ronto 41 Guerra• 
baa a\Mokad 'both old partloo, crl tlchoo 0 olopp7° d.&accracr. &114 

t UOA&l l .. ac4 4\ctatorah lp. OplnlODt cllffor wtclolr 
arcueo or :v. &1 l atlU&IlCt H h&o. Aol do froa t be 'J'ronto, • 
ao to hew a uch ro t h t l aol ..,d f aooht \DfluoDcto ban aadt aucb 
lt dooo ao\ appto r • ltall&ll ac4 Ooraan p1'opapn4a: 
dOJl\. 1oM of tho aonpa::~."~'rounoln, but cbieflT for tholr 
both utloll&l l Uoo .,... 10 tho Par&Cil&1"ft•· The r,.....0 COYtrnaont 
on cob\ldroa, rather t.b&D Caproa l 'boaboro aDd J'lat flcllt­
ordered 36 •l rpl&ll .. froa ttal~l; raacbo4 Aouac\on, but hat boon 
ore. 'rbe flro\ eblpaoat r;cea ••• roa47 to ul<o papant. 
bol d 111 ibt cuotoao uatl l ~-::: tbe c oYornaoa\J IIooo Aot aoad 
lo\ aow that t ho Chaco w~ 4 : o bo ; hoppla& &rOUil4 '" fllld • 
\be pl eaoo, and h ropor • d 
ouo t••r for t ho oe ,...,....tocl COO • · 

t r el tatlUOilCt 1a ParacuaT b tha t of 
!be act\ 1atorootl"C 0 : , t.blo ''baclm>oclo' repllllllo, 

ucuUaa. 'lbtrt lo DO clo~:..;. for thr .. canaz1oo, fall o wltbill 
wldoh bat btaD trOAUtr ~WI Jut t hlo h not clue prla&rilr t o 
J.rJeaUaa ' • ocollcaic • P "' · 
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heaq lllno\aoDh of luOAoa .t.l roo coplW. ArpD, llloa ara ' b• 
larpat l&Ddholdora lD 'h• Chaoo, bu ' at that the worth ot thal r 
vaat tracta probabl7 doaa Dot oxcaod 15,000,000. ArpDt1Do capt­
tal h oleo roporto4 lD t he ral lroada, ODd 111 t ho atrut-cara ot 
tho capl\al , U &l ao coD t rolo t bo llth&DovHcb liDo, o...uq t he 
aoot laport&Dt oto~or ! l oot wbtcb llnko At llDC\011 wl th J uanoa 
.1.\roa . Md 1t h \brour,b CODt rol Of CO-.w>lcatlODI that Aretlltha 
haa wbat aoae Pft r&CilA7&Qo toe la to a atrancl o-hold Oil tbetr aoonoalc 
lHa. For aoat ot Paracua7'1 to r lill' trade COO l doWll tba rhor, 
tho croatar part of lt oD lllh&Dovltcb boat o, and auch ot l t l a 
tranu h\pped at lluaaoa Alroa. It Ar colltia& cloaoa l h porta, oe 
bApt>e.aod a 7ur aco whOil yollow tnor wu report ed lll i'ara,paT, 
tbh talODd ro 011bltc h cut ott troa \be wor ld. lleDCo, t he au­
tho rt ttoe a t Atllllc~on are pla7\nc wl t b t b' !doD of &n outlot 
throucb Braoll, oHhor b7 road v1a Icuaaou to open up to tourht 
t rattlc tho taaoua tal l a t he re : or by extondtnc the Ooncopclon­
Borqueta rallroad l lao to t he Dort boaot to ooot a alall&r pr o­
Jec ted ltao on t ba Bras lll&D oldo. But appeallnc ao tboao projacta 
look OD t he aap, thalr ocoDoalc ut \llt7 l a blcbl7 dubtoua . I auat, 
bowovor, Oll7 a word for the Icua11u Falla , wbtch t he ¢dobook 
roporta are htr,bor t haD Nl~a and half acotll aa wtdo. I f low 
over tho• on 07 way troa Sao Paulo to Aounctoll, ond they are wor th 

cotnc a lone way t o • ••· 

Ill a ddl t \ 011 t o a t lltary doa\D&Dco ODd oo• • oconoalc dlaloca­
t ion, the war baa be quea t hed ?a,racuar a new outloo~ on the fut ure. 

Captain Bou&DO, ltt nhtor of Tar and crad~&&te of II.!. '!'. at BoateD 
oald t o DO l •wow a ob&dow of thirty yoara boo bean lltted. lD 
the pao' w hove hod our tbour,bh centered on " war •bleb we knew 
we would baTe to ttcbt aooe t lmo. But now we con look ahead to 
cone\r uc\ l•• edeaTora . ,. A pr oteeeor reYtewlDI t he resul t • of the 

war doclarod: •a ch&Dcod our natloaal aoralo tro11 that of a de­
feated aatlon wblcb bolloved lt could do nothtnc - tho borttaco 
of tbo rt n Toaro ll'ar - to t hat of a wlctorloua people wt \h cr ow­
In~ aaaurODco and aolt- contidollco.• FarocuaY to talklnc of rocon­
otruct l on. I t roOOCIIl • •• lt baa t o otart almoot troa ocrat ch. Ill 
a converaatloa with ox-Pre al4ont ~.Tala hero ln Buenoa ~lroa, h~ d 
told •• t hat a 1935 aurvoT ot Far&«UA7'• 130,000 tareera rovea 1 

that tha7 poaoooaod onl7 5,000 •'• •1 plowa. 1'1'h' :••!~:"::i~tplT 
uoo4 to old oad ,...,. do-a. Jew aood, DOW lap ••., • 

ro4uctlon aDd ooonoalc woaltb. Oivon poaco ancl tho bolp or a 
p • •a] p----~w ' t loo4ort bot>e t hat they taco 
li ttl e toroiCII caP•• • .--.--. 
towar~ a tu\lll'l of crow'b aDd proah•· 

.;26 

• 

Regraded Uclassified



( 

( 

( 

Septellber 26, 1938 

'l'he Prea14ent called me at 10:30 laet night and 
alllted me to find out whether there wa1 a111 ohange i n 
the moYement• of an7 Italian or German liner• out of 
the ordina17. 

Oalled Adairal wa .. ohe and be reporte, th11 Mm-
1~, that there are no changu in the regular aoYe•ente. 
He will oont1nue to watch the• and if there are erq 
c~e• be Will adrtee me at once. 

Inetructed Waeaoha to haYe a cutter readJ aolhe 
oan go on 2-' boura noUoe. 
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September 26 , 19~ 

Hll,Jr called M1u Le Hand at ' '30 and aa1d, 
1The Prea1dent aeked me what would he have to do 1f 
he wanted to intern German and Italian boat.. Pleaae 
tell bia that a prool&mation 1e readr and all he baa 
to do 11 a1gn 1t. It goes baok to ~he Aot of June 15, 
1917, and he deolarea that our foreign relatione are 
threatened, eto. • 

• 
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C1 'FIDt1iTIAL 

TREASURY DEPARTMENT 

PROCUREMENT DIVISION 

WASHINGTON 
Septe~ber 26, 1938 

TO 'iHE SECRETARY: 

Re: Attorney Oenoral ' s Speci&l Comnittoe ae to what 
could or should be done to control prices under 
absolut e neutrality of our own country 1n event 
of disturbance in Europe. 

