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GROUP MEETING October 21, 1938. 
9:30 A. ll . 

Present: 

H.U.Jr: 

Gaston: 

Viner : 

B.ll .Jr: 

llr . Oliphant 
JAr . Gaston 
JAr . Haas 
!lr . Taylor 
l.(r . Hanes 
llr . Upham 
!.lr . White 
llr. Viner 
llr. Lochhead 
llr. Gibbons 
Ur . llcReynolds 
llrs. Klotz 

Herbert, do you want to change those blinds for 
me? 

Yes. Is it r ight that Dr. Benes is coming to 
Chicago? 

Uh huh. 

Fine. I congratulate you. 

This, I understand, has been written at the request 
of G~ Belvering. See that gets a copy 
of it. I have only got that one. Just attach a 
copy of it . He just asked for it . 

McReynolds : I'll look at it, and see . 

H.ll . Jr: What? 

McReynolds: I'll look at it, a.nd see. 

B.M.Jr: Anything else? 

McReynolds : Just a minute; the General Motors has been putting 
on a Parade of Pr ogress in a hundred twenty-seven 
cities, quite a scientific show; they're going to 
put it on, starting next week, here. It will ~e 
on this open plot back here at the corner. Their 
men were in yesterday evening to see me, and I 
called Her ber t . They are offering to give to the 

1 
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Treasury a free showing, before the show opens -
get a chance to go through it - lots of scientific 
history, scientific development to it - and if you 
would care to go see it, they would give us a 
preliminary showing . 

2 

H.Lt. Jr: No ; no, my price is higher than that . 

llcReynolds : So I ' ll ••••• 

H. U.Jr : No thanks , not for myself. No. Thanks very much. 
Anything else? 

McReynolds: I've got nothing but a couple White House letters 
here you asked me to tal.k about; no hurry about it. 

R. ll.Jr: 

Bell: 

H. IA.Jr: 

Lochhead : 

H.L!.Jr : 

Bell: 

H.M.Jr: 

Bell: 

H. loi .Jr: 

Bell : 

H. M.Jr: 

Yeah. Dan? 

I have nothing this morning. 

(Nods to Mr . Lochhead.) 

The exchanges are all quiet. 

Dan, could you give me - let me have it Monday -
how much is the United States Government doing in 
the way of Public Works, for the last of my message, 
which do not show up in the Budget? 

Just the Government - Federal? 

Federal. I mean, use the - as an example, Str aus • 
organization. Huh? 

Uh huh. 

How many things like that are we doing; how much 
does it amount to, in dollars? Huh? 

Yes sir . 

llake it part of that other thing I want. And how 
many of the things are we doing could we throw into 
that category? And, for instance, wny do they, in 
the case of Pennsylvania, make the toll higher, 
rather than doing something else? And i t isn1 t -
who decides whether there should be a levy to 
produce this thing, or whether there shouldn1 t 'l 
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Bell: 

Lochhead: 

H. li .Jr: 

Bell: 

H.M. Jr: 

Bell: 

H.U.Jr: 

Bell: 

H.U. Jr: 

Bell: 

H.!.I. Jr: 

• 3 
- 3 -

Well, that Pennsylvania thing came under a corpora­
tion up there especially set up by the legislature, 
and was a Public Wor!w program. 

Out to get some P. W. A. funds which is outside 
of the regular state government, because of limita­
tions put in the Constitution f r om that state . 

Well , is that - is that a good model? 

About the only way to handle it . I shouldn' t think 
so, no . 

You see what I am thinking about; ar e there others 
which are better ? Could v;e throw t he thing into 
things which could be financed, ani well - ah - I 
guess - is Bolder Dam, is that - is t hat - is that 
a good example? 

\7ell , Bolder Dam was an excellent project. !he 
contracts were all signed before a spade was ever 
stuck in the ground, and the revenue was. assured \ 
to pay the Government back their hundred and sixty 
million dollar investment , and it still is a good 
project, but what I am afraid, before it is over 
t he rates now applying in the Bol der project wili 
be changed to comply with Bonneville and some 
of the others that are not so good, and we won ' t 
get our money back. 

What about the Southern Water District? Is that 
the transmission line from Bolder Dam? Wh4t was 
that that the R. F. c. sold sixty - sixty-tive 
million dollar s , and they pledged to hold the 
Southern California ••. . ? 

That was another thing . 

What was that? It did show the transmission, or 
socething. 

That was the power compaey 1 I t~. 

Hoi? much are we doing, of the things that do not 
appear in the Budget, and how maey - what sort ot 
things could we do in the way of Public Work linea 
which could be thrown in that category, which would 
not show up in the Budget? 
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Gibbons: 
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Gibt>ons: 

- 4 -

It will require a little study . 

As to what we are doing now wouldn ' t require it . 
• 

I think I can have something on it . 

Thanks. 

(Nods to Mr. \'/bite . ) 

We 1ve got something here with reference to the 
sterling r ate as applies to the negotiations with 
the Engli sh, but I presume you want to postpone 
thn t until later in the day. 

That is right. 

(Nods to Ur . Gibbons.) 

(Nods "Nothing . ") 

You 1 re very sol emn; you•re not worried about t he 
Nev; York State election? 

I don• t think there is going to be any election 
up there, is the way I feel . That was a funny 
t hine I asked about the other day - those t wo 
lawyez·s that's running - ar e t hey still taking 
different sides? Ah - you know, your •••• 

Eddie? No, you ' re mistaken about Eddie . 

The other fellow tole me ••... 

I'll tell you sometime v.hat he told me - if 
Lehm~n ran at;ainst him . 

You fellows are a little beyond me . 

Incidentally, Bob Wagner is certainly having a 
terrible time getting any funds - peopl e that will 
contribute to the Democratic party . 

On Section two-eleven? 

I am telli ng you abou what - personally, it is 
funny - I mean, people contribute to the party -
Labor Rela tions Act. 

' 
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Upham: 
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Hanes: 
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- 5 -

Be sure . You•re on that . ..... (speaking low) 

You (Ur . Viner) want to give us a little pure 
economics? 

5 

It •s gotten a little adulterated o~ late - New Deal 
st~f . I am not even sure of that now, whether 
my memory's straight . 

Get it a little adulter ated; it will be useful . 

I read your t wo memoranda last night, Cy; as ~ar 
as I could read, it seems you are doing everything 
you can as far as t he West Coast situation is 
concerned . You're sitting tight. 

I have a tentative draft of a letter follo~ing up 
to one of the banks, tthich I'd like to refer to 
these ••••• 

I~ you get that it will be fine . (Some words 
not understood . ~ 

O. K. 

(Hands B.M.Jr. a letter.) Got that thing on the 
German situation. 

(Looks at memo after talking low to Mrs . Klotz . ) 

The last paragraph •~ll tell you he 's just making 
an exception in this case; it will not have to 
divulge the names to pay the tax. 

And it's all done? 

All done . 

I'm not used to ~uch service . Thank you very much; 
that ' s very nice; thank you very much. What else, 
John? 

That's all I ' ve got. I ' ve got the first draft of 
that letter which you want to write, which I 1d 
like to t ake up with you. 

I ' m going into this meeting with the economists at 
ten, and may be able to come up for air this after­
noon; I'll see. 
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White: we •ve got in fine shape that contract we have 
drawn. 

Ranes : I haven't been over t here yet. 

R.ll . Jr: Mac , talking with John Hanes about Phil Young, •••• 

McReynolds: He dropped in this morning . 

H.U. Jr: Oh, I'm sorry . ... . . ••• • I told him he could 
pay him whatever is necessary in order to get him. 
We thought you'd have to pay him five . 

UcReynolds: Yes. 

H.M. Jr: 

Ranes: 

R. M. Jr: 

Ranes: 

H.M.Jr: 

Ranes : 

H.M.Jr: 

Ranes: 

H. L! . Jr : 

Ranes: 

ff. M. Jr: 

Hanes : 

B.II. J r I 

McReynolds: 

B.II. Jr : 

You go to Ranes about that. Is t hat right? 

(Nods "Yes.n) 

Or am I going too fast? 

No, that's all right wit h me . 

Isn't t hat what you want? 

Didn' t hear you. 

I told Mac you talked to me about Phil Younc, and 
it ' s all right with me to pay him enough to get 
him. 

Good. 

Rub? 

Good. 

You thought that five would do it . 

I don ' t guarantee that, because I haven' t talked 
to him about it; he said he wouldn' t come for the 
price he 's t alked to Mac about . He didn' t want 
to change f or that price. 

Was Duffield satisfied? 

Oh yes; be • s ready to c011e, Just a~· soon as • • • • 
probably the first of' November. 

And you explai ned the salary to hia. 

, 

s 
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McReynolds : Yes. 

H. Lt . Jr: Anything else? 

Hanes : No. 

H. U.Jr: Wayne? 

Taylor : The Peruvia n man is coming i n at three o'clock 
this aft ernoon for his first conversation. 

li . M.Jr: Good . 

Taylor : Have you got a ny particular idea about it - or 
just lis ten? 

H. :.t . Jr: No, no idea . What do they call their money? 

V/hi te: Sol. 

H. ?J . Jr: 

Taylor : 

Yeah. I haven't got a "sol." 

we •re also going to be asked, vdthin the next 
couple or days • • •• 

H. M. Jr: Yes . 

Taylor: 

H. l.I .Jr: 

Taylor : 

H. U.Jr: 

Viner : 

Taylor : 

••• • t o name a three- man mission, to go to Cuba. 

Well, now, let• s t alk a bout that with t hese people 
a t ten o'clock; let• s t alk to them about t his 
whole business; I want to talk to them about South 
America a s well as sterling . Bring that up, see? 

Sumner Welles told me the t yesterday, thn t it was 
comi ng, and he wanted particularly for us to send 
t he best we have . 

He told me about it a couple weeks ago, but I 
don't know - I ' d like to get t hese men1 s advice, 
and maybe out of this gr oup we can get somebody 
to go down t here . Jake looks as though he mi ght 
like a couple of weeks in Havana . 

As l ong as it 's in the winter time. 

It might be more than two weeks. 

7 

• 
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Gaston: 

Viner: 
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Taylor: 
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Gaston: 
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H. l.I . Jr: 

Gaston: 

H. r.t.Jr : 

Gaston: 

8 
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. 
Jake gets ·t oo much publicity when he •s l eft alone, 
and I think he might have to have some help. 

With your help, Herbert, fine . Say, I ought to 
charge t he Treasury for a secr etary to answer all 
the l etter s people wr ite aski ng me for j obs her e . 

Ah - well, that 1 s ..... 
Or maybe you 111ll give them all j obs , I don• t know 
which. 

I•m sor ry; t he w. P. A. rolls are fUll. 
anything else? 

(Nods "No.") 

Geor ge? 

I have nothing t his morning . 

Herbert? 

Wayne, 

Duffield told me that Hogat e hoped t hat this thing 
could be put on the basis of a loan, and I tol d 
him, of course, a loan of his services would not 
be; I told him, of course t hat couldn•t be done . 

A loan? What do you mean? A l oan of his services? 

Yes . 

No. 

I told him that, of course, we couldn't do anything 
like that. 

No. 

I did something rather unusual yesterday. I asked 
the Washington Times not to print a story which is 
perfectly true , and they agreed not to print it. 
We have been getting shipments of raw opium f or 
storage supply. They had an accident down in the 
railroad yard; a couple cars were ditched, and one 
of them was our car of raw opi1.1111 and some o! the 
railroad men talked pretty freely about it, and 
the Times had pictures and were prepared to run a 
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story. Harry Ansl1nger thought it would be very 
dangerous to print it, and they agreed not to print 
it. 

Bow much opium was in it? Bow much of a quantity? 

I don' t know; it was a pretty large quantity - a 
carload of opium. 

Do they always ship 1t that way? 

They seemed to have been shipping it that way for 
sometime, and nobody learned about it; it ' s been 
coming in here very quietly. 

Does it go to our vaults? 

Yes. It's 1n part for ordinary reserve, and it •s 
in part for military supply. 

(Talking to Kr . Upham.) 

Whut does Jake say? 

Gett1ne ready for a new session of Congress. 

Is that what he said? 

Yes. 

Why should we? They ' re "dopes" already. (Laughter) 
All right. 

Can I thank you (Mr. Gaston) and Cyril for the 
folloiY-up you•ve done 01;1 one Llr . Kiplinger? I 
hear he •s reformed. 

Thank you, llr. Upham. 

I say "follow-up" because I claim an hour a nd a 
quarter w1 th that fellow IQYSelf. Believe me 1 I 
never talked to a~body the way I talked to him. 

I think that ~ that Shelton br ought up to us 
was pretty much of a f eeler; I don't think he 
r eally intended to print it. 

Anything else? 

9 
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Oliphant: 

H.ll.Jr : 
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Nothing el se. 

(Nods to Kr. Oli phant . ) 

(Nods "lothing. n) 

Let's see, ten o ' clock, we have this meeting. 

All right. 

10 
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BIIJr: 

B: 

BIIJr: 

B: 

HMJ'r: 

B: 

HM.Tr: 

B: 

Bl&Jr: 

B: 

B.MJ'r: 

Ba 

Bello. 

Speaker Bankhead. 

Thank you. 

Go ahead. 

Bello. 

Hello. 

Henry llorgenthau, Jr. 

Pr1d~ 
October 21, 1938 
12:12 p . m. 

Mr. Secretary , this is w. B. Bankhead. 

Bow do you do, sir . 

I'm all right . How have you been? 

Oh, I ' ve been better and worse. 

Yeah. I called you up about a matter that our 
people down here in Birmingham and all over this 
section have been v ery llllCh interested in. Ah -
It relates to the location or the regional office 
involved in your decentralization of the Bureau 
of Intern.al Revenue. 

Oh yes. 

Now, when this program was f irst announced, llr. 
Secretary, they - Louisiana and Mississippi, 
Tennessee, Alabama, Georgia and Florida were 
the states they said were going to be involved. 

Yes • 

.4nd the Challber of Co-rca at Birainghaa and a 
lot or other civic organizations in thia area 
were very anxious to get that ah - headquarters 
located 1n Birmingham. 

Yea . 

Iow, ah - I've recei'Yed in- - we've received 
intoraation that since the original states were 
lqed out that ah - in fact I haYe a letter troa 

11 

Regraded Uclassified



lllL1rz 

B: 

IDIJr: 

B: 

lli&Jr : 

B: 

BYJr : 

B: 

BJI,Jr: 

B: 

HMJr : 

B: 

Bl&Jr: 

Bz 

- 2 -

Mr. Hanes about it. 

Yes . 

Who is Acting Secretary. - That Louis :Lana 
and Mississippi have been cut off of that list 
and that they were now thinking about putting 
that offi ce in Atlanta. Vlell now, very 
casual~, Mr. Secretary, Atlanta has just about 
got everything - every r egi onal headquarter in 
this Admini strati on. 

Yes. 

And our people over here in Alabama - and I 
share in it - have gotten pretty sensitive about 
it . 

I see . 

We don ' t t hink it' s fair to us . And 11 m asking 
you to see 1t you can't re - have that matter 
reconsidered and let the original geographical 
division stand and consider Birmingham for that 

assignment . 

Well , 1 111 be very glad to look into i t and I -
and 1111 and find out Just where -

I t h ink it could be done and we- ah - we people 
over here in Alabama f eel like we're - and 
Birmingham - that we 're entitled t o s ome of those 
things. 

Yeah. Well -

We don 't have t o be - ah - you know, we go along 
over here in Alabama . 

I know you do. (Laughing~) 

Atlanta has just practical~ gotten everything. 
Of course I don't blame them but ah- it ' s a 
fact that practical~ all of the regional_head­
quarters of any importance under this Adm1nis­
trat ion in t his area have been put in Atlanta. 

Right. 

And IV' people, the Senators Hill and Senator 
Bankhead and all of us can't understand why we 
don't get a look- in every now and than. 
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B; 

BJ&Jr a 

B1 

BJ&Jra 

B: 

BJ&Jr; 

B: 

BJ&Jr: 

B: 

BJ&Jr: 

BJ&Jr: 

B: 

BJ&Jr: 

B: 

BIIJra 

Bl 

H11Jr1 

B1 

... 

- 3 -

Well , :you' re wlllinc to leave the Federal Prilon 
there, ar en ' t you? 

Huh? 

You ' re w1111ng to let them have the Federal Prison? 

Federal Prison? 

Yes. At Atlanta. 

13 

(Laughs) 

All right. 

Yes . All right . That ' s there too you know. 

Well, give -

But now, Henr:y, listen -

Yeah. 

I'• deeply interested in this. 

Well, gi ve me a chance. 

I' m appealing to you - I don ' t ask for many !avors -

I know. Ver:y !ew. 

- from this Administration. And I feel like that 
we ought to have a reconsideration of this . 

Well, I can assure :you if it's Just a question of 
.t'lipping a coin you'll get it. 

Well, I - I ' ll. appreciate that ver:y mch. And 
Louisiana and IU.ss i ssi ppi could be retained in 
there and Birmingham would be r i ght sguare in the 
center of that area. 

Well -

Ph:ysically and ever:ything else. 
just 

It it ' s/a quest ion of tossing a coin I'm !or you. 

What ' s that? 

I.t' i t's just • quest i on or - if it' s a tossing • 
coin - if i t ' s a utter of close decision, :rou 
see, - where it should go, I ' a t>r ;rou. 
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B: 

BMJr: 

B: 

BliJ'r: 

B: 

HIIJr: 

B: 

BIIJ'r: 

- 4 -

Well . Well now you - you talk t o Ill'. Banes 
about it , he ' s been handl:lng the 1118.t ter. I 
want you to do that tor ae. 

I ' ll do it today. 

Well, I want you to. 

I'll do it today and ah - I'll go right :Into it . 
I ' ll be glad to . 

And will you let me hear !rom you? 

I certa:!n4 will. 

Thanks verymuch. And - and good luck. 

Thank you. Same t o you. 
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THC SECRETARY OF' THE NAVY 

WAaMINGTON 

(80)~(1)/1137. !5 October 1938 

CONFIDENTIAL 

Sir, 

The encloaurea, wbioh are oopiee or repor-ta 
reoei .... d troa a oouroe belie .... d to be reUable, are tor­
warded tor information. 

In this connection, it hu been tur-ther repor-ted 
that the Japaneee population on the l'&oitio Coaat ot Uerloo 
...... i noreuing rapidly' that Japaneee croned tuna boato. rr .. 
San Pedro and San Diogo were l eanne thee• por-ta with 
akeleton oremo, atopping in Uexioo to man their boats with 
recent~ arrived Japaneae, would briJI6 theao men to Sen 
DieGO u members ot their or.,.. and there obtain aeamen 
oarda tor them to land. Theae Japeneae would then dis­
appear and the same boat would again leave w1 th o. skeleton 
crew to pick up more Japanese i n Uexioo. The American 
ooneule in GU&j'lllaS and Ennnada, Jlerloo, have endeavored 
to atop thil pro.otioe b)' retueing to viao. the orew mo.ni­
teat, but the aituation still exiata. 

Reapoottul~. 

~~.£c_~~~ 
I 

The Honorable. 

The Seoretar;y ot TreUW')'o 

lnoloaurea' ( 3) 

CONFIDENTIAl 

-
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X baw bMB d ~·• Sonora, llal.eo, a1 ... ~ 
AprU ot un, npclJic 1D tlw t1eh1Jac 1nduatry, toptbar wi\h 87 
auoolato, an AIIOr1oan olthon. I • abo an Aloorloan o1111••• 
Ia cnar thh111C oporaUcma, ... haw uao4 .AMrioan •p1t&l an4 Jloorl• 
oan wuoh, an4 haw ooowlueto.t 01.11' t1ahlac oporaU-. 1a 11M OltlJ' 
ot CalitOI'Ilia, 'buiac at ~· Duriac the lut r- rova, ... 
han IOD-trato.l upoa t.be •to!linc ot ahl'illp, ...... -. ,.,. tlrot 
poreou t.o sr•oo ... eb.ip obl'lap tl'• t.beoo •t.or• 1a W 
C(II.Uit1tioa. Dlia ... -. cmq ablo to 4o after tho npoa41bi'O ot 
lar&o .,.. ot acq 1a t.,. ...,.lo,..n ot ..U tw deep - tUb1a& 
ot ahl'lapo lei'- ... 1 .... oar abl'lap oporat1 ... , a ..U 
C(II.Uit1t)' ot ahl'iap ha4 liND pro4a ... 117 llal.oan n .. ,. ... ua1Jac 
oanooe, t1ah1Jic 1A tho J.a&-. tor onq a ahwt pw1o4 aah 7MI'• 
OW" w-•• •- attrano.t tho a"'->tiDD ot t.,. J apulOHo 

Pirot, I will at.t.oapt t.o aho •- hiot.I'J ao to t.,. 
oporatiODo ot tho J a,._N up t o 18118, 11ben \Mil' ~ inftllolcm ot 
tho -toro ot tha OulJ' ot Cal1tora1a ~-· 

IA 1811, a larco ola..-•o wuol o- 1Dto tho OulJ', 
an4 41'oppo4 ott dz ••11 -JIUl•• oaab ot ab ... t n ton 1a loact.ll, 
an4 ua1Jac 10 borN pOW1' olapanooo 8oliloolo IIICiJI••• !hoy ... ..t 1Dto 
Ouqau, an4 otat.o4 that. tM7 whllo4 to 11Wk with llozioan labor ao 
nu....... n. .. t1allorae wro p1Mo4 aboar4 ~1 boato, but wro 
not uoo4, u tllo J a,._oo 414 ~ work \bat .... to bo •-· !llo 
l>o&to .-11 up •4 de.a bo\h Couto at tho OulJ', 4o1Jac 'ftl')' 11tt1o 
t1ab1aa. lla4 11MJ OD&)lt ~ obl'iap, tM7 '11011.14 baw lla4 ao ao•• 
at &lttiac it to aDiY au'Jion, U thq 11M DO 1M OD boar4, an4 ._ 
oo, tllo lloUa OD ouh oJ' thooo boato W\114 cmq bol4 1oM than a 
t• ot ebl'iap 111th 1oo. !lie)< ollooko4 ~ Cou t o ao ta7 lo..U. ao 
tbo lonb ... ot !1borOD Iolaa4, tak1Joc o,..lal 1Dtoroot 1a a .... t 
ot 11 tatbaao tbat Uoo alcloaJ bo\um tha oouth oa4 ot !1bor• 
Illan4 ... tho lonll OD4 ot s.a Po4ro llal'tir Ielan.t. a piaoo ,.,.ro 1t 
11 aoot ,..._1 to t1A4 alll'lap. It -• at abCNt th11 tiao that tho 
llozlou ao,.,._t 1>-o wap1o1.,.• ot tho aoUoao ot tho 'bata, 
an4 _, oolUwo owrlaa4 tl'• ~ao to liao Bq, a 41otanoo oJ' 
liidao'l a11u, an4 • tile proten ot aot bo1Jac t-tvaW proporq, 
tlw J apanoM _.. llrOU&ht. liMit t.o ~. 4opwt.o4 t.o J apan, an4 
t.lw 'bat.o oonth•'-'~• 

IA 1111 • 11111, t.llo J a.-ooo _.. -'liar ~pt. at. 
J'lM'M&o 'llu1Jic OD ! opoloboapo, 81aal•, ula& aa ol4 "- o••=• 
.Uo4 t.11o "'larta ..._.., - an AMI'i- b....._, but. at t.hat t.Sao 
u:aH!' t.M llai- rlac• !h1o ozpo41U• _. heMM 117 a .ra,...oo 
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-·-
117 111M- of IIWl lllliba'-. no 11wo 1ll I.-e lleull, C.Uf....U.. 
S. llu o_.un.. MB¥ ..,_.itt .. 1Jl lfoad.oo, all of wbioll baw 
taU" ao f., ao fioiUq lo _ern .. , 1111' ropNJ.uo of tile ....a..r 
of taU-•, 1M •wr .... 11o 11o tluaololl¥ t~Mvru.... ruo 
~ llo dao '117 nu• of Mo llo1zle tluM .. '117 , .. ,.... .. or 1111e111 
opera'!&. fiM npo41U• of tho "'larV. ....... w.o a talluro. 

Ia Pobruary, uu. throo -ywy wu~ ..... o~a,.... .. -
t o ~. all4 otato4 tlloy ....ted t o Mro a -u boat to lawni ­
&ato fioMJoc ocmditlono 1n tile Qulf of Callfoniao l'llo Maiou 11ba11 
wu plaood abo&M tho boat to operate 11:, -.. 1aotruo11" to olloorft 
owr)'th l.n& tllat -• bolac d011o b)' tho JapanoM • f'R do¥• after 111lh 
boat lett ~. tho wihr wu f1oh1J11 oa an .W.rlou boat 
at a plaoo oallH tho •tutlota • Lecocm. about f1f117 111loo ller1lll 
of ~·· &D4 ab011t ton o'olook A.» . of 111lo 111llrd aol'll1.JII. 11M 
•all boat ~ 11ho JapoMoo •• •- t o ••• 01111 of a .all llq 
oall" •aaa P.tro ~~q• about tea 1111 .. s-uo of !uuna. 1aa ,..,.. 
llq U ou of tho 'ftlr)' tow trooll •tor IMloo bo11 • OU,..o &D4 
Uao Bq. .A.lthelacll w -. fiolliJII at 11ho "-• aD4 uopito 11M 
tao1l tba11 11M J apan••• otatod thO)' w1olle4 to 1Jlfto111ca11o tiolliJlc 
ooll41tioao 1111.0)' wore n o11 lntorootod 01IOUIIl to otop aD4 ob- CIU' 
operationo, lNt proo ... o4 to.rdo tho a1ddlo of 11ho Qulf &D4 paoo .. 
on to t ho Jonh. 'flhon th1o oaall boat roturu4, at11or a two -k•' 
trip, tho lleld.oan Captain roportH that tho Japan••• 41d no11 t1oh, 
an4 aa4e no att•pt t o do11ol'lll1no and looate tiohill& p--oe, b\111 
dU ao11h1JII but ohoelt - t or lloleo, t akiJII oOWI41n&o, &D4 tab •UJ 
p1eturoo, both a oTioo aa4 .tillo. 

Ia 1111.• Pall of tile )'Oar 19ll6, th.o lli t llll1 c~, wbioll 
1o tho wll-~ J apanooo oorparat1011, nooo atteatioo 11&4 boea 
a~raotH t o ohriap t1&MJII oporationo, oont tho ofar_U.,... Jllr. 
Sill& Sh1bata t o ~·· lloodoo, ao their roJII'OMAtaUw to 1111Mr• 
take fiehl.Dfl operation• for th•• At f irot , tile)' uoo4 -r1ou 
boato, obtaiu4 trCD San l'odro, California, an4 thoro wu quito aa 
1n.fluz of JapanoM into ~·• but duo to t ho oppoe1t 1on of tile 
:.loodoan oithono, a p-eat ~ ot tho .. J apanuo loft, altholl&b a 
• oo• idorablo -bor r-1Mdo The Japanooo wore unable, at tile 
bocl.Jin1ac, to oatoh ohriap, booauoo thO)' wore IIIUiwro of tho tloh-
1111 po-.lo, all4 41d not haft tbo proper •-'•• They att.pM4 '117 
br1'bor7 to baw - a.plo;reo• 41-..1£• w-u• 11o til&, IUIIl 
_.. able to ••w CNJ' nne an4 b...,..., 

fbo ,_ allrillp tbat ..... oaucll' -- 1Jl _,. ,... -
uu-. an4 ..men tbo ·- ruebH tbo lln1tH atatoo ~ran, _.. 
not fit tor a-an ooUW~pti.... l'llie expo41t1., wo a rau-. 

lib., llro IIIia IMbata and tbo Ja.tllli c.p&II,J firn ar­
rift4 at~·· the)'-· .-poalo4 '117 1Ift lfai-- -· • 
a..ral Iturbo, an4 Ill'. Va14ee, both lloill& Moaiou Oooea mt 
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ottleiab r.,n-tillc \be o.,art.•t ot Je-.r et ~ llal­
Clooea ;a\. !hoM W. -. u4 \be J&JIUIIOM 414 \bolr .-n to 
- .. \rou'lllo, bop1Jic that .. ftl&14 loaw llat.... !'loq r •• 
out • cnn Ual ot prepop••• a'llollt Mw \be ,.,..... •• -1& wa, 
~0 llozi ... thbo-• 

.Dv1JIC tho per 19315, a lllxiMII litboa n.o4 .a. • .Anqa, 
1lbo -· •plo,e4 b)'~ Japu1010, -· p'nll & 0-.. iOD b)' \be 
llaioiUI Clow~llt to ozplel'l ~· Coaoh ot lluioo, to p\hlr u­
to,.ation oonoii'JI1D& doptbo, ourrato, t•peratwoo, Wlllcr&phio &114 
t1oh1JI& oolldi tiODo, opawiJI& cr-.!• ot 41tteroD1l opooioo, &114 to 
oduoato llftioaa tilho .. OD 1Jl ao40l"D altbocl1 ot tilhiJI&• ~. ""-7.& 
wu roall¥ •plOJ04 '117 tho larco J&JIUIIOM (fo4o ~. a4 lhort:q 
attor, tho Japaaooo Wllll "ll11lato llaru", a ltMl 'i'lllol ot &boat 
&00 t0111, appeared at lluatlaa, llhioh -• to bo \be -.o ot \bolr 
operation~. IJ.o41atol:y, Japaa111 propac&lll4&-. ._ .... b)< 
chiD& noolr:tiu and 'ftriouo other citto to tho populaoo, ani. •lr1JI& 
·~ proai111 rocardiJI& tile tuturo -ltaro ot Mo:doo roc&rdillc hor 
t1•111D&• 1'ho or- ot ~~ loliJlato 11aru appeared to bo .. u dilo1pl1Jlo4, 
lO&diJI& OM to boliO'i'l that tho;y -PI probabl;y trained al-e •a'ftl 
11•••• 'l'ho llinato llaru aado ono trip South 1lo Cape Corr1ont11, aJI4 
onl •orth to tho Colorado Ri'l'lr, tak1JI& ooundiJI&o, witb ~ load 
liJlo and oonio depth tiJldor. 

.lbOilt thio tiao, tw Japanooo oitillnl Wl'l plalo4 1a 
tho Dopartaent ot Phhoriu ot \be lll:diiUI aow.._.n; at Wnioo 
ctiir. aad are otill thoro. !ho (fodo Coapan;y appal'oatl;y baa boon 
able to caia tho oontidODio, b7 one a lthod or aaobl', ot •­
lluioaa ott1o1alo. 1'ho propac&lll4& ot ~~ Japaa111 to toaell tbo 
llo:dean t1...._ holr to tiell, •• aero}¥ a ohoa, tor tbtr 414 
not oaplo:y ~ Ko:d- tiobol'lllm, and 'ftl'l Ullablo to oatell ohriap at 
tho boc1111l1Jlc 1:hoaoolwo. ll,r their aero-lilt with tho llaioaa Go'i'll'a­
... t ot "nplorattoa•, 'thO)' o'ftdod tho ~t ot nportatiCIIl aad 
ozportatiCIIl tazoa. .lbout tho -• tiao, aaltber Japanooo ...... 1 et 
tho •- obi u tho lliJlato llaru ._. Milt to tho But Coaat ot 
llo:doo. 

!ho lliJlato llaru ti-.ll;y ooatinod beP oporationo to a 
ohriap bo4 abollt u a1l11 lone near Mooapul• Iolaad. m ~•cu­
n1D&. tho lliJlato llaru ._. oatiro:q -blo to •kh ohriap uod all 
that olw obtaino4 _. purobuo4 tr• lluil&ll tilh- J.t thio 
- tiao, t.hl 111\.W. C.pan;y wu oper&t1JIC out ot a a,... ... thoro 
.,...... to 'llo ••• trifti• "'•• ~· lll.ba1 ... \be l;yodl ~. 
ultMI' et ,._ had boon n-oatul at tlw.t tial. ~q. -
doal had boon ..u 1Jl Japaa, 'IIMro'b:y tho -tor• ot tho Galt ot 
CaUtornia _.. 41ndo4 bohna tboal tw ••paa1••• 
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ru14u ia lu Dio&o, - to Lei J.D&el•• ia aa a'11•pt to mer 
illto a vaaeaoU• wi~ Ill• flle7 aaitW& \~!at 11Mir 111rilQ thll­
ia& operau- bM liMa a tailllre aa4 'lte'ry ""1¥• At tirn, -.y 
na\M 'M7 wilhH w pvobue lhri~q~ tr• ua, lea't'iJI& ~ llill&to 
IIana ia Kai- •11w• to be loadM with ooar ahr!ap U.Wo, llllwn'er, 
the pri .. ~ ott..,.. _. ~ llel ft' tho oon ot produoUoa, aa4 w 
oo..U aot u .. pt thair filter, aor wo.ald w haTO d- 10 it w .... u. 
Their ...n propoei\ioa _, tbat thO)' wpp]¥ .ao with ...U J a,...oo 
boah wbioh w wwld operate tor t~. We, ot ICNI'II, ~ 1.aoh 
a propoeition. Ia o.ar tilhia& oporatioaw, 'II haTO .aood tilhia& 
TOll ell 11110h ll:lallor thllll tl\8 UiDato llaru, aad •oro ia DUIIbll', ter 
th1a 1a tho logioal way to obtdn ohrimpo Tho J apanooo a•i t-. 
that o.ar mothodo - r• oorroot, and that thoiro - r • 111'0IIf:, ..,. 

their boan that they ... ulcl t oaoh Vaioan t h hol'll• hft to thh 11 
la.a&hablo, u ... t all&ht t ho Ja panooo hft to tiah - that 11, thO)' 
" pl od o.ar proeod.aro • At thie oan.to ...... oo, tboeo ~ J apo.MII, •-
111& that thO)' oould not enter into a tranea1111CO> with ue, polite)¥ 
iato,_ u e t hat they t on ftJ"f oorry tor ue, lndioa tillf: that tbo7 
wuld dri ft u o out ot Voxioo . 