429 

n.". 
Tho •bove coomi ttee wna called to meet in the Department of Justice at 2: 30 
this afternoon . 

, ••. nl : Golden Bell Juotice 
JIUles 11 . llorr1s " 

llr . lleel<en 
c. J . Peoples 

Com.erce 
Procur~ent Diviaicn 

Alexander Rolt%heff " 
Dr . E:zeldel Arriculture 
l.:r . AOpleby " 

It &:>pears t hat a r opor t 1111bmitted by l.tr. Bell, lolr . llorrie and Ur . l!oltzboff 
l~ the Attorney General wae euboitted by the latter to the Pr•sident who wished 
lh• commi ttee to continue , and to explore t he problem i n ~ore specifi c detail . 

I t •~pears that t he co~ittee is in reneral or the same o~inion vs to the 
c~viecbility of indir ect ~rico control as ~ell a3 direct ~rice co~trol when the 
!r•ter can be exercioed under existing agencies. 

ld ter ;uch discussion It ,, ... decided that llr . llorrls rea to contact various 
•••nc!~a as to the functions that. each could contribute or exercise , eno ~~ to 

'"1 ed~itlonal ~embers . 

Specifically it appears the Pr esident is not convinced that prices of eo~e 
oom~oditieo would not rise, end specifically deeiroe a r•co~endstion from the 
reoortllent of Justice .... to : 

1. What can the President do , without declar ln£ an emer gency, with 
reapect to the control of "rices; end 

2 . 'l!bat cen the President do lrJ declarlnP a N&ti oi'IAl yerg~tncy. 

The collllllit t ee is to aeet epin dext l{ollri41'"')10P P.ll. a t the De;>nrtDeDt or 

Justice . 

Attached is copy of memorandum fr~ tbe Pl rector o' Procure~ent on 
question, eubmitted to t he Department of Just ice Commi t tee. 

t his 
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• · Dt ta!..U•• !be o'IIJeoUn 11 the qt~ .. U oa ot price control ~ 
indi rect ••~ o.r UrMW Mt.IIMo. Price ooatrol tor PM•• u.. appUca\1oa 
&1a td t.o pr .... t. the ~clleUac ot priceo. 

4JO 

the --.tv f or Vah.lac ouch • plul t..edi&t.aly art .. • bJ ~'-of 
t.ht pr-\ cri\lell. .....,,... 111'-Uoa. lboul4 w.r break out. 1a ...,pe, a.z.c,,_ 
bo111cereat.a -t4 ...._~ ..._'I"'r t.o obt&iA 1.11 l.a.fa• quuUUea a , ..... t. 
Y&l'h~7 ot prodaota fne W.. -t.ey. than pro4act.a -'4 cooopriae ao\ Ollll 
i t.aa• raq~ 11Nc\l,J &M 1a41J'ec\l,J tor w.r pwopooea , IN\ &lao • ar-t. aq \laa\ 
t.ht1 aora&ll¥ pi'Odlaca 'h••al"" IN\ which tbay wale! caau t.o ~ bMeue of 
tbe d1Y8rl1oa of 110~ prodlaclac capac:! \y t.o .... a&DII.factlare of aa1 Uou 1Jid1oo-

pee .. ble t.o 'hair w.r atforta ... ch a aitu&Uoa dnelo~ rapid}¥ dviac the period, 
1914 t.o 1916. !be raal.UIIC a:pauioa of our foreicc aarltet e&~~aed rloleat 1DcrMoea 
in d.-ad f or our pro4aota, a ~ck•Unc ot pric .. , aod a CllarapUoo of aot oaly 
cur price at.ructa.re, IN\ of our tlltlra aaUoD&l. econo~. the lllteJ"D&UoD&l. aituatloo 
ooe .. , pron t.o be 1det1ca l t.o tbtt\ ot the ~~~&~~~~ar of 191.4. 

'fhe ordera of JDuoopaaa bellicaraat,a, u n ll u ot tbo11e llbo aoraall,y are 
N_O~U .. bJ 'hoee loall1c-t.a 1 Ml acaiD tlood t.h11 COWitr)' to INCh &D cz1.tolt. &I to 
oxcatd 0111' p,...•t. DONal capaci t.y t.o prodlaca. l a &01 web neotaalit7 n _., be 

prepared t.o anr\ a Cl1arupt1oa of our aatioD&l price etn&ctu.re , wit), ita lanitahle 
ill attecta apoa our wbole aaUoD&l. ecoao:llJ. Dt plul below i.e .., e tt.p\ t.o ..aaaet 
a • ...,. to t.hl.a ead. 

8. Po••' • t.te a 

1. Ia .... n•t of 1aeel1ate war io f.olrope, th1a COillltry • 111 ouuae a 

atatua of ofttr.lit7• 

2. Atq .,._ of price cootrol llblcb ao;r now be 1oetalled 11111t be ot 1111cb 
a character t.o be oatt 1c1•tlT nuihle tor a..Cilate and 11111>otb connreioo t.o 

nrU.. a ppUca\14a. 

). 11&7 qa'- of price ooatrol iapoaed ouat be auch as 
hMrtH coopant.ioa ot ill<llaotry, labor, aod the publi c . 

C. '*1¥ 121 "1 

1 lbea llrY•t.ori .. aod capacity to produce exceed deo&Dd, a oyet.• ot 
al.U.. prt ce -trol 11 appli cable, i.e. , a ticura below which the price ot a 
chan c.-41\7 1o 110t panitW to toll. The application or thla principle 1a 
suited to perS.ede of e~apraeoioa. O.ta taodinl exuplaa or 1t are eeboelleel 1a the 
tuoctiooiiiC at the I,I.A. aod ot tba .aiAietratioo of tba prea•t acrieal.Wnl 
eurpluoeo. lh1o priac1ple 1e aot a ppUcabla to tba prc1111t prchl•, aa ~ \C"'taiDI 
to tba cootrol ot ~ of pric .. wi~ it.. att.oad8Dt «1a.,.pt.1oa o 

nat i onal 11 1• 

Cl •d .... lanat.Dri•• ao.t ..,..city t.o prodllca, price -trol 
2 . .._ - tba" ooMitiou oaa ot a\ 1..,\ wo - of 

ot ano'her • .,. 1o raquind • .....,. ll1'1t a detb1t.a tUed price Ml be 

COGtrol are -u,abla. Plret, fo.r a ~-... ~1olla4 obo•e wbich .... price ot t),et 

aet , or o.-4, a... prioa ~ 11a'": thil 1e the o'DJ"tln wi'h which the 
·~u, walt aot loa ,_ttW to c • 
pr•••t preW.. le •••• •gf. 

(a) a....- of Uoa ol-Ufte jut ci t ed, _ly, tba "..1!-
prica ...,_. alAII u.a prioe ot a p..- cc U\7 eold aot be persi\t.H to •• 
1a t.o loa ,..r..nt tn the f ou..tJII .,_, 
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(1) A daflaite tl.a .. pr1 • 431 
a """'" price alld, ae do. allon tiM IIi!:.!: 1Jl etreet a •'•'•• ae w ll u 

to the prob1• Mtore u. ' price FI.Jle1p1e 1a aot apPUea~e 

(2) Fl.aatto. of detlaite fl.aed prie 

perfaction of ad-lnhtr&tioa aot preoticall¥ att.ai~~abl:~ pre_, a fU.....e or 

f adaiAi traH) '1M .. tabliabaant ot workable f il<ecl pricu woul d reqllire an 

anq o • " aecowataate, •hleb 1Jl turn would aat t he .... _. 

W1Yiald7 tor p....,t ...S etteeu ... adainlatretlon, e ae...,.. too 

(4) loaclt ot tluibiUtr 1Jl price ra..,.e belo• an upper UaU 

WOIIld ra~r the J.o.-coet., Wle-acale ft ........ .,... · -· -·u . -~ t.o 

ti t th 1 
.-~ • ...,.. ~ ....... .._ _.....,t. the tnll 

coopera on o • - 1 end a&rlinal producers. 

(') '-1 t.udeoq t.ow.rd diecouracinc the eull,....luae tocllaeer 

would IIAl<e the OoTe,....at' • poeltlon in peacetille ext.rnel.7 Ylllllerable t./ atteclt 

b)' WleyapetheUe el-te - which 1Jl Wn! ~d tend t.o iapeJ.r the arreeu-
11 

of t he •MAe of attaiiU"' the preecr ibed obJ eetin. 

C. the other b&Dd, a e;retea or !"""m• price cont.rolo 

(1) allo•• the forcea of ouppl.7 and demand t.o !Unction 

olaot i callr belo• awer l1ai te . 

(2) proTidu elut l c aeana of cont rol wi t h upper Ullite 

11tabl1ebed t.hrou&h trial and error, hri"'inc in all production conlidered dulrabl e 

IDd eooeleteat with the preecrlbed obJective, i.e, , the preTention of ekyrockoti"' 

ot pricee, 

(3) ... tried and tOWid otteeU n duriDg t he lforld rar. 

D. StjOpt ot 1D"1teatlapa 

'1M ~ ot worll: aecuoarr and the starr r equired t.o extend priee 

control t.o a U &11\ei'W.O alld -«itieo aall:e eueb a plan 1apraet1cablo or appU cetion. 

For thlo ,..._ aloae ;lrlee ooatrol llbould be reatrl eted u .aeb ao polliblt, It 1o 

U kal.y that -trol ot the prlcee of belie aaterialo and .,.,_dit111 at -..ee of 

Pro<h&cUos w1ll attice. Ia aor cuo, wmoceeeary control evat be &'fOlded. 

I t io bell .... that pueetiae price control , a t l eaet iDitiallr, 

obould be further r .. tricted t.o .tt.a io~bed in torei1n trade. It outf1c1Mt 

foatrol can be aerol ... 11r our Oov..--t o .. r the TOhme and dietr1but1oa t.o 

.U.orleao producc!"tt of tore1p orders, 1 t ...,. be practicable t.o peral t aa uJ)WaN 

Price ditt-Ual t or toreip ordare Oft!' ea4 abon tbet. preocrlbed t or -..uc 

COD .... JtiOD, tith propeJir .... t .. &lltbarit71 thil lltq eTIO ~ a IUottt ...... 

for keep1"1 price • 1a proper ~~ao~Ma . Ia aey cue, bo ..... r , larl• wl-• ot he 'p 

order• oould aaJte Mad&t.o17 U.. illpooit.loa ot price -trol Oft!' tbe lteaa 'M7 

1n'f0ln, ~.art• toreip d.....s tor theH lteaa - ld creote ......Uc -..oitr, _. 

1t uacoatrolled, prlc .. -ld rille ra.pUlr. 

It aq be _ .. ..,., aooo t.o eatea4 price ooatrol t.o 1 teal ot.bao 

then tboM iawl.,.. 1a t~ t.r&M, fte etteet. of lull wlllae t oreip DW'""'-

would - be ...n .. w 1a 1aoreUed paiiUc pvchaea. power, llbl.ch ot 1teelt -u 
eroato ~u-1 ,_ ... _. -.. • .._. t.o rat•• the ceoaral lenl or prioee. 
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locld• tall,r· i t .. t be 'borDe 1a a1Dd that t boo txl.ttiD& lllllltralitr 

lta i elaUon Uaita the acope ot pro4v.cta thet &0:1 be t iiJ)Or t ecl to DAt1o118 a t war or 
to nat! o111 dKlara4 bJ the l'rea141111t to be balliaer eota. A .1'\.art b.r l la1..._ f actor 
1a the prob1b1tioo qaiJuat cr~t or ~ which II¥ ba aranted do .. etic&ll.7 to 
t1naoca tal .. to ll&tiou DOW 1a de bt to the UDited Stat u . 

The utut to tihich toraip ordere &boule! be oacounced '1:!7 price di!tereoUalo 
or otharwile 1a deb&table. Ra.p1d proc!ucUn expo.olion beycll4 doaeoUc peacatiae 
coed& 11011ld be c!ed.rable 1t wo were c1ru'D int.> the coDlllc:t; l or ld .-..- uperieliCa 
bolo prone! that it ...ulc! ban diautrowo r apel'c:\UdoDA H n • ere aot. 

1.1 baa alre&4)< beta 1Ddictec!, one of th., t<>urce .. .of torei sn orden .a,y be 
up•ctcd t.o be tboee f or wboa belllc ereot e or .»t•11tlu belllcereot& ba ... aoted • • 
ouppU erl , but wbose J)l"'<b&c:Un capacity 1a now or •~1 I.e ~reeapted t or ft r production. 

I:xp&na i oa of our owo ~roc!uctive capacitr over or.d ubon our noi'Oid peocet1.11e 
ability to conauat tboulc! be I&Uied to a C:OnBic!ereblu dOill'OO by our probable ability 
~CI bolQ " . ubot&nti&l IJDOWit Of t hia ll&W~Y OCI!Uit-e<l forei gn t r ade with neut rale . 

SOlie a ... au.r• of aecr e•ahc "c:tl.on d i bt even be duireble aa " Jteana or 
ut1lh14i ;>re aont icllo c.apo.c:Hy ...,.; r>f !'llrni.ab.J.n& u~efu: •orlr. f or the :>r ecent 
e11Uoaa or our uneaplo;r...S . 

l~· .uat be borne in aind1 however , that t ho pecc:etia~ miosioD of pri ce 
control 11 the J:&in~o~~»~~ce or atable doneetl.c ,>r1cee Uld that ooly 1n orar tin or 
•hen war 1• i..tnent do eo t he par&DOuat cons1c!er~t1on become one or br1cc1nc into 
proc!uction the l &bt i ll4iaponacble unit r "'jtrlroc! tor the "" r effort and for ••••ntlel 
c1v1li &D conuua~tion . Unti l i t i • evic!eot t h8t we wi ll ourselves becone • • •ll i cer ent, 
,,nd M~bj ec~ to tho above rufer •nce to 14eroaeoo ! orel.an t rade pouo1bil1t1eo, 
?roduc tlon to aeet v y1•a• ,. .... t u.e re<juiremen\.li bould be the lBppy aze<liue !or 
obi cb to et.rive in tha uynec of price c:octNl 1.dopted. 