Wo haft booa approaohod MliY t1,.,11 bJ d1ttoroat 
Ja,..,..ae on t ho pret ext, on t heir pot.J"11, that thO)' clool nod to 11117 
e~p tr<111 ue, but it wu nidont that all thO)' wore lllld.llf: wae 
iat-tion ocmoora1111 Cllll' methode ot thllillf:• 

lhortly after tho abOft molt in& i n January, 19M, t ho 

Vihui Cooop&D¥ and the llyoclo Ct111p&D¥ ondontly MAlo •- ·~··• 
'betwln t~ool.,.o, aa4 in Karoh, liM, IITOral -.11 Japan••• 

boate - into ~·· t1~ tho Ja panuo tlac, 11h1ah boate bo­
l-e, ,.. bo11oTO to tho lyodo C•purJ• 

A& illoid11'111 ooournod in l'wbru&J"f, 1916, that 11 ..rth 
rope&t1!11i o eno ot our TOIIoh, th.o Thoodoro l"ou , .... to u.eher 
ill the eTO!ling in tho t i ehi"'! grOUilde South of OU&pae. Tho 111•111 
llaru •- very olo11 alont;ddo, bailed CI'Cir Captain, and auld h1a bJ 
'llllat right ho had to b e there, and d-mandod that hi OCIDI aboard. tho 
ltinato l.!aru with h11 ellip ' 1 paper•• Ot OCIIU'II, our Captain reflaeo4 

tci llo ••· · · · · 

Tbo Vi.nat o IIana l ett Hoxieo b tho - ot ltii'T ter 
Japaa. tali1JI& baek with ~ ..... ra1 MdiMBI, 

Ia the. h1l ot ltll1, the lliMw Karu re'111 •• rr. ,.,_ 
... 11 uw ia ~~ Olllt ot Colittrnia, tl&lthll' with '- lar&o 
Japu .. o lhipe ot abou11 t ho - dao ao ~ Kinato llaru, ... ti,. 
aallor Japan••• ahipo abollt SO toot 1-c. Coavary w tMSr proo:illl 

to the lolwean a., .... ..-.-. the 1&J'In' -••11 bad M llolsioaa tilber• 
... aboard, u d tho -ll•r ... aaole earriM 'lte'ry t.w. 
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Author or ~lr _..._. • .,sn,. with ~ 11a1 ... OeTen­
-' .... tlil&t thq -u. ut llhlp wq ehriap wt at 1*11"• MHq 
.. lllc npleriJII woJ'k., ......... , thq are JUW •tehia& lnmiiNH ot 
tae ot ohrilop, to the II:D.nJ.ed&o ot the litxi ... ao .... a-.t, wile 
1a u ~ - to prnon. w. lil&w liMa 1At-4 "-t.t tho .JapueM 
lil&w llea ••peuatlalllllexiou ottioiale. 

'l'he P'•-11 a otho4 ot operatioa ot tM Japueoo h u 
toUono 'l'he lar1•r wooola otq Oil the ftahlal &r011114o u4 tiah 
tor ohrilop. The -u ... wo .. lo 4o the - aad the ahrilop ftiah 
thq eatoh are put aboai'<l tho 1ar1or woodo. Aloe, theM -"• 
...... 1a put ill at ~ tor ioo, oil aad pi'OT1a1_. u4 br1a& 
ohrillp illto ~·• '111111ah h &hipped to Loa Ja&doo liT rail. 
au ot tho larl• ...... la, ,_rall;r tho M1•11• *"· leawo the 
OUU tor Baa I'Mro a'bOIIt owr;r two or three antha. Bho 1ut ar­
riW4 ill SaD Pe4ro a'bcNt the a1441e ot lleMa'ber, with 100 toao ot 
ahrillp oa 'boar4o Per uq ohrillp oo14 b the UllitH Statu, the 
lllitaui C•paiQ' ana ao the oole a~•t tor the ~o C•JMUif• 
'!'he ahrlap bro\llht 'b;r ~t h 1-.ll)< paeb4 ia 'beao u4 
troan, ftioh 'beao aro _,.1o14 •Jiii'04uot ot Japaa•. Ia hor tim 
trip ot the oou..,, 111doh -• b the Pall ot 18&7, aha ualoaiM 
ooui4ora'blo ohrilop tor the llllib4 Stateo _,.a\ 1a 8aD P.Vo • 
....,.r, oa thio l&ft trip, all tho ahrilop 'llbioh obo ha4 .., ~ 
_. trco-ohippo4 to Japaa. Wo lil&w illtoraatioa that aanhor -
ot the lar1• Japaaooo ...... 1.1 h 4uo to arrlw ahortq ~ SaD 
Po4ro with a loa4 ot ohrillp. 'l'he ohriap that lo ahippM tr• 
ou.pao 'b;r rail io aot tro .... , lNt 11 paoloM ...,_.1Mi. 

We aro aot Mrta1ll hew ...- ohrlap t'be .:'a!*'M'M ha" 
aoat illto nr UllitM Sta\oo _,.U\o throup Leo Ja&oloo oilloe 
the hll ot 18&7, but w 'bell...,. the -• to 'be .. ~ lwalrM 
tcmo. 'l'he7 are aow wol'lr:iall Nt tholr throat to 4ri'ft uo out ot 
16txioo oo that the7 'a¥ haw a total u4 a..,lote aoaopoq ot 
tho ohrillp tl•hial ill4uotr;r • 'l'hio the;r are doli~~ 'b:r aftuall7 
4,.piall oo auoh ohriap ill tho -.rkoto ill Leo JDpl .. that thq 
haw 4riwa the Jill'loo ._ ~ 'beln our oooto aa4 their oooto 
ot pro4uotioa. Roi&J"4lo .. ot wq tall" prloo "-t.t w ao,y put upoa 
ahrlap 'llbiah w .... to Lao Ja&doo, tho Japaauo "-41atol7 M 
our prioo, all4 'liMa w .. ot their priM, tho7 ioooo41atoq &laill 
1- tllotlr .,.. priM, -..1111 the aaloo priM 10 'below the oon 
ot pr..,.nl•· 

tho Oa~ ot the llliaato lilaN hao a 8alal7 ot 100 
;roa par •-'h. •Mob ~ • aPJraiatoq tN.OO aM 11M '•ro ot 
tho ern haW a.....,. ot .0 70ilo or tll.OO par aoathe theM 
.&arioo aN tar 'below 8¥ WIIIOI pal4 OJl .tllorl- tiahial 'ftOMlOo 
rue a11otap labor, ••plM w.\th U.ap t .... ocmdnlllc .. otl7 ot 
rloo .,.. ftah. •s.u 1o OVft4 to the -· h tv llotlow the 
otoalar<lo ot 11~ ftioh uq 4oooat .laori- -u ... lro \o 
aalilta1ll. 
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!IM Ja,... .. an wU~ to aall beU. Mn, u abeft 

na~. 1a ..... r tlliort tlla)' .... 1a 1ala -· ...... ... ta l •w 

llniMo !ba .lapaMM ••,.aloe ll&w buc• tiaaa.tal NI01ll'"l• ... 

w "bolt.,. an 'tao:l:H "by "'• .lapuAO" a. ... ..-t, llD4 tlley an u 
ruthloaa 1JI oooa.t.o WJ't aro &a 1JI their aUituy open.Uoae, !11117 
are dolilleratol.T obeatilo& the llni..,. Oo"roaa.n, ud ~ • 

inaidiMU pl'Opa£udao 1fe pe:J .w' labor d-' U."riAI; -coa, 'bnla 

ill tiahiJI&, Md ill tho repair ot oiU' wuoh. SbANU ~ tantoa at 
tba J apuAOao ••pol u a to withdraw tr• our t h h iJI& oporau .. , the 

.flaoriOM la"bor wl\ioh w hire would bo w..plo)'H• We ll&w .,........,. .. 

to "build up a aOUD<l "bua1Jio .. , ua iJI& bollMt a othoda, llD4 pe:J1JI& la"bor 

well, IIDd it •••• unbolinahlo that tba .lapenoM • .., ·- •- 1000 
1111 .. , llD4 1a .,.._ h "rirtualq Aaorioan •ton, clrift out Aaori..,. 

i llduatay . Wore -'-ri O&Il tiabari oa to operate ill Japenoao • t ore, 

oftr)'ono llnO'W wbat tho reault woul d bo , Wo t ool that the JiaOrl­

Oo"rWr-llt ohoul4 oupport Mlor1oiiD tiobarho llD4 drift out thia .,.... 

ooruuloua .lapaDOM -petition wtuoh h n.,. appoarinc tr• tho lloriJI& 

l oa, South , 

'lihUe .. bolin• that our Na"r'&l authorlti .. OM draw botUr 

oouluai011a u to tho lla"r'&l llD4 ailltary <laJif;ora 1Jinlftd "by ll&"rin& 

thuo lar1o .lapMOM TOaiOh oporatilo& in auoh oloao proodait)' to 

our ohoroa, wo wiah to oall putioular attont1.., to tho tan that 

while t hoao Toaaola are prohahq lOOt lar1• OllQUih to take aot1TO 

part 1ll ~ la"r'&l onca~•eat or the 4ootruot1CII'I ot •-rM, ,-n 

t hoJ are oo equipped with h1p-powre4 radio that tho,- ...,. diaooaillato 

illt-ti• &a t o \be ao-llt of ahipo .....S othorwiM, wh1oh -..ld bo 

of tho utaon T&luo, "llhilo it aa,y •- lalltutio, )'Wt thoao waooh 

oould an u aother ahipo to aubalar1Doa, alldlend tha u•t help. 

It 1o rather od4 ..,4 •trance that the .lapMO" haTe h••- ao 11l• 

t oroatH 1JI tbe lo•tiOil of tr .. h •tor bel .. , 1JI tho dopthl ot tho 

•tor, an4 tho 1-tic ot oato an•bora~oo, i t th.,- are aal.T 11l• 

tor .. ioed ill tillhiq, 

While tbe u,.,. ut .. ~DOt bo aaot, tho lana are ..,._ 

ron, aa4 w haft oaati-.ll.T aa4e report• t o tho Aaer10&1l c ..,.,.l 

at~· of all of the .~ ......... an1T1tioa, ... t ar .. tho ·-haw 

•- to ow lln.,.loqo, .....S wo bolioft that tho AalrioM Collnl baa 

aa4o ott1o1al roporto ooDoor'llinc tho auo. 11hilo it ~ "bo, tw 
dipl-Uo ,......,.., tll&t \boo .Aaoriou Oo•oa&oat -.14 hoaitoto to 

aa1ot ropro-tati01l8 to tho 1Jn:10&1l OoTa..-1:, wbioh -.14 ho \boo 

oaoion, quiobn a:, to r•ow tW, .Jo,panoM, it ••• it 1e _...,., 

tor .flaOrloan labor to take auob anion &a tboJ ·~ •- tit ill order to 

prooorTO AaoriO&Il 1Jicluatey &ll4 AMrlou t1ohori .. tr• the illT&aiaa 

Gt ohMp toroip labor oporatH hJ UlliOI'Updoua torol.p oorporati .... 

won w tboo OlllJ .._.i...,. thboorioo DOW bola~ b&ra .. '117 th1o 

.ra...,..ao 1Jitaoi011, it a i pt bo 1&14 tll&t ....,. proton ao a oolt1u 

.. .... 

23 

Regraded Uclassified



_,_ 

-· ._. .... l,uMMl-...._.*Jsrs u awt-s' 
- tlMirUs ia _... ....... _. _. .._ ~asss. 1• 'llls•ss ....... , ... -................. l.-.. ..u ... -
- ia -~-.- 11ltll * ...a. .lep ss Owww '• U , ..... 
sslt~ ._. .... f.Ml•tUIIIIl -.n- flsli 1 - .. ~-
tiP' t.•s - -...1ww .... ._. w ..n ...... J1 ••---- II l' 
h * .. siN 71 .a-rt.. ~- .la..t.- ia.....,. .. ..n­
tlslleriss JISi'i.h. •PII a "~' 11lU ...rsJ.r ............ 1a * -' 
tflil 111'-•• n. llqlliwu st •• siW&U• ..a. t.• ..,..wl,ls tw 
•• al- w sst ... ilhs JP'P'l•• II .,. .lawri- O.mw• l..u • 
... iftuss. .a.ers h aaJ.r - 'beq st ,..,1. nttieiwnl)' larp '­
....,.., .._ 71'-U•• ul. ._, --- h •&D1Ht ~. •u•ss 
.. l.a41nhal cr ... , 11 tar&• • ...,.. 

,. .... -' ...-- n.unt. .. •• •• t~~e st-
•pl4!)' .. 1a .,..-r_ ftiMri••• tile ftllts 71 * Jl'i t *• _. 
._ Mno 1111isb b Mlac ·- ")' lll'l"OCuRo --.aplll .... .Japp II 
M"tWs. 

Osw st c.w 
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( !I.UIILU I C.) 
U ll 

I'IOJICftD .,.. "' or n.uo Ill nanau.u. AID mti­
trmtcm&L 'DrDI 

!lberl&l, 1. - The produeta of the ae& oocaU tute & n&ti-1 reaOIII' .. , 
whioh by th•••lT .. ohoul4 ooctribute to the DU11riU• ef ~ llniea 
people tor their otr~ IID4 4ewlo~•t,and perforab& tHq ia WI'• 
ritori&l IID4 extraterritorial - t •ro, fhhiq Ulll4er priait h• 111\h.U, 
th• luk of tb .. • proclaleta .U.a, it aot 1Jipoaaibla, it ftJ')' 41~-.J.t 
to ... quire t~1 uatil - ~ &ra repr414 u fol4 tar ~ prh1llcl4 
pll'IOU, liao• D<lll&\ th• prolat&ri&t t lllre are Aot ~ ·~ -.­
&&1')' to a..,.U• thia f ... ao &JIPI'"i&tl4 II¥ &11 ... 'ftl1114 paoplla. 

~ ... 2 . - It 11 tl» obllpUea of ~ ao....,._,n t o briJI& &Moat 
r•fuati= ia prioo OA4 iDGJ'Iua • ........,.1 ... of -.ria• prectuna. ... ta &a­
••plilh t hh it h •-o-.ry ta ta&lh the A&tiw fillleJ'IMil tl» - lllthM 
ill thhia&, tr•S.•ac ~ ill"'" b&D4li..Jl5 ot ._ ... lh~ t.~~.- ab­
J•atiwq till proll4ure u4 r u ulto that up to thl praoellt t1z• h&'" Mia 
&1_,1111114 ill a ...S.l'll tiahiq. 

Whlrau, a - It 11 s..,....u .. t a ·~·the _,.k .,r o•- 1Aftat1• 
&&tiOD &114 etu41aa to 4etendM t he profuttiOil &Oilll an4 protaot the 
.,....iwa .... 1 .. apaoiao, at the ••• tiae r- with the atu4eata of thl 
lllatitute &114 olhaol of Poren c-arw.U012 u4 Pioh Ulll a.-, &«equate 
pera-11, illalu4iac the eoaatruat101l ttl tilhillll boo.to thrOU&h the 
an&lllioa..n of ·-~ lh1~4o, 

!Ill CCifOJIUa OP Till Ulll'fill IIKXICWI SU!U DICIIBUa 

.liiUC~ 1. - ~ auotiw o.,t. at till Oow..-t will 111 •­
pooeorl4 ta ..... ta & nllk • ' v ill politiw to tilh lll"&•lT the -.rilll 
pro4uato, pr1auri..Jl5 &t the - U111 & prill rl4uatia ill the 1-"'7 
M4 &lao the taaUiac of ... ..,. tilhiJI& MtbMo, - ito hoD41-rk &114 \ha 
OODitJ'uftiOD Of fhhiac ~lo 

.&at~ a. Till objeat1'" ot the CorporatiOil will baa 

(&) Piahiac ill &IMI'&l ill territorial IID4 axtraterntor1&1 -tara, 
1:1:11ptiq that of ... -..... ..,.... &114 &lao of .aria• 1p11i11 ru~ tl 
D&U'" tiohlnllll 11'011,.. ill ~· o•panu ...... 

(ll) !o atrllt nplerau .. &114 eapllit&U_. ill tarriter1&1 ... 
n\r&territori&l -tiro. 

(• ) To enuliab ,. .... "' &114 retrt&- till& pllllu, tiXI4 u4 n.t-
ill&. u &1111111&r1H of the .. . 

( 4) Ta attMt all k1114a ot o,....u .. pw' •·•ac to tiab1ac. 

(a ) To r-t the i.anrc• ot 11a:1- •p1t&l 111\1 tlll tiab1ac 
1a4uV)t. 
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2S 
I'll&• • 

( t ) ro - u .... --a et 1aw.ti&n1• uo& •e1•t1t1e n... .. 11• 
cln.r.lu •-• of propap\ia uol ~· prn1eue et tile pro'-"1• 
of tile -lw• aariu •P"i••• proplft1•1Ac ~ nul•• '• tile r.ural 
Oowamlde 

(I ) !o wppq t he t1abeNn'• Cooperatl'ftl wi~ boat• u4 t1•IUJI& 
oquipMIIII tor their work ti.Jiaaolq t"- u4 'boq1JII their pNclue\lo 

(h) Inclllnrialhation iD 1• n•ral or the Hlble -.rlM prllhft• witll• 
011t loo1DI dpt ot tho .umfaoture or tert1lher t or &11'10111\ure 
ut1lhf.DI oped .. or low ll&rket or o ... eroial 'ftllll• uol the ottal of •-· 

(1 ) To teaoh tho nati'ft tiohoNon tho clltter ...t oy•t.• of .... "' 
thhlDI ao w ll ao to thl etllclllltl ot the ID.t1 tute &Del Soh01l of P'or• 
oetry Con .. r.ation &Del Floh and r.~•· 

(j) Tho ocmeV'u.tion or fhhlDI 'boat e t o re«uee lwatlDI. uta'blllb­
lDI tor thh the n-11ary 1 hlp yarcle. 

(k ) •ploy iD the or- or the boat• ono-thlrcl •n- ti&henoea 
&Del u th .. e 'beecmo eohoolecl in tho ..-z~&~•ent or ...Un> oyet_. • plOJM 
1D tiahln~. tbu• lo1i115 their oharaoter of apprets.e ... te wbnitute tor 
toroip thhoNm eo they ou oowpy pod\1ona iD the tiohlDI '""" • 
the bode or t he c~. 

(1) 'l'o wpply -.rketl ot tho o011atry0 at r ocluoecl pri•••• llarlM 
proclllete. r reeh. rlfr11Vatecl. ealt ecl &Del clriecl at pr1ou withiD the 
reub or the -rlr:lDt; ola•• .. - puttlq 111t propaa;uola to opn,... MJ'ke\e 
in the Interior. 

(a ) !o aakl .... of t1oh1DI boe.h with retri,oratf.DI p1antl equippecl 
t or trawlf.DI aacl •all• boat. to eo tou ....... equippecl with note eaoy 
to banclleJ a boat of l eN t~• w1ll be 1111cl eepeeial.q t or roMUelo 
&Del to t ouh llaieu tilb-. 

(a ) lloate to 111dah the prni ... ~ bu rotorrecl will be pr .. 
port1onecl b)' the aharaholcl•• of Serioa a. to tho c .. pooq 1D the nature 
or reatf.DI ucl will be helcl ancl ocmeUerecl u ~-. tho c .. pooq beiq 
pri nl•l•cl to buy tb• u4 aeqlllro othore a• r equirecl tor tiehlal JNrpo•••• 

.ul'IICD a. - Thl• will be a nook C•p~ throlllh re,le11orecl ohar .. 
iD Sor1.. .A. 11114 • • 

lbl.rea in &eri .. .A. will be 111'beariW 111 b)' the Na'a1 Oovw •t• 
will reproln\ I~ of the C..J!U¥' 1 eapital. will be abeel11te)¥ .,.. 
ehanleule. 

lbl.rll of Berill B O&D be 1Nblor1W to u4 ut"ir'M II)' tw.ipW'I 
,.. .. Uley roprol...t a ..V•• or 1~ aacl 1lbe IOlC u a .s a• to be ,...._ 
IW'I.Mcl II)' )( exiO&Dio 
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AJI!IO~ •· - !he eapl-.1 neelt will 11e MOO,ooo.oo to 'De w'D-
•erllle4 to u the tellewlll& f-• the Oowa ' ,..._,. to the 
CorporeU• --•dna fer KariM t1alt.llt& ~ to tile c.~ ... 
eaell 1a the __ , of tlll,ooo.oo. 

nar .. t, up to tbe __ , of tiOO,OOO.OO will lie eoatri'bate4 ~ 
tbe eubearlbera aD4 bol4era of ebarae of Sarlaa 1. 

AII!ICLI a. - The ...,orlt)' ot th• -bera ot the •e•••nraUw 
COD.eal will ba ._alpate4 tor repne ... tatlGD to the Ootw •11 - -
bellll appe1Dte4 by the S.eratary of the TrMWI')' .,., PUIIlie CNUt, 
&Dother b:y the 8eeretar:y ot latloaal EoODOIQ' &114 two ll:y tbe All..._.,.. 
DepartiMlllt of J'oreatr:y .,.4 J'11h aD4 a... • 

.&JITICLI a. - Th• eapltal etoalc, 1t ..... anw..a or ·~• 
ot budaau require, e&D be 1Dareaeat to &D..thar taoo,ooo.oo that wiU 
'De 4latrlbute4 proportlollall:y by the -bar•, IN\ the OoYa.--t wiU 
ooDtlaue with III:C repree...tatlc, thll llleraaM b .. pi tal ateelt wi\ll 
oDl:y the oblicaticm ot actrlbuti.Dc a 27~, u the other IT~ wil.l H 
ocmd4are4 u iaorw.M lD ftlua of tba a ut horlt)' or acmMalioa tor 
tllblaco 

ARriCLI 7. - The !'.Ural Gon..-t will repree...t 1». the .u­
••bli .. the D~~aber of Yotee equlftleJit to ~ ot the Corporetloa'• 
eapltal ..,4 approftl ot the r..a.rel OoYer-t a1 atlpulate4 by the 
lbar .. , will be aeM .. ar:y to .s.te .. iAa the tollowilll -tterao 

(a ) IJ.•- to ••treat wlU. 1D4hlcluale or prhata oOilpaaiu 
tor t1ebJ.ae aD4 exploltatloa of utera1DM epoll••• 

{b) lluUdhc ot ellip :yU'U aD4 -atruatlc ot t1abJ.ae b .. ta 'D7 
ooatranor•· 

(•) IIMeune ._,1pe4 to replata tbe 11l\er1or aarlcat ot the 
pro4uata ill the t1eher1u brueb or natrlatlca ill azploitau .... 

AIITIC~ 8. -Tho tdaS,.1atrat1w CoUDaal will be_.. up ot le'i'ID 
-'Dare, ot wblah the Ve4aral o.w.._t will a,ppolll\ ffiUJ', at u:y 
tlaa 'Dailll prh1lap4 to raYolte appe1Jdllalllte &114 -• ""- -bar•• 

!be r_,.dar will be 4u1pata4 bT 8aJarlt)' "'• at the ellara 
heldara preaet ot Barbe 8 &114 ••• ,.,_ wta ot the Ootw ' 
caua .. h will ba ,_,aary ,.,.. it lou to 41&1 wi\ll 4Ml41ac ,.... 
e- or the polllte -tloae4 1n Al'tlll• 7. 

AJI!IC~ 11. - r-1 ooDtra..t of the Corporatlc will ..._.1M 
the proport10ill 1». wbloh the profit• will ba d.lltrlbu'-4, oa the 'Dula 

u toll-• 
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I • lit tM t1rn l'lMe a Mft&1Jl ,...._._. to t. 11ft uU. 
tor rooonw tlaM. 

II - Ia t1w ... _.plaN a ut1a1to • •=• 11111 'lie unl.AH tw 
tbo aoquhltla ot bO&ta or tbhiac oqulpoat &D4 rot'r1cen.t1JIC or puk­
I.JI& plaate 11114 wbiol .. ot trUloport. 

III • !ba tho uoooaary quuUty '11111 be appl1o4 to aowr , .. 
abaroa ot Serloa J.. I llterona u appoerf.a& on t~ ...van. 

IT • Ill tbo th1r4 pla" a oert&lD porHDteco '11111 be 41nr1llnH 
-c tho 41.reetora, ~loyeoa 11114 worlaMD ot tbo ~. 

'f - After ,.,- ot tu t.l>oft, tho lllterona of Seriea I '11111 
be oowro4, '""" 

'fi - It \Mro be e olo•I.JI& ot ao•-'• the ~tloaal l.Jiterona 
'11111 be epportloae4 to tho abar .. ot Serloa J. 11114 1. 

ABDUl 10- !M h4eral Oow..-t '11111 ecro• to tho OOD41Ua 
ot tbo C.~ u oft&blhbo4 1D , .. twa&l oontren .,., 1D eoeol'<lUloo 
with apool&l acr-ta, .vba141 .. tb&t au,.....to tbo C..JIUiY, 1t -
t'a ltUla oaah ... ~ ..... ..,. <lllO of tu obU.&at1ca 1apoao4 'b)' thh Door•• 
11114 thoao •••ll&&to4 ln tho roapootlw aontruta • 

.AII!ICLI 11 • !M C ¥ •'¥ avea• 11114 '11111 tllltlll ell l&ft 1D toroo 
racar41D& tlabla& u4 tbooo that a1cht t. 41otato4 1D tho futuro laolwl­
lJIC Doore01 a4 'bullotlao tba' alpt atteat it. 

AII!ICLI 11 - !M - u\iw lrua.b ot \M Cloft..-t tbrO\l&h tho 
Soeroteey at \be rr.......,. 11114 Pullllo Cro4.1t ot the leUOD&l ••==So 
an4 A»'- DopartMat ot r.....v,.-' Flab &D4 a..o, h 4¢) .. 
to nboerlllo to 11114 otipulato 1D \M outran 11114 atatuoo all ol8deo 
11114 nlpulatl- -wal-' tor tho bon ntw•uaat ot tb1a Doeree, 
•• o..a. oae ot tho s-.tarioo u4 ~·"'• aoatl,... '11111 -•1oo 
attrl'butea wtdob. to tho ~tate~ oorreapaa4 u aharo bolura ot tho 
Coa~. !M Dopar1aeat ot r oreot.r1 .,. ot n ab .,., a.., will aboeoe 
toobaloal boo4o Poundero ot the c_,....,. 

auu or~ 

Mat•• D. r. Doaa.ber 11, ltiT 
PUIIDII! or !HI lllln'ID dXICAJI BTJ.ftl 

----------------
DV•I'II'ft or rcaunr Am~ n111 • OAIIII 

•••••••••••••••••••••••••••••••••• ••• 
IIII~ J.. ~ (JiiililO • 
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.&cl'lCNl ''" 
.&cl'l-.ltval Joo•rt •• 
.&cl'lCNl ~val .. luorlJic 
lolhYlUo looouob 0.\e 
•t-lOQ' u.l Pl.pt QDanllU,. 

!o\al .&crllllll\ve 

o-re. 
Cout u4 O.OUUo hnq 
Jhllorioo 
I.ilb*llou•• 

!otal 0 •r• 
h .hrlor 
!'he Jou«lllo hoJoot 
Ooolocioal hnq 
111.41& Attain 
IU.u1 
••uOA&l Park ••"l" <nr. x.p,) 
••Uollal Park lorrtoo <•• A !raib) 
loolMaUoa 

!otal lllhrlor 

!Na.nq 
Coaat Oaari 
P'<lllllo leal tla lorn eo 

!otal !'rOUU7 

far 
Corp a ot .. t.. on (linn A llar'lloro) 
Coi'JI• ot ~uon (noo4 Coahol) 
Qaanonwuhr Coi'JI• 

!otal far 

Iatepnt•t otfl­
Yohrau 'W•h\nU• 

!oW lvosn'm ottioH 

• 
, .. 
).~.1100 

l5olCC 
),1192,671 

q.opo 

2,()50,50() 
1,()90,)50 
1.§TO.lS 

10,~,ceo 
2, ,ceo 
5o)l),ceo 

!197 ,ceo 
2,2l2,ceo 

90o500 
11.75).00Q 

1~.0f5e000 

1§.1;..oooJ 

6oo,ceo 
).OCO,ceo j 

!t.lll.l!op 

11$ .• 

• 7.-'1,171 

6,1U,ceo 

53 ,lto2. 500 

t l,,,..,,7M 

B-t· 
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Dlplt' t 

•ar • . • .. ..,. • • • • 

Total.. 

• 

• 

• • 

IIIPLODIIIII'f BY 'IAil dD l.t.VI J:m'AB ••DiS o• 
•• P • .a.. dD P ••• .a.. PBl.JJCtll 

W.P.l. P.W.4. total 

46,70.3 6,761 
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:&UDDI!UIIU :1m Pam.IO .mQ :1m !Ill J'IIC.U. YUU 19:56 !0 19:59 

(In Mllllona of Dollara) 

troa recular IIDIIual IIPPJ'OprlaUone: 
Publlc Ill~• • 29 • ~ $1~ $1~ 
'le~U~enee Tallq .b\horU7 21 
llecl ... uon 15 16 leo 50 
lllTera and harbora, laproTeaent 1 1~ 89) 

170 lloo4 Control 28 26 :59) 
Public llu.ll41Dc• !115 !I'~ 61 6o 
Unlte4 8\atea Marltt .. Oo .. laalon !/ 12 6 1 50 
Rural llectrlfleatlon Adalnlatratlon 1 11 50 
Other (~ boualq, naTal ahore 

16 ljl; ljl; a\aUou, etc.) ]8 

!otal recuJ.ar 119 :Jl5 480 656 

hoa -rgency approprtaUo.na: 
26o 45 Public B1&bwa7• 215 85 

!enuaaee Valle7 .bthort \7 28 
JleoluaUon l~~ J6 26 11 
!liTera and harbora , lapronaent 75 10) 

5 lloo4 Con\rol 9 20 24) 
Publlc llu.lldlnce 53 ~ 16 5 
laercRCT bouetnc 25 51 ~, 10 
Rural llectrtflcaUon AdalnhtraUon l 8 5 
Publi c Worka Adalnlatratlont 

!136 !121 !IJS I.oana to ]lllbllc bodS .. 10 
Oranh to Jlllbllc bo4lea, lnolu4tnc 

2J4 adalnl atraUott 273 190 355 
Other (~ boualq, naTal abore 

6] 56 5!! etau-., etc.) 52 

!o\al ..... ,."07 766 1107 ~17 555 

Orand !o\al 

l.zc••• of ore4lta, deduct . 
InclltiUe Shlpplnc Joard . 
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1939 UPII1llf01118 - nrau. A11D UXW. 

(ID w11Hou) 

l'..s.ral Local 

W. P. A. • . . . . • • • • • $2,13S f4.. $.400 

P. W • .&. . . . . . . • . . • soc soc 

General public 110rke • • . • 550 200x 

c. c. c. • . . . • • • . • • :ns --
._r&•DCJ public 110rlce • . . 200 --

Total • • • • • $3,660 $1,100 

x JU&b'dl'll, etc. 

Total 

$2,S3S 

1,000 

750 

:ns 
200 

$4,760 
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Loa:oa 

IDIW'...,• of 
11o4of.:!::t1cm 
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Blootr1r1oat1cm Gooorat1D& 
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aicliOD Linee 
aD4 .1r1D& 
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aD4 l c>W -t 

110118111& 

co•TRUCTIOI, IIIJ'Allt&, WIIViD!II!S , B!(;, 
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1,000,000,000 
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(tQ o«er loUM ) 
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~tandill& bel• '" oODOtruot1on t 
....,. of J.Murod J:xiotl.mc • 
OIOJ'tpL&M ll.a1tod 
to l!ot~tod ~!.epa)'-
12,000,000,000 or MUtl • • • • • • •• 1012tmt~ 
},000,000,000 lot .. ..... ... . .. 1,335. : 

( '111 t11 owr ""a1 of 
PrM14o1lt ) 

$11;6,}1;0,000 158,600,000 
(R, J' , C,P\mdo ) • ($},660,000 oxp1rod 
6/}0/}7) 

t800. 000,000 12012,000,000 

Sal oaoo ot 

!I t25 ,000,000 to 
50,000,000 

!I • 5 ,000,000 (Pl..a 
rol .. M ) 

1664.4~.519 

t87. 71;0,000 

$598,000,000 

od , » 1001>0 aro paid off 1n oatOMI ot 9<ll' (~ 1t IJ>ourod t or 2<Jl') tho _.., port10D ot tbo 
iU\ai"UlOI beo••• a"fti l abl e to oowr ~ loa.D8. 

.. . ·-• -
\ 1:· 

'!.:· 
' '<( . 

• • '· , 
. I 

. . 
• 

--
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touo """"""' t20,ooo,ooo ..,.. 

!MOM to dato 
t l&,ooo,ooo 
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s.u-uquuauac toe.... .... c .. tn.tloa 
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._.. 
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(c..tt.- ) 

lo Ua1tatl• ou. ... t45'1 ,105, 'B6 . ,16,117 .SO'T 
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lloo,ooo.ooo ..,tt&l ..._ (•1•• 19») 
• ., .c •• • ,-.-1 Uai .. 
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October 21, 19~8 

The President called me on Friday, October 21 , 
at 12:45 . 

1 read the attached atatiatioa to the President 
and he said, "Things are going up too fast, • and 1 said, 
"1 don't agree with you , Kr. Preaident. They can't go 
up too fast,• aDd his reply was, "Well, it is nice to 
have them go up now just before election.• 

The President then said that Bullitt wanted to 
t alk to me ; that he wanted to come to Washington to see 
me and w11a bri nging Monnet with him. He aa1d that he 
read the three-page memorandum which 1 gave him on Tues­
day and that we need not worry a bout the part that has 
to do with exchange difficulties. 

36 

The President then put Bull1tt on t he telephone 
and I told him that I would be glad to see him and ~onnet 
someti me over the week-end, but that I did not know what 
arrangements Mra . ~orgenthau had made and after talking 
to her I would send him a wire . Attached is a copy of J~ ' 
the telegram which I sent Bull1tt later in t he day . ~ t'1 · 
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Copy 

N.J . TiRes WeeklY Bustnesa Index 

WeiBht Oct. 15 Wk. Change 

Automobile Production . 03 65.9 up 14.5 

Steel Ingot " .10 73.5 up 6 .4 

Electri c Power " . 49 95 . 2 up 1.9 

Lumber " . 06 74. 7 orr .4 

IU.scellaneous Car loadings .19 77.0 up 3.1 

All Other " .08 88.6 up 1.7 

Cotton lUll Producti on .05 
\ 

On basis of available data, NYT index of bus:lness activitY 

in Oct . 15 wk. rose 2. 7 , 

Next wk .: 

NYT index of auto production :In Oct . 22 wk. rose to 85.4 

from 65 . 9 . up 19. 15. 
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, 

o.MM• 11, u. 

T iUOlWl ( VIA Will 'l't: fi')USI lfll'll ) 

HOllo I'II.u.ll\lt u. DUJ.J..lft 

fiXDE PAJUt Ht1f XO!Ut 

I WILL 8& Vl'Xl' Ot.AO TO IIAVE YQU UP lOUR FJai JI1) ooa 
roft Slll>PO\ TO_,MOif aA'l'UJmi\Y IIIOift A'f GOflt 0~ 

B£3'1' l\EGARDB 
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October 21, 1938 

Harry White gave me t he attached memoran~ 
with reference to the French Government'• establ1ah1ng 
a1rplane faotor1es in Canada a.nd ·~ we ahould not help 
finance them, and I gave a oopy of it to the President 
when I saw h1m a~ Hyde Park on Tueaday. 

I did not l eave the first sheet of the attached 
memorandum with the President, because it had Harry 
White's name on i t and I did not want to put Harry on 
the spot . I did not want Bullitt to go after h1m. 
Harry s name did not appear on the other pagea of the 
memorandum. 

I alao gave the President a oopy of Wb1te1 a 
memo 1 Br1tiah comments on Sterling. • 
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To: 

FrOID I 

c 0 p y 

Secretary Korgentbau 

Mr. White 

October 18, 1~. 

The proposal that France build large plane 
factories in Canada bas merit only under the assumption 
that France cannot (for technical reasons Which I 
would not know) produce all the planes she needs at 
home during the next few years. 

Possibly Mr. Bullitt is in possession of informa­
tion indicating that i s so . 