1. ! xpt of Coa!.rola 

Pric:e coot.rol e1aou1c1 be c:on:>tructe<! pr1.Dar1l7 upoo the pr1.ac1ple of 

YOluat.arr c:ooperaUoa ot all cooceroo4. Arbltrar1 aeaaures of .n.r.a~ ""~ 
diat.uta.l'l.all to Jooericao a too.ad&rda . to view of tbo U"i t ed direct oean• of eo!orc e­
aont a t pr eaeot u ailable, control of a volwot&ry cooperative M ture 1• aa~tory 14 
poaceUae. In wartime , euch cooperati oa 1o 14dieponaablo tor lr.c ..Untonuco of public 
aupport of the war effort, wi t.hout which mni !OII& prosocution tlaereot C&J\not be 

t.tta1ned. 

r. lle&llt or COntrol a 

1 Agris;ult.urAl PJ:odyc t.;u Qoveru:ont&U LieJlC1ea nov 11! be~ a.re, 1m 

•froct &t • tho ........ Dt t1ae COAt.rol~ tbo pri cee of " IIUIIbtr of ecricult.aNJ. 
~-.... : _ ... . --- Vol 1• of tbo p!p1• .. price trpe, e i JICe ... PI>l7 or thut procllaeW 
r •vuu C ... u1~ol ~ 1r&r broa.cl UJI4oubtec!l7 ..W.c! cre&ta a 
coooiclerabl.7 IIYC...S. the d.....S fo~lael.7 :U.Unate thea• aurpl uno, all4 raoltl' 
aulet ! or the pr .. ..,t surpllde•J 1 ed The Qovernaea>t tharoupoa would be 

uQDtcutuy the tr'Pl of coo t.rol aaow uer~ • r;oent co.po.citr' .., a c:orpol'otioa to baT 
relieved or the oeceeai t r of a ctillll 14 t~/ to uti l ite i tt oltiotiD& 114chlnerr to 
• nc! ltll. the•• pro41lc to , but -=~t ci oD aa t he •PII&Iil i o all1ftecl !roll a1'"- to 
··~ upper Uaita of acrioultw.-... pr ce a 
aclliauo price oon!.rol . 

· • •· t.ht pr i c .. of I.Jidllatr1al Ol&tJMt , 'both 
• "'-" .... 1 coo tr<!l of 17' 
7. I i § p l cggtrq a t.t. I t 1e believed that the 

oxtrect 1Ye aDd aaaotacturiDC, 11 quite aaotber aa or. 
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• 

oorwl . ..... of dolna l»al.Da .. abould ber. abo be adllerad to aa c1oaelJ u pou1ble. 

Tilt .. ttl.DI up or • aover.•tal oorporat.1oo to 'bu¥ l.zwbaat.rlal oroc!Ucta ~ tM 

prodUcer &a4 to aell U.. to a foreip belllc.,._t, boMTar, 11 . ..,t r eco.....Sad. 

~cb e de..,..,.. froa tile ..,IWJ. _.of eoedlactl.Da l.DteraeUoaal t.....s. ·~ 
eotirel:r ~"Mr7 &114, 1a all Ukal~, 1IOIIld entail ..,,t Wldealrabla r.per­
cuulon.a. I I. would aet up aa upaa1n t•ponr;r bureaucrac:r illtieul.ti Mlbeeq~&eatl;r 

to elieJ.II&te, and i ta ada1111atrat1oD aiaht 1.11¥0lve 111 pol1Ucall7 troa aa l.Dt ..... 

oa Uooal et&a4po1Dt, 

Her• aaal.D it i.e bell&Yad deal.nble to uUUu tor price conl.rol JIW'POete 

t.bt traanorlt ah1ch h naw actuell;r 1D uiat.ellc:e, &Q&&tntad u u:r be t olllld -••aar:r -
011cb &Q&UntltioG.I baiJI& ..ce 1tl " unner to ! 1\. inl.o the ~roJactad 'I'&J'1.1ae orp».iaa­

tloo tor the aoblll~tion of American lnuuutry . 

Here abo ••t be oondder ad the f~>ct that at present, coapW.aory ae&Jlll ot 

•llforcuenl. ..... IIOW larael:r n.>o- o:dohnt, tJld th&t Y0lW1t&r7 COOporatiOII Of l.lld!atr;r 

aus•. be reUad upon. 

the folUwin~: neann ot price control 111 peaceUae 1o thtNfore IUI&eete<S. 

(a) Rltgst •rtn•• 
(1) lrtd• AoppsiLtigpaa Je have at preae11t trade aaoociationa tor 

oearl)' ell l.llclwitrha. The po~tlal value or thel8 ... aoci.&Uons in pollclna l.he 

-bara wi th1D their o• orp».iaaUone W&l daao111tratad durin& the llorld War. 

It •aa aaa111 d-Ditratod durin' ~he <111¥• ot the liiUi., which, iz;cideDtaUy , atrYad 
to rnitallaa &lid u pwad the11e ue&oc1~t1ol.6 aa co:ponent p:u-t.a ot our illduatrlal 
ttr.cture . tbeir tr .. ework 1& now av•llubto tor peaceti~• and wartiae a ppliceti oD 

Of price COQtrol, 

(2) 9o•nf11 1.•• Co&ei£hll; Com-.odity Cocitt eee coa?Oeod of 
reprosmt.at.ina of i.lldoa\1'7, of tho Govenaor.t , end or the pubUc, could be eet up 
in eacb lnclwatry to parallel tro.clt uoociaUon alJ.&ncento. fheue CoC~:Cdlty Co~tt.eea 

cvuld be uaed to de~na fair •d-aa price• tor the vol..,...ry a ppUcet1on or the 
trado aeaoclaUou. ODe pol1e7 t orB1RJ !'rice Control .&uthor1 t7 to coorclinate tllo 

•or< of tho couoc11 t7 coat~i tt..,o could be estobli.:heC: in lluoh11'16ton. 
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(.4) "Per\ !!MW• ~~~pen. ,..,taa -u be ueed u a brake by tbe 434 

Ac~aWetreUoa oa GCM&be -.n... !he~ ot our YUiou t a ct-tlDdJ.ac 

aaeccl••• web u ..a.odl .. 1a the ~\a or c. ••ree, Labor &lid lat.erlor 
CO'Jld be ...... ~ .._ the Wahe lllooolAI be ap;>U... 

1 

(b) I'fltll\ 'p ''I 

(1) Y1yeetal1 I• 11 & .. u --•-~ ---• ! ------- • re_.- eoo ........ e act \hat. the coDtrec-
Uoll t-Dd ew;peoel,. of enti\ b&ft a .,....,. cletlal\e 1J>dJ.-.ct. &!teet. upoa buduu 

acUTitr, ucl ~~ oapo11 \be 111Uoaal price et.Nct.llre, Sucb a ,..... of eoat.rol 

11 Do• uerc:1ae4 117 sucb ......_t. or Clo~t. c:aat.roled acmciee u u.. 
SecuriUII &114 llitbuce c-illloZ11 t.ba l!acout.rucUoD Fi111Dce CorporaUOJI U.. 

Feder al !leuna SJ•t.w &114 - t.ba ! r1UUJ7 Jle.,..t.uAt. laalt. Tba Sacur1U•• &lid 

tlcblllgt eo.a1111o11, for axaaple, COZitrola t.bt iiSUIZICI or co ... rcial IICilritiiiJ 

l.ht fedaral llelene IIJat.w 11ta rediacouat rat11, ;>rteoribee ruern bal&Ace roqui.re­

aiDta ot awblr llukl, &lid •\er e 1At.o OpeD ao.rket tr&~~~&ctioD& to at.ab1lha credltJ 

l.ht t tructllrl or the ilecout.ruct.lon F1AaZice Corpor .. tloD 11 &ftil&ble to .Ue 10&11.0 to 
prt""t UDdellrable bualuee r&ilureaJ .....S t.be Tre&IUJ7 Depo.rtaODt. rel'llatee t.be 

10IIU&ZICI or loiiC ..... ebort tera JNbllC IHUri U ee . All or t.be tuncuou or thue 

&&1Dc1ea CUI be -rd.lll&ted 111d.1rectl¥ to eup,10rt tbo direc t a e6JIJI of coAtrollllla 

prl cee. 