However, on economic gr ounds the proposal has very 
little merit. If the only or chief consideration is one 
ot finance , it seems that France would be most unwise to 
attempt to develop a source of supply for planes in Canada 
rather than at home. 

40 
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Copy 

PROPOSAL THAl' THE FRENCH GOVERNUENT ESTABLISH IN CANADA 

AIRPLANE PLANTS CAPABLE OF CONSTROCTlliG SEVERAL THOUSAND 

PLANES A YEAR. 

Conclusion. 

The plan has some advantages but these appear at 
first examination to be much outweighed by the disadvantages : 

A. The possible advantages of the plan are as follows: 

1. The French Government would have an important source 
of supply located three thousand mUes a•:ay from Germany 
and Italy. 

2 . France might be able to increase her supply of planes 
more rapidly by utilizing trained skUled labor of United 
States and Canada . \'/ere France dependent on the output of 
foreign owned plants she might not be able to get as many 

as she would wish, and/or the cost might be higher. Were 
she to depend on the United States for supplies, those 
supplies might be stopped ~l time of war by t he application 
of our "Neutrality Act" . 

3 . It is possible that France mi ght be able to obtain 
through borrowing abroad a portion of the foreign exchange 
necessary t o construct the plants . 

B. The value to France of t hese advagtages is quite uncertain: 

1 . Inaccess ibility of the plant to foreign bombing planes 
would be an advantage only 1n war time. But t hat is the 
very time when speed, ease, and certa inty of delivery of 
planes becomes important. For France to depend on a source 
of supply 1n a foreign country three t housand mUe~. away 
for so large a proportion of a vital war need would seem 
t o be unwise from a mUitary point of view. 

(a) Ocean transportation of three thousand mUes 
in war time has its hazards; submarines , mines, air 
attacks, sabotage, spy activities, etc. 

(b) Planes manufactured in Canada would be subJect 
t o assumption control by the Canadian (or British) 
government . France would be giving another important 
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hostage to Britain. Canada might decide, in the 
event o~ war, that she prefer s not t o have within 
her borders an area which might attract the enemy ' s 
bombing pl anes . Wishing to remain "neutral" 
Canada might place an embargo on the export o~ 
planes t o France. Or in the event o~ a wor ld war 
she might dec ide she needs all the airplane plant 
capacity ava ilable to turn out planes needed ~or 
her own pr otecti on. 

All possi bili t i es considered i t would seem that 
despi te her proxi mity to Germany and Italy , France would 
have a more dependable supply o~ pl anes in war t 1me were 
they produced a t home . 

2: Plants with an output of the magnitude proposed 
wou.ld require a large number of trained workers . Where 
would they come trom? The Onited States itself will 
absorb all available skilled workers for a long time 
to come if it embarks on a l arge pr ogram of i ts own . 
In f act , there is probably a scarcity of that type of 
labor now. Large pl ants built in Canada would greatly 
accentuate the scarcity, drive up wages still ~rther 

and complicate our own pl ane program. Bottle necks of 
all kinds would develop which would serve only to 
accentuate pri ce mal-ad justments here. 

France would do b etter, it would seem, t o train 
her own personnel and develop a large scale organization 
at home . 

It i s possible that France feels she cannot develop 
a large scale equipment at home quickly enough, and i s 
afr a id to contract for ~ture purchases in the Oni ted 
States both because or the Neut rality Act, and because 
or the possible interference with production schedule 
and models by Army and Navy authorities. • 

Thi s possible interference with a supply from the 
Onited St ates constitutes t he chie~ a dvantage ~or attearp- . 
ting to establish f actori es in Canada as against dependence 
upon the Onited States plant s . Were the sole alternatives 
open to France either Onited States or Canadian sources of 
supply, the latter might be a l ittle more certain so long 
as the Neutrality Act remains 1n force. The importance 
of t hat disadvantage 1s somewhat r educed by the probability 
that t he Act will be modifi ed, or that i t would not be 
permitted to interfere with ship•ents to France were France 
t o be attacked. 

• 
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J. France may be able to finance construction of the 
plants through flotation of foreign loans. Whether 
Americans could partic i pate directly in such a loan 
without violat ing the Johnson Act i s not certain, but 
even it it be assumed that the foreign capital for 
setting up the plants would be forthcollling from 
Americans and/or Frenchmen, the chief cost of foreign 
exchange would remain. The planes produced would have 
to be paid for with foreign exchange. 

The gold holdings of France are already deemed 
low, and her balance of payments is already heavily 
unfavorable. Were France to purchase from abr oad 
several thousand planes a year, the increased pressure 
on the franc might easily be enough to cause it to 
depreciate much further. 

The suggesti on has been made that France would be 
able to.finance the construction with French capital 
that has already l eft the country ( 1. e.-flight capital). 
This i s doubtful and even were it true the advantages 
accr uing therefrom are not important. Frenchmen who 
now prefer to keep their funds outside of France would 
probably hesitate t o invest in any securities which 
could in the event of war be very easily i dent ified 
and taken over by the French Government. In any case, 
the item of expense that 1s most a portant to the French 
government from the f oreign exchange aspect is the pur­
chase of the planes and not the cost of the plants . 

C. Other disadvantages of the proposal are: 

1. For the French people the venture might involve a 
heaVY loss . The expenditure of several billion francs 
a year at home (espec1ally when financed largely through 
borrowing) would mean a substant1al increase in employ­
ment and business activity. Were, however , that amount 
spent abroad unemployment a t home would not decrease and 

m.ight even increase . UUch depends on how the money was 
raised and on the. repercussions on the franc . 

2. For the Uni ted States the construction and utiliza-
tion of such a large airplane factory would have some 
d i sadvantages difficult to evaluate . 
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(a) It would co.pete with .ar large progra• 
that might be undertaken b7 thia govern-ant, 
and would add to wage an4 pri ce .aladJust•ents 
in the airplane and allied fields, 

(b) Large plants in Canada •1&ht in the hands 
ot a victori ous ene~ (or ot a Great Britain 
realigned wi.th Ge.riiiiiDY or J'apan in a d•perate 
attempt t o save the Eapire) consti.tute a threat 
to our satet7 . Possibly, too, i.portant French 
plane tactori.es near ou.r border would slightly 
increase the danger ot our becoming involved in 
a European war. 
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Oetobn 12, 19)8 

ll~ore\&1'1 llol"((ftmtbaa 

Wr , Whlto 

SubJe~tr 8r1t1eh P"•• o...-nte 1n re«art to t~e atorll~ 

4ollrr •xo~n~• r.to. 

5!11!!!!1'7 

l, To'II'U'Cl t h l! ~n4 of .Junf', whf'l! t he atorl1~-4Gllar rAte • • • 

~pproxlaatl!lY f 4,q5, oo~entR ap~arl!4 1n t ho Brlt1eh pree1 

~ug~oRt1n~ tt~R t ~terlln~ waa OYorYolae4, but t h••• oa-mente 

f' ll;'hae1u4 thtlt t he Nte had been etable an4 wa~ npeob4 to 

oont1nut to be eo, 

2 , D\arlng t h l' litter ~t ot .Julf• l!ll'ntlon ot etorUnr o•er-

nllaUon Seoue •oN quent. t t he .... U•l! the hope -• 

exprl!lled tha,t the •torl1n!f-4olla r rah woul4 be pon1tttt4 to 

tall to .~.86 1n t hl' ~•ent t ha t the two curronobo wore fol'll!dl:r 

etab111&e4, u lt • • • wl4ely r.or-4 they •1~tht ~. 

Srreral weell:e later lt wao tr~qu•ntly etatf!4 t hat th111 

a4Juet=ent to t~ .46 waa not • noa«h to oorreot th~ o._rYa lua-

t 1on of 1 but 
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~. Dll£lft!I SG!f•~r (aterltng below ' '·S6)t A.pproftl 
w14ai:r e7pJ'ell V t he brea ld.J\1" tl\rouflb ot th• trectltl-1 
putty l"ft t e, Yhloh tad b-en reprde4 u an 1~tan\ p~ 
los;l olll barrier to t he ne.-4~ oonoeotlon ot on~l.-. atar­
llng. 

.. ,_.,.. .. . t roa ~.10 to '· 70 wer. .muon.• aa poe Ill bla 
s'>pr oprla t a wqutllbrid polnte fb r the llollar-ater11~ r"ftt • . 

( Inoldent ally f or tl'A t1 r at t1ae thtrtt -.p p~ arit4 atata­
a anta t hat aterlll\j') na oona 14erabl y oora£\'alue4 1n toNe of 
anaral atarl. ln~ bloc our r enotu.) 

5. Durt ne: Ootob4!fi: attearpt to Juatlfl' tluotua t1 one 1n ator­
hn~; &loa.uH Of E orlt1od pe rtoc! but &" !'nna l of tt. lw11r 
1•••1•. (~•• end ~·rt~d1cal• fo r October not yet a .. llable 
e~o~ thP oablw ~uototlona.) 

IntteaUon tl'a t an adJuat•ent o f t:hp dollar-aterllng r ' to 
• 111 Mt auff1o• t o onrr-ot Rr1ta1n' • weakened eoon«MMJe 
altuat lon and s n •w not e. 

fhe 1tea 1n t he J~n4on !1~1 of Oo t obor 12, l Q}S, t aken 
together •1th ! e:rnee• 1t~ta.ent of a few days earllor, aay be 
t he hal'bl~r ot 1\1;1 altered o.-~trot• l poUo,. 1n HOO«ftl tlon 
or t~ we~ene4 ! r1t1ah eoonoa1o a tatue aa a oonaeqaPftOo of 
t he llunloh •p ho4"• !be u- ot October 1) lntroduooa r.r 
the flret tlae a not• of bopeleeen••• ln 9r1ta1n 'a aoaetarr 
pollUon 1n the n•u tutU1'11. 

HDIItlre 

10/1)/)a 

' 
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BIIJr t 

Operator: 

BIIJr: 

George 
Harri son: 

HliJr : 

B: 

HJIJr: 

a: 
BIIJr : 

H: 

IUIJ'r t 

B: 

llliJ'r1 

B: 

H.MJr: 

H: 

BIIJr: 

B: 

BIIJr 1 

a: 

IDIJ'r: 

Bello. 

George Harrison. 

Bello . 

Hello, jieney 

Bello, George. 

Bow are you, sir? 

George - bello? 

Yes . 

l'rid~ 
October 21, 19.38 . 
21.37 P·•· 

Go ahead. 

Rave you been following this R. F. C. note issue 
of Monday? 

Yes. 

Bow - what interest coupon do you think it ought 
to have? 

£5 

Well, I bad a session t his morning - about an hour -
with ah - Sproul and lllatteson,-

Yeah. 

- both or whom have been t alking to banks and dealers 
and eveeybody else trying to get their views. 

Yeah. 

Ah - our - our unanimous opinion is -

Yeah. 

- that is we r eared -

Yeah. 

- that it woul d be wise t o put out a three year note -
November to November -

Yeah. 

Regraded Uclassified



B: 

HIIJ'r I 

R: 

HIIJ'r: 

H: 

HJI.Jr: 

B: 

BliJr: 

H: 

RIIJ'r: 

1:1 : 

HIIJ'r : 

H: 

B.MJr: 

HI 

BI&J'r : 

H: 

BJIJ'r: 

R: 

- at 7/Stha -

Yeah. 

- 2 -

- without any allowance tor interest adjustment. 

Well that I s what th~V seem to think down here. 

I think that I s a olean out thing to do and it 
gives you about a fair price. 

Ah -

Now the - the three year June ones are selling 
at par 16 to 18: 

Yeah. 

We think that the November one would probably 
sell at - being a little longer maturity - at 
par 13 to 15 . 

Yeah. 

If you made it 3/4ths for three years it would 
be awfully thin ; it would be just slightly over 
par on a matheaatioal basis - not allowing for 
anything else . 

But at 7/ Sths - comfortable? 

7/Sths, we think, i s very reasonable. 

Who 

There 1.s one bank who owns a big block of the -
ah - who suggested 1t ought to be one percent . 

Bub. - What bank was that? 

That was the Chase . 

I see . 

They own torty million or thea. 

6i 
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H: 

RI&J'r I 

B: 

RI&J'r : 

B: 

HKJ'r: 

H: 

BliJr: 

( -
\ 

B: 

Bl&J'r : 

B: 

IUIJr : 

R: 

BMJr: 

8: 

H.UJ'r: 

ll: 

Hl&Jr: 

B: 

- 3 -

Greedy - greedy -

But Green i s ab - be's a - be's a flippant 
sort of fellow wbo likes to trade and I think 
be sort of was smart;- he said to go up a 
cent or even 1 and l/8th. 

Yeah. 

But that doesn't make any sense. 

67 

Well, George - ab - who ' ll be 1n the bank tomorrow? 

What's that? 

Wbo 1ll be there tomorrow i f I want to talk? 

Well, I - I had planned to go on up to New Haven 
to the ball game but I ' d just as soon stay here. 

That's all right. 
there? 

What's that? 

Sproul? 

Will ab - what ' s h 1s name be 

Ah - Matteson wUl be the best one for you to 
talk to I think but - ab - I'll st!IJ' around 'lll[f­
self, Henry, I'm not particularly anxious to go, 

No, I don't want y ou to do that . I just want 
somebody there ah - to give us the final say 
around eleven o 'clock or so. 

Yes. Well I think - I think llatteson will be the 
best one for you to talk to. 

You do? 

And I'll have him call you 1f you•ll let me. 

Well, I won't - I may be at home, I don ' t know -
ab-

Oh huh. 

But I'll be here 1n town, 

Well , 1f I'• not here would you talk to Matteson? 
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HlLTr : 

H: 

B.II.Tr: 

H: 

B.II.Tr: 

H: 

BIIJ'r: 

H: 

HMJ'r: 

H: 

HIIJ'r : 

H: 

HUJ'r : 

H: 

Bl&Jr: 

B: 

B.MJr: 

B: 

BIIJ'r : 

- 4 -

Sure. 

All right . It i t ' s a very good day and 1t every­
t hing i s quiet here I may go up unless you want 
me to stay . 

No, no. No, I don 1 t think 1t' s important enough. 

No. And I don ' t either, really. 

No . No , everybody's been telling me -well I 
haven't checked except nround the -

GB 

Well, we - we ' ve - I went over it v ery t horoughly 
and - !rom all i ts aspect s and I th:lnk that 1 s your 
best bet . 

I t alked to Burgess - that ' s the only person I•ve 
t alked to - outside or t he Tr easury. 

Well, ah -

Burgess said 7/Sths . 

He - he thought you could do anything. Be said 
even if you 1rent tour or five years . But I think 
i t .would be a great mistake to go out beyond the 

No. 

- the life of t he corporation. 

Well . - Oh, I don ' t 1rant t o do t hat . Well, 
unless there ' s something happens tomorro• it ' ll 
be three year - 7/Sths. 

Fi r st rate . And no interest allo1rance. 

No interest allowance . 

That ' s right . 

Right . 

First rate. 

Thank y ou, George . 

Goodbye. 

• 
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RIIIJr I 

C. B. 
Uphaaa 

BMJ'r: 

01 

RIIJr: 

U: 

Bl&Jr : 

U: 

BliJr: 

U: 

RIIIJr : 

U: 

BIIIJr: 

0: 

c-r. 

Yes. 

P'r1dq 
October 21, 19.38 
4150 p ... 

What Mr. J ones was here tor was to plead with 
ae that it Mr. Herbert P'leishhacker would hand 
in his resignation now - that we woul.d let him -
accept it but ah - not make him resign until the 
first of January. 

That is effective January l? 

Yeah. Mow I said nothing. So then he said that 
Sam Husbands nas an application for a twelve 
mill i on dollar loan. 

Yes, Preferred stock . 

Yeah, And I said, "Have you told Upham about it?• 
He said, •No," So I said, •Well, tell Upham about 
it ." 

Yeah. Well Husbands is coming tomorrow at nine­
thirty . 

So ah - he ' s coming to see you tomorrow morning. 

Yes, sir. 

O.K. 

Thank you . 

Goodbye . 

Goodbye. 

69 
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RE POSSIBLE CBINESE AGREEMENT Oct ober 21 , 1938. 
4: 00 p .m. 

Present: 

R. M. Jr : 

!hmes : 

H. :A .Jr: 

BIUles : 

Olij)hant: 

( Hones : 

H.:l. Jr: 

Hanes: 

H.M. Jr: 

Hanes: 

c 

Mr . Ranes 
Mr. Taylor 
lolrs Klotz 
Mr . Oliphant 
!ir . Whi te 
!lr . Lochhead 

You (Hanes) s aid you wanted a meeting on China . 

I only wanted to show you the two v ersi ons. One is 
r ather mor e full than the other one . This is the 
draft of the letter f or you t o send t o the Pr esident . 
Do you want t o go over those two letters? 

No, I 1 m all in. 

All right. Well, somebody will havoe to suy wh.1cb one 
you wa nt, a s between tne two . They both cont ain t he 
same f acts . 

I t hink t he short er one i s t he better . 

I shortened the l et ter up by t aking out the firs t part 

' 

of i t , which only goes to say, "As you are fully aware, 
from an economi c standpoint , China 's plight at t he moment 
is desper at e• - goes on to tell how we can hel p Chine, 
and s o f orth , wh.1ch I t hought was not getting to the 
point . So I went stra ight to the point in the second 
draft, which says, in e ffect , "Here ' s the program we 
have planned, a nd ways and means of getting 21 million 
dollars quickly into t he bands of the Chinese Govern­
ment. " 

If you gentlemen will be patient for one minute, I'll 
just read it . 

Let me t ake home - let me t ake this thing home . 

Bet ter t ake both of them, see which one you l ike bet ter . 

This is the one tha t you like the better . 

'Nell, that ' s mine. I took t he -Mr . Oliphant wrot e the 
other one. I just out out the part that t old about -
which wa s superfluous, and which he alr eady i s familiar 
with, by the wcy. 
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H. ll.Jr: 

Hanes : 

H.J .Jr: 

Hanes : 

H.!J .Jr: 

Hanes : 

White: 

Hanes : 

Hanes: 

Oliphant: 

Hanes: 

Whi te: 

H.I.I.Jr: 

White: 

H.M.Jr: 

White: 

H.M.Jr: 

White: 

c 

;.n right. 

Incidentally 1 
three :years. 
three :years. 

-2-

this second copy here l s corrected t or 
First copy bas not been corrected tor 

For three :years is bow much money? 

Is 21 - is 43 million 600 t housand dollars. 

For three :years? 

For three years . Not the entire amount, but half of 
t hat for the immediate down payment, or 21 million. 
The accurate figure is here. 

71 

They only get 21 million loan al together on that, don ' t 
they? 

Tae:y get - the total, if the oil is purchased for 12 
cent s a pound - the cost of three :years • supply will 
be 43 million 200 thousand dollars. 

Yes, so half of t hat - and a half of tha t would be •• • • 

And a half of tha t would be 21 million 600 thousand, 
wllich would be t he down payment . 

Tbe t ot a l acount of credit extended . 

21 million . 

Do you feel the five :year is out? Five :year is out? 

For this purpose, yes . 

Yes . 

I want to, if I can, establish the pr inciple. 

If this works, they have some tin they 're ready to 
t alk on. 

Exactly . 

J.lso pig bristles . 
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!l.M.Jr: 

Lochhead: 

Taylor: 

B. ll .Jr: 

-3-

Well now, as to this Tientsin silver - is that 
what it is? - Kr. !lull says - I getber be feels we 
should keep out of it, is that r ight? 

72 

Re didn ' t say. rbey 1 ve changed it there so that we 
wouldn' t admit here specifically - I mean we don ' t 
state specifically that we haven ' t got an interest 
in there, because technically we might have an 
interest in it. 

rbe reason - in other words, the reason be wants to 
word that tha t way is because tbey 1 re a little worried 
a bout why the British asked them the question, and they 
would like t o be able t o answer about like tha t, which 
is t hat it bas no specific interest. 

I r ealize when my b rain isn't clicking; it isn't clicking 
now. I ' m jus t going to call all bets off • 
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•111 oe preaent: 

Burgeu 
•1111ama 
••rren 
Viner 
Rie!1er 
Han a en 

•111 not be present 

Stewart 

I 
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RE STLRLI NG EXCKANGE RATE October 21 , 19J~. 
10 : 00 p .m. 

Present: 

li . . !.Jr: 

Jir. Taylor 
l.lr. White 
Ur. Lochhead 
Mr. Viner 
!.lr . Ri efler 
lilr. Goldenweiser 
Mr . Williams 
Mr. But"~ess 
Mr. Walter Stewart 
!lr . Robert .'larren 
Mr. Feis 

The r er.son I asked you gentlemen to come dol n YIIIS t his . 
i'le 1 ve got - oh, a number of things, I t hink . ooben you 
wer e nere l t st time, we decided t o deposit gola, ' nd I 
t hilllt th;. t w~ s a good move . I haven't bad c;. cy compl&ints. 
Federal Reserve Board h~sn • t sai d anything, Lnd it was • 
well accepted . I don't know wbett1er - I •m Just going to 
throw out - a nybody wants to bring that up or anything 
else. 

I 1m bothered considerubly about sterling . .Ve Llways 
talk nere confidentially . ile ' ve got this British 
trade treuty which is i n tnc norks . I 'm tol d t he 
thing ~:lis fi gured at 4 .90. Sterling r oughly is 4 . 75 . 
'l:hey 've got t his clause in, which is - you can invoke 
the thing 1f deva lua tion t akes place . Tile suggestion 
has been made that insteaa of leaving it the t way we 
might ~ut in a floor , say tha t if sterling shoul d go 
t o X point, why, the trade tre~ ty would be cancelled , 
the th~ory being that i t would be much e £si er for me 
and f or t he President, I th i nk, if we had t floo r t o 
t ne thing, in case it ~ent through to a certain point 
at which point we determined it ~rould be to our disad­
va nt&ge; because ther e are some peopl e unki nd enough 
t o s ay t ha t t ney ' r e going to bola sterling where it is 
.mtil the trade trec. ty i s signed , then wat ch her go 
through t o the floor . Why not put 1n a floor before? 

And I want to s ay tha t on sterling I haven ' t said 
anything publicly, because certai nly while the British 
press doesn't reflect this in any way, the British 
Treasury has done everything possible • ••• 

(Feis comes in) 
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feis: 

a ... . Jr; 

- 2-

Hello . Come in, s it down. 

• • • • everything possibl e t o defend the pound . I 
mean they've spent ~s much as 60 million dollars 
in one day . 

I 1 11 r epeat .vbat I said, which I we.nt parti cularly. 
Herber t Feis to hear . I say - I ' m talking about 
•hat we - I •m t ulking about sterling . Don't you 
.vant t o come up here, Herbert? 

75 

I 1 ve never .cnown aeyone wbo g ets down to business 
promptly three minutes cfter the hour . He's already 
t alking on:the subject wnich he is supposed to talk 
about. I ' ve neYer beard of anytlling like that before. 

Well , you see, in the Tr easury we ask intelligent 
people over, ana we don't like to waste t heir time. 

I want to go beck . 'l'lle sterling t hing is up; I'd ' 
like t hese people to t alk a bout it. When they were 
down l ast time we decided we• d deposit t ne gold cer­
tificates; th6t decisi on was made. I think the thing 
ha s worked out very well. \~e ' re depositing about five 
percent, ten percent , mor e every time. I think thot 1 s 
worked out bll right for the present. 

And the other thing - told tnem we always talk nere 
confidentially - I t hink the trade treaty is worked 
out on a theoretical basis o f 4 .90, end sterling is 
now around 4 . 75. I say some people have been unkind 
enough to suggest tha t t hey ' ll hold it there until 
the trade treaty is signed , end then they ' ll let the 
t hing drop. Arui ther ef or e , I ' m r aising the thought 
of the possibility of Sug&esting to the President 
tha t we put a floor in, a price at which, in case it 
should dr op, why, aut omatically the tiling would be 
off . It certainly would be mucll e asier for me if 
there was a floor, a price a t wllich we felt it would 
be unfair . Then I wouldn ' t have to have all tllese 
arguments to invoke tnis thing . See? I ' m r ai sing 
that thing e t this time . 

I mean just for argument's sake say thet if sterling 
went througll 4 . 50 that would be the signal a t which 
the trade treaty would be - would have to be reexamined ; 
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I don't know now you d ascribe it technicnJ.ly -
inst.eau of buving tb&t very difficult sentence i n 
on excb~nge, wbich Nould mean that Mr. Hull end I 
would nuve a bead- on collision as to how t o inter­
pret that clause . 

ibe er esent clause - we can get that clause . 
you ~\·bite) got tbat clliuse? 

Have 

7S 

White : Yes . 

l:I . :J.Jr: 

nhite : 

H. :.: . Jr: 

Wbite: 

Olipbent : 

H • • .l.~ r: 

ubite : 

H. J . J r: 

I t' s very sbort. Just r eno it out l oud, Barry. 

The clause I was about +~ band you i s tbe one I 
thought you mignt wish to substi t ute . l'be clause 
tnat •s in tbere- I'm sorry, I h~ven •t it; I thought 
I baa it . I have the clLuse wnicb they suggested and 
which we turned do~n. 

No, the one .... 

And I 've got the one which we • re suggesting . But tbe 
actual <>ne I baven' t go t . But I can g et it for you 
in a minute . 

You can s tate tbe substance of it . 

nb~t • s the substance? 

Yes, I can s trte toe substance of it: tha t wben ther e 
shall occur a wi de var iation Nbicb shall be r egarded 
as inimical to tbe interests of either party, the 
clause shall be invoked which permits the r eexamination 
of the trade agreement with a view possibly to r eformu­
lation or a cessation. 

~/ell , get tbe exact v.ording . 1/e got tbnt, und tbe 
other thing I ' d l ike you people to discuss is thi s : 
this wnole questi on of possible financial assistance 
through government loans to Centr al and South America . 
Everybody ' s talking about wba t we 're going to do with 
tnis 14 billion dollars worth of gold, and I ' d like to 
know wby it woulon' t be n good thing if Congress would 
autbori~e t he Pres ident tha t if he felt tha t tbe Wonroe 
Doctrine was being undermined i n a ny Central or South 
American country, be could be authori zed to make a 
governmental loan t o tha t country, or to assist tbem in 

• 
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Fe is: 

B. 1d.Jr: 

White : 

17 
-4-

their finances. We have right now before us the 
question of State Department sending a mission down 
to Cuba . Now, you people ~tuow wbat the situation is 
in Brazil, wnere tbey 1 ve got all these foreign exch&nge 
troubles, haven't got enough foreign exchange, American 
business men have to wait indefinitely tor their money. 
It the United States Government openly and aboveboard, 
let ' s say, should loan Brazil a hundred million dollers 
for 20 years at three percent, something like tbat, wey, 
it would put Brazil on her feet, And I personally lean 
very strongly - I don't know what better use we could 
make of our money than if we should loen it to coun­
tries in Central and South America . 

I mean I don't want to take these devious ways or 
doing it through some backdoor met hod . I'd like to -
that 1 s wbat we did 1n - wha t was the country where we 
did it with J. G. White? 

Haiti. 

Haiti. But 1 1d much rather do it openly end aboveboard. 

And now I asked White to prepare a little stuff so that 
you fellows could shoot at it . Then after we get through 
we 111 t oll ow the regular r outine . People can bring up 
anything tbat 1 s bothering you that's my responsibility. 
~o if you don 't mind first taking some of my worries, 
then 1 111 be glad to t ake some of yours . 

~o ahead, Harry . 

Prepared a hurried memorandum which has four sub-headings. 

ft l, What currencies followed sterling down?ft - to 
indicate that the problem is not merely one of dollar 
versus sterl ing, but dollar ver sus most of the impor-
ta.nt currencies . And we have supporting data so they 
can see at a glance Just what currencies have followed 
sterling, which have exceeded and which haven't. 

And the second question asked is: "Does the total 
economic situation Justify a lower sterling rate 
with reference to the dollar than $4. 86?" And I 1ve 
indicated all the possible r easons that might be 
advanced in Justification of that position. 
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H. :J.Jr: 

l1hi te: 

H. :.! .Jr: 

Feis: 

l'llt1te : 

B. :.!.Jr: 

'Nhite: 

B. !!. Jr: 

'l'lhi te: 

H.U. Jr: 

White : 

78 

-s-

The third question gives some information as "perti.nent 
t o the above claims" that would help you t o arrive at 
an evaluation of t hose claims briefly . 

Fourth question t s "What can we do about 1t?11 indicating 
three or four possibilities . 

The l ast question i s "Should we do anything about it? " 

I have copies of this memorandum that I c an distribute, 
or would you pr ef er tha t I Just read it out? 

I think it would help them if you distribute it. 

I ' m sure I haven't got enough. Didn't have time to do 
it. 

Look over each other ' s shoulders . 

I say he ' s (Burgess) - I don' t know bow they l et him 
in. Do you (Feis) t hink it' s all right, letting this • 
banker in here? 

Yes, I guess it's all right. 

We didn't ha ve timeto malte more; we ' ve only got three 
carbons . 

Well • ••• 

We'll spread theo around . 

Spreud them around. 

I have the original . Would you like to read it? 

You're going t o read it . I 'll listen. 

"Appended is a t able indicating the percentage change 
i n r a tes of exchange from August 1, 1938 to October 
17, 1938" - to the most r ecent. I haven' t many copies 
of those tables, but they do indicate that most of the 
important countries either went right along with sterling 
or exceeded the sterling rate. 

"It will be noted that most of the currencies have 
depreciated during that per iod at least as much as 
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~ore than sterling . The important exceptions are 
Belgium, the Netherlands, Canada and Switzerland , 
Of t hese only Belgium did not decline at all . " The 
others showed declines varying fro~ a half to a 
little more than one percent. 

79 

•In evaluating the effects of the depreciation of 
sterling it is therefore essential to bear in mind 
that most currencies drop with sterling and a decline 
in sterling really involves the appreciation of the 
dollar in terms of most currencies . This makes a 
decline in sterling more important for the United 
States and less important to £ngl and . 

•2. Docs the total economic situation justify a lower 
sterling r a te with reference to the dollar t han t4.86? 

"The following re&sons might be advanced as justifica­
tion for a lower sterling r ate.• Most of them have 
been advanced in one form or another by the British 
press and semi-official statements . 

" (a) tnglnnd has been experiencing an adverse balance 
of payments exclusive of capital movements of substan­
tial proportions while we on the other hand have been 
gaining a large amount of gold exclusive of capital 
movements. 

"(b) British exports are dropping while her rearmament 
program calls for sustained imports• - thereby indicat­
ing that the situation might grow worse so f ar as the 
balance of payments is concerned . 

•(c) England no longer has a balanced budget and her 
rearmament program combined with the possibility of a 
deepening recession will still further unbalance her 
budget. 

"(d) England cannot afford to lose much gold through 
an adverse balance of payments on non-capital account 
because she is the resting place for a large amount of 
short-term capital. She therefore needs to conserve 
her gold su~ply to make her less vulnerable in the event 
of a flight from sterling . 

" (e4 England must r eserve its gold stock as part of her 
national defense program. 

• 
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"(f) In her efforts to prevent sterling from weakening 
bngland ha s already given up, she claims, large sums of 
gold. 

"(g) Since the r ecession in England is concentrated 
l~rgely i n her export industries any improvement in 
her int er national competitive position is an important 
means of checking t he r ecession" - in England . 

"(h) Englttnd is now faced with more powerful competi­
tion from one of her chief competitors - Germany . 
Br itain thus must take strong and, if necessary, 
unusual measures to protect a.nd even increase her 
share of the world's export trade . " 

Those are the claims th" t are advanced. Now the ques­
tion of evaluating those c1aims would be one of the 
things that I presume you ' d want to discuss in some 
uetail today. 

But here is some of the f actual information t hat might 
be helpful : 

•(a) Gre&t Britain' s unfavorable balance of payments 
on non-capital i t ems is large and has been increasing 
during the past three years . Our estimate fo r the first 
six months runs around L50 million ~d probably somewhat 
less tnan that for the second half . For the ye&r as a 
•.vhole her •unfavorable' bal&nce may be as much as one­
half billion dollars." We 1 ve got some more detai~ed 
data a vaiileble here when you want to go into it further . 

"In contrast, our •favorable ' balance on non-capital 
items is about $1 billion a year. This balance is due 
chiefly to o low l evel or imports accompanying our 
recession, and a relatively high l evel of exports sus­
tained in part by the foreign armaments consumption 
and by the r eturn to an export surplus in agricultural 
products. 

" (b) United Kingdom exports in t he third quart er are 
17 percent less than the comparable period of the 
previous year . " 1'h1s relates to their claim tha t their 
exports are declining. They had a 17 per cent decline 
in the third quarter, a 14 percent decl ine in the 
second quarter, and a 2 percent decl i ne in the first 
quarter 1 as compared to the previous year , which shows 
that t heir •• •• 
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H. <>l .Jr: 

.Vhite: 

B. ll .Jr: 

Ahite: 

Lochhead: 
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£xcuse me, Harry - 2, 14, a nd 17? 

17 the l us t quarter, 14 the second , end • ••• 

St art the first quar t er . I can't follow you. 

81 

2 per cent , then the second quarter 14 percent, t hen 
the next 17 percent, as compared with the compa r a ble 
quarters of t he previous year. In other words, t heir 
exports ar e declining . 

"Our exports, however, show an even greater decline. 
The fir s t quarter showed a 16 percent i ncrease compared 
with 1937, wnereas the second quarter showed a 7 percent 
drop• - tbnt is, we went from a 16 percent increase to 
a 7 percent dr op - "and in the third quarter there bas 
been t..n 18 percent dr op" - compared t o las t year . 

" (c) The" - •.vith refer ence to t he claim that their 
balance - their budget is unbalanced and will become 
more so - "The Onited St ates deficit f or t his f i scal 
year will be in the neighborhood of $4 billion. The 
estimated deficit for Great Britain is the amount of 
t he Nat1onul Defense Loan r aised during this fiscal 
year - less t han ••• " -don' t know exactly bow much, 
but unquestionably less than a half billion uollars, 
between probably t hree hundrea and four oundred million. 

"No matter what basis •• " - "i th respect to incr eased 
a r m£ments - "no ma t ter wha t basis of comparison is 
employed , it seems likely at t he moment t ha t our 
expenditures on ar maments during the next couple of 
yeers will be greater t han those of Great Britain." -
• . • selecting aay b asis of compari son that you think 
is significant . 

"(d) Vie oo not Know how much gol d the Briti sh Equali­
zation Fund has los t i n the las t f ew months . We 
estima t e tha t toe Fund probably lost no more thAn 
$300 milli on E.nd possibly much less. " I haven ' t 
checked tnat figure woolly with .l. rcW.e , and it will 
be sub Ject to substantial modific ~< tion in t he last 
couple weeks . 

I've been trying to check on the l as t few weeks . Of 
course this is a guess - you r ealize we can•t get 
figures - but I think i t's nearer five to six hundred 
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million. 

l'he losses in the las t couple weeks have been v ery 
heavy. 