(2) llwoerou otber 1Ad1ract but Anert.brleeu powertul •eu• of 

eaU•tiAc the -perat1o11 of 1A6&1t17 1A a price co11t.ro prcuu are u &lloblo • 

. .... of labor, for iD&tallce, COIUIUt.lt t • creat ;>orUOD or tbe coata of ;>rcc!UcU oD, 

wbich, toce\ber w! t.b a r-•bl• ;>rotl t , coa;>r1M t.bl beae upo11 llbicll tbe ;>ric• 

atnacture w.at be cout.rueted. !Ill GoverDaeAt llu aa ii'Jaed t.11 1aportallt poo1t.1oD ill 

the det.eftl.JI&tloa of labor • a••· file daterai out i ou of expor t quotes by t he CoYOru­

.. ut, preTi.owol¥ -uoned, coapri11 ADOt ber l.n4irec t aet.11od ot eulls tlnc Wlo 

cooperetioa of iAdl&.e\17 1a prl~:e cootrol a&tt oro. Exeeee profi t tuea now l apoaed 

OJid U.. t.bre&t of lacreUiJIC t.b&a coulcl aloo i>e c ployed for thla pul'poae . The 

power of \be jNrll 1a pal>llc araata of ltOMJ 1a atill ADOtbtr potlllt o-oapo11 t or 

obt.a! nlu1 i.ldutr1&1 -,-rat1oo. Ia f ac t , the Qo ... rDalut oc• llu oo llllcb ot our 
uatioul -DIIQ lUMSer ....,. .. uc1 ao a&ZI1 11141rect • ...,.. of coapelliJII the coopere­

Uoo ot 11141ut.J7 •lt.ll ite polloiu that i t CIZI exercis e power s tall~t to 

coerci~ a otioa 1a ~ price cootrol .. aeuree o!!ee ti~• · 

G. AppllM$'• g( ty 'r'' of 'iept.rola 
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acUon roql&ired M:t pron t.o be eiu.&r e+osntat.ratin or laculatin lll natare, 

but 1! \ha of'IU1ea\loa b ra •wht.n\ ""- pricea beclll t.o all;pocll:et, tile ....,. 

to 0'.11' naUoaal - t will be ta.rr .. before tba •echal.a t.o ~\rol u - be 

114da ope"Un. Yo Mia\&la \lie nabi.Uv or ov price atructare, u..q acu.-., 

a control a.-cr 1a laperatJ.n. U.Oet. ~ bon .., .. prl.cea aet. oot or Una. 

111• aport&A\ faot.or la t.o a.n. the orl&n.hat.t.oa t.o oon\rol thea rM47 t.o t'wloUce 

before prl c .. ~ e!IMrbl.t.ut.. 

la pl&o.lq &D7 price -t.rol •eoh&nl• 1D operalaon , ..... at. not loM 

daht o! the forw of PllbllC oplnlon. !be teeper of tile people 1a 1D U..ea or peace 

d1!!arent r..,. the at.tJ.We of tile public 1D tlaea of ...-. Ia ....U.. ...... _, 

, .. wrea u e expeot.... lA peacetlae the people .,at be *catl.oa t.o ..-.,u .. tile 

uea .. ity !or web -wre• u price control. to tbil elld appropriate pllllllol\7 

lUI!. be uae4 t.o aplola the MC ... lt.y for pri ce oont.rol ..-...rea, and the people 

out IIJIIIaretud that. ;n-ice oon\rol, l a the aYeot of Dlropeen ....,., ia oot. only 

necuaary t.o a&lnt.&iD ov oa eoo~c atabi.Ut.y, but •AT e'ten be a • ....,., properl7 

controlled, for t..lpU.. ua t.o a.,.,lcl belnc drae 1Dt.o tbe con!llct. 

R. tnu!Upp (rJI!I PMce t.o IJirl !hla oraanlutlon •aute4 e&n be rea4117 

adapte4 t.o nrti.M uaa. The !nAte aaaoolaUona e&n be uae4 aa war aamce oo•lttaoa 

aoe proJec t e4 1n the I ... atrlal llobllla&Uon Pl&DJ the Coiii&Od.lty Coaallt.teao e&n be 

"Plo7ecl 1n lcS.ltlc&l eapacltiea aa a part of the proJect..S lar a-rcea Ada••• ... 

trationf t.ha Ad"tiaor-Olleernra t.o the foreltJI ballicar&Dt purohuine •c.,.t.a caa 

!ora the -1- of the proJ aote4 war 'fracle lloarcl1 IOlq>Ort quotas can be euppl-te4 

b1 oxpcrt. uc ..... , &ad !.lla r..s~ ......... lly•"-• tha R.r.c. and the s.r.c. ca.n 

eoot1.alaa t.o perto.l'll 1a w.rt1ae the lclantlcal t\u>ctlone they partora in t l=.,. ot 

peece. 
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TREASURY DEPARTMENT 437 

INTER 01'1'1CE COMMUNICATION 

DATO: 

.CONFIDENTIAL 

September 26, 1938 

TO 

PftON 

Subj ect: 

Seore~ary ' rgenthau 

llr. Baa 

The B ness Situati on, 
Week ending September 24, 193g. 

Conclusions 

(l ) The renewed tear or a general European war has brought 

an unpredictable factor into the foreground or t he business pic­

ture, overshadowing all other influences. Until the outcome or 

the present crisis is determined one way or the other, a discus­

sion of t he business outlook in :hie country oan only be besed 

on hypot hetical reasoning. Even assuming a peaceful solutipn 

ot the Czechoslovaki an problem, however, t he bu sinsee or oepect 

would remain decidedly uncert ain, owing t o underlying week 

features in the current situation. I n the event or a war out­

break, the initial depressing effect might l at er be otreet by 

increased bueinees due to war orders and rising prices, unless 

prevented by the strict application or neutrality legislation. 

(2) The chief pointe or underlying weakne ss, which persist 

despite surface indications o! good business, are: (a) Defla­

tionary pressure from abroad, only pert or which is t raceable 

to the war orieie, which ie t ending to depress commodity prices , 

end thereby to r81ee the oose1b1lity that inventor y l1ouidation 

may again become a taotor- in holding back production; (b) a 

relatively unfavorable level o! new orders, de spite an upturn 

t his week· (o} the orospeot or continued tsnsion over t he situa­

tion in E~st-oentrai Euro~e, regardless of the i mmediate solu­

tion or t he Ozeohoslovaklan problem. 

(3) Continuing i ts upward trend, business activity has 

i~roved somewhat further duri ng the past week, with greater 

then seasonal gains in steel activity and power production. 

An encouraging upturn in new orders is reported, particularly 

from the u. s. Steel Corporation and !rom textile comoanles. 

In the steel trade generally, however, orders during September 

eo tar are reported as disappointing, and the t ell upturn in 

automobile production is slow in getting under way. The h 

September index o! industrial production i s exPected byht ~ 

Federal Reserve Board to be "above 90", ae compared wit t e 

August fig'H'B (revised) o! 88. 
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s ecretary Morgenthau - 2 

Foreign influencee continue deorese1ng 

Aoart fro~ the effect or war threats, which have t ended 
t o supoort prices for a number of speculative commod1t1ea, 
the influence of the weak foreign situation apoarently con­
tinues to be an obstacle to r ecovery in this country through 
its deflationary eff ect on prices, This i nfluence as re­
~lected in the weakening or sterli ng exchange, (Se~ Chart 1), 
and other Euro, ean currencies, seems to be attributable orily 

438 

\n p~t t o the current war crisis. In part it reflects a 
deterioration in business abroad and other f actors. To the 
extent that commodity prices abroad may be stimul ated by war 
de~ands, and t o the extent that mobili~ation ot industry abroad 
t or w~r p~>oses may reduce competition in our foreign trade, 
weakness in foreign currencies would not have t heir nor=al 
dery r essing effect oh prices 1n this country. 

Evidence of deteriorati on in the Euronean business 
si~uation apoeare in the weekly cabled reports to the New 
Yor k Cotton Exchange on the cot ton textile situat i on. During 
the week ended September 12 , Great Bri tain cabled that yarn 
and cloth business was continuing to decline, prices wer e very 
unsatis factory , and machi nery activity in the ~ills ~as f a l l ing. 
France continued to r eport stocks of goods at mill s heavy, 
salee light, and mill curtailment extensive. Switzerland 
re 10r t ed trade almost s t agnan t , and Bel gium repor~ed new busi­

ness very small , 

The failure of co~~odity prices to continue to improve 
l"i t h the rising trend of busi ness - - inst ead,· the BLS all­
co=odi ty index in August again turned downw~d to a new low 
R~oears the most unfavorable feature of the present situat ion. 
I n- t hi s resnect the situation does not coni orm to t he trends 
t n o t her recent recovery periods, but resembles more ne <~ly 
the f alse upturns 1n the spring or 19}1 and the ! all or 19}2. 

Aside f r om the effect of weakness in commodi ty orioes 1n 
r estraining new buying, the poss1b1l\ty arises t hat 1t .,_y 
again bring t he inventory situation into prooinPnce as a weak 
te~ture ot the business pioture. While inventories, according 
-o our estimates , have been reduced to a point where they 
should provide no material handicap to business recovery if 
nr1oee tmoroved as business expanded, declining prices might 
r Dsult i n- a renewed mo vement to liquidate inventories. Further­
more, a tendency to build up inventories !n ant1cipetion of 
1m->r<n"<1 demand has again become ap.,arent , parti cularly in 
t he steel Industry. This has been due in part to the current 
hand-to- mouth buying poliCY of steel consumers, wh1oh requi res 
the steel mills to haVe adequate stocks on hand to guarantee 

promot delivery. 
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The steel situation 

An upturn in orders or the U. s. St eel Corooration to 
the eouivalent or 48 per oent or oapaoity, as comoared with 
37 per cent l ast week, places them slightly above- the preVious 
hi ghs or the year. {See Chart 2. ) It continued at thnt level, 
they would apparently Justify the current r ete or activity i n 
the industry, which is estimated t his week at 47·5 oar cent 
or capacity, representing a new high tor the season: 

Reports from the steel trade, however, make no mention 
of any material improvement in orders recently, which suggests 
t hat t he i ncrease in U. S. Steel orders t his week mey be due 
to an isolated large order. The I ron Age says that "Disa'O­
oointingly slow improvement in new business dur ing September 
tends to make the trade cautious in its exoeotations tor the 
near future." -

Reports from Pittsburgh mention t hat orders during the 
:;:eat week were a shade larger than e week ago, while tor the 
Chicago d1str1ot, second in i mportance, it ls stated that 
"A l eek or intere at seemingly has developed tor which there 
is no aoparent reason. Sales lest week were from 15 to 20 
per oent less to Just slightly better t han the orev1ous week. 
Crders are s t i ll confined to present needs.• 

A reduction i n prices or ralls end trpok materlPlB t his 
week may stimulate some buying by'the r eilroede . The r ear­
firming or steel prices on other products for fourth quarter 
del ivery wa s anticipated, and is not expected to affect 
or dere. Pig lron prices, on the other hand, have been 
increased by $1 a ton, recovering part or the $4 out made 

last June. 

Greatest hope tor eteel demand continues to center on 
the automobi le i ndustry, trom which some increase in orders 
recently has been reoorted. Uoet oomonniee, with the main 
exceotlon of Ford, are now producing 1939 modele. The 
orogreae on new models, however, has been dieepoointingly 
slow suggesting that the t notoriea are proceeding csut1ouslr 

in their production plana. Labor i~ouble~etf:!e~l:~~e~~ea 
f actor. IYhereae a short time ago wee 1 t 

f ell upturn would getthaundteii~~et:~ ~~e~~.:!~!i~~e;~8t
8;ear 

yeer, it now apoears 
will be made. taee Chart 3.) 
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New orders i morove 

An u:9turn i n new ordere during the t hird week of 
Se?tember, partly eeaeonel 1n natura, has carried our weekly 
total index back to t he level of the last week in July. (See 
ChFrt 4. ) The upturn in U. B. Steel ordere previously oen­
tloned was an im:9ortant r ector in the rise, but other ordere 
heve el so shown some i 111:9rovement. This ia particularly true 
or orders for cot ton textiles and building materiels , which 
normally i mprove during September. 

The i ncrease in orders eo tar ie not sufficient , in our 
opinion, to maintain business activity at present levels. It 
~ i~ht be poss i ble, however, for the deficiency to be remedied 
over t he next month or two by a marked i mprovement in demand 
tor automobile eteel, building materiels end textile products. 

Current business news 

The New York Times weekly busineee index for the week 
ended Se!;ltember 17 more than recovered i t s drop of the nre­
vloue week, rising 1.4- points t o a new high or 85·9· 1Vh1le 
the adJusted indexes for automobile nroduotion, cotton mill 
~ctivity, end miscellaneous cerloadinge declined, t hese were 
more t han offset by increases in the indexes tor steel , newer, 
Mld lumber production and "ell other" cerloadings. 

Barron 's adJusted weekly index, on t he other bend, 
declined to 60.2 trom 61.5 in the :9recedi ng week, atter 
levelling out tor three weeks. Thle index differs from the 
l!ew York Times index in that weekly petroleum out1)ut and coel 
nroduot ion are added, while lucber production is excluded. 

Denartment etore eales during the week ended September 
17 affect ed by unf avorable weather, were 12.5 per cent below 
th~ comparable week last year. This compares with s decline 
ot only 2. 7 ner cent during the first week of Sentember, 
which was the most favorable comparison ot any week in recent 

months. 

The conetruoti on industry continues to stand o~t ~s e 
bright spot i n the business pio~etir~~=~:h~tFSeote~~~e 
dat e on residential awards for t 8 News Record f igures 
ore not yet available, the Engineering eek ended sentember 22 
tor heavy construction awards iorrt~~n: 25 1937 renresenting 
~ere the highest since the wee 0 t ear' Aw~da for publ1o 
en increase of 95 per cent above la: l~st year but those tor 
construction were 177 per 35nt abo!nt below. uortgeges selected 
private construot 1on ;ered i~~rt~e week ended September 17 
to r a~praleal by the HA ~rngle week under the progr am,· with 
were the highest tor any s t d 
60 per cent covering homes to be construe e . 
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P&r1a, October ~. 1988. 

Dear u:r. secretary: 

Por :rour recorda, I han pleaeure in tranllllitt1ng 

herewi th three memoranda conring recent conTersat1ons. 