"It must be remembered that a substantial portion 
of the outflow of gold from London consisted of 
gold belonging t o oth~r countries and newly-mined 
gold . ~ngland ha s ebout t~,700, 000, JOO in the Ba nk 
of England and a t least another billion in the 
Equaliza tion ~ccount . " 

Or that may be a couple hundred million less . The 
figures of their gold l osses we tried to int erpret 
from the point of view of what we have gained and 
what other countries have lost, and guess on what 
they lost in the hoards, as 11 basis of these estimvtes 
as to what the Equalization Fund bas lost. I think 
six is high, but three is probably low. 

11 We have no figures indicating the amount of foreign , 
short- term capital left in England but certainly the 
' hottest ' portion of that capital must have l eft London 
during the past few months . 

"(e) There can be no doubt ~ngland must conserve part 
of her gold stock for a national defense program . The 
question is - how much i s a reasonable amount? As a 
pr actical ques tion the limiting f actor will not be the 
amount of gold she neeas f or war purposes, but something 
in excess of tbat.n 

These are not attempts t o meet their claims - there's 
more discussion that we have on each one of them - but 
it 1 s merely certa in fa ctua l observe tions . 

"4· What can we do about it? Possible moves which 
may take, listed in order of severity" - beginning 
with the least severe a nd increa sing : 

"(a) We can re~uest the British to consult with us on 
any further proposed variation - downward variati on in 
the sterling r a te, in a ccordance with the terms and 
spirit of the Tripartite Accord. 

" (b) If the Br itish fail to agree t o the consultations, 
or if the outcome is unsatisfactory we can announce the 
termination of the Tripartite Accord ." That is, if tbe 
criteria, or criter ion, which they supply to us as a 
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basis of t heir movement s or sterling is, after 
discussion and consultation, unsatisfactory to us, 
we might say that they 1 r e taking a competitive 
advant age which is in violation of both the spirit 
and the letter of t he Tripartite Accor d. 
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"(c) 7/e could use t he proposed United Sta tes-United 
Kingdom trade a greement a s a lever t o prevent turther 
substantial depreciati on or sterling by insisting tha t 
a genera l provision be included which would terminate 
the agreement if the sterling rate declined by more 
thlln a stated per centage (possibly 5 percent) from 
the r ate pertaining on April 22, 1938, the date on 
which active negotiations began . " That would mean 
nt about $4. 71. 

lher e is another suggestion which is all prepared -
s omething like t hat, but s t a t ed in the exact t erms, 
wnich I can reaa af t er t his, if you like. 

" (d) We can rc.i se the dollar buying and selling price ' 
of gold ." Or t here ' s another: you can r ai se Just the 
selling price and leave the ,buying price wher e it is . 
The effects of that we 1 d have t o discuss as a possi-
bility. . 

" (e) Use of the Stabiliza tion Fund to prevent sterling 
depreci ati on and, if necessary t o carry out this 
progr am, ask Congress for an increase in the size ot 
the St abi l iza tion Fund ." That "e" is practically ·out, 
for various reasons. 

Now the next question, and the important question, is 
"Should we do anything about it?" And i n an attempt 
to answer that we will have to consider: " To what 
extent wi ll our export trade be affected?" Ne did 
receive e stimates prepared by the Commercial Attache 
in London i n which be went into very considerable 
de t ai l , indicating "tha t a decline in sterling to 
$4.40 woul d r esult in a loss in our exports to the 
United Kingdom and other ster ling countries (which 
is only a part of the l oss to our exports) as being 
$150 million per year based on 1936 trade figures, and 
$100 million if sterling drops to $4.60." 

I•d s ay offhand that the a ssumpti~ns on which those 
conclusions rest are subJect to a wide degree of both 
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modifica tion, 4uestion and interpretation. Any attempt 
t o e stimat e the exact amount of trade that you would lose 
if sterling drops t o a certain figure, i s almos t love ' s 
lnbor l ost; you non•t get very far wit hout subJecting 
your conclus i on to all sorts of reasonable ~uestioning . 

"This e stlmote to b e complete should be increased by the 
l oss ln trnde r esulting from depr eciation of non-sterling 
currencies, and the loss in trade in non-sterling mLrkets. 
Only 4J percent of our expor t s go t o sterling countries ." 
Lven thtl t es t imate did not t ake into cons iders tion the 
t rade effects tha t would r esult from the. decline i n other 
curr,.ncles tha t :ti ll go with sterling. 

" (b) Our domestic markets will be subject to intensified 
competition from imports . 

•(c) The con3e~uences upon domesti c business conditi ons 
of ad justments in the export and import trade volume and 
cnar~tcter. • 

Those briefly are probably some of t he thi ngs you want • 
to tblk obout. I can only plead that we didn ' t have much 
time to throw it t ogether . 

Did all r ight in a short time . Al l right, gentlemen, 
where do you want to start? 

I no\'/ na ve tm>t clause, if you want to read it. 

Fine. 

Did you wunt tha t clause? 

Please . 

The clause as it is at present in the gener al pr ovision 
in t he contemplated trade agreement betseen the United 
States of P~erica and the United Kingdom, states as 
folloNs : •If a .dde varhtion should occur in the 
r ate of exchange between the currencies of the United 
States of America ana tae United Kingdom, and if either 
high contracting party should consider the vari a tion 
so subs t antial as t o pr eJudice the industries or 
commer ce of the territori es of tha t high contracting 
party , s uch high contract ing party shall be free to 
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propose negotia tions f or the modification of this 
agr eement , Lnd if agreement is not reached witnin 
30 days ~ftcr the r eceipt of s uch pr oposal, the 
high contracting party maki ng the pr oposal snell be 
free to terminate the agreement in i ts entirety on 
giving JO days ' notice in wr iting to t hat effec t.• 

~o tne Key wo rds are "If a wide variat i on should 
occur" and "if either party should consider the 
varia tion so s ubstantial as t o prejudice i ts indus­
tries or commerce . " 

And the 60 days . 

loel1, tne 60 days is f or notice . 

i'ihL t did t he British suggest last Juhe or July? They 
made some suggestio~ . 

"Wlthl)ut pre judice t o the (;Uestil)n whether a varia tlon 
of mor~ than t en percent in the r a te of exchange 
betweeu the currencies of the United Kingdom and the 
United Sta tes obtaining on the day of signature of 
the agreement would constitute a wi de va riation for 
the purposes of Article 18, it is understood that 
no v ariat ion of t hat amount or l ess shall be so 
regarded . " In other Nords , on the date of signature -
let 's assuae today: $4 . 76 - a variation of ten percent 
up or do~m from that , or less, would not be r egarded 
as a "ide varia tion, t:ithout saying that a variation 
of more than tha t would be; but at least a varia tion 
of t en percent or less would no t be . That wa s t heir 
proposa l submitted • • •• 

But if it •ent ll percent, it doesn't mean ... . 
That's right . 

It does not a ean t nat all b ets ar e off . 

Merely means you can reconsider it a t tha t point, 
1f you wish t o . 

That wouldn 't help me any. 

But anything of ten percent or less you would not be 
in a posi t i on t o consider a wi de varia tion. 
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Ten percent from date of signature, not from date 
the negotia tions begin. 

And that makes a substantial difference, beca use 
it was four ninety-three or -four, I think, wbe.n 
t he concessi lns were offered and it1 s now f our 
seventy-six. 

Ther e • s another clause 'Nbich has been suggested as 

es 

a possible basis f or d iscussi on here if you like, to 
replbce tha t with, if it is felt that some floor is 
called f or . 

"For the purposes of Article 18 (wh!ch I read before 
the last one ; that ' s t he article that's now in there) 
ll vari a tion 1n the doll'-r -pound sterlln~ r a te of three 
percent or more either way from the r a te of C4. B6 to 
the pound s t erling snall be deemed to be a wide varia­
tion, ond if f or five consecutive business days the 
dollt. r-pound ster ling r ate of exchange va ries by six 
percent or more from the r a te of $4 . 86 to the pound 
sterling, the agreement shall be terminated in its 
entirety JJ days a fter t ne expiration of such five-day 
per iod." That ' s a t hree percent vari ation from par; 
would bring it a round $4.72, whichwauld be rega rded 
as a wide variation and thereaf t er pLve the way for 
qlscussi ons. A six percent varia tion would be t4 . 5? . 

Six percent? 

Nould be 4. 57. It would be automatically terminated 
at 4 . 57. At 4 . 72 would be the area in t~hich you 
could begin negotia tions; t hose figures a re j ust ten­
t a tive. 

But the six percent would be 4.52? 

4.57. 

Would you lll1na reading tha t aga in, this l as t one? 

Tills is supposed to be in addition to and would not 
be made public; this would go a s part of tbe secret 
minutes or 1vha tever it is. 

(Nods no) 
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No? You moan that no such thing is possible, you 
don't have any understandings outside of written 
agreements 1n international affairs . Well, in 
that event it might have to be modified, if the 
St ate Depar tment persists in that view. 
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"For the purposes of Article 18, a variation in the 
dollar-pound sterling rate • • • " - incidental.l y, the 
British a sked that their ten percent r ate should not 
nppear in the agreement; when they offered it, they 
a sked that it be understood and a ppear in the minutes 
and not in the agreement; but probably they (American 
St ate Department) pursue different tactics . 

Li sten, Barry, if t hey oper ate on the r a te - we tie 
ourselves to gold and they operate through gold, end 
let's assume that as a result of their operations , or 
of conditions , the s t erling r ate goes up t o five five; 
t hen they cant erminate the agreement. 

That's right . 

Even though they have t aken the initiative. 

Well , I don't see how you can- you have t o have a 
two-way clause . Tha t isn' t a gra ve d.anger. But 
t hey would be Justified if, in wanting to reconsider •••. 

Supposing we raise the 
take it the other way. 
action raise the price 

pri ce of gold. I mean l et ' s 
Suppose we by Presidential 

of gold. 

You r aise a n interesting question, important question, 
which will have to b e discussed here. It is clear 
that at present any alteration in the r a te is prac­
tically British-deter m.ined. They can det ermine the 
r a te and we can' t, except indirectly . 

By changing the price of gold . 

Tbat •s right. 

'l'herefore, one might take the position thet since 
we ' re the passive agents, we need some protecti on 
of tha t kind. 
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Let ' s assume tha t o clause like that is desirable . 
:lou ought to put 1t in g ener~<l terms, so 1t takes 
cure of tne dlrection of the initiative, so it 
ooesn1 t indicate by its form .thut we expect tnem to 
de?reci a te end there is no question of our doing it . 

Well . .. • 

Shall I repeat that? 

I'd like to hear 1 t, because I missed one or t1vo of 
the points - if you don ' t mind, Mr . Secret ary. 

Sure . 

"For the purposes of hrticle ta , a var i a:ion in the 
doll a r-pound sterling rLte of tbree percent or more 
eltner way •• " - tnese figures are just tenta tive­
"from the r a t e of $4.86 to the pound s terling snell 
be deemed to be a wide vr. ria tion" - this is explain­
ing unci defining wide va riation in the exchange -
"and if for five consecutive business days the 
dolla r-pound sterling r ate of exchange varies by 
six percent or more from the r n te of t·4. 86 to the 
pound storllng, the agreement shall be termina ted 
in its entirety 30 days aft~r tne expiration of such 
five-duy period ." Unquestlonobly this will have to 
be mouified uno cuanged t o make •••. 

See, ~ polnt i s this. Supposing sterling rises again 
because of marKet conoltlons t o 5.05 or 5. 10, or wha t­
ever the precise point is; tna t would automa tically 
terminate the agreement . ·::e certr.inly don ' t want that; 
tney mightn• t want that. Yot both parties would be 
bound to it . And the importer who is anxious to know 
{lhat the r ates would b e a t a certain time, finds us 
saying, reading that llterLl ly, that when sterling 
goes up - automatically, upo!l reaching the t point 
toe &gree~ent expires . 

wbat l s llid t o White, carrying the thing - as t ar ns 
I'm concerned, all I want to do is put a floor under 
sterling , end that's all I was interested in; and all 
that - .vell, just to make 1t easy for the President 
and myself, so t ha t we wouldn ' t have this terrific 
job of going through a great discussion of trying to 
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interpr et what a wide varia tion is . 

Now, if, let's ~ay - first , we haven't agr eed that 

we want to do it, but if Ne wanted to do it - I mean 

as far a s I 1m concerned, all I am after is to put a 

floor under it now, and I wouldn't suggest any more 

than that. At least t hat ' s t he way I feel as of 

t oday . llut I 1m t aldng 1t t ha t White f eels that 1t 

we wanted to put a bottom the English would insist 

on a top . 

My point is that this puts a ceil ing too for each 

country . 

Well , I didn't ask f or that. 

Tha t can be modified, I think, to meet both objections . 

I think you•ve (Viner ) got a legitimate point . 

Tha t ' s White's contribution. 

All of us. 

But anyway 

I should think, Mr. Secretary, i t would serve your 

purposes if you have your clause read that in case 

a variation of six percent occurs either high con­

tracting par ty will have authority - will have the 

right t o denounce t he treaty, r ather than to make 

it abrogated automati cally. I don't believe you' d 

want to bind yourself t o having it abrogated auto­

matically when a certain point is r eached, because 

you c an' t tell now what circumstances there might be 

at the time and you might not want to have it 
automatically lapse . Xou ought to have t he authority 

to denounce 1 t if you want to, but certainly not have 

it occur Jus t of itself . 

Couldn't you soften t hat by suggesting t hat at that 

point a discussion should begin? 

That was one of the other clauses. 

Well, you c ould make it that at one point 
begins, at the next lower point the discussions are 

terminated . How you can vary those points to meet -
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I t hin&, to meet both your ob Jec t ions, because 
tnere would be a time in between in wtU.cb. negotia­
t ions could t ake place and in whicb. case this por­
tion of it could be modified . So the question 
~ould be whether - (a) what rates those shall be, 
and (b) whether you want anytb.ing of this sort in 
at all. 

so 

~he moaifications thut would come out of discussion 
might render unnecessary and undesirable the abroga­
tion. '1he th.l.ng that bothers me about it i s that 
provision that it contains for dropping the whole 
business . It seems to me that's going pretty f ar , 
unless we're prepared to say now that so much - such 
a figure as what you g ave , 4. 571 is undesirable. I 
aon 1 t see now you can know that. 

\'lell, apparently from the British point of view t hey 
regard it - not necessarily tha t it's proof - but they 
regard it a s pretty important, because they a ll seem 
t o feel tha t - such arguments as hvve been made in 
the press and by 4uasi-public officials are that 
a decline in ster ling is necessary i n order to pre­
vent o continued dise4uilibrium or drain on their gold 
reserve. 

Woat I ' :n saying - let' s assume they might be right on 
tbat - would it be desirable for us to say tha t •at 
this point this agreement snell be terminated"? 
Coulon't we cover it with the provisi on for discus­
si Jn, leaving the other 4uestion quite out of the 
agreement, covered in some more general way? 

'.Cht<t t> Voids the very issue which the Secretary wishes 
t o take care of . 

I think the first point in this memorandum is important; 
t hat Ne might, on the best study we could make, feel 
that a sl ump in the hnglish sterling rate was warranted 
by E.nglisn conditions , but we might feel , for instance, 
tha t for Sweden, whose position is strong and so on, 
t o go along w1 tb that is not warranted . And I don ' t 
see why ~e should hit a t .t:.ngland in that case, but tbe 
4uestion might arise on a whole range of other coun­
tries. 

Except toat ~ngland must bear t he responsibility 
or must take into her considerati ons, as we must 

Regraded Uclassified



B •• 1.Jr: 

Fe is: 

B.J . Jr: 

Lochllea<i: 

1/hite: 

Viner : 

Vi ner : 

White: 

Cold 1r : 

- 17-

into considera tion, that if she goes down a lot of 
other countries must follow her . 
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Excuse me. I don't think Herbert Feis heard me say 
this . I ' d like to s ay it aga in: that up to this 
point - never mind what the Bri t ish newspapers have 
s ai d , or al~ their comments, and everything else -
I want t o go on r ecord here with you gentlemen 
th~t up to thi s point I am personally entirely 
sa tisfied that the British Treasury bas done every­
thi ng possibl e to hold sterling in line. No vt , I 
don ' t think ! sai d tha t when you were here. 

No, sir. 

But up t o this point - never mind what t hey have 
s ai d - I am personally convi nced that the British 
Treasury h&s done everything humanly possible to 
maintain s t erling Nhere it is . I just want to 
s ay thot, see? So - I think it' s important- up 
t o this point, I mea n, I have no doubts in my mind 
as t o their sincerity. 

Co ahead . 

I mean t nat •s - you agree with me, don ' t you, Archie? 

Yes . lie cnn argue, but in the main t hey have gone 
out and supporte<i it. 

I don't agree with tha t . 

I wouldn ' t be a ble to accept that proposition quite 
as stated. I'd say it is (tuite possible- I 1m pre­
par ed t o agree that they ' ve done everything we could 
reasonabl y expect them to . 

Tha t ' s r i ght, because after al~ t hey could have • ••• • 

'l'hey could have kept it a t tne original r a te. 

1hey ' d have lost more gold . 

Isn•t tha t al~ you mean, Ur. Secretary: that they 
have done ever yt hing that could be reasonably 
expected? 
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Thot 11e •r e not di ssa tisfied with the efforts t hey 
have made t o maintain the r at e? 

92 

I mean I have no - I 1 ve rend the paper - for instance, 
a number of times the british Treasury has sa id, 
"Well, the United Sta t es Treasury doesn ' t say any­
tning that tlley 1 re dissatisfied . " \7ell , I ha ve no 
r eoson - if Sir John Simon should walk in here 
tomorrow und say, "Are you dissatisfied?" I couldn't 
!JUt my finger on anything to s ay where t hey had not 
done everything within reason to maintain the present 
rates , and .vhen they spend bO million dollars in one 
day I thi nk that t hey 've gone as f ar as t hey could 
within reason. Now, somebody might say they ought to 
nave spent 12J million dolla rs that day; but ct l east 
t hey 1ve done everytlrlng t tut t tney c ould . 

hOd f or your information 
tney ' r e drawing on t heir 
and t ney 're even dr av.ing 
J.r gentine . 

- i t • s &11 very confi aentia l -
esrmLrked gold in Frcnce now, 
on some of t nelr gold in the 

So somebody coul<.l say, 11'1/el l , t hey should neve spent 
twice as much ." Well, mcybe t ney should and maybe 
they shouldn' t . 

But t he t hing that bothers me is this little birdie 
that d r opped this t hought in my eer: that they 'll 
do wht.t tney are doing up to the minute the trade 
t r eaty is signed , and t nen t he bot t om drops out. 

There ls - I think there is one point tha t is his­
tor ically int er esting, before we ge t t oo far wi t h 
t his discussion of this particular clause. When 
this o ther clause with the t en percent limitotion on 
it was pr oposed, •.1e t ook the position tha t we 1 d 
pr ef er to s t i ck t o the s tandard clause and not mix 
up the dol l ar-sterling r ate with the trade treaty 
negotiations ; and that &s f a r a s we were concerned, 
~ny, t he principles of t he tripartite agreement -
in other wor ds , no competitive devaluation - were 
the ones that should be i .n our minds; that we had 
much grea ter freedom of action if we stuck to the 
tripartite principles and emphasized that . 

We also had two conversations with t he Bri tish here , 
very serious conversa tions! and told t hem to tell 
tbeir trade delegation t o ~ay off t his trying to 

' 
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bring in t lus s t erling-pound r el a tion - I mean 
sterling-dollar rela tionship, at that time. 

Has the original sugeestion come from t hem on thi s 
question? 

~ame from them, and t hey were trying to feel us 
out on this ten percent . 

But da t e t his . It was June and July . 

It was in June and July . 

But the t hing started with them. 

uha t did they want? 

Wanted to smoke us out, find out how l ow they could 
go . 

In other words, we thought about it quite carefully 
and we t ooK t he position that we di d not wish to 
introduce v1hat you Jdght call the r elationship of 
th" pound end the dollar into the trade treaty. 
There wer e various reasons for doing tha t. 

Yes , our chief mot ive was - we felt that a ll they 
wanted was infor mation a s to how far they could go 
down and we stand it . You s ee, their opinion has 
been, as evidenced by numerous statements and by 
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the general attitude of the British press , that we 
would not stand f or a br eak through 4 . 86 . They s aid 
thut numerous time s out there - I mean the British 
press commented on that . And we felt that t his in 
part was an attempt t o find out whether we really 
felt t hat way, and the f act that they used a t en 
percent variati on either way, a nd the fac t that 
tney weren1 t satisfied with the general tenor of 
the proVision, which in itself is sufficiently 
liber al, led us t o believe tha t they had an ulterior 
motive, particularly because the request came 
apparently from the British Treasury and not from 
those negoti a ting the agreement . And as a conse­
quence of that, t he answer then was as Wayne indi­
cated . 
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Specifica lly asked the British Treasury to tell its 
trade negotia tors to lay off this one . We didn ' t 
want t o t alk about it in this connection . 

~h~ t ten percent, derry, is based on the r ate a t t he 
time of the signing of the treaty rather t han • ••• 

That ' s - the fir s t time it wRsn1 t s pecified . First 
was ~on or al r e4uest; t hey were turned down, &s Wayne 
Taylor indica t ed . About a month later on, ~nen their 
drafting expert came from London, be had already 
11ri tten out - on July fifth , t hat was, Llmost -
more than t hr ee weeks l a ter he had a provision 
written out 11hich embodied in wor ds t heir oral 
re4ues t, ana in this written r e4uest it Nas as of 
the d a te of signing . In other wor ds, they felt 
they would like t o try it <•gain on July fifth. 
So though 1t is true th~;t we took the positi on that 
the wide Vbriations were ade~uate , I think th e situa­
tion a.&s caall6ed and might 1\"&rrant, if :.e felt tha t 
it w&s tiesir&ble from the point of view of the exchange, 
r a t es , legitimt tely t aking tne position that the con­
cessions wer e evalua t ed on the basis of the then pre­
vailing r a t e; &na t hose of you who are familiLr with 
the ag r eement have in mind tha t a good lllbDY of the 
concessions gr anted were not l arge in t er ms of per­
centage of t hb t ot al va lue - though t h~re were n num­
ber of concessions which wer e 50 percent of the 
existing duty, the existing duty is not l ar ge i n 
many cases - so tlla t a varie tion of ten per cent •·ould 
wi pe out most of t he concessior.s that wor e granted, 
providing prices didn ' t move in a contrary direction, 
and it so happens tha t prices are moving in a direction 
lihich is again more unfavorable to us. So they can 1 t 
say, "Well , our prices have risen, ther efore these 
concessi ons e re not wiped out by & ten percent depre­
ciation . " · ... he opposite has been true . 

You mean their prices are moving down relative to 
ours. 

I mean their index . I wouldn ' t say the specific 
commodities; I don 1 t know. 

I 1d like t o raise one otber question. Does the 
treaty run f or a stated nll.Giber of years or 
indefinitely? That is, is there any other terminal 
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tnan tnis clause provided for the treaty? 

I don 1 t ,mow; I think it ' s indefinite . 

Herbert Feis ought to Know. 

I don't r emember the general phrasing of it. 

.· 

None of tnem h~>ve an indefinite length, have they? 

95 

Jh no, there a re provisions for termination . I don' t 
just remember whether this is three mont hs or s ix 
months . 

Have dates of t~rminetion, don ' t they? 

And ba ve dates, don ' t they, when they t ermine te 
unless renewed? 

After a limited perioa of time, tney can a ll be 
terminated . It ' s eithEr three months' notice ••• 

llhen I made my comments, I wasn' t suggesting that 
we shouldn ' t review the situation. I was merely 
giving the historical backgr ound of what had al r eady 
been done . 

Of course, if there is 8 three months ' not ice clause 
in the agreement already for termination, that does 
r a ise the ques tion as t o whether you need any more 
provision t han that. 

l'rell, that depends on the motives for which the pr o­
vision is written. There is ade4uate protection 
against trade difficulties . 

If you 8 cted under the three months 1 clause, J ake, 
you ' d have to assign a reason for t hat . 

1\hst? 

If you acted under t he three months ' clause , you'd 
have to a ssign 8 reason for so acting, which would 
bring you back to the embarrassment which the 
Secreta r y mentioned . 

As comp8red to one form of t his, but not as compared 
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to the other f orm. It would s till require a reason. 
'•here's only one of these wllich is automatic, you 
see . 

I think perhaps sight is being lost of the fact that 
that was included - place for this discussion - as 
one of the ways for checking a decline . I mean, in 
other words, it isn't an attempt to protect the trade 
agreement; that's the trade agreement' s business . 

It seems to me that the really fundamental question is, 
now desir able is it to attempt now to put a definite 
bottom under sterling? I t s eems to me t hat we 're 
coming into nev. conditi ons thL t we have bad no exper­
ience of up to now . VI e nave always f aced the question 
:~hether l:.ngland in a new depression wouldn ' t deprecia te 
the pound, and indeed have to in spite of t he best 
efforts possible to prevent it, and the question bas 
always been, wha t will be our interest in that sort 
of situati vn? No~ , we co~d fight back and so protect 
ou: trade position f or t ne short interval . Another 
way t o look at it woula be to a sk ourselves whether 
wo wouldn't gain more on bal ance if t he English policy 
were such as to alleviate the depressi on over there. 
I can imagine our losing out a litt le bit on the t erms 
of trade and ye t getting actually much more trade if 
~ngland were in a healthy condition. Now, I don ' t 
.tnow the answer to th&t; I don't believe anybody does • 

.[ can see tha t the .l!.nglisn in some ways would dislike 
a depreci a tion of the pound in so far as their tninking 
about the cost of armament, for exar.ple, the necessity 
of imports . They may be very desirous of prevent ing 
a drop in t he pound . It is somewhat the same problem 
ttwt arises for them in war . When tney have purchases 
abroad to make, they're interested in supporting the 
pound . So it ' s a very mixed question. 

But it would seem to me unwise to attempt to state 
a definite bottom s ucb as would abroga te these whole 
arrangements . I would prefer to see some other pro­
vision which would make possible the modificati on of 
the terms of the treaty, or something of t hat sort, 
insure fu11 discussion of tne problem, but not close it 
out at some bottom which it seems to me nobody can 
really determine et t his t ime . 

At what point, either in point of history or i n point 

• 
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of exchange rates, would you r egsrd it as a 
reasonable point at which tosay, "This has gone 
so far that we want t o know what your proposals 
are in ~he future," that they are adversely 
affecting us? And though they 're benefiting 
themselves, we may t ake the positi on that 1ve 
would prefer t o have them gain f r om our health 
rather than we g~in from their health . 

Yes, taa t, of course , is the difficult question. 
I don't know, but it seems t o me that you can 
affor a to be somewhat less certa in about that -

97 

Re could take your figures, f or example - because 
all it means i s , we all r ecognize that the time has 
come for serious discussion of the problem. 

Par don me - you say t he time has come? 

I mean at some such fig ure ••• 

I thought you meant tile time has come now . 

No . Opon a further dr op of X amount . 

I think if you thought tha t 4 . 50, let's s ay arbitrarily, 
was a time when s erious discussion should take place -
I'd say it woulo be all-important to have the discussion 
beforehand and not hvve it in the midst of an emergency 
or crisis; not have it on such ~ basis tha t we ' d be in 
a position that we ' d feel taey have to retreat f r om a 
position they ' ve always r ecommended . 

'lha t would suggest you' d want to put toe f igure a 
little higher . 

No , it would suggest, from the point of view of 
discussion, tha t discussion ought to be outside of 
t he agreement and ought t o be ear ly, if possible . 
So there ought to b e a clarification of views as to 
wha t variables each country would talte into account 
in deciding whether the other country's actions were 
justifiable . 

It occurs t o me, llr. Secret~ory -the original reaction 
you aad - tnat it would be desirable to keep these 
things separa te if possible . 
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hxcuse me - you 1 re asking or telling me? 

No, I'm making an observation that one gets forced 
into a different point of view because one is 
concerned at the chance that the agreement is made 
and t hen tbe rate goes l ower, and then you have to 
take some action outside the agreement; apparently 
even with the British Treasur y doing all that can 
be e.xpected of them, you have already had a decline 
of rate which may be embarrassing dth r ef erence to 
the r ~tes established at the time the trade treaty 
was entered into as a basis of calculation . I assume 
that there is nothing in the tripartite agreement which 
provides any r&ng~ of vari ation, nothing which automati­
cally brings in discussion. Would 1t be feasible to 
have a trade agreement premised upon a continuance 
of t he tripartite agreement and then have modifications 
in the tripartite a greement of the kind that rou 
(lihite) have s'uggested in B and C (4 (b) & (c), pp. 8-9) 

of your program, in which you make one conditional 
upon the other; then use t he mecbanism of the tripar-
tite agreement f or bringing in the whole mat t er of ' 
discussion and laying do1vn there the r ange of varia­
tion, separating the monet~ry from the trade. 

It 's un interesting suggestion, particular ly ••••• 

Particularly as the 'iuestion of consultation has 
arisen in connection with the tripartite agreement . 
hut our precedent ••• • 

You nave a mechanism for consultation at any time on 
any subject, and you have 24-hour protection under 
the tripartite agreement. 

Let's see if I under stand that clearly . 

May I interrupt Just for a moment . I want to let you 
people know, so you have all the background - sometimes 
human frailty brings you t o a position which subse­
IIUently seems important, but a t the time very unim­
portant - this suggestion of the Bri tish was brought 
to my attention, on, just a f ew days before I was 
sailing for £urope, and I was completely all in. And 
I said , "I Just cannot take tbis up; this is too 
important to t ake up a couple days before." And I 
simply said, "Let's stall on this thing.• So the thing 
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was not that we didn ' t want to have this thing one 

way or the other, but the fact was that I was - ~ 
brain was just all in and I couldn't take the 
matter up three or t our days before . And l also 
felt at the time - and I think that I was correct -
that the British were bringing it up not so much 
because they were serious about it, but because at 

that time, for some reason we didn' t rtnoN, they 
wanted to stall the trade t reaty, postpone discus­

sions. At least that was the impression that I had, 
and that impression gained s trength after I s aw 
Kennedy abroad . 

So I just wanted to tell you this wasn't a policy 
that Ne sat a round and delayed, said, "Well now, 
tnis is something ••• • - it was arrived at because 

it came up a few days before I was sailing and I 

wasn ' t physically or mentally in any condition to 

take up a s serious a thipg a s that . I saia, "Well, 
the only answer is we •ve got a whole lot of other 

trade treaties; we ' ll follow the same thing . " And 
l told Taylor , "l'lell, let ' s just stall them on that 

thing." 

But I wanted you to k.now bow it was arrived at. 

I can see that, and furthermore , certainly circum­

stances now are very different from the ones existing 
in July . And I think quite reasonably a trade treaty 

calculated upon one r a te of exchange, and with a three 

percent provision - you would be now on that basis of 

ent ering into discussion, at 4.57 - or r a t her , 4.72. 

As to whether or not there ought to be a discussion, 
assuming narrow limits, assuming the unforeseen, also 

assuming the State Department can•t enter into side 

agreements, it did seem to me that the tripartite 

agreement might give one an opportunity for discussion 

between those pat•ts of government which now have that 

; r oblem before them, more easily than the elaborate 

trade agreement, whicn nas to go turough different 

channels . 

In other words, we already have a side agreement. 

You modify the s ide agreement . 

There is a definite responsibility which the Secretary 
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of the Tr easury has which I t hink might be mentioned , 

although it is doubtless clear t o all of us . I think 

it is wortn wniLe repea ting. Tne trade negotiations 

are enter ed upon, are consummat ed; trade agreements 

are made . They a re bused on t he ~ssumption that 

certain exchange rates prevail ; that is implicit in 

them. Other'rlise, t he t r ade negot iations have no 
significance wnatsoever, at~ all the discussion, 

months and months and months of discussion, on 
concessions become absurd . And the r esponsibi lity 
f or maintaining s t !ibl e equitable exchange r a tes is 

the Secretary of the Treasury ' s r esponsibility . so· · 

that he cannot be subject to t he criticism of saying, 

"Here we worked f or two years t o make a trade agreement, 

and you ruin the v.nole business • •• " - to say nothing of 

ruining other things, or spoiling other things, by not 

adequat ely prot ecting our interests so far a s exchange 

is concerned . 

NoN, your (Stewart) thought is that tha t protection 
already exis t s in the tripartite . However, in order 

pos sibly t o tie 1t up, yout· thought might be very good; ' 

ln ot her words, you might interpret "wide" in this 

agree~ent ~s r elLting to co~petitive advantage in this 

o ther sgr eement, and tnen under t he terms of the tri­
purt ite accord we can say, "Look here, these vari a tions 

are such as to give rise i n our opinion t o the belief 

tha t they may be for competitive reasons; we t herefore 

want some consultati ons to indicate what other criteria 

you are employing t o lead you to that conclusi on, to 

see wnether or not .ve agree, Nhetner we shall not 

consider the tripartite viola ted . " Hov1ever, it 1vould 

m11ke it a little easier if it were a ga in t i ed back to 

tne agreement so as to interpret "wide" from the dis­
cussions wnich are ent ered upon by the two Treasuri es; 

that is , they should be the agencies to consider whether 

or not taa t depr eci a tion i s competitive or not, because 

all other agencies depend upon the Treesury - Secret ary 

of the Treasury to mai ntain e4uit~>ble , r easonable r a tes . 

I think it woula be easier, if you could foresee the 

circumstances and be confident you could fores ee the 

circumstances under which discussions would a r i se, i f 

you could specify a r a te . But i f you have a r ate 

specified and you can ' t f oresee , I ' d r ather trust to 

consultation. 
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You'd rather what? 

I'd r a ther trust consultation under the tripartite, 
I t hink. 

' Except t aa t they haven't been very - they heven•t 
been s u!ficiently helpful to give us an indication 
of the f acts upon which they a r e going, up to now. 

I think your Band C here •••• 

.'/ell now, Just to give you - excuse me - give you 
some more f acts - Herbert Feis will have t o refresh 
~memory . Some t i me, Herbert, since I •ve been 

' bac~, September or Oc tober, I did give ~. Bull a 
memorandum which I understand he di d give to the 
British Ambassador. Did he? 

Not t he memor andum, but the subst ance of i t . 

101 

Would you mind telling these gentlemen while they're 
here - what did we s ay, do you remember? 

I • • • • 

Hav~ you got it? 

I have i t here . 

WHl you r ead it? 

Shall I read it? I mean Just that 

These things come back to me, see? 

I assume it was given as you gave i t to them. This is 
what youg ave . 

Herbert Feis says tbe s ubs t ance was given to the 
Btitish hmbassador here. 

This was September 8. 

September 8. 

September 8. 
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All right now, what does it say? 

"There is one aspect of the f all of sterling which is 
disturbing me and which doubtless is giving you cause 
f or concern; namely , the effect of the f all of sterling 
on the t rade agreement now being negotia ted between the 
Uni t ed States and t he United Kingdom. On April 26, 1938, 
when I understand the United St ates made a major part 
of its offers to t he Briti sh Government, the sterling­
dollar r ate was $4. 987. Today t he r ate is ar ound 
~4 . 833 , a dr op of over three per cent . This decline 
has, of course , a lready r ai sed the value of the con­
cessions offerea to the United Kingdom and lowered the 
va lue of t he concessions offered by the United Kingdom 
to us. 