Pa1thrull:r ;roura, 

The Honorable Henr:r Yorgenthau, Junior, 

Sacretar:r or the Treaeury, 

Waah1ngton, D. c. 

• 

Enclosures: 

l. 

2. 

~. 

Yeaorandua dated Au~et ~o . 19~6. 

y.-,randua dated s aptember 6 , 19~. 

K.->randua dated s epteaber 2&, 19~6. 

BIIC/ ... 
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Paria, ..W81111' ~ 1"3S ' "' . 

M_EMORANDUM ---------
Secretary Morgenthau called me at 4 p.m. today 

from Washington. He instructed me to telephone my friends 

in Central Banks in the Netherlands, Belgium, Switzerland 

and Sweden. He wanted me discreetly to find out what 

t hey thought or the general situation, or chances tor 

trouble in czechoslovakia and also nhat they thought 

of sterling breaking below 4.66. The Secretary said 

it was then 10 o'clock with him and it was urgent that 

my report be telephoned back within two hours, that is, 

before 6 o•clock Paris time. 

1 put in calls for the various Central Banks and 

succeeded in obtaining the information which was incorporated 

in my 1371, dated 6 p.m. today. I had been able to telephone 

t he contents ot this message to Secretary worgenthau at 

5.50 p.m. The cablegram covered practically everything 

ot value which I obtained rrom my friends, bUt the following 

notes should be put down to complete the recor d. 

Governor Janssen of the National Bank or Belgium 

was interested to knOW whether there had actuallY been 

any negoti ati ons between the Britioh and oursel ves in 

regard to alter ing the rates in one or both currencies. 

I told him that secretary worgenthau had not even gone 

to London on his r • o• nt sor opean visit, lest such a visit 

mi ght be connected with the t rade negotiations, end that 
I • • 
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I was aware be had car ried on no negotiations while in 

Europe in regard to the sterling-dollar rate . 

"ben I talked with the Deputy Governor ot the Bank 

ot Sweden, this gentleman seemed more nervous than any 

447 

ot t he other Central Bankers with whom I spoke. He also 

was anxious to know whether the Americans had been 

negotiating with the British 1n regard to changing 

currency rates, and 1 repl ied to him as I bad to Governor 

1anesen. Be told me that GOYernor Rooth was due back at 

the Bank on Thursday, September 1. 

President Bachmann or the Swiss National Bank referred 

to secretary Morgenthau•s visit to SWitzerland and stated 

that he would have liked to have called very much on 

the Secretary but had hesitated to do this lest it 

might embarrasstbe latter. I explained very trallkly 

to Bachmann that secretary ~orgentbau bed traveled in 

Switzerland only as a tourist; had made no calls on 

either Swies or American otticials lest rumors might 

arise; and bad not even visited the B.I.S· 1D Basel. 

President Bachmann asked it it would be possible ror me 

to visit him 1n zurich bator• the october meeting or 

the B.I.S. 
When 1 told secretary Morgentbau that the swedish 

central Bank Deputy GOYernor se.-ed particularly concerned 

oYer the situation and that hie Bank was eell1Dg sterling 

againat doUars, the s ecretary let me mow that the 

a.adieh central Bank bed asked hill yesterday to eeU 
1 JDlllion • • • 
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l mill i on pounds ster ling at the bast r ate the New York 

mar ket would pay, and that the Amer ican Stabilization 

Fund had i tself taken this amount. 

The Secretary as.ked what the French press r eaction 

had been to hi s statement in New York . I t old him 

448 

that the Agence Economi que in ~articula.r had car ried 

thi s in detail and that other papers had given it 

favorable attention. I also referred to his farewell 

r emarks upon improved condit i ons in the French provinces 

made as he was sailing from Havr e and told him that 

one paper had written quite a story on this interview. 

The Secr etary l e t me understand that he had a pur pose 

in mind in pi cturing the French situation encouragingly. 

He asked me to send him all clippings. I told the 

Secretary that after Rueff bad returned from London be 

had told me last Friday that be bad round the British 

Treasury people interested in fitting in with the 

American plan 1f, after study and consultation by and 

between the Banks or England and or France, this plan 

was round to offer some real assis tance to France. 

1 reported that Rueff bad pot yet let me know the results 

or such consultations. Tbe s ecretary understood tha t 

there was plenty of other oroblems to th i nk about today. 

The Secretary was most appreciative ot the promptness 

wi th wbicb the opi nions or the several Centr~l Bank 

GOvernors had been obtained end communicated t o him· 
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Paris, September a, 1938. 44S 

MEMORANDUM -------- --
At 4.30 p .m. on September 6, Secre t ery Morgentbau 

telepbonedme at the Embassy. He asked that I do a 

litt le telephoning to my friends &nd escertain their 

opinion as to trouble 'POSsibly breliking out 1n Europe 

during the remainder ot this week . Be asked that I 

call him back, \Yasbington time, at 11 a.m., Wednesday 

September 7. He told me tha t be had to make a decision 

in regard to his September financing end want ed the 

best available opinion as to What the chances were or 

real trouble breaki ng out in Europe within the present 

week. 

I gave the Secretary a tull account ot the inter­

view which I bad just bad at the ~inistry ot Finance 

with Huett. When the Secretary asked it I was going 

to cable this I told him that the matter had not 

entered any r ecor d ot the Embassy and t ha t !t might 

be preferable not t o make the tinal chapter otticisl. 

It was agr eed, therefore , that I should prepare a 

letter yet t ha t eveni ng tor mailing on the Normandie 

the tollowing morning . This was done in my personal 

lette r to the s ecretary dated s eptember 6 . 

On September ?, I telephoned or saw a number ot 

At 4.30 
my central and pr i vate banking contacts. 

t 
•- a call t or Secr etary ~orgenthau tor 

p.m. I pu ...... 
5 o •olook, which was accepted at tbat hour. 

\Yhen I 

• 
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got on tbe line three different t1meei was told by 

the American central that the Secretary wished to 

450 

speak with the Ambassador and not to me. When I insisted 

that I was putting in the call for the Secretary under 

instructions fran him, I was finallv informed at 6 ' p.m. 

that the Secretary was no longer available but would call 

me back at my apartment at 7.30 p.m. 

nben the Secretary got connection with me at my 

home at 7.30 p.m. I explained my efforts to reach him 

earlier in the evening. He said be bad put 1n a call 

for the Ambassador but bad been informed that the 

Ambassador was at the raoes and had been asked whether 

be desired to speak with the Ambassador's secretary. 

He bad replied that be did not want to speak with the 

Ambassador ' S secretary and had oanoelled the call. I 

remarked that the central had evidently cancelled my 

call as well as his which was, or course, a misundpr­

standing. I hoped I was not too late with my information. 

He said that such was not the case and asked ce to give 

him a full report. I gave him a detailed statement es 

incorporated in my cablegram 1405 , dated September 7, 

1g39, 6 p.m., which I had already prepared but did not 

file until after the secretary requested it 1n our 

conver sation by te.lephone. After I had quoted my 

various friends, the secretary asked me what my own 

I told him that I was convinced the~e 
opi nion - a. 
would be no serious trouble the ~indtror this week 

OD • • • 

• 
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on this side and that be could eately go ahead with b1s 

loan in so tar as Europe wee concerned. 