"What disturbs me particularly is not the fall which 
na s already t aken pl ace so much as the possibility of 
~ furtner decline. The British financial pr ess con­
tains frequent comment to the effect t hat ster ling 
even now is overvalued with r espect to t he dollar . ' 
Officially we have received no indication t ha t a lower 
sterling rate is cont empl a ted , nor have we yet decided 
what action the Treasury Department would take in the 
event of a further dr op in s terling . However, it is 
clear that in view of the relatively small reductions 
in the duties of fered us on numerous American expor ts 
to Great Br itain, any further decline might compl etely 
neutralize many of the benefits we had hoped to obtain 
~ our export concessions, as well a s increa se the 
value of the concessions granted to the British. " 

I think the next sentence was left off . 

Yes, I think so . 

That' s f a r enough. 

The next par agr aph wa s l eft out. 

From whom to whom was tha t? 

This was from the Secret ary of Treasury to the Secretary 
of Stat e . Whether it was f ormal or i nformal, I don't 
know. 

Informal . And the date of that? 
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./ell, toe d a t e of tnat i s September 8, 19.38 . 

About \'lOut was sterling at that time? 

That da t e it was 4 . 8.3.3 . 

And t hat was r epea t ed informally to the B~itish 
Ambassador . So I mean - do you see? - I meon gr~<dually 
we 11l give you the wnole story. 

Was thare ~>llY r eaction to that memorandum of a ny sort? 

No marked rea ction, but recognition of the f vc t t hn t 
it .Vb S f. m~o. tter of subs t ance . 1'/e hadn't a sked for 
any specific pledge or res ponse . 

No.1, Ri efl er • s bavi.ng trouble wita blood-pr essure , 
ana I Nunt it r elieve.!, so .till you please go bhe~td , 
Riet'ler? 

\'/ell , it seemed t o me tn to t we were - at l ea s t coming 
in r uther col d t o i t, I wa s being c onf used between 
wha t seemed to me t wo i ssues . One is t he immediate 
issue of tne sterlin~ exchange , in which you have a 
grea t many considera t i ons that woul d i ndicat e t hat 
they might want a l o• er value und that there might be 
reasons f or advocating it; und t here are other rea sons -
the s t erling bl oc and that sort of thing - which indi­
ca te ttle opposite . And tb& t' s the t ype of issue we' ve 
been dealing with in the tripartite . 

The second issue is the issue of a trade agreement , 
whi ch i s u treaty to establish a basis of doing certain 
kinds of dealing s for a l ong time . Now, at tho present 
time ther e are a gr eat many reasons why a drop in 
sterling bothers us. It is easily conceivable t o me 
tac t during the life of t his trade agreement sterling 
may g o quite l ow; I mean the sterli ng bloc may break 
up. They' ve had e bad blo.v to t heir presti ge . We may 
have a situa tion like we bave bad Nitb France , in wbicb 
all the effort in the Korld couldn't bold sterling t o 
any agr eed level . And we might not want at all t o dis­
turb a trbde agreement during tha t period, ol tbough we 
would want different r at es . 

And I think tha t you ought t o look f orward t o 
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~rotecting yourself against the kind of cont ingencies 
t11e t I'Ould c rlse under varying circumstances in t he 
f~ture . You don't want to be embarrassed . If sterling 
sn.:~ulu dr op dr as tically because of serious d isorgan1za ­
ti~n ln British finance, s nd tnat is possi ble under 
tne ci rcumstances they face , you would have great 
~redsure f r oc e xporters to change your rates; you' d 
m.vu pressure from domestic interests t o stop Bri tish 
imvorts coming in . And you would want t o have n chance 
t o loo~ a t those in a r a ther detached spirit and not 
unuer tne pressure of heavy politi cal pressure from 
the Hill . 

l:io t. na t - I go back t o l'lti lter Stewart• s suggestion 
of distingulsning these two things, t he tripartite 
unl.l tilt trac.le agr eement . And on the t r ade agreement 
1 ,/.mder eu Whether it VIOUl dn I t be possi ble to haVe 
so.~e sort of an escalator clause th~ t automati cally -
f itn tne change of a certain amount in the sterling 
r t t e tne percentage of concessions varies a certain 
t.1aount . I mean tha t woula g ive you a protection 
~> tibiust predsure outside . They •::auld !{now beforehand 
tno t tnis did bring cer t ain penalties. And t hen a 
f urtner provision like the one you now have, that 
under t hose ci rcumstances negotiati ons coul d begin -
•Ould be under way t o r ear r ange the r ates . I mean 
ht.ve te n au t omr.tic penal. ty \\ lth " change ln therate, 
nn.J then ha ve n6gotia tJ.ons to either modify or accen­
tuute tha t automati c penalty . I t would g ive you time 
r nd t ake pressure off of you. Because this may be 
very eob&rrassing as it comes , &nd I tni~ some sort 
o f autoua. tic chsnge in the r &tes •••• 

You me~<n •.•. 

.•• • ~ulu Jive you & much better mecnanlsm wi t h which 
to de&l .ith i t. 

Y~u me&n automatic os f nr as the trade treaty goes. 

Yes, the t r ade treaty would have in it t hot with the 
cnange of a certain amount in the r ate, t>utomatically 
t ne concessions are t nen changed, b ut tbet those 
chrnges lU'e tnen subject t o negotia tion . I mel!n you 
wouldn't then be in the pr oblem of a completely new 
nc.gotiati on that you would have to initiate . 
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::ell , may I - jus t one second , Jake . Can you hold 
your t11ought a seconu, Jake? 

Sure . 

I mean ~ t nlnking i s c lear t o t his extent so f a r -
I me~n I Jus t went to t uke £ p~use a mi nute - and 
t ha t is that, c.ft er all , our fir s t res ponsibility 
on t ne external doller is i n connection with the 
tripartite t rea t y , ~nu thut aff ects s t erli ng and 
tne wnol e ster ling a r ea . And I think the thing tha t 
we ought t o - t tw t I want hel p on - is to exami ne t hat 
pi c ture nnd see whether t his fall in s t erllng is one 
which i s u natur<.l f e l l f r om t r ade ba l cnces or whet ne r 
it i s one ~hich i s being s t imula t ed f or trade edvan­
tcge . And is the f c.ll already ser ious enough that 
.>e should do somet hing about it'l 

i.nd t hen I t hink c.fte r .ve take t hat look L t i t, 
t hen t his ot her t hing , which e very body can r ecogni ze -
t ha t the wt.y the t r c<.le t rca ty i s now, f or me to buck 
that aft er i t is signed and invoke the mone t a r y 
clause - it will be u ver y , v e ry d i f 1"1cult t h ing , 
bec~;use we ' ll see it f irst befor e bus iness f eel s i t , 
and Nc 111 nuve to be out in the forefr ont , in t he 
f r ont trenches, bef or e toe; r ealize toere is a ~ar 
t<•~.> t ' s on . 

Ana t hirdl , I don 't want to have us find ourselves 
i n the "osl tion .~e ~ere in in ' Ji and ' 32 - to t ake 
t wo yea r s tog e t ou t of it . !!ow, I mean on - I mea n 
I ' d like to be smar t enough t o :'oresee thi s thing nnd 
no t huve t his collar &round my neck and t hen m1.ybe 
t ake 12 Ulonths or t ;•1o years to wiggle out of tha t 
d&mn t hing . 

hnd j us t to go bLCA t o one lit tle thing that somebody 
r aised, if tner e WLS any t hing i n i t - I ~now t he 
? r esident wouldn't sign any agreement or let me s i gn 
a ny agreement which would t ie his hands as t o what be 
Nould do wi tb t he dollar . But - I mean you brought 
that out in the beginning . So I just wanted to - I ' m 
j ust t h i nlting ou t loud . 

But go ~head , J ake . 

~/ell , .Ln connecti on with d i ssocia t i ng t he t r ode 
agreement from t he exchange r ot e problen , I 1d say that 
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our trade a greements t hinking has generally been 
in the past in terms of s tuble exchanges. Ylhen 
you have fluctuating exchanges , you can1 t separate 
trade negotiations from exchange rates; you 1 ve got 
to think of them together for expedient purposes. 
But - you may separate them in agreements, but 
you' ve got to do your thinking together . 

And I want to point out three alternatives from the 
trade agreement s ide with respect to exchange r ates 
when they're fluc t uating . 

I f your tariff has specific r a tes and the other 
countries depreci a te, the ad valorem e~elent of 
your r a tes rises autom.& tically. If yoU78il valorem 
rates, as we have, the specific equivalent falls 
automatically . 

Now, your (Riefler) s uggestion i s really an exchange 
deprecia tion duty - you ' r e t ying it to a regular 
auty - but an exchange depreciation duty which keeps 
the ad valorem constant. 

Now, which on~ of those things three do we want t o 
attain? 

Two of t hose I get; wha t ' s the third one? 

The third one is the e~uivalent to his (Riefler) 
suggestion of hav1ng n flexible r ate; that is t he 
ec;uivalent of l..ll exchange depreciat1on rate, which 
is a supplement to the other duties, and when the 
other exchange f alls and presumebly cuts the duties, 
we •••• 

What would t ha t do to the most- f avored-nation clause? 

Ylell , the British had an exchange deprecia tion duty 
which was d1scretionary after 1919, and t hey never 
applied or •were a ttacked in Parliament for not apply­
ing it; and they explained then that they didn 't appl~ 
it because their law officers told them it would 
violate t he most-favored-nation agreement. I think 
that was one of the reasons given here in 1 20, '21, 
and 1 22 f or not applying it. Now, you have that problem 
there . 
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You see, if you sticll: in a supplement of that 
sort - Nell , no, you wouldn' t, because you 
wou tdn 1 t be applying it ~gainst a particular 
country; it ~ould spread a t once to a ll the other 
countries entitled to most-favored-nation treat­
ment • 

107 

.l.nd moreover, it' you took that position, you would 
r a i se t oe GUes tion as to whether or not a change in 
the prices of the specific co~odities in the va rious 
countries might not tu;ve to be reckoned against. 
Consistency .voula aemand tha t kind of an approach 
end woula r a ise all sorts of problems f or the 
negotiators- speci fic ad valorem combinations • ••• 

I t hink part of the background we ought to have here 
is e calculation of the percentage of our exports 
which is to sterli ng ere& countries v:hich follow 
s t erling , not Engl&nd; and the percent age of hng1Lnd 1 s 
expor t s which is to s terling area countries ; because 
that i ndicates t he additional elements of movement in 
our .trade posi tlon when sterling moves . 

••ssuming it 1 s maintained . 

"ssuming it 1 s maintained, yes. 

Here is one little element a t the present time from 
the Canadien position. The Canadians back in 1929, 
1 3J, 131, (• nd • 32 followed the dollar more than they 
follo1·:cd s t erling, and the Canadi an Government is 
now being a ttoc.d:ed by the western provinces for having 
done that ana being charged with it a s having been 
a mis t ake, and tneir Royal Commission is &nswering 
tnat it was ~ mi stake but you can ' t blame them, 
because they a i dn 1 t have a central bank or mcchinery 
t o adjust i t. Now they're in the same ?OSition agai .n 
of having t o decide which they're going to follow, 
and the pressure i s s trong there, I know, on them to 
follow sterling now. 

• ell 

Now, tha t ' s another point. 

They Nent down 1.1 during the period in which U. K • 
• vent down 3 . 3 . 
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Yes , I kno~, they ' re down 2 now. 

Nell, this is October 19 . 

They 're cutting in b otween, but ther e is great 
pressure on them to follow the lowest one of those 
two currencies e nd not do what they did before end 
slide in nearer to us than them . Now, I just say 
the Canadian exchanre is of some importance for us. 

Which merely accentuutes the importance of doing what 
~e c~ t o chec~ the sterling decline. 

Or bringing to their bttention, at least bringing 
into the picture, tne f ac t tha t we are interested 
in the ster lint rute not only f or its own direct 
sa~e, but f or ull the r a tes that it drags Nith it . 

..lay I add one t nlng mo r e t o my suggestion? I wns 
suggesting th<. t sometnlng thst would be very roughly 
equiva lent to L cons t~nt ud va l orem r ate be used, but 
I don ' t tninh it woula be possible mechanicully to 
work one out tha t 'IIOUlo na just automatically , because 
you ha ve too man,y problems involved . What I was 
suggesting \ISS t llD t you have i n the treaty L utomn ti­
c~lly a r ough compensating penalty for char~es in the 
r a te$, and tha t those go into effect ~utoma ticnlly os 
of ~ given period: a t the end of JO days; then the 
negotia tions take place, it seems to me, in a much 
more f avon.ble a t mospher e . i'le ..-er e saying before 
t ha t really those thiQ!s could only be handled by 
negoti ations a t t he, time. I think that ' s true. But 
tne negotia tions should go f orward in t erms of an 
a tmosphere of trying through the negotiation to restore 
what was a status quo , r ll ther than d i sturbing a stll 
QUO which h~ s become f a vorable to one party against 
the other . 

I mean if sterling should depreciate and we simply 
have a clause in there which says that on JO days ' 
notice we may negotiate, we 're going to be negotiating 
in an unfavorable atmosphere, because the d epreci ation 
of sterling aQtomutically improves their posit ion and 
makes ours worse, and it means an atmosphere of 
pressure and dif ficulty, tenseness - few days, JO days, 
6J days - atmosphere of pressure and hign feeling tha t 
t hey 're gaining the competitive advantage &nd therefore 
we won ' t let tnem do it, and so forth. llow if instead 
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the deprecia tion of s terling automa tica lly pena lizes 
them, tl~ows tne weight the other way , it means tha t 
automa tically t he concessions ar e r oughly equivalent 
or even tip t oe scale in our f avor . Then when you 
enter int o the negotia tion, I t hink you have a better 
chance of adJusting the new concessi ons t o t he actual 
situa tion . 

I t hink tnat proposal overlooks t he most important 
aspect we a re concerned with . I t may help t o r estore 
any losses or any alter ations i n the concessions as 
between the United Sta t es and England . But He must 
constantly bear in mind tha t un alteration i n the 
sterling r at e eff ects our trade almost t he whole world 
over, and any neutralizing effect that you may be able 
to int roauce by alt er ing tne duties on Bri tish trade 
alone, lsi d e from t oe obJections of the most-fLvored­
netion treLtment, would le~ve ~touched the losses 
sust"ined by tnis country in their trade with e ll 
ot her countries . 

I t would t ouch only those commodities which have 
concessions vn t nem in the tNlde agreement. 

You could r aise a r at e already incor porated in 
another trade agr eement. 

Ho« about tnc t , Eer bert? Ar en' t tnere r s t es i n the 
British trade cgree~ent Nhica a re Elready pr ovided 
f or at minima ln other sgr eements? 

I don't underst~a tac t , Ja~e . 

Supposing there was some escalator pr ovis i on of some 
sort ::hich provides that when the English exchange 
goes down 5 percent, one third of our concession 
is t aken a way . Would thr. t i nvolve us in difficulties 
with other countries witb which we have made conces­
sions on the s&:~~e items? 

(Noas yes) ne 1a be involved in number less difficulties 
of many va rieties, prac~ical and commercial . 

So that ' s that . 

If t he r a te went down 5 percen t on steel, tile 
Swedish r ate Nould go down 5 percent automa tically. 
Well , tha t wouldn 't ••• 
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Yes, s up,.K>sins we have a duty on steel from which we 
na ve made " 5 - 15 percent concession t o S.7eden, and 
no" we lJis .te 6 15 percent - or, 20 percent concession 
t o l:.n&lt..nd ; S1teden t ets the 20 percent r a te. NO\', we 
cut tn~ t concession t o England because o f sterling 
~epreci~tion t o lJ percent. Cun we do t hat? You see, 
we ruve no right to cut it to S.teden. 

I w~s going t o say tnat . 

I t depends . If tne l ower rete was a result of the 
Brltisrl ugr ee:nent, she wt.s being mer ely ttxtended 
wos t - f u vor ed-ns. t ion tre& tment, in :1hich c ase you 
could t Lke it back . 

Ti'le c~o.se I m:.s t a.clng .1us wnerc you -;;-ent bcyono the 
Swedi~n ~gree~ent in the British agreement. 

Al t this discussion seems t o me to have been r esting 
on a pr emise tnat a declining currency is tn advontage • 
t o tne country whose currency i s declining, tt competi­
tive t.avuntLge; !<nd s ome o !" it hts r ested so heevily 
o n th&t )!r emi se tha t it m;s been assumed tho t the 
country mi~ht seek ~ dttpreclated ·currency in orde r to 
gain tha t com,Jetitive - hypothetica l competitive 
~dvantc.ge . I thin.t ths t "~ ough t to Pt lea!l t consider 
t he ~ossibillty tha t the decline in sterling should be 
merely a r eflection of economic forces beyond control, 
in no NllY either sought ~s & competitive uovanta~e or 
even conf erring " co:n;.,tttive advan t e.ge, and one in 
:mien tne decline mit;n t be presumed to be no more 
thun a sort o f blinJ effort t o reach & ne.v equilibrium . 
And whe r e " t E li< of c. penalty presumes th& t the party. 
wao h suffering is doing something .vicked for which 
he shl)ul<.J be punished, inc ~:s'e it is sometfling beyond 
Cl)ntrol and mere gr oping f o r a new e4uil1br lum, t hen 
t ne iuet. "'!' ,>enalty, it settms to me , snoul a be 
exch&ngej f o r one o f recognition tha t tha t migh t -
t ru. t mt.y be a way of com pens" tio n . 

hnd in th&t event your trip&rtite mech~;nism ~~uldn ' t 
do y->u wcy good . 

Wha t? 

Your tripbr t i t e mechanism wouldn ' t do any good . 
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It would be an excaange deprecia tion but no competitive 
advantt.&e ; tnnt ' s his point . 

No, no . Be says, suppose ther e is an exchange depre­
ciation wi tn a competitive advantage, but the competi­
tive advnnt:;.ge IH l S no t sought . 

No , ne says if it r eflect s t basic change - if the 
f al l in sterling r eflec t s & change in the economi c 
situa tion of hngland, you might 

• . • sey ttu:. t t ne United .Cingdom with which these 
negotia tions wer e initi~ted wns n di£fer ent United 
.Cingdom from tne one with which they were being 
conc l uded , and t ne l a tter i s much ·~elik!!r . 

There e r e so~e phra ses tnere tha t are t ne ~ey phra ses 
and mus t be examined, because they gi ve a connot a tion 
>Yhich r think al t er s y.Jur concl usions ver y, very much. 
nhen you scy "groping f or lin equil ibrium" and use the 
assumption tha t t ilere i s en e 'luillbrium which l s good • 
f or ~ngland wnich she is groping for, and that she may -
i t isn1 t the competitive advant age which concerns her , 
i t ' s the f ~<c t that s11e i s in 11 disequilibrium and is 
s ecr cning for e'<ui librium - tnose ar e i>hroses which 
I t nink .ve ell agree, because r think we ' ve a ll exlllllined 
them a t sowe length, looA &oou only when you don ' t get 
bel ow t he surfa ce . 

7/ha t we mean by dise<,uilibrium a s f a r a s England is 
concer ned, i n tnis si tilL t ion - tbose wno cl&imed that 
'-nglllnd i s in disequilibrium have a lways s aid that the 
pr oof lies i n her interne tionnl t r c.de and her 1nter­
na tlonal b al ance of payments , or the evidence is there -
proof - Lnd that her a t tempts t o a lter tha t int ernational 
ba l a nce of payments situation must rest on chiefly an 
a tterapt t o ~< lter ner trade balance in an effort to 
r estore tb&t e~uilibri~ in the balance of pa~ments , 
not tnis gener &l e4uilibrium tna t you (Warren) are 
spee~ing of. hOO I t hink we 're a pt to find , if we 
examine tha t ca refully, thht that is l argely - not 
wholly and not a l wbys, but very l argely a competitive, 
& bargaining ma tter; it ' s a question of one country 's 
gain as against another country ' s loss, specking in 
tbe short-run, not in t he long-run episode . 

J..nd England ' s a ttempt t o clter her r ate, in so fir as 
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~ae is a ttempting to al t er thLt rate , l ies in the 
n~~e t h£t - in the expect a tion t ha t that alter ation 
of r a te will a lter ner balance of trade ; in other 
words, t ha t she will export much mor e r el ative t o 
her i mports . And they will export mor e relative 
to h er imports because she ha s a more f avorable 
price with which to cttp ture markets. If you want 
t o call that groping for en equilibrium, th~t • s all 
right, but I might nont to cal l tha t at t empting to 
see.t an a dvr:ntege in t hird markets - which we might 
:tant t o gr ant f or various reasons . 

Thct needs o lot of elabor t.tl on . 

I grsnt toet . 

It may not amount to disagreement, but may - but put a 
different light jn it . It seems to me tha t bac.t in 
the greot depression 1. lot of things we thought we 
knew were proved t o be untrue or t o need modification . 
The deprecio tions of currency d i dn 1 t work out tn changes 
of trade in tnt> way tha t you would think . 

It dia in mcny countries , John . 

nnd no t in many others . It ' s e very curious thing 
tna t countries th~ t depr ecia ted tneir currency and 
had no advantages agains t each other nevertheless 
f ound their trade growing - that the effect was 
really int ernal r a t her t h1.n external . 

Yes, but, John, tnere lfllS &lso this difference . They 
started out on t he gol d s tandard and r eserve require­
ments , and part of our troubles - toe English trouble 
Na s impairment of t heir reserves for their banking 
structure. 

Gave t hem monetary release, tha t ' s true . 

I think tha t was t he recovery element r ather than the 
exc tmnge depreci a tion . But I'm not sure tha t that same 
element is in the situati on now . 

That ' s rignt. I ment i on tha t ~s an illustration only • 
Now perhaps t oday we ~ay be f acea with some int ernal 
condi t ions whicn, of course, have external reflections; 
t ney alwsys do have. But i f you think of the capital 
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items r u ther than t he trade items end of the reasons 
why there may be flight from the pound end th., effect 
of tha t on the exch~>nge, it might very ,,,ell be t hat, 
as .1ur ren is s cying - tllc. t there is some ad justment of 
r& t es tht. t .~ould iui v<. 11 good internal effec t and a good 
effect on CEi)i t~>l moveoent.s , cna not be a i med prima rily 
1.. t t he trcue bal&nce . 

Th~t • s quite true, but if the exe.mine tion i s made on 
t hbt busis , t hey ' ve go t tne weakest case , ll!cause 
cs:~t t~o l mov ecoents ~ u occur e ither t~hen you expect 
,_ recession in tne country you are in a s compared •.vi th 
some o the r , or wnen you expect nn a l ter ation in exchange 
r~ ios , 11nd I would s~y tnNt the chief motive of much of 
t ne ca~ital nnich has l eft Engl und in t he last couple 
of ~ee~s n&s been the ~nt1cipct1on ~f furtne r altera­
tio n in the exchE.nge r ates . 

f.na th erefor e to s ay tn~:< t. capital is moving out because 
it is afra i d o f excn&nge r ates changing , and therefore 
we ought t o cnange exchange r a t es in order to stop tha t , 
c&pi t o l fr om ~oving - th~t hQs some point. But one 
might t•l so s uy th~> t maybe you ' ll stop tha t capitol 
move1nent. by giving some evidence to the public that 
tney 1 r e :1ot going t o l ower the r a te . 

I can ' t argue against tnot • 

Th~t • s t he whole d ifficul t y wnich i s created by the 
brec~ir~ through of 4 -d6 . 

I•ve lrgued fo r it f or years . But still it does 
see~ t o me toot the British mi&ot come t o r es t some­
Nh~o t lower t hbn here, possibly 4 . 50, and in the 
!nto::rva l .vnen ther e was s n increasing pr esumption 
in f avo r of tha t you might even hasten the capitol 
m;, veaent, but r.I' t e r y;:>u ' ve r eHcoed a leve l which they 
felt N~S sust&irwble, then t he c&pi t al movement would 
be lessened ana NOUld ,..ossibly even be r eversed . 

Th~t • s ~uite true, and might justify our acce pt ance 
of a lower r a te. 

Tha t aepends, t oo, on ho1v thei r budge t policy r eacts 
t o the f a lling exchange , o r how it is tied up with 
bUdge t policy . I can cit e the French case, where they 
let t he exchange d r op in or der to i mprove their 
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position . Th~t creates u stimulus to increa sed 
buuget~> ry deficit; t hey cre&t e t he deficit, the 
excnange f a lls again, and you have a vicious circle • 

._uestion i s , t houga, whether you could transfer tha t 
to hnglond . 

Doubtful . 

I doubt thnt you ' d have tna t sort of fear withregard 
t o t he budge t arising in hngland . 

I don't think we have tDY c ouso for it under conditions 
at all normal. If a serious armament rivalry gets on, 
I don't t nlnk ;ve can forec&st :tbnt may hbppen . 

The r eal point I ' m trying to maKe is tha t •e may be 
ma&ing a misteke in thinking about t~is t hing a s much 
as .ve have been accustomed to do i n the pas t in terms 
of competitive trade advant ag e, because i t i s very 
dif flcul t to SDY where our advantage lies there . Sup- • 
pose ther e i s an alteration of r ates in our f avor and 
vte temporurlly gain cert ain trode advantc.ges . But 
supvose tha t ua s a harmful eff ect on t he country to 
which w~ s~ll; t hen a t the end \'te may be selling l ess 
t tu n before and have l ost our advantage . Tbnt•s tae 
nature of our difficult y . J.nd it m1ght ,;ell be t hat 
Ne should a !lo~ ~ngl~nd L certain amount of 6dvant age 
in our own interests . 

Th6t 1 s quite possi ble . In other wor ds , the larger 
si tua tion has t o b e examined, and tbnt ' s what I. take 
i t Ne were going t o do here . 

But to r ever t t o Mr . Warren' s point, which I t hink is 
i mportant because t he implication is tha t an a lterati on 
!n exchange r l'te may not be c serious f lictor or o sign.ifi­
cant f actor 1n trade. And yet look a t the le!lll t hs we go 
to in attempting to secure traae agreements, which 
a fter all merely 6lter the prices of certain commod-­
ities li little bit to t he adva ntage of one country t o 
another . 

I say tnat if one could SllY with va~idity that a n 
alteration 1n exchange r a t es within rea sonable, 
moderate amounts of 5 or l J or 15 percent is of no 
significance in the l ong run - t hen I say an altera-
tion in t ariffs and duties is , in the main, with the 
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exception of certain cases, e~ually unimportant , 
and our t r ade agreement program looks r &t her 
uniaJ)Iort~nt . 

1, 5 --

~xce;t tnis : supposing you ossume there is a tariff 
reauct i on nere Nnich is simultaneous .Yith a n increase 
in costs tnere and a fall nere . Then I' a say that 
tt.rifl' r euuction le~ves tile sitw.tion c s it 1tas 
befot•e . 

~ es . You c &n get a ll sorts of hypothetical c nses . 

The some way wi th exchr.nge rate depreciation . If 
1t ta~tes plE.ce while t he price level here - sterling 
deprecia tes while the pri ce level her e is rising llnd 
tnere is falling , or .vhilc: botn &re st&ying constant, 
then I'd say tnat 1 s competitive LSvantage, but if 
tllelr COlitS a re risin!l o r ours are felling .••.. 
Tne ;>.Jint £f d me:<e a s t o all of this is the old point 
tm,t t r rlffs a re a m&tt.e r of internati onal concern &Od 
so a r .. excll:.nge rates , tn.,re are many f actors entering • 
int .> it , una t h u t wne t we ougnt to t ry t o work for, a t 
let•s t, is th:. t substuntial shifts in exchange r a t es 
shall not occur unilaterclly ·.vithout consultation and 
with.>ui to~ting into account a gener a l picture . And 
I •a S1Jy s t t rllng is toe pivo t a l r a te for us 1-nd by 
a~ meW\s we can "e ought t o bring consulta tion into 
tne picture, so we can express ours elves at least. 

Let l s exe~!ne t he basis for tneir hopes, because I 
tn:~ you mlgnt find t h&t when they put nll their 
cards on t ne t able, if t hey do put all their cards 
on t he t uble, tney believe , rightly or wr ongly - t hey 
belicvo tney ' ll get ~ competitive ~dvantage or some 
advbnta.ge 11h1ch will alte r their ba lance of trade, 
which will turn their balunce of payment s to " less 
unfavorable degree". 

No.1 1f tney believe it &nd ore acting i n th& t v.11y -
and I think consultation might be in order - then we 
might point out to t nem that "you•r e mistaken." If 
on the other hand they ' r e saying, "We feel we must 
go down to 4 . 50 because capita l beli eves we 1 r e go ing 
to 4. 5') ond it ' s flowing out of the country , then we 
mig ht well ask them, 11Wny did you ever start t ha t 
business?" or we might a gree with them in its being a 
good t hing . But certainly ~;e ought to know the basis 
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f or their conclusion end be able to give the 
other side of it, which we haven't . 

Doesn' t it ~enn t ha t want we 1 r e trying - really trying 
t o do i a find a basi s tor consultation t bat will cooe 
into play ~ore or l ess pro~ptly and effectively, rather 
t han t o se t arbitra ry lines tbat we really can't ••• 

Or r~th~r tnan inse~t any rigid formula which cannot 
possibly meet the variety of situations that may 
arise . 

Tna t ' s ;:lu: t I wantea t o e xpress ; didn ' t make it so 
clea r. I t ninA nobody could defend the position taat 
f l uctuations of excn&nge r li t es are 1nconseqJential; 
I tninA taey 1 r e extre~ely io;orta nt . But I t hink 
that ~ae ~posing of certain automatic penalties, like 
~rescribed co~pensatory pr ovisions of duties and so 
on, mjght 1.0nJo tn,;, very tblng t h!it ~re were aiming at 
doing; t lu<t was securing a cont inuing satisfac t ory 
trade relati on betneen the t~ro co~tries over an 
extendea period of time . 

But t n&t Nus just waat I thougnt tna t I .. ·as aavocating 
~ito outomatic ad jus tments . It seems to me - I mean I 
;;as 11uvocat ing - I mean a shift 1n e xchange, wha t ever 
toe c ause, raises t ne ~uestion of competitive advantage 
or ciis&avantage, because it goes against existing t r ade 
concessions, ex1st1Q6 t ariffs . 

Unless prices are moving the opposite .. &y to tne 
exchanges, you see . 

But i t ' s a r elutive one ut the time - es of the time 
of discussion, because the prices have moved, I mean, 
as of t he time of discussion. 

~ut in or der to caintllin tbe sta tus quo if toe prices 
nave movea , you may hav~ to ~eep the same rates, you 
see? 

Ext:c tly . Tba t ' s why I say have provision for discussi on -
a&ve provision for discussion, but bave pr ovision that 
if tbe di scussion does not event uate, tha t then there 
has been 6n automa tic •••• 

In other wor ds, the purpose of the automatic device 
is to f orce discussion. 
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l'o l'orco it on ~ more re1•listic basis . 

o1ell, t lu. t c a n be &cnieved by some pert of tne pr ov1si:>n 
as suggested nere • 

.. ell, I 1d suy you c~:n a gree on discussi on without 
a ,.umt.lty clause .i.n lt 11ltn wnich to enforce it. 
.tee;> the ogreelllent in a ny c 11se . 

having 
They ' d 

But it chc nges sometning , puts n certa in emphasis on it . 

J aKe, how does t h e tripartite mechanism protect t he 
Secreta ry? I me~n isn ' t that clause - wLsn • t it this 
sort of " L&c.tg r ound: tnn t "you sh~<n ' t use your exchanee 
rEte~ f or the ~ur~ose of obtLinin& ;.. competitive 
"ovunt;..ge"? Now, t El<e the Sec•·etar y 1 s embRrrassment 
if .t.ll6it.n..l fi:~"s aerself in tnb position, ;,nich is 
~u te liKely : tnut tne t wo consider ati ons dominating 
ner ~;)li.:ies a r e , fir st , t ue d~.; sire to .Jurchase ma t e ria ls 
a brouu u t ~ cneap price - Nllr is imminent; und second, 
the desire to pr eserve her .:Gr cnest, h e r gold chest, 
for Nv r . No .v, if un..~er those circumstanc.:es flight 
of CL pi t a l or whet no t sends these n t es way down, 
tt1ere is no pr otection for t ne Secret a ry in tne tri­
;artite ugree ment . 

• nose are contr a ry •••• 

ThoJe Lre contr~ry; tnose would .vork in opposite 
d irections . Supposing she 11an ts to ;>reserve her cold 
stoc.ts f or anr emergEncy pur ;>oses a nd will not give 
it up; then 1f there is pressure a t. all on the 
exchanges, toey will go down, you see . 

I unde r· s tana . 

Now, no.v does that pr otect tho Secret ary'/ I •d s~oy 

tne Secret~; ry could tnen say, "You' re g e tting c com­
petitive Ldvantage bec&u s e o f a .va r or military ob jective.• 

Well , as I understand it, the tripartite agreement -
it WL S addressed to the seeking of competitive adven-
tllbe . 

Yes , but ... 

The .vna t ? 
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Yes, but Herm~, if you f &ll back on that and interpret 
t hat s trictly and try to search for it, you ' re going 
to leave out most of the phenomena tha t occur . ~/hat 
oo they permit ? - not merely: .. ha t oo t hey incite or 
induce? llecnuse 1f they let an;y pressure on the 
exchung11 push sterling down, tnen tna t encourages the 
specula t ive elements to operate for a decline, ~ush 
1t do1m further . In otht:r 0'/ords , I • d interpret tha t 
t o mean: ir~uce - or, permit an exchange depreciation 
which creat es a competitive advant age; otherwise, i t • s 
meaningless . You could never pr ove that they 've 
induceo it, you know . 

Le t 1 s s t op her e a minute ag&in, and somebody - let ' s 
Jus t summuri ze how f ar we've gone. Where are we right 
now? I meiJ!I whut ' s being r ecommended? 

Well , the discussi on 
catch 

IVell , let 1 s Just/our breath ~oo minute, see where we're 
a t now . 

The discussion the l as t half hour or so has been around 
two points, I t &ke it. One is Nhether there is any 
possibility of de t ermining at this time whether the 
l &rger interests ~>.re in Lvor or opposed to putting a 
floor so close to the present one . And the second one 
is, mignt we not receive aaequate protection and might 
we not achieve the ~rincipal obJective, which is con­
sultuti on t o det er mi ne just wha t criteria are being 
applied by ~nglan~ through the operation of the tri­
partite accord? 

Through t he tripnrtite r a ther than through the trade? 

Yes, because the tripartite accord indicates that each 
country has &greed not to seek a competitive advantage 
in the movements of exchange r a tes, and therefore I 
t ake the implication is, if you feel tney are seeking 
~ competitive advantage it would be appropriate at 
that time f or you to ask consultation, or if you were 
convinced tna t they were so doing, you might wish to 
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s ay they are viol&ting the tripartite accord, end 
thortfore nothing of that sort is necessary in tlle 
trade agreement . 

No~ , ! 1 d liKe to as~ Feis a question, if he doesn ' t 
mind . He may not be ready t o answer . Purely from the 
State Depar tment s tandpoint, see, which channel do 
you t hink that they would r a ther see me pursue? Using 
the cl ause - I mean let•s say that sterling goes down, 
end - l c t 1 s say sterling goes down considerably more, 
to a figure at which I would become disturbed and the 
~eople in this room advise me to become disturbed, 
see? I met.n tlu:t situation . \Ve have a meeting, let• s 
sar, irt two weeks or two ~onths from now, with the 
treety ulready signed - call n meeting because we •re 
t-11 bothered . knd you• re sitting over tllere with Ur . 
Bull end his advisers . ''lhi cn channel do you think 
that they woula r ether see me p~rsue : the chLnnel 
through the trade treaty cla use, or to use the 
vehicle of the tripartite? If you don't mind my 
a sking. 

No , no, I - may I t clk a l ittle bit? 

You can t alk . I me~ you people are sitting over , 
you havo u :neeti.ng . Whicn would •••. 

The most important ~uestlon, as far ~s I can appraise 
it - first, that this whole negotiation is taking place 
agains t & background in which our chief aifficulty in 
m~king of our commercial rel~ tions an effective weight 
in our general internationul r elations, is our very 
marked excess of exports, ·relatively perha ps the 
grea t est in American history, and t hat as a practical 
me tter the anxieties and troubles tha t are upon us now 
a re connected wi th tha t excess of exports and not with 
the ~uestion of insupportable loss of general position. 

Second, tha t this negotiation with Great Britain is 
connect eo w1 th the one with Canada - if they e. re 
effected, both are large-sc&le negotiations . TheY 
bring the economies of the three countries into much· -
would brlng the economies of tbe t hree countries int o 
much closer relationship with each other, and you 
simply have to anticipate from the economic standpoint 
that there are going to be necessary points of difficulty 
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ana ad justment; the thing i s not going to be without 
di slocating influence from time to time here and there. 
And you must really mske your decision on v ery general 
ground of mutuel slowly-developing benefit for al l par­
ties concerned, t hrough making some such trade r el a tion­
ships . 

If t hat ' s your background , why, t uen your pr ospec tive 
pr oblem arises in e somewhat different f a s .&ion than I 
t hi nk has been indicated in the discussion . It a rises 
wnen as t. consequence of trade, of an exchange vari a­
tion, or some other cause, i t turns out that the import 
movement of u commodity deal t 'Ni th i n the trude agreement 
becom~s unexpectedly large ~nd disturbing. 

flha t, Her bert? 

unexpectedly large and dis turbing. 

'iina t becomes ... 
The import of some competitive commodity that ' s been 
dealt with in e trade agr eement . Tha t ' s the way the 
ac t ual problem pr esents itself . For years we•ve had 
t o try t o keep the publ ic straight on the f eet tha t 
most of the br ancnes of increased exportati on were not 
due at ell to any action ~e too~ under the Trade 
J.greem;,.nts :.ct - n=ely, to dro~..ght, etc . -but 
cases ~rise •.•. 

You me&n incr eased importa tion . 

That ' s right - imports . 

I f , having signed this Briti sh agreement, an exchange 
vuriati on tekes pl ace and you begin to got '" and where 
we f ear it, frankly, most is in the textile schedules -
you begin t o get an unanticipated movement of competi­
t ion, much more thoroughly dis turbing than had been 
anticipated , t hen we're up against something t hat we 
can't bVoid, no ma t ter wha t clauses in the trea ty or 
clauses n~ in the treaty. Tbe industry begins to come 
a t us , t he representatives down a t Congress begin to 
come ot us, prospective legislation is f ormul a ted to 
do something about it, and we•ve got to take our bat 
in our hand and go around to the other country and 
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say, 11See here, we're in a hole, we 1ve got to try 
to work out some way of dealing w1 th this situation. n 

The number of such instances have been r emarkably 
few . They will be oore likely to arise under the 
British Hgreement than any other, if there wer e this 
subst&nti&l exchange v&ri ation. But I do think that 
the general clause that we• ve got i n there 1s qui te 
sufficient to eneble us to act in the f ace of such 
actual sit uations a s will present themselves from the 
i mport si de . J< nd therefore my own pr edisposition is to 
say, let it be vt tha t, that will give you the instru­
ment you need to protect yourselves against too serious 
unanticipa ted competition . And I 1 d leave that problem 
to be nendled through the trade agreement and by such 
a general f or mula . 

Now, turning fro~ ~nat i s tnerefore the State De~ertment 
~roblem t o whvt i s more completely the Treasury problem, 
the aecline in sterling woula have effects of another 
type, a f1'ectint: perhaps our competitive relationships • 
in third markets and in the r est . I don ' t see that 
you cc.n deal with t ha t effectively tmder any trade 
agreement f ormula a qyway; tha t you ' d have to deal wi th 
under your tripartite formula on broader ground . 

So, to summarize, I am led t o the conclusion t ha t 
you ' r e going t o fina it difficult to do a.nything pr ac­
tical t hat is much of an improvement over that general 
formula ; that, on the other har.a , you mus t foresee the 
possibility t ha t a type of situati on might arise tha t 
you c an' t deel with satisfnctorily either under t hat 
for mula or any alt er native trade agreement f ormula, 
and you would be t hrown back on to the tripartite 
agr eement . "nd tha t ' s about the way it looks to me . 

I ' d like to make some possible f a ctual corrections, 
if I may, t~t I think are signifi cant . First place, 
we ha ve had l arger excesses of exports . In 1920 alone 
it was n billion - clways ran eigat, nine hundred 
billion, so on - but it ' s high . 

Wait c mlnute . If you1 r e golng to correct the facts, 
correct the f acts I give end not the f acts you think 
I give . I s ai d higher proportionate excess of • • • • 

~roportionute t o wha t ? 

To imports . 
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Oh. But the more significant f ac t I think you ' d have 
to t ake in consideration is the f act t hat in the first 
c,uar ter of 19.38 our excess of exports was .320 million; 
second ~uarter was .3lv; the third quarter, 214. In 
otner words, ~ur excess export is snowing a decidedly 
downaar o trend . 

Not ~nly that, • ..• 

How long do you think you can keep that up? 

It will keep up, because the f avor able balance last 
year was l ar gely due t o the f act t ha t we were leaders 
in a depression and tnerefore cut do~·m drasti cally on 
imports of raw materials , tnd as arA if business r e­
cover s , .. e 1 l l incre&se our ia~J)orts of r~;., ,• materi~> ls . 

r r ecisely t ne point I was trying to make was t~t tha t 
was the existing bacltground, which, unless saved by an 
increase in i mpor ts, would inevitably bring ar ound a 
decline i n our exports . 

Tha t ' s right . 

It seems to me Ne ought not to try t o prevent that ~rind 
of change in trade. I t ' s partl y cyclical, and it' s got 
t o na;>pen. 'le ' d be in &. most unreasonable postt1on in 
tni s country if ,,e were insisting on al \'leys having a 
very large s urplus of exports . 

' 

J ohn, that coming from you - I 1 m n little bit surprised • 
Aft er al l , why l ook a t the excess exports? Don• t we 
hove o continu~ l excess of imports on our t our ist 
expenditures that amount t o eight or nine hundr ed 
million? Isn' t i t, a fter all, the movement r a ther 
t h&n particular l evels? 

LX&.ct:ly . But what I am referring to is cyclical v eri a­
tions w1 thin movements . They 1 ve got t o be permitted to 
happen . 

~he ' sign11'1cant t ning is , way is i t do;m? It1 s down in 
part because our exports ere declining. Therefore, it 
is a little more important to us t han it woula be if it 
wer e due t o en i ncrea se in imports, which would reflect 
recovery here . It may well be that r ecovery would con­
tinue here , but I think we always have to r ecognize 
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th~t it mHr become more difficult if the sterling 
rate or ops to a point _.hich gives them a compot1 ti ve 
udvunt age, waich needs to be examined. 

Le t me yut ~ thought this war . Suppose we got now 
e n increuse in i mports beca use we ere in the r ecoverr 
phase of the crcle; sup~osing we get some of those 
im~orts f r om England . Doesn't that serve to sustain 
our trade l a ter, and i s t here any other way to do i t, 
essentially? 

Thct •s right . 

I think Feis ' s point wos thot f or tne time being , a t 
leas t, ~n&l~na ~s the problem of a big i mport surplus 
wa!~h is pulllnz them oown. ~Y point ls tha t within 
anothtr year the picture may be substantially diff er­
ent. 

I t s t:e.ns t o oe the point .,ssentlally is whether we 
want L :~ do anytning t o attempt to prot ect that 
export s urplus . Eventuully oughtn ' t we tor ecognize 
tha t it is unusual and perhtps unreasonably in our 
f a vor, that it has got to be modifiea? Isn't tha t an 
element of our pr oblem? 

Dep~nJs entirely on how t he surplus is arrived at, 
J ohn . Xour preliminary assumption tnat your imports 
,,ere incr eLsing by vir tue of continuing recovt:ry nere -
.vey , ,es, I ta.iM taat• s an excellent thing, particu­
lLrly since t he repercussions are desirable al l around . 
If, on the other hand, the export surplus is declining 
by virtue of' a susta ined downwat'd t r end in our exports , 
then the conclusi ons we might come to might be c little 
different . We might be 111lling to see tha t continue , 
but I don ' t know whether ,, e would be willing to see 
tha t a ccentuated by chLnges in the e xchange ute . That 
is, we might be willing to l e t s t erling r emain oround 
4 .16 LDO say, •Let's see wnat aoppans in the next few 
montns; we 're going down i n our exports, but ~<e 1 re 
.:1ll1ng t o t e.ke that r ap, we can afford it." But should 
we introduce a neN element in the situation at this 
particular Juncture by l etting sterl ing go down to 4 . 50 
in the expect a tion that that will mea surably stimul ate 
the flow of trade? /1ccentuation in that trend mi ght 
have domestic repercussions which a sensitive plon such 
as our present recovery might not stand easily. Those 
are the problems . 
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Herbert, boN do you suppose the St at e Department would 
feel if I - I •m just throwing this out, tne suggestion­
that I should invi t e e representvtive of the British 
Treas~ry t o come over a t once to discuss with them the 
treno of the s terling-dollar r ate? 

·::ltnout mfUting aoy r eference to the trade agr eement 
negotib tions ? 

I ' ll put it this way : discuss the tripar t ite agreement 
with them, not di scuss the treaty at all. "This t r end 
nos been going on; I ' m bothered about 1t. I want 
somebody to t alk to about it ." 

I thin.< .ve ' d nave no v iews r bout it flhatsoever . Just 
a cuntinuation • • • 

I mean I am bothered, this thing is goi.ng on this r;ay , 
and I ' d like somebody to c om~ ov~r and·t~lk to me 2bout 
it . 

B..t'ore the trea t y is signed or a1'ter? 

Wh::.t I ' m t:.lking about is now . 

I n otht:r words , befOJre t he trea ty is signed • 

I 1 m not t hiMing of tne trc~ty . I 'm thinking of ny 
respOJnsibility unaer tne tripartite . 

,:e •d regar d it as a most na tural action. 

Most !lAtura l action. And 1f I don 't do it, t hey 1ll 
wonder why I don't oo it, huh? 

That I c an't answer . If you do do it, it will seem 
a most natural a c tion. 

!!ost natural action . 

·•ell, ner e - I mean to again g ive you Just a little 
side r emark whicn I think is r ath er interesting. 11e 
fought tooth end nail when lYe wer e cresting the tri­
partite to have a clause that sterling - we should keep 
sterling within ten points up or down of 4 .90 . The 
British r efused - just throwing out a little history -

• 
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a nd t ney sa id they .. ouldn ' t tie themselves to any­
thing . So :;hen they c ame a long with this thing, it 
int e r es t ed me very c u ca. But we f o ught t ooth vnd 
n~il to nL ve - to try t o h~; ve e. ten point - have 4 . 90 
t ne mean. 

Uoes it follo .~ fro~ tnfl t , :.tr . Secret ary, th& t it would 
be difficul t t og e t mo;!ifi::a tions in t he tripar tite 
;,grec;.,ent u t the time which ~:o uld e.utom&ti cally bring 
uiscussion i n in the ev ent th;;t the r ange of varia tion, 
<.,uite ;.purt from any s eeklng, s hould become wide? Would 
it be d ifficult t og et tha t kind o f modification? 

Consul t &ti,:,n s ;. r e supposed to teke pl ace wlleneve r &ny 
~~rt~ Nishes the~, you ~no.v . 

!loN, •men tne I:ur opeLn Ntr - it .. •as ::; cutter o f nours 
:meta .. r tney .vould ;,r o1ou ldn It - I d i Qil1 t lllillt t o bring it 
up, cecau:;e durin& th&t pt:rioa t hey dia e verytning t hey 
coula ln tne Nay of - I metn tney had even - BonK of 
Eng!• r.a e ven .vor it on Sa turdt.. j'S t o. peck gold . You <:now • 
whot tnut me~ns . 

DiJ thoy work on Sunda.ys? 

But tney .vorked on Sa turaeys . I mean they did every­
t iling tht.t t.eybooy could do during that .vhole t ning to 
~cep the tning open a nd ~eep tnem moving . I mean they 
sla~ped gol d on their boats r.i thout insura nce a nd t h e 
Treosury a ttitude 11as , •well , 'Ke ' ll ;;nswer who wi ll 
s t a nd t ne loss after wards .• But I mea n they a i d every ­
thing possible while tho. t cr i s is w~s o n to keep channels 
open so tha t people co uld buy dolla rs . So for me to 
b ring it up a t tha t point would both h a ve been ungen­
e r ous 1.1 nu wo uld have been unre~>sonable , because tney did 
e very t hing . !low t hLt 1 s ove r . .l.nd certa i nly I didn't 
f o resee a s 1.1 reaction to t his t h ing, a nd particular l y 
t o 'llha t I call Hitler ' s "gove r ness• s peech, t he tremen­
dous sinki ng feeling which woula t a ke place a s a 
r esult of thet. Now tha t thing has happened. Now I 
don 't think it would be unpr ecipitous for me t o invite 
them o ve r t o discuss the situa tion as lt is. .l.nd I'm 
Jus t throwing that lnto the ring, see? 

~tha t lllis been t he e xper ience with consulta tion? 

• 
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Pnrdon me? 

H&s t nere been consulta tion apart fro~ the sort of 
thing tn~t n~ppens over the telephone? 

I n t ne trip:..r tite agr eement? 

I mean unuer tne tr ipartite agr eement, over a period 
ot' tlmo , has ther e been consul t a tion of tile kind that 
you a re a nticipa ting the possibility of !laving now? 

In connection with France it ' s been l ar ge . 

.. ell ! in connection with France, yes . The occasi on 
htsn t ~risen in connect ion Witn ste rling, see? But 
in eonnectl~n 11 th France, yes . hOd tnen wnen we nad 
the t'rencn - the .,uerterly Fr en.c •• crisis , .vhy, we would 
consult wi th Engl~nd, yes . 

But here ' s n movement Nn!ch, i f you l ook at it on t he 
m.:>nthly basis ~nd not on a doily basi s , is down, aown, 
down; and r would have every r eason to s ay I 1 m worried . 
'.1.he Britis h iJr ess .!eeps wondering why I •m not worried . 
'Ne 1 ve h!!J :.n :.nalysls maie of the press since June -
all r eferences of the Bri t i oh pr ess t o t his thing, &nd 
I don ' t tnln.< tna t t oey could say - well , tna t this 
is a bolt from the heuvens, unexpected, you see? I 
mean I tninA Herbert Feis 1 s r eaction- i t would be 
t ne way h e s ays , would be u very n£tur£l thing . 

I mean I ' m Just - wbbt you peopl e do f or oe i s to g ive 
me a chnnce to think with you, and I ' m just throwing 
tht t out, and - but I tninK - I mean entirely aside 
f r om the trade trea t y - I mean our responsibili ties 
under - n~t only with ~~lund . But certai nly they 
~ust feel embit te r ed th~t during tneir troubles people 
li<~:e S.veden couldn't get llut of London f as t enough. 
I mean ther e ' s no sens e of loyalty or anything else; 
Sweden couldn't get toe gold out fast enough. 

A ad tnen for r. while it loo:{ed t.s - there wos talk of 
Holland tying to the dollar ; but as f ar as ~e are con­
cerned tne only thing t ha t happened during tha t 71hole 
period was France asked us one day whether we 'd 
cooper a t e Nith t hem in asking our b anks not to deal 
in fra ncs except on strictly commercial transactions. 
~hen we sent back wor d in en hour tha t we would ; they 
were delighted . That was the only thing ever asked 
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us Juring thu t r1hole pariod - plus , I meun, t he 
cooj)or~o tion tha t .• e go t t o get t ne gold out of 
~>nglanu t.fter he b ought it; und t hey broke all 
.tinds o l 11 .vs t o cooper& te .1i th us . I met.n t ney -
I a on ' t .mo.v now llany loGs taey broke in order to 
coo pert. tc .fi th us to get toe gold out . 
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So I meun I ' m just tain.dng .<ind of - I don ' t .mow 
whttther p.:>ssibly th~< t mightn ' t be a move . or course, 
taere ' s the r.,ues ti ;m, l'lhen they co!!le over here, wha t 
you coing to s&y t o t nem't " I ' m 11orrieu .» 

r tn lnK 10 mi.:;ht .• ell G.s k t 11em what they !)repose t o 
ao ~cno h!ll.•t ' s tnt criterion upon "nich they bnse 
tneir u.:tions, Lt•ll l et 1 s ext.mine t uem mutuoliy, might 
be u little more e xtended analysis of tne var i ous 
jlr.:»iJOSt ls . out I tnin.< th1:.t 1 s e xactly .;n~ t the 
tr l;>a rtl te t.ccoro ;>luns for . 

'Nha t nould you uo if they a enieci in the lignt of 
,>rev !Jus s t:.. tec1ents - denleJ tney wer e uoing c nything 
exce,>t just str &ignt.;rung out sh&rfJ l'luctuations1 

C:he~ .:ouLun ' t sustt.in it . The oiscussions bt~tween 
tt:~ch.nl"oi ruen 1uulc.l show the t ' s beloney . 

I tnin~ tilt.;; t.1ei ::- c&,>!-.Clty f or sticking to tht. t 
;o31 ti.m is gre~ter tMn you judge . 

Taey could keep repe~ting it . 

.. nat .vuuld you do? 

That wo>ulu be a 'luo;stlon t o be dec i ded . If the d i s ­
cussions .1ere unsatisfactory , if i n oth;; r wo>rds tney 
stuc.< to IJ ,>uint Nhicn .v u felt - .mich t he Sccrethry 
l'elt .vt.s not sustt.ined by uny comj)e t ent nnal,ysis , then 
ae would be confr onted with t ne choice as to whether or 
not he wt.nted t o r eg~-.rci t neir action as beinc - as 
see.<ing com,>eti;;ive uovontLge; what he would do tnen 
depends on tile c i.r cumstances . 

. •:ell now, let me s ay t his . You people ha ve been s o 
r efined ; I thina you've been a little bit hampered 
in these conversat ions by my ~resence. Some of you 
altlt.YS are , but o the r s n eed to get a 11 ttle mor e 
vociferous . I think t hey 've been cramped this morning . 
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I don't know what your plans are , but if you could 
go - take off your coats and go a t each other the 
ttay I ll:now you like to, then come back at t bree 
o 1 clock aoo see me again. 

I s there disagreement, Mr. Secretary? 
most of t he people here expressed the 
consultation was in order. 

I thought 
opinion the t 

Well , I don't know the way - I felt this way : I have 
certa in litt le t hings I have t o do as far as I 'm 
concerned on the external picture, strictly Trea sury, 
not thinking of the trade trea ty at all; and tha t it ' s 
& pr oblem and I don ' t Anow whe ther - I don't think 
these people have cleered t heir own thinking yet . I 
mean I don 't think it' s jelled, oas it? I think if 
t hey h.ad fro::~ now to three o ' c l ock t o exchange vie>fs -
t.lr . Burgess has been very quiet; I su?pose he ' s embar­
r assea sitting aown ttith so many economists . 

Not the slightest . 

His silence, his dignity 

I ' m trying to th1nk, Henry . It ' s al ways a strain. 

.7ell, any.•ay, you've been very silent . So I mean if 
you coula - I have nothing from three o ' clock on for 
tne rest of tne afternoon; I would lill:e t o talk a 
little bit about South America . 

I think we have a lot or very difficult questions 
&nd we c~n v ery well think about t hem before we give 
you a Judgmen t on t hem . 

1/e•ve got a South American meeting on over there a t 
three. 

I•ve got tha t Peruvian coming in at three . 

hll you've got to do is say "Bello. " Couldn' t you get 
him i n e l ittle earlier? 

I could try . I' ve already said, "Bow do you do" t o 
him; he wants t o t alk business . 

Well, see what y ou can do . 
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'l 'ae trouble ls that not only - I mean I ' ll be at t he 
three o ' clock meeting, but everyone else that you ' d 
li~e to h~ve over at tne Department Nill be at the 
saJIIe meeting, because it 1 s on South. American a ffBirs . 

Financial? 

The whole Lima Conference . 

ldake it t wo . 

I c an • t do 1t at t wo . Vlel l , we' ll go along - I ' d like 
t o s ee wha t these people have t o think about South 
America , and we 1re not going to sell out Soutll America 
t llis afternoon. 

It may be t tw. t that will be sllift ed over there. 

And a nything - if I'm correct, t llere is no finance 
on the agenda , is ther e? Usually isn' t . 

Well, there will b e proposals; there always are. But 
nothing 

VI el l, s ee .vhat you can do . 

Nothing serious . 

See .vaat you can do . And have you people got a little 
more tlme this afternoon? 

ll!r . Secret ary, may I r aise this? I f - I see notlling 
on the possible agenda even worth troubl ing anybody 
with, they ' re such impracticoble suggestions , except 
one wnich we wer e going t o b r lng over t o the Treuaury, 
and i t' s a possible pr oposol f or periodi cal meetings of 
representatives of Treasuries or central banks among 
tile American republics. 

~I ell, you g entle:nen • • • • 

Don ' t .mow whetller you want t o give any thougllt to i t 
or not. Of course, it ' s cl ear t ha t l f 1~e go in for 
such periodic meetings t llat whoever you ; end tllere is 
going to have to deal witll a new gr oup of loan proposals 
at every meeting. 

I thi~ befor e we d ecide that we should deci de whe tller the 
Onit ed States Gover nment is going to make l oans . Then, 
if i t is, t he meetings wi ll be pleasant . I ' ll see you 
all at three . 
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Seo"'-r7 llorpn\ha• 

Ill'. Whl\e 

1. What ourrenole o foll owed ote r l lac dowat 

Ap pended 1 • a \a'ble lnd loa Ung \he peroeuap change 1n 
rates of exchan ge troa Augua \ 1, 1938 \ o Oo\cber 17, l 9J8. 

1:!0 

a •111 'be no \od that. .,., of \M ear ... llolea ban dopre­
ota t.od durlnc \hat. por104 a\ l eao\ ao .aob a o or .ore t.ball 
hu et.orl1ng. The 18p0l'\aa\ u:oop \lono are Belglua. U. 
" ot.herl endo, Ca~da aad Sw1\corloa4. Ot \haoo onl7 Bel &lua 
did not. doollM a \ all. Tbe opeo1al Ge!'aa aru ahow par\1-
oullrl7 obarp 4Hlll• • · 

In oYaluatlng the ottoot.o ot \be 4op ... c1at.1on ot o\erl1ft1 
1 t h UlerofOI'o o11onUal \c 'bear 1n a1n4 Ula t. _,, ovr ... no1n 
drop wt \h et.orUnc end a dool1• 1n ot.arllftS reall 7 1nYolYoa 
f.he !EJ>POC1a \loa ot \ho dollar in \or•• of .,,, nr ... no1oa. 
Th11 iiali:e e a dool1M l.a ewrllnc acre l aporwat. tor tho UaUed 
&t a toe t.ad 1111 l ii])Ortont. to Englon4. 

'!'be tollowlag reaeone aigbt. be ad.,ancod a o Ju t1t1ea t1on 
for a l o.,e r e t.erllftS ra to : 

{a) En gland bo. l! lie .. oxper1oM1ftS tUl a4Yoreo belaMo 
ot PAJ • nte oxol uel n ot o&plt.al aaYoaent.a ot .. ot.an­
tlal p roporU ona 'lbllo wo on the ott.r bo.ll4 ba "f'O 'beoa 
gatnlng a larp 880118\ ot 1:014 oxolullYO of .. p1\al 
-••nt.o. 

{'b) Brt U8h u port.o .... 4J'opp1"- while bor ... _..., 
prog.ru oallo t o r not.alft04 laporte. 
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(o) El\gl .. nd no lon«er h .. a balanoe4 budget ancl her re­
anaa.;~ent progr BD o:,.ab1n~t4 w\ t.ll t!Y po8111b111t.7 of a 4eep­
en1nr, reo•••ton wil l et111 turth~r unbAlance h•r bud«at. 

(d) r tli h nd oll.nno t e~ t •o J"4 t o lMII !lluoh tol d through aa 
AdYers" b~lanoa of pay•entl on non-oa~lt~l aooount beoau.a 
~h• 1e the r~8 t1n~ pl &oe t or a l~rge a•ount of &hort.-t.11~ 
oen1tnl. flh~ t~eref'ore nub t o eoM erYe her ~ld IIUOJ)17 
t o Qnlt~ l\l>r 1111111 -.uln,.r abl• tn l...,.. ennt or & tll r:ht tro• 
" terl1ng. 

(t) r~~land ~•t r~e•rvft t tG ~ld •took as o• rt o f her 
nat1~n" l d• fenl e pro ~raa . 

(f) In hoo r .. rrorts t o p~nn t a ttrlltv.t fro r:: "'ft&ken1ng 
-n~t~nd h r. alr41~7 ~1""'" ~ . ~he olt~ ~oa, lar~ft .ua• o~ 
r old. 

( ~ ) ~tnct t~e r~oeaa1on 1n Enr t and 1• oonoent r Qted larr el7 
1n h•r •7port 1nrtul!tr1•, 4n7 1~prove=ent ln h•r 1nterna­
tlon"1 oo:11oetl tl VI! .'nlll tl '>n 1n an t.c:Jor t Jifl t o: • tu1a ot ohtclt­
l n · t~• r~oe£sl~n. 

(h) En~1nnd 1~ nn~ taoed wlth aor• p~~trf'ul oo~pttltl on 
rro • oue or b&r oh1~ t OOrl'l • t1 t or& - - Gert!lan7. 8r1ta1n 
t hu• muat t &ke stron~ and, lt n•oe•aary, uau• ua l ~••urea 
t o pr otect and even lnnr-n•~ h• r ehar@ of the ~orld ' K e»­
• ort trt.de. 

}. l!oM 1nton~at1on pert1n.,nt to th" &bon olallW. 

(a) Orf'at Crl tll l n ' • unfavorable baluoe of pa71"ftt.• 011 non­
oa, 1tal lte•~ 1a large and haa ~een 1norftaa1ng dartn« the 
paet three 7••r• . Our eatl .. t a t or tba tlrat atx -antha 
run• arovnd -50 .tlllon snrt pr obabl7 en~•wha~ l eaa than 
t~t for t he •eoond balt . F~r the :r•s r s a a ~hole her •un­
tavor ablP" ~l~nee 3SY be n• cuoh • • on--halt b1ll ton dollar• . 

ln eontraat., our • tavor&bl~· bslanoa on non-aa~1tal 
tte•• 1a about Al billton s rear. Th1e balance t• 4•e 
oh1tfl7 to a l ow 1•••1 of 1~ort• aooo~l&n71ng our r~ea11on, 
and a rslat.1Yel:r h1«h ltY•l o t exporta auetaln-' 1n part b7 
t h• tor-tgn ar~•£•nta oonlu~t1on and b:r the return t o an 
eXpOr t 1urnlue tn agl"\cnaltunl pro4uotl. 

(b) Unlt .. I lft«do• export• 1n t~ th1r4 qwarter ara 17 per­
cent le•• than the oo~l'ftble o~rtod of the pravtn•• , .. r. 
Le.at quarter t ha daellna n• only til p.,..omt troa ti'HI pre­
v1ova :rear, llnd the t'1rat quarter ot the :re•r 2 pweiiM. 
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o.ar eJII)Ona, ...,.,..,., q.w u ,..,.. IJ'Mhr ... u... 
the flret q11vter a!»o-.. a 16 pereeat ~"' 

with 19 :57, Whereu the .. ,o .. qurter 7 .,_. ... 
~ an4 1n t211 thlN q~\er \taere hca been an 1.8 JHIP• 

CiiiT 4rop ( oe~~pare4 wl th p...rte•• year) • 

( o) The uane4 lltatll 4et1en tor th1a flaoal , .... will 

be 111 \he nelghborhoo4 of ~~ lllllloa. 'ftle eaUaate4 

4eflo1\ f o r Great BP1ta1a 1a the ...wac of the Wat1onal 
Dehn .. Loan rshe4 4ur1ng Ch1a t11oa l , .. r -- 11 .. than 

one-half ll1111on 4ollara. 

No aatter wbat 11&111 of oo~ar1eon 11 .-ploye4, 1\ 

aee:tl lU:elr at t he --t t hat ov e lQ:Ien4Uvll on .,.... 

t<~f'ntll 4ur1ns thfl nezt Go11J)le or 71111n wtll lie ATeater 

than tho"' Clf Orea\ Brtte.ln. . 
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(4) "'e 4o not ~ )'.ow llllch ntld \he !!rt U1h Equalbat1on 

Fund hal l111t 1n t he lut f ew aontha. We 11U•t• t bat 
the Fund p robably lo~t no ~ore than CJOO mlllton an4 poll· 

1bl7 Rach 1111. It 111111\ be reme•bered that a 1•batantta l 
oort1on of t he outflow o f c ol d tro• Lon4on conllatM of 

~14 balong1n~ t o o ther oountr1ea and •••lr·•1ne4 gol4. 

!:n@'land hal a bo11t ~~ ,'Goo 000,000 1n Gle !&nil: of Engllla4 
and a t leaat ano t her btliton 1n the lqllaltaatlon Aoootnt. • 

'I t ha'fe no t11'"\U'e l 
ehort- tera Clapttal left 
~ortlon of tbat oaptta l 
pa1t few ao11tha. 

(e ) t lMre oan be 110 doallt F:llffl antl ••' oonurn pert of 
her gold etooll: for a nattonal defenae pror rsa. The q.e1tton 

11 - bow ••h 11 a realollable .-u .u a praoUoal q••._ 
tlon \he ltat uas tlotCir •111 110\ be tbe ..... , of p l& 
abe needl tor 11ar .,....,., .. bat aOIIetblnc 111 ezoe .. at tbat. 

'"ih• t CAll WI 4o &ba\lt ltt 

Poadble .. .,,. wl\14111 •• •1 take, lllte4 1JI oNer at I""Y• r1\JI 

(a) We •• rf'Qlltlt t he en uah • • nftU • VI 111 on aar 
fllr\her prapoe e& 'f&rtaUoa 1A tbl 1\lrliAC rste, 1JI a ooar._ 

~IIIII •1 tb tt. hl""'l •4 191ft t II 1tle !'rlpartl tl Aeoor&. 

(b) It thl Br1t11h r~tU • ~'~If"' ~ U\e •nmtaU011a, or 
1f 1:l-.. avt oo•• 11 afteaUefaetory •• ea anao-1 the tll'ld.­

na\lan of th• !'rlJ)arUtl AC!oor&. 
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(o) Uao ~· p~MI .. Ullltot ltatM-httot fhrt. 
UMo •«,..~-' •• a 111••• to ,...""' a. rtber o-.&Mual 
hprMS.Uoe or a\orll~~C b1 lMlaUJIC 111at a lfOMnl 11,._ 
•lolcm be 1no1wcl .. ete .._14 toalMto tb~ aca a a nat lf 
tho ohrllat rate 4HllaM b1 •ro '11M a eta, .. ~~~~~'""' ... 
(pooo1b1:r 5 J"roont) troa tbt rate ~rtaWnr " Altrll 11, 
1938, tho «a to oa •hl.tl aoU •• noroUa tloaa ~,... 

(4) • • eaa rluo t h ,. dollar -..n~ alii .. lllac prloo flit 
goU. 

(e) Uoo ot tho 8tab1lbatlf!HI ,_not to pr.....,t otorllac ••· 
p...Ola U oa an4, 1r noooooa.J'f 1D oarr:r o•t thlo PI'OII'UI au 
eoap.oa tor an l•••••• 1a tbt olao or tht Stabllhatioa 
runt. 

5. 8lv)ul4 •• 4o yrtblJ!S sto•t "' 

(a) fo ..tlat exton' Y111 Ollr nport tn4o ~ ort .. , .. , 
!:oU•t .. prop&J" .. b:r U. Coa .. rolal .U~ebo la l.oelloe la-
4loato tba t a 4Hllao 1a otorllJIC or •-.'<) wnl4 ro•U la 
a 1o .. la oQ' nporta to Ulo Ontto4 llnr; ... all4 otMr oto~ 

111\~ oowntrloa (whlob 11 CHilF a par' tit "'" 1oH to ..,. 
OZPOrta) •• bo1n« 1150 allllon P'"P ,. • • baa .. oa 19'6 , .... 
r1sa,..a, an4 1100 alllloa lt otoltlnl!; trope to 1-.&>. 
fha ••U• to to b~ OMIP~to o'bov14 ~ 1.,.... .. ~ tho . 
lo .. la tro4o HIIVlUJIC fnta 4.-oLat.tlll ot -•torUJIC 
ovron.&o .. 11114 t h• lou 1a trade ln no ... atorlt.c aadil u. 
Olll:r ~ '"" .. " ' ot oer olqlarto «0 t o etorllllc -trloo. 

( b) OQ' cSo••Uo a.ulroU •111 be nbJpet to lntono11'1 .. 
o~tltlon t r oa l~ta. 

(e) Coftoeq~~ .. ••• wpon •-•Uo buo1Moo ..CU1ona or.._ 
Ju.te onto 1n tM export nn4 lllpOI't tro4o 'tal- _. o!a ... tor. 

KDWtHOrlra 
10/21/)4 
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October 21, 1938 

Oomi~ down with Hanee to the Treasury th1e 
morning, I told him to change the memorandum that 
they were preparing in connection with the t1ve-year 
contract to buy tung o1l from Oh1na, which involve• 
some $42,000,000. I said, 1Kake 1t for three Jears 
because 1f the amount 1n dollars is smaller, or 

13G 

r oughly about $20 ,000 ,000, it would be more palatable 
to the President and what I wanted to do was to e•tab­
l ish t he principle.' Hanes said, ' That is fine, be­
cause 1f we get this thing t hrough , the Chinese suggested 
that we g1 ve them a similar contract on bristles, an 
i tem which 1s most i mportant t o American business.' 

• 
I 
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TREASURY DEPARTMENT 

• o Secretary Morgenthau 

raow ltr . Taylor 

~137 

o••• 0 CT 2 11938 

A conference was held in Ill)' of fice at 2:.30 this afternoon to 

cl1souss the set-up for retinancrlng the Series ]( notes of the Recon­

struction Finance Corporation. T'ne confe.renee was attended by 

Mess r s . Bell, Broughton, J(llby, Foley, 'l'ietjens and ~alt. 