451 
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Paris, September 26, 11138. .;52 

lo!BMORANDUM ·- - - - - - - - - -

Ruetr telephoned me yesterday, Sunday, evening 

between 5 and 6 o'clock. he t old me that he expected 

to see Minister or Finance Marchandeau atter the latter 

came out or the Cabinet meeting which was then in session, 

and asked that I come over to the ~inistry at 7.15 p .m. 

When Ruetr received me at 7.20 p .m. be told me that 

in the present situation it was necessary tor France 

t o preserve her gold stocks tor military reasons. He 

handed me t he attached memorandum dated September 25. 

He said that no decision had yet been taken to carry 

out the measure suggested in the memorandum, that is, 

that or having the stabilization l"und restrict its giving 

or t oreign exchange to those parties who could justify their 

reques ts on commer cial or tourist grounds . S:e recalled that 

euch a measure bad been used at certain times in the 

past without great erticaoy. He said that he just wanted 

to inform us, thr ough courtesy u.nder the Tr ipar t ite, 

that such a step was under consi deration. He agreed that 

I should transmit the text or the memor andum in strict 

oontidenoe to secretary Morgenthau, and said that be 

would let me know promptly i t and when France definitely 

decided to institute the plan under consideration. In 

the meantime he anted >:S to knOW the plan and give 

ting With the Freno~ ~inistry 
consideration to coopers 

ot Finane• on our own jmerioan market . 

When • • • 
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When I asked Ruerr it the rate or 179 rrancs to 

the pound would be maintained it the abovementioned 

procedure should be resor ted to, be said that such 

toreign exchange as the Bank ot France gave tor the 

Stabilization Fund's account would be within the 179 

limit, but that it the demand tor such exchange greatly 

exceeded the amount which the PUnd would be ready to 

give, there would presumably develop a black market and 

·153 

a second rate . Ruett said that no decis ion would be taken 

until the market bad been observed attar its opening 

on ~ondey morning. He said that the Fund bad been 

under consider able pressure last week, but still had en 

impor tant amount ot gold, and that the tranc had held 

up well in London and New York on Saturday. 

Ruett bed not yet seen the communique which bed 

been issued following the r.abinet meeting but be wee not 

hopeless in regard to t he interna tional political situation. 

He received Rowe Dutton, Finance counselor or t he British 

Embassy, to give him the same information which he 

gave me. I shook bands with Rowe Dutton in t he waiting 

room but had no rurtber conversation with him. 

•11h1le I was wei ting to see nuerr I exchanged a 

rew remarks with his assistant, couve de r.:urville, The 

d tb.at there was nothing to do but 
latter was convince 
impose exchange control 1! war should break out. 

Attar leaving the l.l1nistry or Finance I came to 

the Jmbaeey, but was informed by the door man that 
there . . . 
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tbere was no code clerk on duty. I then proceeded to 

my bome and at 8 o'clock put i.n a long distance call 

tor Secr etary Mor gentbau at Washington. 

At 8.45 I got commmunication with Secretary 

Morgentbau at bie t erm, Beacon 211. I told him ot my 

meeting with Ruett and read him an Xnglisb translation 

o~ tbe note wbicb I bad made and wbicb tbe Secretary 

took down verbatim. It was agreed tbat I should cable 

tbie message at once to Washington, to which city tbe 

Secretary was returning by airplane within and bour and 

a balt, and tbat I should also tell the Ambassador and 

Butterworth ot my conversation. Tbe Secretary asked 

wbat was new, and particularly whether anyone had t he 

text ot the German demands on czechoslovakia. I gave 

him what news I bad, and told him that I understood the 

text or the ultimatum b.ad been cable by our Embassy in 

London. He said that be would see all the Paris messages 

wben be arrived in Waabingtcn. I l et him know that the 

Br itish bad been given a notice similar to ours. 

Attar talking with t be Secretary I telephoned Mr. 

Murray, and met him in the Embassy Code Room around 

9 o'clock end prepared my cablegram No. 1582, ot that 

bour, 

note . 

i ncorpor ating therein tba t r anslat i on or Ruetr• e 

Whi le in the code Room I t e lephoned to counselor 

Wilson and 
summari zed my meseage , si.nce I learned trom 

tbat the Ambaesador was at ChantillY· ~. Mr. xurray 
Wilson said tbat be wae preparing a cablegram on tbe 

cabinet a eeting and would tell tbe Ambandor about '«! 

454 
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message when be telephoned to b•- to ~ get his appr oval 

tor hie cablegram under preparation. Mr. Wilson did 

not t hink it necessary or a dvisable tor me to t elephone 

t he Ambassador and give too much or the details or the 

note over the telephone. 

At 10 .30 I put in a telephone call for Mr. Butter­

worth at his home, Langham 225?, London. At 10. 45 I 

was told that no one answer ed at that number so I 

cancelled the call . Shortly attar my arrival at my 

home , Mr. Butterworth got me by telephone. He was 

still at the Chancery and there bad been·no one to 

anewer the phone at his home. Secretary ~orgentbau 

bad , however, been i n conversation with him and 

mentioned my message . I read Butterworth the English 

text or the note. He sai d the French end British 

ot tici als were still in session at 11 o•clock when 

be taiked with me. It was understood that I should 

t e l ephone Butterworth it and when the French Uinistry 

ot Finance 1ntormed me that it would put i.nto s treet 

the procedure dis cussed in the note. At 2.30 a.m. this 

morning, secret ary Morgenthau telephoned me at my home. 

~55 

Be stated tha~ be had returned to wasbi.ngton and had 

discussed my message with everyone includi.ng the President. 

Fe1e and ~;~ottat bad shown him all or the State Depa.rtment 

messages on the European situation. Be asked me to 

telephone Ruet1' at once and let blm knOW that the 

s ecret ary or the Treasury was entirely willln8 and 

glad to cooperate tullY along the 11.nes suggested. . . . 

• 
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It the French decided to go ahead with their plan, 

the Secretary asked that we be intormed as early 

as possible . He insisted that I telephone Ruerr yet 

during the night thinking t hat this assurance might 

make the latter happier. The s ecretary told me to 

call him whenever I received tbe French notice even 

though it might be during the night hours at washington, 

since American cooperative steps could only be taken 

through direct instruction trom the Secretary himselr. 

In answer to the Secretary's inquiry, I told him that 

I bad nothing turther than be did on the s ituation, 

except that Butterworth had t old me that the British 

and French otticials were still i n conrerence at a 

little attar 11 p.m. 

At 2.40 I telephoned Ruetr•s home, Littre 26- 01, 

but obtained no response . At 2.45 I telephoned the 

Uinistry ot Finance, but could get no answer. Consequently, 

I did not ca11 again until 9 o'clock this mor ning when 

Ruet~'s home told me that be had already lett tor the 

Ministry ot Finance. I reached him there at 9.30 erter 

tailing to tind him on a cell at 9.15 . I told him that 

I bad communicated hie note by telephone to Secretary 

Morgenthau early in the evening and that the latter 

had prooeded by airplane rrom his term in New York 

where I rirst talked with him to washington where he 

discussed the matter and called me beck late in the 

ni~t. I told KUerr that tbe Secretary or the Treasury 

ee1d tbat ne would be willing to cooperate tully in 
the 
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the aenae desired and only requested t hat the French 

give us aa early notice aa possible it and when they 

decide to put their plan into operation . Ruetr thanked 

me warmly. He said that there was nothing new this 

morni ng and again assured me that he would promply 

give me any news on the situation as soon as available . 
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