It 1J8.!I poillted out that the usuo.l exchange transaction w!lich 

we have been accustoii8CI to use ill our own fillanci ng under the Second 

Lihert:r Loan Act could not be emplo;rsd in this case because the 

Reconstruction Finance Corporation Act confers no authority on the 

Corporation to exchange i t s notes. To meet the proble• r aised by 

this lack of authority, the suggestion was ude that the transaction 

be handled by in'fi tiag subscriptions at per tor the wnr not es and 

at the same tae offering to JlUli.Chese on Nove•her 1, 19.38, at per 

and accrued illtereat, the outstanding Seriaa It notes of the Corpora­

tion whl.cb ... ture on December 15, 19.381 to the extent to which the 

holdere thereof subscribed to the i aaue of Series P notes . The 

amount of the offering of Series P notes under this plan would be 

l.1mi ted to the uount of Series ]( note a tendered for pu-chaae. Tl>ia 

transaction would ill leg~ effect he a purchase and sale tranaaetion 

but the net result would be to effect an exchange <?f the new notes 

tor the old in a IUJlller which would he ill co11pl1ance w1 th the Recon­

struction Finance Corporation Act. 
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'!'be tear was expressed the t the cbaoges which tld.a t.rw.M­

action would necessitate 1n the eet-up would be baraf'U1 to the 

market. To meet this fear the 1\li&estion wae Mde t.Mt a short 

wire be sent to tbe Federal Reserve Be.nlca intoning them in ad­

vance of the changed set-up and the renaona for it. 

'l'be proposed changes 1n the eet-llp and the explan&tory wire 

were checked with llr. Allen Sproul of the New t ori< Federal Reserve 

&nl< and be geve it his appro'lal. 

It was then decided by the conference that the transaction 

would be b.andled 1n the followi118 111&1\Dert 

(1) Tbe secretary of the TreuiJ\ll'y would invite sub­

scriptions for the Series P notes of the Recon­

struction Finance Corporat ion. 

(2) '!'be Secratary of the Treasury would offer to pur­

chase on November 1 , 1938 the Series It notes of 

the Corpora tion to the extent to which the holders 

thereof subscribed to the Series P notes , the aoount 

of the offer1ng of the Series P notes to be 1121ted 

to the &JDOunt of Seriee It notes tendered for purchase. 

(J) Payment would be made for tbe Series It notes tendered 

for purchase at par, the principal proceeds being 

applied 1n payment of Series P notes and the bsl&nee , 

which is accrued interest troa June 15, 19;38 to Nove,.... 

'ber 1, 19;38, to be p&1d to the subs~ 

!38 
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TREASURY DEPARTMENT 

IN'T'IJI OI'P'IC:a CONMUNICAnoN 

Seo:ret&r)' llorpnthau 

llr. 'l'atlor 

colonel J'll<)he, the •1*1141 en'fO)' sent to thie OOllllt%7 liT the Pr .. 1dent 

ot Peru, called thia atternoon and dieouMd the eubjeot ot hie ahe10D with 

llr. Loohheed and J~TMlto Be rn1ewd hia llllderehn4Sq ot llajor denloPMnh 

1n the a1lYer aarket and the a1lnr pol10T ot the ODited State• troa 19'1 to 

date , Be t .hen stated that hie gonl'!IMnt wiebd to .U:e an ar:rena-t 

a111l1lar to the one made with China and llex1oo tor the eale ot na\ -ted 

to the total annual a1lnr produoUon ot Peru. n -.. apparent that abo'd 

this point the Pres ident or Peru had 'been aiainto:.ed, u to both the nature 

and t he Htent ot the llexioan and Chlneae ar:rena-nh, and abo did not 

know ot the Canadian ac:re-t. We olar1.t1ed this point tor h1a and 

obtained ponaidereble general 1ntoraat1on about the own.rahip ot a1lYBr 

ll1nea in Peru, Qich are approxlaatelT e.a tollowe: •UtT-two per out 

ot t he production 1a owned liT Cerro de Puoo; eipteen per oent,ot Qioh 

eenu per oent 1a oontraoted tor liT Cerro de Puoo, 1e owned liT Para 

nationals, and the NJ~a1niq twentT per oeut 1e owned liT other toreiCD 

1nte:reats, 1nolu41q the AMr1oan VIning and .. tab ~. a J'renoh grow;p 

and an En&lleh 81"0\IP• 

We 1ntorlled Colonel hehe that thia ooiiDt%'7 -.. not part1olllar1T 

1ate:reated 1n parobaaiq a1lnr u eiiOh, but that it deaued to dnelop 

oloMr 110net&r)' oooperetlon win 0011Dtr1ee ot this ha.18pbere , and in tha 

oue or Pel'll, Qioh happened to 'be alec a leadiq a1lnr-:prod1101JIC o011Dti'J', 

there ,..re additioaal. reaeou '*' oonnreaUou lee41ns to ooopereUOD 
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bu1l4illg up Paru•e reaan-.. ot SUTer and other exchange reeouraea 

could be produathe; tb.at we would welOOM the opportunity or dh­

cuaeions along broad llnae, and tb.at it wee tb.a daaire or all br~U~Chea 

.!40 

ot this Oonrnlll8nt to further friendly trade rellltiona. We NIJ)b.aaized 

our teelln& tb.at it ...,. pretarable to treat monetary aattars as be!Dg 

separate rrca trade agreaants proper. and in general del1nred the 

type ot speech tb.at we haTe ghen to the Cubans , Brazil11U18, etcetera. 

I suggested that he transalt to his President hie 1mpreeeiooe 

ot the prellminary conversation and also 11.n7 further information which 

the President lllght need about our silnr purchase agreements, etcetera, 

which might give the Preoident tho necesaary background. 

In ganeral, 1t ...,. a pretty eatietaotory prell•lnory dieouseicm 

and Colonel l!'uche , who ie ro:mer lll.n1ater or l!'inance, aa well aa the 

leading JOining enginear ot his country, underatood pretty thoro~ 

what we were tallcin& about. He also o,ppoared enthush etio about the 

poaeibillty ot doing SOIMthln& tor aUver, as he oonteaM4 that he 

is a bi-metaliat. 

We backed awey rro. 11.n7 queations directed to -.bat - would 

expect hie country to do, tbe amounts ot eUver which we llight purchaea 

under proper ...,.~,etcetera. This situation is a particularly 

touob:r one, as 110st or tbe e1lnr production 1s controll84 by 

roreignera and eepaoiall7 by Cerro de Puoo, but I bellan that there 

are poaeibill tie a ot cooperation which should be tull7 explored. 

\ 

' 
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TREASURY DEPARTMENT 

INT&.- OP'I"IC& COMMUNICATION 

""'" October 21, l9S8 

•o S.Oret11r7 lfOrgentbau 

now ltt. TQ'lOr 

B•l.lton of the State Deparbent called u before lunoh end 

stated tbat ba bad taken 'liP the two Chinese quest1ona with the S.OretUT 

of State, and that on the ~uestlon ot the State Department•• recommendation 

re&ardlna the sllnr looated at Tientsin, the S.OretUT preferred to hu4le 

the Miter orally as hitherto , Bull.lton stated tbat the State Depart-t•e 

poe1 Uon was t hat 1U17 1101'8 bT this Oonrmaent to acquire propert,- rights 

1n the sllnr 1n question under the otro.aatanou aurroun41.Ds thie 

particular lot of silver would be 1nadrtaabl8; tbat aubjeot to our aarH­

unt theT wieh to aend a .. •eaa• to our Consul..O.neral inatruotiDC hill 

· to o~oate orutT end 1ntozwallT with the Br1t1eh Coneul..Qeneral to 

the affect tbat thq wre 1ntor.ed tbat the elher 1n question waa DOt 

speolttoutT included 1n 1U17 ~t beW.c the tadted States TreaaurT 

and the Chinese Trea•Ul'T• 

The Sta\e Depa.rbent 1a att-.pting to pt 1uto.-t1ou on the 

queatlon of 1U17 poeatble 1mderetaud1ng wbioh the 1apaneae end BrltUh -..:r 

ban on the .ubjeot ot tbe rellroade end other Britlah propart,-. ~ 

are ulr1D& 1uqu1r1al 1n Loudon u ftll u 1n the War Jut on thia end will 

report as eoon as possible, 
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F'EDERAL RESERVE BAN K 

0,. NIEWYORK 

October 21, 1938. 

Dear llr. Secre tar;ya 

If &n1 further de~onatration were necessary, the perforaance of the 

new issues urket, during the put week, wuld seea to prove that there 1a a 

strong de<lland for high grade bonds, Two utility company firat 1110rtgage bond 

1esues totaling ' 1351000 ,000, both rated Aa and both for refundi ng, were over­

subscribed on the day of offering and bid up to prellli11.111s of a point or slightl;y 

sore. $80,000,000 of 3 l/28 or 1968 or the Public :>erviee Coapany or Northern 

Illinois were priced to yi eld about 3 , 34 per cent, and $55,000,000 of Ohio 

Power Coapany 3 l/48 of 1968 were priced to yield about J , l7 per cent . 

Next week , the echeduled offeri.ngs or $50, 000, 000 Firestone debentures 

and $55, 000,000 Wisconsin Electric Power Coapeny bonds , will add another 

$105 1000,000 to the aonth1 s total ot new istues. Following that ther e are at 

lenst t wo week a i n which no lsrge public !a sues are to be expected ( w1 ttl the 

possible exception of the $25 1000, 000 issue or Argentine 4 l/2a of 1948, orisin­

ally intended for t he market in August, and which has been •kept ali ve• in 

regbtret.ion since that tiDe) , ea none bee been !)laced in r egiatration s i .nce the 

t wo iasues just aentioned were regiat ered on October 5. 

On the basis of present figurea , theref ore, corporate financing in 

October will collle to about $370 ,000, 000 unleu additional prhate sales are 

announced between now an:l the end of the aonth . Of thia total, the onl;f liu ble 

amounts or ne w capital are $24,000 ,000 for general corporate purposes of t he Uuion 

Carbide and Carbon Corpora tion, announced last week but actuall;y aold BOM Uae 

ago, and "7, 000 ,000 t o repay bank loans of the Firestone Tire and Rubber Company, 

the proceeda of which have already been uaed for expansion of plant and working 

capital. The total of refUnding ieauee, howe•er, will be the largest a1nce Decea­

ber 1936. It is true, of course , that offerings ha•e been concentrated i n this 

month, the totals for last aontb (when war fears helped to reatrict the market) 

and in prospect for No•elllber being much loy;er then t he October total . 

Both the corporate and aunie.ipel bond marketa re&ai.n eager tor addit.ional 

high grade offerings, 

Ron. Henry Yorgentbau , Jr. , 
Secretary or the Treasury, 
Treaaury Depertaent, 
Waahington, D.C. 

Yours fai tbtull;y 1 
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REB 

SEcrEtary of StatE, 

Washi ngton. 

1231, OctobEr 21, 6 P• m. 

FOR TREASURY FROM BU'I'TER\70RTH. 

PLAIN 

London 

Dated Oct obEr 21 , 1938 

REo ' d 4: 48 P• m. 

O~E. Tnc markEt optnEd with thE dollar bid at 4, 74-

7/8. ThE British authoritiEs offErEd dollars at 4, 75 

and subsequEntly salEs of dollars by those wanting to buy 

gold took t h E rate to 4. 75- 1/2 just before f i xi ng. 

225 bars wErE sold at 146S 2-l/2D mostly suppliEd by thE 

British fund . ThE rat£ was stEady this aftErnoon at 

around 4. 75, ~Yith somE profit- taking salEs of dollars by 

Swedish institutions . VfhEn NEW York camE in a sellEr of 

dollar s and the ratE went to 4, 76-3/8 whErE i t now stands , 

ThE markct was narroYI throughout thc day, 

The franc r emainEd stcady at 178- 3/4 and rtlati vcly 

idJ. c. 

H J 

Two. It is rEportEd in the British Financial prcss 

that the foreign transactions advisory committEE has bEtn 

askEd t o sanction a deal whEr Eby a furthEr e 6, 000,eoo of 

stock i n the English Wool worth Company wi ll b e acqui rEd b:y 

Bri t ish 

Regraded Uclassified



144 

REB 

2-#·12311 From London10ct . 21, 6p. m. 

British rrom American i nterests and consEquently the sum 

pass Ed across the exchanges . 

ThrEe. Only about !.19 million of the crisis I.27 

million notE efflux has rEturned to the Bank or England , 

this WEEk ' s rEturn showing th£ second decrEasE i n the not£ 

circulation of about !.10 milli on. GovernmEnt sEcurities 

i n the banking dtpnrtment wErE reduced by about I.9o5 milli on 

and non s t and at bl.04. 9 million. Public d Eposits which 

i ncr eas ed from I.l2 million on October 5th to I.28 million 

on OctobEr 12th wErt up again this wEEk to I.33. 8 million, 

rEf lEcting in part thE exchangE Equalization account ' s 

opErations . The EffEcts of the heavy reduction in short 

tErm balances in London rEsulting rrom thE exodus or capital 

to Ntw York continuE and arc rEflEctEd in r Educ Ed bankers ' 

dEposits which now stand at tht l ow figurE of 1>91 million 

as comparEd with I.ll3 million in July and 1>100 million 

bEfore thE onsEt of thE acutE stag£ of thE European crisis . 

The capital efflux has also curtailed thE volume of outside 

money available for loans to thE discount market, and 

crEdit bas bEEn tight for thE past two WEEks . ThE Bank of 

of England has bEEn, ESpEcially sinot Monday, maki ng heavy 

puroho.s ts 
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REB 

3-#1231, From London, Oct ,2l1 6p, m0 

purchasEs of TrEasury bills in thE markEt and r at Es havE 

slightly EasEd, Today ' s TrEasury bill ratE of l3S 90 ptr 

CEnt comparEd with 158 50 last WEEk1 though WEll bElow 

tht 258 80 ratE of thE crisis WEEk, is still abovE thE 

prE- crisis ratE of just ovEr ~OS pEr cEnt around which 

ltVEl it has stood for thE most part sincE Early 1935, 

KENliEDY 

, 

' 
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RL S'ri: .. ~LI I\G .EXCEL.IIGE RJ..'IJ:. .htlO 
GJV.:ltlf.lbNTJ.L LOMlS TO SOO'IIi hMLiU~h 

October 21, 1938. 
J : OO p .m. 

r'reaent: 

a . :.J . Jr: 

Stewart : 

li. i.! . Jr: 

White: 

H . ~ . Jr: 

White : 

H. ?.! . Jr: 

Burgess : 

l.lr . Wai te 
?.!r . Burgess 
Mt• . Stewart 
Mr . Warren 
..lr . Goldentleiser 
..lr. Gtt:-dner 
l.lr. t\i;;fler 
t.lr. Vi ner 
o.!r . r. illitms 
lol1· . Ollpoul•t 

liell, gentlemen, I suppose you 1 ve got everything 
solved, sterling i s up ten cents, the world looks 
rosy? Wbo 1 s going to r eport? 

I think Yr . 'llhi t e • 

. \"hite, you sum 1 t up. 

I'm not sure tha t I have the report, but I'll give , 
wha t my impression is of the s tory; others will check 
up. 

It was gener ally agreed that no such floor or ceiling 
as was suggested or might be contemplated should be 
included in the British trade agreement a s such. That 's 
in answer t o one of the questions. 

Two .... 

.hm I going to be given the r easons? Give me the r easons 
why. 

I 'll let those who fel t strongly a bout i t give them, 
if you don't mind . 

I 1 d like to t ake one thing a t a t ime . Let 1 s put 
Burgess on the spot. 

Well, I tbink we a ll f elt that it was extremely diffi­
cult t o set any limits witbi n that agreement that 
wouldn' t lead t o difficulty. One point is that a ey 
limit put in tends t o operate as a maximum rather than 
a minimum. You put in 4.50 and you give a free ride 
down to 4.50. Another thing is that it confuses 
administration t o put in monetary 11m1tations within 
tllis a.rrangement, because it mixes up the State Depart­
ment and other elements of t he administra tion, and tends 
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H.:J. Jr : 

Surgess : 

Bur gess : 

H. !J .Jr: 

Burgess : 

H • .A . Jr: 

Stewart: 

d . III .Jr: 

Ri efler: 

1,1 7 _..,. 

- 2-

to make less effective the direct oper a t ion between 
the Treusury and the other Treasuries. 

Our feeling NBS that the same r esult might be better 
a chieved by trying t o implement the tripartite a 
little furtner by seeking to get better consultative 
arrangements . 

Say tha t again. 

Well , I t ilink probably I would clarify t ba t bes t by 
making the s econd part of that proposal , which r eally 
ties into this. 

I ell, go ahead . 

Our thought was that in answer to your second or third 
~uestion, as to whether there should now be consult a tion, 
taat there was a desir able need for consult a tion at the 
present time, ano that one might utilize this opportun­
ity by sending a message by But terwor t h, say, to the • 
Br itish Treasury that our considera tions of t his clause 
i n the trade agreement have led us t o r oi se the question 
whether there shouldn' t be in t he tripart ite agreement a 
better mechanism for consultation, ~nd say that we ' ll 
prepare a memorana~ •••• 

Par aon? 

Say tha t we 're *orking on that plan and hope t o prepare 
a memorandum and wish they'd be thinking about it. It 
seemed to us t hat r aising that questi~n right now, 
before this is si gneu, might give it more weight and 
might perhaps lead at least t o some better consultati on 
under tne tripartite . 

Now let m" just get this tning. 1/ho di ffer s - I mean 
leaving out the Treasury people for t he moment, who 
takes an opposite vieiV from this expressed by Dr . 
Burgess? 

!.lr . Riefler has about the most specific suggestion as 
an ~<l ternative. 

is 
I mean wno tninxs that t his/not the move? Riefler? 

Wel l , I became convinced in the end that it wa s much too 
l a te i n this trade negotia tion business with Englend t o 
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H • • • Jr: 

!liefler: 

H. 'J. Jr: 

:.bite : 

B. :.I.Jr: 

-J-

r aise the sort of question I was raising; that it 
would mix up more things than it solved . 

1~8 

I do feel very strongly that Just saying "ll'e t 11 consult 
lthen situa tions arise," isn't enough; tha t when we come 
t o these times we ' d like t o consult, the onus is against -
u little against the passive party, or the party likely 
to be injured by e change in exchanges . And it seems 
to me we ought t o seriously a t t ack the problem of 
insuring that consultation does take place and does 
t aiote ;>lllce on en e quel basis between the two parties. 
And I'd like to s ee this g roup work on tha t problem and 
meet on it ·again and see what we can do about it. I 

mean I - I was convinced in the end by the discussion 
that I was raising the thing a l ittle too late. 

Late in the discussion, or lat e in the agreement or 
trade negotiations? 

Yes, it isn't thougnt through and it 'Oould take time 
t o work it out. 

••ell, I don' t quite see where you differ from Ytha t 
Burgess says . 

I think, ~r . Secreta ry, it might be a little better, 
before you attempt to get the reaction on that point, 
if you heard what the positive reco0ltllendat1on was , 
Nhich I think would take care of some of the things 
which you have 1n mind end some of the things that 
Riefler has in mind . 

The thought was th~t if consultations could be initiated 
with a view to establishing u r ange of vari&tions within 
the excnange rates t hut would coll for automatic consul­
tation in the tripartite accor d - that was John V11ll1ams 1 

suggestion: tha t we might tie that kind of automatic con­
sultetion not with the trade agreement but with the 
tripartite accord, where it more ap~ropriately belongs . 
And a s a move to~ard attuining that objective, the first 
step would he an exchange of messages based on the state­
ment tha t we, as the Trea sury, had been asked to inter­
pret thtt JJhrase "wide var i a tions" which appears in the 
trade agreement . 

hsite<1 by whom? 
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.:hi te: 

.il iefler : 

. n1te : 

li. ·~ . Jr: 

,'/1\1 te: 

tl . II . Jr: 

olhlte : 

B. :.t . Jr: 

Bur gess : 

.Yhite : 

Viner: 

. ·:hi te: 

a. J . Jr: 

Gardner: 

Vi ner : 

-4-

'Nell, we could say asked by individuals or State 
Department . That wasn ' t indicated . 

President • 

149 

hnd that in our attempt to come to some definitive 
conclusion as it applied to the trade agr eement, we 
saw thbt ta~re were several things which hadn ' t been 
syntneshed or <" greed upon, and that you Wished to 
ini tie te some consultations .vl th a vi ew toward filling 
ln thut link in the chain. And t hat pr eli minary might 
toke the form of an exchange of memoranda setting 
forth the criterion of' '!fide variations • 

• iell no;1 - are you through? 

One more step beyond that . 

uo &heea . 

nnd then upon thli t exchange of' memoranda you might 
wish t o proceed wit h f urther consultat ions, or you 
might come to some agreement which would serve the 
very purpo:;e you had in mind in wishing or t hinking 
of including a floor to this agreement . 

Nell now, let me get t his thing straight, if I under­
s tand what you gentlemen are saying : that you don' t 
think, for one r eason or Lnother , that we should use 
the trade ligreement as t mech!inism to try to tL~ about 
the price of sterling . Buh? 

'rhat •s right . 

That ' s not wholly ... . 
No , no - we shan't use it at tnis moment, but, you see, 
ne may use that provision 1n there as it is noN proposed 
later on • 

But an interpretation of tne word "wide" variati on. 

But at tnis time •• • 

•• • we put no figure i n the trode ogreement . 

We put no f igure in the t rade agr eement. 
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i:i . :.l . Jr: 

Gardner : 

Viner : 

.. 111 te: 

H . .. l . Jr: 

nnite: 

B • ..!.Jr: 

'Hhi te : 

!! •. I . Jr : 

• ~ni te: 

Viner: 

1!.1!. Jr: 

-5-

Yes , you don ' t put any f i nure in, but 

>'ie us& it as a point of departure for discussi on. 

For discussi on now. 

Under t he tripartite accord . But it would real l y 
apply t o t he ~hrase in here . 

150 

Let 1 s see if I unaerstand it . I meun supposing Just 
for ar gument ' s sake I sent for Mr. Bewl ey, who happens 
t o be her e - the Br itish nnuncial At tache - und said, 
"Well , Be•.vley, I 1 m bothered bbout the .• " - from what 
I unuerstbnd you to s ay- • ••• Lbout t ne clause i n the 
trade agreement ;hich covers exchange, und therefore, 
under the tripartite agreement, watch calls for consulta­
ti.m, I would Uke to sit down :vith your people and 
talk this thing over. " 

And tnen he says , "Well, what bother s you?" 

11'1/ell, wha t bother s me is what kind of conaitions 
m1y exist which would necessitate us t o invoke tha t 
clause . " 

ls tha t Lhe i dea? 

'Iha t •a putt ing it very bolaly . 

Wnat• s tnat? 

Tb&t would be putting it very baldly and very boldly . 

IV ell, I 1 m not going to beat around t he bush. I never 
have with the British . I tell them what I have on my 
mind . 

I tnink you <1an t t o dress t ha t up a bit • 

But not t o use that pr ovision in the cl ause •hich calls 
f or a conference. 

I ' m trying to get - I don ' t 4uite get what you people 
have- it s eems to me ... Let's s ay we have no t raae 
agr eement and just under the t ripartite - let' s just 
forget the trade agreement - I t hink i t calls for a 
conference . 
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·:,ul tt:: 

Vln&r : 

••llllums : 

H · •• . Jr: 

VJ.ncr: 

H . .. . Jr. 

hi te: 

a .. . Jr: 

,\nltt : 

( d . - . Jr : 

151 
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.. e ;.ll ag ree . 

l•e llll agree . 

Tha t' s the point . 

I tnlnk it ct 11.:1 f or u conference . 

Anu """' S<-Y, c.pprov e of this ch.use in the trade 
ugrteoent, but use tnis ~l~use as tne occ&sion for 
c<.lling tat: conftrence, S«Y thvt th&t cl~use and 
th~ uiscussion arising in tht course of its dr afting 
otr.s leu us to believe tnl.lt >.e•re not cs c l eur witn 
t he lnglisn on cert~in points th&t &re cer tainly 
lnvolveJ in the trl~vrtite llgreement &S we should 
be, ~ono ::e •a liKt t og et our r elati or::s further 
cl~ril'ieu b) confcrcnct: or e >.cn~nge of memorl!nar . 

nell no~~:, .mE.rC I d on ' t <, u.ite go .·iith ~ou j)eople 
i s to is . You SL:,' - e verybody nods ttis heFd when 
you say the ~ey s terling nas been acting cal ls for 
t conference witn .c.nglt. na on the tre nd of sterling . 
And l e t 1 s say t hcc t they send somebody ovet· here. 
'!'hen out of tn<- t conference do I unders t and t hat you 
;eople a r e suggesting that 1 1 11 s ay , "Now we ' a like 
to understc.nd e <.cn oth1. r better ~:s to under :~hat 
conditions we would hove to i nvoke t ha t cle use, r a ther 
tn1>1~ to wait until t he conc.itions are so b~<C we ' d hr:. ve 
t o co it on toe spur o f tne mouent•? Is th&t the i dea? 

I ' c a fr&ie .... 

I~ that the ide~<? 

I •n ~fr~1~ tn~t tney haven ' t f &ced tnat problem, vnc 
if tuey were t o fLc~ tna t problec there might b~ some 
uoubts in this gruu;> . But llS I gather - l€:t tnem spe&.k 
f or theJJselves - tht~re has been no attempt to sa~' tha t 
if in the opinion oi.' the Trsesury r.fter tht:se conferences 
4 . 60 w"s tt1e ty pt. o f wldt: Vbri &ti on wnicil. was regarded 
<JS prejudici~:l t o out· inoustries, that .ve st10ulu say 
tnbt we should invoke this; tnat that decision whethe r 
o r uo t t o invoke tnis clause is something I think 
implicit in the dlscussion- i s some thing t o be left 
wholly with the St t.te llepbrtment and not with the 
Treasury Dep~>rtment. 

~ou mean a s to when to invoke tne clause? 
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lthl te: 

Viner: 

Olipht.nt : 

. ."nite : 

IL·.: . J r: 

Oli;h .. nt : 

H •• J. Jr : 

0 li ph ant : 

burgess : 

d ••• • Jr: 

Burgess: 

\'inor: 

t! .. J . Jr : 

152 
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Tha t's rlgi:lt . i.lbybe I'm :.rong there, but tnat 1 s wnat 
I would gather from th~ discussion . 

l.Jut the situt.tion whicn '1/ould Justify t he State Dept~rt­
ment in s ppealing to t ha t clause would , in terms of 
tne triperti le ~greement , Justify the Tr easury i n open­
ing up discussion . 

Well, wasn ' t the suggestion t o have this J!.nglishman 
come over here and say to him, " I want t o discuss 
with you an nmendment t o the tripartite agreement 
setting up machinery f or discussing the effect of 
exchLnge variati ons on traae agreements"? 

Jn ever) thing else • 

I wouldn't went t o use tha t . 

1 .vas going to SbY, this pret ty near brings trade 
agreements over into the Tre11sury . 

1 don ' t want t o do that . Tha t ' s wha t I don•t want 
t o do . 

'l.hut's .vha t I wanted t o bring out . 

I doo•t toink you ••• 

I don' t want to do tha t . 

Tnat isn' t what ae a aa in mind at a ll . 

I think what 1re were aiming a t was that the discussion 
of this tlrovision in the trade agreement has made it 
clear to us that there a r e things unsettled end uncer ­
t ain in the tripartite agreement that shoula be clari­
fied . 

Well, there we ar e in nccord . 

Now on t his monetar y - not monetary - f oreign exchange 
clause in the trade agreement, the Bri tish have tried 
t neir best to get me to interpret that for t hem and I 
have r efused t o . I mean they have tried tog et me to 
interpret that and I have r efused to, for e very good 
reason~ I didn ' t &now what the answer was . 

Regraded Uclassified



'.V1llili.ms: 

B. !.l . Jr : 

153 

-8-

But I ha ve no hesitancy in s ending for Bewley on 

~onday and simply saying, "I' m bothered about the 

trend end I'd like t he best Treasury men to come 

over here and tDlk things over .• And then if out 

of tbat di scussion- ~nd tben say, "I don ' t want to 

wait until the t hing is so serious •.. • - tha t I ' d 

like to discuss this thing before lt gets serious. 

»nu tnen if ae Sbys, "'.\'ell, A'h&t ~obofrt tne - wh~tt 

about that clause in the State Depar tment ," I'd 

lik~ you pe~ple to auvise me ; I t hink it' s very ­

tnet 1 s very important: whether the Treasury should 

set the red - the d!Jnger signol; or whether t he 

S t ute Dep&rtment should . 

Now I t hink that you people could over'come my uif­

ficulties lf you decided after consultation: let 

t he Sta te Department interpret this; it ' s t heir 

treaty . iihy should I interpret a State Department 

tre&ty for them? 7/e ce~ give them the facts . 

The thing that I d on' t want to oo, gentlemen - I 

always try to b e as frank with you as I knoll' how -

I oon•t want to be in the position, after we get 

t his trade treaty through, which is the apple of t he 

eye of Mr. Hull- thbt I should be placed in the posi­

tion tbet I havt: to s ay 1 
11Call t hat treaty off, 11 see? 

Now t hey have t~ken years to build up a publicity 

m~:chine to get this country ready for this thing, I 

mean, and t o put this thing ecross; then it goes 

tlttough. Then I•ve got to be in the position - that's 

WhY I was looking for something automatic. To say -

now, I - I don 't have to ask anybody in t he State 

Department to coll over the English or t he French or 

anybody else to consult with tbem about the tripar­

tite, and Mr . Hull elway s leaves - keeps out of it 

and doesn ' t want anything t o do with i t . Now, that 

dem~rcation between the two depar tments is clean- out 

and it' s worked beautifully for f our years . 

~r. Secretary, it seems ••. 

Just a minute - excuse me, Just a second - and if I can 

find some way of keeping out of their bailiwick, so 

that I don 't have t o take a cl ause in t her e end tell 

t nem that "your trade treaty is through" - now, that's 

wha t I don ' t want t o do . 

\ 
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It seems t o me that that was what was running in our 
minds and tna t' s way we thought that it would be a 
good idea t o try t o make the tripartite agreement 
more workable, try to introduce into it some more 
definite provisions for consultation without t ying 
that i nto t he trade treaty r eally in any way . I mea.n 
it doesn't involve a judgment on your part, for 
example, that the trade treaty should be abrogated . 
It only tries to t ake cere of e situation like the 
present, for example. 

Well , I don ' t need anything' more than I've got. All 
I 1ve got to do is send for Bewley and say, "Mr. Bewley, 
I want t o consult . " That's all that's necessary . 

But wouldn 't it be liD a dvantage to you to ha ve the 
British come to you occ&sionally, when it ' s their 
currency that •s fluc t uating, if you could ?Ut upon 
them the responsibility for expla ining their position 
to you without. having to a sk them? Wouldn ' t that 
relieve you in so~e situ&tion of a certain amount of 
embarra ssment? 

I don't emburrass that easily . It doesn ' t ~ it 
wouldn't embarrass ae a bit t o call him in this 
afternoon and simply say, "Gentlemen, I want a con­
s ultation.• Wouldn ' t both er me the slightest . 

lhe additional thought that I had •• •• 

r mean I don ' t think - I moan I doubt whether we 
could be smart enough to work out a set of signals 
so tha t as we begin to pass those block signals, 
on such and sucn a point we •d consult; because if 
we had had sign&ls like that I would have had to 
kick France out . 

That ' s the point. 

If you had worked out a s et of signals for me, France 
1vould be out . 

:ies , that •s right. 

Now, whatever the signals were, I just bad to take 
t hem, go l ike this and this ( stretching hands apart) 
and then g et a new rubber band . So you g i ve me a 

..... ..... , .. 
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new set of signals and the thing breaks. 

But ~ have no hesitancy at all, if you people think 

th6t the situation cal ls for it, to call for a 

consulta tion tomorrow. But the thing that does 

botcyer me - I mean besides tho big questi on of the 

whole trend - the whole movement and Hhat it means 

t o recovery in tais country. After all , that ' s the 

fundomental thing - what 1t means; and that we don• t 

wait too l ong, until Re h6ve lost our position of 

advant age . 

But the ot;her 
,>ractical, is 
clause of the 
ill8 the trade 

thing which bothers me, trying to be 
being in a position to interpret a 
trade treaty which might lead to ca.ll-

t reaty off. 

Mr . Secretary, I think that in these conversat ions we 

nad .ve nad exactly t hat Sllllle obj ective ir. mind . \'le 

di dn 't i ntend ever thut you should be in a position 

of m.ving to pass on whether or not that clause was 

affectea . ~~e intended t o try to keep the relation 

between the State Department and the Treasury just 

as nearly separate ns possible. But we thought the 

r eference to this clause would ,>ut the British i n a 

better fr~e of mind to c ome to the conference than 

just an invitation to consult about the tripartite 

agreement, and tha t they would come with a more 

serious i ntent if t hey ht.d reference to that phrase 

thun tney would if you said, "'He "ant to talk . " 

We also had considerable doubt in our minds as to how 

much v alue n consultati on would no·:t be, with no preptra­

tions on either s ide; that if tomorrow you were to ask 

a represent~tive of the British Treasury to come in, 

it would be very doubtful how much would be gained . 

lt would depend l argely on the personnel on the two 

sides . But probably it would be wiser to have some 

exchange of vieRs and aeflnitlon of problem befor e an 

invitation was extended . 

NoN, Professor Stewart . 

Yes, Mr . Secretary . 

Is that right? Again let me be very frank . If ~ 

advice i s correct, and if Mr . Kennedy is correct, the 
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tripartite agreement means a great deal more to 

the Briti sh Government than the trade treaty does . 

Now, 1 1m Just reporti ng whbt he says . He says - he 

tole me when I w~s over t here - he says, "Nobody 

in the British Gover nment wants a trade treaty.• 

I don ' t know whether t ha t's correct, but that ' s what 

Mr . !enncdy tola me; I'm only quoting Ur . Kennedy, 

who is our Ambvssador t o the Court of St . James . 

:.laybe he ' s all wrong , but t hs t 1 s wor d for .vor d wha t 

he told me . 

~o if he ' s correct, then using the trade treaty os 

an excuse wouldn ' t bring them here a cy t1uicker . 

l''r ankly, it mi ght keep them o way. 

As to your second suggestion, I wouldn ' t dream of 

making this move until I had at l east one, two, or 

t hree ~eeks ' t ime to s it aoMn wi th you people and 

'/Ork out a very c a reful a genoa Lcross the t able, 

back and f orth, e ach t ak i ng the si de of the Br itish, 

and t he o thers goillj! back - •Where do we .vent to land 

aft er t his consulta tion?" See? I mean I ' d want, oh , 

two - fr<>m one week to u month of car eful work on ' 

Just woere 1ve 1re going t .> l1mo , befor e I e ven suggested 

i t . So I mean 1 1 m entir ely in sympathy wi th you on 

tlu. t . 

Ana I t h i m the t nlng tn~ t - if you people say to 

me, 11iior gentnau, •.1e think the situation i s serious 

enoU6h tne t y.;)u s nould consult,• then what 1 1d like 

t o do is to immediat ely put the Treasury to work , 

Gi t h t he help of you gentlemen, and begin to work 

on an a genaa, r.no to s ee Ailere we' d end, where we 'd 

ar rive c t , what are our ob jectives . I don ' t know 

enouth a bout i t - I mem tha t' s v1hy ... 

~ven tha t doesn't meet what I bad in mind , because it 

'Nasn ' t ~:n agenda here or the assurance of prepara tion 

here ; it was tha t there be some prepara tion ther e, 

that t hey 1;oulo have s o.ue advance notice a s to the 

kind of question you would r aise with them. And it 

may be that this r eference t o the trea ty i s not the 

proper occasion for it, but I think the experience 

that ap~arently you have had before - if these 

Bri tishers r etire behind a vague phrese, furnish 

very litt le infor ma tion, and more or l ess considering 

motives on two sides ••••• 
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That's my feeling t oo . 

llhat you need, I think, i s that whoever comes here 
goes t hr ough t. process o1' prep~.>ra tion and he !mows 
in a dvance some of the questions he 1 s going to have 
to face. 

Let me put tnis t o you tnis Nay . Do you think - woul d 
you ~dvise me, as of t oduy, tha t I should suggest a 
meeting witnout further pr eparation? 

No . 

Wnat? HUh? 

hdvise t. Qeeting sitnout pr epar a tion? 

Tat.t I s houla t.sk for consultation wi t hout doing any 
n\lme work . 

I w.luld not . 

Nhnt ? I need mo r e home work even before I .. • 

You need home work and you need assurance that t here 
i s some home ::ork going on on the other side • 

.. oul <.i you oint toot I'm callill6 such e meeting? 

I'd go beyond th~:.t . I woula hint it and I ' d have 
eno..gn preparat ion so taut you gave tneo so::~ething 
wnicn you s aid on your sloe - tha t you're getting 
prepar~d to discuss this kina of ~uestion . 

It seems tom~, Mr. Secretarj, what y.lu need is a 
letter t o them, or ~ conversation based on ' mcmor­
hndum, in wllich you would say tha t 11'/:e would like to 
nave & consult ... ti ... n, but at tnis consultation we 1d 
like to t ake up these ~uestions , and we ' d like to 
have you come prepared with thoughts on these ques­
tions, and \·:e •r e preparing for them al so . Then we 
can meet aLu discuss it . 11 

So they would have t o huve some concrete stuff -
you could say, "'llell no:: , whnt level of sterling 
v;ould be satisfactory t o you from your point of 
view in relation to your foreign trade and your 

• 
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neea for r hw mat~riels on the one hand , and your 
need f or exports on th~> other? On t he other bend, 
.ve ' ll have materiEl t o show whet levels of sterling 
a re likely t o b e damaging to our economic develop­
ment and our r ecovery." And say thdt those are the 
t er ms in which we w11nt t o discuss it and tha t there 
i s no use discussing it unless we 've got some concrete 
t er ms befor e us . 

Isn't that •hat - woul dn't tha t be what you (Stewar t) 
nave in mind? 

! think some ~~tline of questions, yes . 

::nat bothers ce no.v - it lllbY be just repetition, but 
tner~ is notilin~ in the trip~rtite agreement that 
re~uires the country wnose currency is being depr e­
cia t ed t o make any explanation of ~ny kind . Sure, 
you cwn ask f or it .vhenever you want i t , end they 
mny hide behind t. form of words and really not tell 
you very much; and thot •s ver y different from an 
underthking to go into conference on the matter, and 
it seems t o me t hAt ' s whe t the tripartite r eally 
needs . This ma y be the opportunity to get it. 

I t hink your interpr et ation of the r ubber bands was 
aue to ~ slight mlsunderstondlng, Yr . Secr et ary. 
There wasn•t tne t nought t ha t ther e would be a r ange 
at orhich a ction would taKe pl ace otner than the con­
sultat ion - b r bng., t. t .mien consultation .1ould have 
ta~en place, Just LS occurred with the French: you 
coula h& ve consultt.tion if certain things happened . 

;,nd ther e was a thougnt suggested - I don ' t know 
whether anybo~y opposed it; some agreed r.i tn it -
tha t .~nile tbis was go!n_ forover d , in tne beginning 
a t ony r a t e , the signing of the trade agreement m.ight 
be postponed , to give lt more force . But I don't 
think everybody commented on tl:l&t or passed on that. 
Merely a thought that ;vas r aised . I f elt that you' d 
get more effect, H this wer e withheld in the interim, 
wuen you a sked for consul t ation, Nithout indicating 
definitely tl:la t you were withholding it because of 
tha t. 

~iscuss tne li~elihood of the Br i tisn postponing the 
signing of the trade agreement if this 4uestion were 
r aisea at this time . 
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I had assumed - &nd appar ently my version of t he 
case is diametrical ly op~osed to the Secr etary ' s 
source of i nformation - my impression is that toe 
Bri tish Government, Chamberlain pLrticularly , is 
extreoel y e &ger tog et this s i gned . 

••ell .... 

1'hat 1 s 11t vur iance wltn our Ambassador . Be ' s 
vrobubly be t t er •.• • • 

.. -9 _:> 

He' s most emphatic abouJ; it. And 1 only heard lignin 
the other acy , indirectly, t.h r. t he still says the 
same thlOC · No N, I 1 m- I h~ve no other information 
o tner th:.. n ·t:ha t llr • Kennedy s ey s • 

Does Buttcrwortn say it? 

Well , nL stic«:s to his ltnittinc , which is just to 
r epresent the Treasury . But I've never asked; I 
woul an•t a sk him, I c ouldn't. I t would embarrass 
111m; I mean ne never s ends a ny c abl es or a ny letters 
on t ha t. 

Vlell , he t old me he t hought they were pretty Lnxi ous 
to have t ha t . 

They ' r e not Lnxious for the economic consequences , but 
ar e extr eoely desirous of the poli t ical good will that 
i t would crea t e . 

I don't - I 'm not trying t o i nter pret Mr. Kennedy, but 
I kno'll he t old the. t to me, and I 've beard it within 
the lust week . A man sew bitn und quoted him; he 
r epeut ed exactly t he same thing . 

. /ell no11, wna t I •d like t o do is t o let this thing 
sink in, Lnd tnen what we might do, you peopl e - to 
pr epar e some ~uestions here in the Treasury that we 
mignt ~ut t o tne British, and t ake the l iberty of 
asAing you people to come down again and t ake a look 
a t tne t hings tnat >fe might .vent to a sk tbelll. Bow 
Nould t hat be? What? I mean I think I 1 ve got what 
you people have in mind : in other words, t hat we do 
this thing t hr ough the tripartite end not try t o do 
it through the trade treaty. Isn' t tha t right? 

That ' s right. 
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First, we 're agreed it should be done, and secondl y , 

it should be done through the tripartite . 

All r ight. There ' s no -I can go along on that . 

Now, let ' s t alk f or h few minutes about Sout h Amer i ca . 

All I na ve t o offer you people is thi s . I know t he 

sit uation of m~ny of the countries is bad fi nanci ally . 

I know ttu>t in some of these countries United States 

business men are losing ground. I know they have 

dif!'iculty in gett ing cash. 

!low, ar e we Just going to sit here a nd t ake it, or 

are we going to do something about i t ? I ' d be glad 

to hear anybody that would like to talk about it. 

You•ve (Burgess) got a couple offices down there? 

We have some offices down ther e . And I may s ay tha t 

t he or ganiza tion, befor e I Joined it, made cons iderabl e 

loans in those parts . It wa s easy to make the loans; 

the gre~> t problem is t o get them pa i d ba ck . I haven o t 

nad a cna nce t o g ive it the study with our organization 

that I 1 d l ike t o . I might be able to get some more 

light on it . I tnink it ' s a very tough probl em to make 

loans doun there th&t haven 't any r easonable chance of 

being paid, but I think that it ' s possibl e that something 

could be done . 

Our people a re ~een about continuing the Export-Import 

Bank, not t ha t it 1 s done v ery much·, but it is an 

or ganiza tion that does f erret out a few situa tions. 

But I ' d l i ke t o s tudy it further befor e making any 

definite r ecommendati ons . 

You're not r eady . Wel l , we 111 go around t he room. 

Mr . Warren? 

1le11, never having been in Latin .l.merica , I don ' t 

nave any acctuliinta.nce wi t h t he op}lortuniti es ther e . 

I t hink that the gener&l history of inter-government al 

loans is not v ery satisfact ory , including t nose tha t 

~e no~ have out s t anding . On the other hand, all other 

nati ons seem t o b e doing it, and i t i s possible that 

the only way t hat we can maintain our position 1n t he 

contemporary world i s to do tbe same sort of thing . 

• 
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But you don 1 t want to go beyond tb.a t. 

I c ouldn' t go beyond tllot. 

Dr. Goldenweiser? 

::.s1 

I ' c afraid I haven ' t anything at t nis moment. I'll 

t hink about it. It I have a ny thoughts, I'll let 

you have them. 

Gardner? 

Very doubtful about it. I don 't see that it could be 

done on a business basis, and I doubt Nhether it would 

create political good will; that is, among debtors in 

aefault. Taose na tions tha t have been able to work 

out credit arrangements with Latin America have occu­

piea a trading pos;l tion which g ave them a strategic 

aavant e.ge to enforce collection. '.'le haven't t ha t 

trading JJ<.>Sition. 

You want to s ay anything, H&rry? 

No, I aaven• t anything . 

Riei'ler? 

fiell , ~ feeling is also one of hesitancy at embarking 

on this new line . Inter-governmental loans have a bed 

reput a tion. On the other hand, I ac qui t e clear that 

toe United States, as a creditor nation, as a repository 

of 14 billions of gold, and as a potential leader of the 

Pan-American bloc - all require that there should be 

credit f acilities between New Yor:.t or :ieshing t on -

between the United States and Latin America, and there 

should be loan faciliti es of some kind. And we ' re going 

to have trouble until norm~l rel~ti~nships are there; 

I would much prefer it 1f there were private credit 

a rrangements , because you would avoid the difficulties 

of inter-governmental connections when it comes to ~be 

collection phase . But I see no chance of that. So ! 1d 

at least consider it qu.ite seriously. 

I heve nothing to add to tllot. 

He lived tnere several years. 

On, did lle? 
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.le loaned 1'11111ams once , 

I oon •t &now; I think tt 1 s a pret~· dubious business . 
I agree tnat we ought t o of fer t hem a~l facilities 
possible . .ve ought to for our 011n position. But I 
tnlnA you c on get into an awf ul mess . The South 
Americ:ans get to dis l i king t hei r creditors about ever 
so often, "nd I should think t hat it would be pr etty 
dubious . I thought that Herbert Feis ' s suggestion 
tnet we a rrenge some machinery f or meeting with them -
centr~l bunks and governments - a r ather good one . I 
should t hink t ha t that might be done . 

'! hat OUGht t o go a lon~ NlJY t o help t hem out (sar cas­
tic&lly) . 

Ana I see wnat !!lignt come ou t or it. You might say, 
•Tnat •s notning, that ' s just another r ound of talk ." 
And it ci&ht well be that. 

!ne ide1. of it would be loans . ' 

I t might Qe it would eventuate .Ln some sort of l ollns . 
I would r utner appr oach them that way . 

ll'hat are you going to a ppr o10ch? 

1here Lre lots of t lllngs you c 1.n talk about wi th them. 

hbout meet. Qb some of their obligations up here . 

And we 're up against the t)ro..,osition wher e other 
countries 'll i ll be offering them ••• • 

Sure . St &nOard techni~ue . Happened in the last t wo 
weeks in eust ern Europe . Going on all the time . 

Collecting on a barter busis or u clearing arrangement. 

I mean nere Ne ere on the one hand, tied up ~itll a 
f avored-na tion clause and against barter; and on the 
otner ha nd ever y dey, l e t ' s call them these nations 
t nat uo business tr~ough barter are getting a wider 
and wider f ield . 

Through blirt.;r and outright govef'nment loans. 
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• nrough wna t? 

Outrignt government lol\ns: Turkey, Poland - 11hat 1 s 
the list in t he last t wo weeks? · 

'iurkey a na Polan d . 

Tha t ul~? Other credi t s . 

Czecnoslovt.kie . 

Czecnoslovakia . 

Tnere goes along .11 tn tna t 1. development of a sphere 
of inter est flnicn I t hlni< would be pre t ty unwelcome ; 
in Latin America tt:ey tt.lk t.bout " t he g r ea t Colossus 
of tne North" and if we wc:re to start out to make 
l o&ns tarougo all couth Americ.& , t hey ' d s ay , "We see 
through th&t . " Tney mi~ht ••.. 

:!:here might be some such t hlng as a Ne.v Deal in "the 
grea t Col ossus of t ne North . 11 I t hin'--t a r•eal d escrip­
tion of wha t tna t l:olossus of the North has done under 
the "Ola ueul11 is enollbh t :> turn a nybody ' s hair whi te, 
bu t t nere ' s sucu a t hing as a New Deal ln the gr ea t 
Colossus . 

You u~n • t thinA - you thinK they ' d t urn ~s do~~ on 
our ::woey? 

Oh no , taey ' d t&.te tne money, but t ney 1d blame you 
f o r giving 1t t o tnec later on . 

It woula be en excuse for a r evolution to get rid of 
the government tnat contrac ted tne loa ns . 

ilell I - I ' m j ust goint: Hound . I don ' t - right now 
tt1e ~tate Department ' s asking rae to appoint n commission 
of t hree t o go t o Cube - to do wha t ? uha t will t hey do 
11h en tney g e t down t he r e? Ta lk about sugar growing? 

J a ke? 

I d on 't kno., . I think we •ve had an experiment with the 
~xport-I~port Bank; I ' d like to know what t heir exper­
ience is, wna t they think ~bout it, why t hey ha ven ' t been 
Qble t o make the l oans, and why that isn' t the best 
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agency f or doing it . Wha t ' s wrong with thet set-up? 
I don' t ~now anything about it. 

And I wouldn' t express any opinion; I would say that 
the f ac t t ha t other countries e re making such loans 
is sometning that ought t o lead us to give serious 
consideration to whether we have to do it f or both 
political and economic r easons . They won ' t llke us 
1f 1ve make them loans , but they'll like us still 
less if' we r efuse t o make them l oans . 

Ne might like t hem s till less . 

That doesn•t .matter . 

Oh yes , it does . Dep.ends on the reason we di slike 
them . 

llr. Stewart? 

I'm perfectly clear about it myself' . 

You a re? 

Yes . I wouldn ' t think of it myself'. I think the 
l ong record •• • • 

You wouldn ' t what? 

I wouldn't think of making a l oan on governmental 
account. You've got a long record of rescue parti~s 
organized by central banks and by governments which 
is just 11 record of disappointment end mi sa'dventure 
behind it . It buys you short-time good will and 
long-time ill will. The peopl e that do i t , I think, 
are wrong. I think they ' r e suffering for it now. I 
think the government will suffer exactly as & pr i vate 
banker suffers v1llen it comes t o buyi116 it off' . I think 
it ' s a first-r a te mis take. I wouldn't cont emplate it 
myself'. 

The only possible basis that I think could be consid­
ered would be in tne contras t between the two types 
of loans tha t have been made to Turkey. The British 
make them a loan and they expect that money to be 
spent ln England, but they don't real ly e ver expect to 
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buy anything from TurKey t o help the r epayment of 
the lo~n . • If the governmdnt of tbis country is 
prepared to make &dv~ces to certain South American 
coJntries &. na specify tne goods wnich toey will 
recei ve in payment of tn~ t loan over ' period of 
time , it ' s & feasible thing to consider . 

But unless you've got sometning wnich is like the 
Gerll&n t ning - the Ger m&.n t iling is really bu1l t that 
way . There ' s a r et!l difference bet ween the British 
loan t o Turkey ~nd the German loan to Turkey. 

There is a dif ference? 

Yes, ~ b~sic J ifference, I think. One is tha t the 
Germans c, re prepared t o give an adv&nce credi.t i n which 
~ urkey buys goods from GermLny, but at the same tiwe 
they expect over a periou of ye&rs presumably to have the 
lorn pdC! off in t he goods ttw t they •Nant from Tur..tey . 
No ,; , if you ' ve got a lis t of goods, then you ' ve got &. 

trade rela tionsnip; thE: loon is only incidental to that. • 

But th~ f or eign lending that ' s been done out of the 
Lonuon mtr..tet , out of the New York market, which has 
oeen done ~ith the acclli~Ul~ti~n of debt , with no 
,..rospcct of ever repaying it, is 111- ;vill. If along 
.vita : t you c:.n c 11rry a trade b&sis upon wnich you 
re!illy stimulate the tr~oe betneen two countries, tnet •s 
a conceivable thing to do . But you'd have to specify 
your list, s ay, "This is the sort of thing •• "- whet ner 
it • s tariff or whatever 1 t is - " • •• these are the goods 
.ve want tha t you have . " You might do something if 
you hove •• • • 

Would you when you get bock mind sitting down and 
,•:riting mo - developing me D little - writing me a 
memo on tnat, just along toe lines you ' ve been t alking? 

I t nln& everybooy here Nill t estify that I never · 
nritc a memorandum, Mr . President - Yr . Secretary . 

Don• t you? 

I never do . 

~ell then, let' s get you to say P l i t t le more right now. 
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hut ' s about ~all I 've got, r eally . 

I don 't ~ultt f ollow you. 

Tne only ideu I nad in mind was the difference 
between the Ger oan loon to Turkey end the Britisn 
lo~an to Tur:~:cy . But I a ssuoe th~> t the Germ&n l oan 
t o ~ur.:ey is intended tog i ve thu a credit •hl ch 
tney can s pena ?r et ty pr omptly i n Germany . 

To GermE.ny. And you' d f ollow tha t . 

Yes . ;,n.l tney expect t oen t o r eceive coods over e 
period of tioe froo Turkey , which is toe old- f ashioned 
notion t n&t tb., b<>n.<., r had about wny l oans were made, 
and ho.v t n.,y wt r .o p~oiu off, in contrast to most of 
these interrutional inter-governmental loans , where 
it ' s a r escue P'rty en1 i t ' s intendea to support t he 
exchange, improve t ne governoent finances, and never 
has any method of g .. tting it r epa i d . 

Whut you ' r e suggesting is , if we do anything, we take 
r.. look r.. t the Ger oan me thod . 

Yes, I t hin& th£t 1 s a genuine r eciprocal trade agree­
ment on t he gr~a od scale ana it will buil d en economy 
ln tne long run; may hr.. ve other difficulties • •• • 

You need import controls t o do t hc t . You can' t do 
it on a free import bcsls. The Germans know t hey can 
decide just what snlpments of tobr..cco to Gtrwe ny shall 
be ~Lde cbLlns t tnat credit . 

I d on ' t sec no.v an inter-govel'nment a l loun can have 
meaning aside from the practice of an aut horitarian 
government. 

You Lno leynes ar e not for apart. 

We alw;.ys hove been. 

If I •~ correct - and you (Wnite) cneck me - be suggested 
Jus t t his to England l ast week • 

Ub-huh. 

As you - di d you (White) see it? 
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Yes . 

Am I r ight? 

! b&t 1 s r ight, as an ~p~ronch to bilateral •••• 

But as I unders t and, Ueynnr d Keynes • suggestion t o 
E.ngh nd the t in their dealings with Germany - his 
suggestion is pr~o::tic&ll.r ;vnat you're s~;ying nor. . 
!s t:U. t rigot , Harry? 

1.'.'ell • .. 

1/ell, I me~;n the s;:.me pLttern. 

Same ul rccti~n , stsme obJective . 

If you ~ven • t seen t nbt, you ought to tuke a look 
" t tu:s t . 

10as i t L loan propos&! or t. barter pr oposal? 

No ::~ention of E• l oE.n, but ther e muy have been a loan 
i::~p! i cit - m&y Mall hD ve been a l oan implicit in it, 
because he suggested following in tne uirection of 
t ne Germ~;n p£.ttern but chiefly in the ~ey of bilatera~ 
bal&ncing ; but t ney woulan•t hesitate, ns they hcven•t 
nes i t L ted, to make lo~ns along :tl th tnc t sort of 
arr&llbeoent . 

If I may Just - 111ell, 1 can hold my thought; go ahead . 

J ne thought I wa ntec t o put in, and tnat is that there 
is a greLt misconcept i on pr evalent a lmos t &11 through 
toe United StGtes: t hat under certain proper conditions 
La t in America NOul:i be oble t o absorb .;>roducti vely 
f airly l arge amounts of capi t al . I don't think that ' s 
true, and I t hink you ought to r ealize, in going i nto 
this, that they can' t possibly use and pay for very 
much money; ~he loans should never be very l a rge . 

Depends on tne interest ra te which t hey pay . 

Well, I ' m - all I •c going to say is, you fel lows have 
not discouraged ~:~e,. I think tnere ' s enough brains in 
t his r oom th&t Ne can - the f ac t that it hasn' t been 
done successfully doesn't mean that we can• t do it . 
rlnd I a t l east haven' t been able t o think it through, 

• 
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and I'd like to take another - huve you all take 
another look at it, because I can see the thing 
slipping through our fingers, because other coun­
tries are doing it and we're just going to - we're 
just going to lose ground, because we have noth.ing to 
offer them. 

Is it - i n South America is it chiefly Germany? 

?ardon me? 

Is 1t chiefly Germany in South .America? In South 
America. 

ltes, yes. ltes. 

r think it's awful hard to beat that system on their 
scheme. 

I s it possible t o get the r ecord of the Export-Import 
Bank as to their experience and wby they haven ' t 
been successful in making more loans? 

Well, one partial answer to that is that the ?resident 
has just taken a trip - the ?resident of the Export­
Import Bank has just taken a trip all around and 
apparently has stimulated a lot of questions on small 
amounts, not large amounts . But I mean the mere fac t 
that Pierson went around might indicate that their 
preVious experience was not adequate for t hem to come 
to a conclusion, that they wanted more information. 

I should think Pierson would have something to contri­
bute on this . 

I should think so. 

Why isn't that set-up - I haven' t heard why that 
set- up isn 1 t satisfactory. 

I think the approach has got to be very different: 
much broader gauge, much r eorientation of your whole 
proposal. And I think that any attempt to come to a 
conclusion on the basis of the type of past loans 
wbich have been given, in *hich the interest rates 
have been preposterous - I mean the real rate, not the 
nominal rate, and in which the uses to which they were 
put were doubtful •• • • 
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Tne nolllinul r li tes ·.vere preposterous, r eal r ates very 
low . 

Only b~Cbuse of def&ul t s . 

Tre~endous &~ounts l oanea l t perfec tly normal r ates . 
Tnes~ c6ses tnat a r e pr eposterous are awi'ul cases, 
but thel're not tne general one . 

J , lJ , 1~ ~ercent - r ebl rotes of i nter est . If loans 
.1ere made nnu tied t o exports , possibly even of certain 
co.ru:~oJ it:!. -.s or for c er tain purposes , >-n.> if some mutual 
negotit ti:ms Neat on c.s to the purpose f or .vhich those 
lo• ns Nould be made t hen nd possibly some r easonable 
reduction in r t.tes for the p&rticul&r co~oJity chich -
the tLriff r ttes for toe pt.r,icul~r co~ooity which 
they engt;ce in, . nd if the interest rates were atade 
extre .. tely lo.;, because Ae mLy be lending t heat in L 

large p~rt o de~d &sset lnd commercial consider a tions 
~ren 1 t the only ones , tnere all Y be possibilities . I 
don ' t thiM ,,e c= go on past r ecora as decisive . 

Well , .mut I ' m going to do is tbis . I 1 l l ge t f or you 
gentlemen just cbat the Export-Impor t nank has or bas 
not \lone . r 1 11 try t.nd finll out .-ha t their problems 
are in Souto .t..ueri.::~>, nu.• tney f eal ab ut it . 

~ · ~1 clso prepare a ~e~~rwndum on the taings tn&t we 
tnin.< .. e ougnt t o ,..ut up to t oe British, ·nd .vaen we 
a& v~ thL t r 1 a li~e to invite ) ou to come down a gain, 
if yuu 1 11 be willing to see - t~lte a look at. it . 
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Today the Parie exohange market was very slow, with 

rrenoh atabilisation fund giving a little sterling tbia 

morning around 178.76. Until after Sunday's lleotiona 

and aQf resultant political development• are known, 

everyone is delaying new commitments. In spite of con­

tinuing gossip of a possible oapit&l levy, subscriptions 

to Government paper still satisfactory . 

I reoeivld a o&ll today from Beyen of B.I.B., Jay 

of Korg&n' e and Grant of Guaranty, all of wbom are attend­

ing the meeting here this week of the monetary and oredi t 

policy committee of the International Obamber of Oollllleroe. 

Tbeae gentl .. en said that efforts were being made to reach 

a oomproa1Be this afternoon on 1ome rather innoouo~a r .. o­

lutiona about return to the gold atandard, utility of 

stabilisation fundi, international oredita and 10 forth • 

.l report will be given of the final texte. 

J:ID SIOTIOlf 011: 

SJ:OTIOJ TWO. lith regard to the lrenoh eitu&tion S.,en 

inehted that a real lrlnoh finanoi.&l reooverr Will DIOIIIi­

tatl a oonvereion of the pre11nt etate 4ebt foroed or 

OthlrWile. 
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fhe dela,y 1n 1aauanoe of fiDalloi&l deoreea 1a a sub­

ject for ooaplaint aaong J'ren'Oh bua1neae o1rolea. Jleoauae 

of the inor ... ed ooat of 11T1ng, rrenoh oiT11 aerT&nta 

are reneWing their demanda for higher pay. A ori Uoin 

of '4UIIIPing1 of J%enoh wheat 1a beginning to be ll&de b)' 

the Brii1ah preea. Purobaae of dollars and aalea of 

starling br Soandan&T1an b&nka and particularly Stoothola 

are also drawing &dYeraa comment 1n the financial o1rclea 

of London. 

END SEOTIOI TWO. 

1fiLSOI 

U:D.TI 
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(SECTION THREE) 

172 

Swiss press reproduces a memorandum addressed to the 

CommittEE Co~ National DEfensE and Combating of Unemploy­

mEnt by the Swiss Federal Council dealing with the question 

or uti lizing part or the book prof its from reval uation of 

the Swiss National Bank ' s gold stock to cover unemployment 

reliEf expEnditur E to thE extent of 150, 000 1 000 Swiss 

francs . The Swiss National Bank had again and again been 

invited to consider this plan and in a report to the 

Fedtral Council the bank maintained its opinion that those 

profits should remain untouched i n the interests or the 

Swiss currEncy and in vitw oC thE increasEd uncertainty 

with regard to a postponement international currency 

situation. Tht bank repeatEd its readinEss to grant to 

thE cantons and thE FEdEral GovErnment extensi vE discount 

credits on most favorablE tErms . 

wwc 

EMB 

' 
WI LSON 
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Washington. 

GRAY 

Paris 

DatEd OctobEr 21, 1938 

Rtc ' d 4:10 P• m. 

1794, OctobEr 21, 5 P• m. (SECTION FOUR) 

Dutch prEss publishEs EXCErpts from a statEmEnt by 

PrEsidEnt Bachmann of thE Swiss Natio~al Bank on Swiss 

ourrmcy policy. ·rht continuEd dEprEciation of stErling 

173 

in r Elation to thE doll ar and gold hE dtolarEd had raisEd 

thE quEstion for S~litzErland wh£th£r thE Swiss franc should 

bt allowEd to follow thE downward mov EmEnt of sttrling or 

whEthEr thE gold pricE EXprEssEd in SWiss francs must bE 

kEpt stablE , In this connEction commErcial considEra­

tions wtrE of primary importancE, During thE first SEVEn 

months of this ytar thE stErling bloc absorbEd 27% of total 

Swiss EXports whilE thE sharE of thE dollar bloc was only 

7%. This would suggEst that SwitzErland should kEEP stEp 

with any turthtr dtprEciation of stErling; but that would 

mEan a ria£ in thE EXchar.gE ratEs or not only thE so­

callEd frEE currEnci Es but -- and this was of parti cular 

i mportancE -- of thE bl ockEd currEnci Es al so for instano£ 

thE R dolsnark o.nd currtnci ES of othEr oountri t s with 
which 
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which Switzerland had clearing agreements . A higher 

Re lclmnarlc r ate in relation to the Swiss franc would lead 

to a reduction in imports from Germany the procEEds of 

which wErt not only financi ng Gtrtnnn tourist t r affic to 

Switzerland but alao p!lymrnts to Suiss crEdi tors holding 

German bonds . ProfEsaor Pachmann stressEd the fact that 

thE Swis~ fr!.\nc was l1nlced nci thEr to at rrling nor to the 

dollar . 

WILSON 

E!lB 

KLP 
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Rtc 1 d 4 : 02 P• m. 

1794, October 21 , 5 P• m. (SECTION FIVE) 

Switz crlnnd mnintoinEd htr complEtE frEedom of acti on i n 

respect of oll possible future decis i ons in the currency 

sphErE. The intErEsts of Swiss economy wert always thE 

dtoidi~ factor. Non- Economic motiv Es could nEVEr prompt 

s~·,itzErland to follov1 other countriEs i n thEir currency 

poli cy. In conclusion Bachmann expressed hLmsclf in 

favor of mai ntaini ng the gold standard as thE b est 

175 

currency system. The i ncreasing collaboration between 

central banks and for Eign txohnng c funds for the mai ntenance 

of c Ertai n clastic currEncy relations afforded proof of the 

~'orld-w!dE tcn<lEnoy to,;ards tht rs:-1ntroduc t1on of the 

gold standard. In virn, hO\fEVtr , of ~he p:-csmt world 

political si tuation and its economic repercussions a 

return to the 'gol d standard in the ncar futur E could 

hardly b£ EXptctEdo 

(Elm OF IIESSAOE) 

WILSON 
KLP 
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GRAY 

Par is 

Da ttd octobtr 22, 1938 

REc 1d 8 :50 a , m, 

Council or I ntcrnationo l C~n-•nr of Commerce yesterday 

una nimou.ol:r o.c:!.optcd, on thE pro;>osal. of Alc: rich of ~hnsE 

Bank, Cilo.ir:: . .:m of ti~E Chamber ' s CO!ll:'ll ttEE on r:.onctory Policy 

nnd CrtC.l.~ , t he follo•vir: re s olution : 

"'•'he rc ov:>l or mcc' !fico tion c-f '>a rric rs to international 

t1•odc , tht ·,-)_-,..cj•·- of - ovcrnll'.cntal butl:cts , the stabiliza -

tl on o•· c"r~"'cnctts , the removal of t :tch.'l n:::c controls and thE 

p:rowth of ,E-~:tful rtlatio!IS omona t:lt n~tions arc a ll inter­

d ependent , Pro~rcsa in tht accomplis~cnt of any one of thesE 

objcctl.vcs !"::.ci litatcs pr o(lrEsa in all the res t . There is 

no fiXEd order of priority omon: ~~em . In different countries , 

apccl:\l circumstc.r.cc :J mo:y n ue::cat t h :1 t efforts may tiE con­

ccntro.tcd at n ·iv cn tir·c u pon onE r ; '::J- tr than t hE others , 

••ith rt3p Ect to the currcnc~ problem the ChambEr maintai ned : 

(End sEction one) , 

C"' 
CSB 

Regraded Uclassified



MJD 

StcrEt~ry ~~StatE , 

Washington. 

GRAY 

Paris 

DatEd OctobEr 22, 1938. 
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OnE . Gold standard: notwi thstanding thE incrEase: 

in gt ld production and thr. acc•.untllil.t1on of largE gold rE ­

sErvr.s in cErtain countriEs , thE IntErnational ChambEr of 

Comm&rcE rE o.ffirms its f nith in th£ ultim:o.t E rEstoration 

~f g~ld as thE international measurE of val uE , and in the: 

fundamEntal Economic function of a gold standard. 

Two. ThE tripartitE agrEEmEnt: ThE IntErnatio03l 

ChambEr r f CommErcE recognizts th.E importancE of thE tri­

partitE agrEEmEnt and sugge:sts that considEr ation should 

be givEn by thE powers adhering to this agrEEmEnt to the 

ES t ablishmEnt cf appropri a te mEans of rEEnforcing their 

prEsEnt ccllnbcr o t ion, and more Espeoi nlly to detErmine 

thE pr opEr r Ela tivE values of thE thrEE principa l curren­

n!t• t · with n viEw to mnintaining a stablE relation btt wEtn 

thEm and ultim::~tEly restoring gold pari ties. 

ThrEE. ChE:tp monEy policy: ThE Inter03tional Chombt:r 

• f CommErcE rEjEcts the fall~oy tha t nrtificl nlly chtnp 

monr:7 

• 
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monEy is nECEssary for busintuo activity and that monEy 

mnrkEts must nEvEr again bE callEd upon to stand the 

disciplinE ~f fi rm or tight money ratEs . 

GW 
YIWC 

• 

- ... 
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\1nsh1ngton, 

GRAY 

Pnr 1s 

Dntcd Oct ober 22 , 1938 

Rcc ' d , 9 : 15 n ,m, 

1799, October 22, 11 n , m, (SECTION THREE) 

Money rntEs should tell the truth rcgcrd1ng the 

nctunl situntion as t o the supply end demand of 

cnpitnl . By nn r.dcquntc supply of ct.p1tnl is meant nn 

nbundnnt vol ume of truc· 1nvcstor•s savings a nd 

corporat e savings" , 

Pnris editor of t h E NE1V YORK HERALD TRIBUNE today 

cnrriEs three cC'lumn head linE " Morgcnthr.u Calls i n 

Experts f or Mystery Monetary Tnlks , Gold 'ilc lcomc , Snys 

Secretory" , 

AGENCE ECONOIUQUE gives C'ne cnlumn to the mEEting, 

sugges ting 1"fnshingtnn uneasiness over d t prcc1nt 1cm of 

sterling. 

\"fils on 

179 
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London 

Onted October 22, 1938 

Rcc 1 d , 9 : 30 a . m. 

Sccretn~y of Stcte , 

\lo. s~lington. 

1235, October 22, 1 o . m. 

;nley confirma the r eport i n today 1 a f inancinl 

press t:1.'\ t t he ForEign Excl".:m3e Adv13or y CommittEE 

r..C.3 :;: v en i t s annction to \;l!e po\tndo 6 mill ion 

Wool VJort h d ea l r eported in pal•ocraph two of my 

1231, October 21, 6 p . m. I ncidentinlly the basic 

policy il:JOn which thia decision wo.s found£d i 3 

outlinEd in my 81, Februnry 1 , 8 p . m,, but it is 

nottnorthy tha.t t h£ cond .. tion of thE dollar 3t£r-

1 ' n:; e::cho.nge c t thE time it \103 enunciated was 

qt'.' te di.:J3inilnr from thnt it i s todcy. 

T~e (~Ollar opened e t 4 ,75~ bid cmd moved 

rnni·~ly t o 4 , 76 ct which point the Briti3h 11uthori-

t l.cs tntcrvencd , But ao ooon ns they >1Ent out of 

the ma1•!cet thE r atE went up 4 , 75 3/4. 197 bo.rs 

11ere d ealt in at gold fixing n t 146 shillings lt 

pe~cE of ·.1ilich the Brit10h f;md supplied nll but 

15 . :.~tEr thE rc:mlto.nt dollnrs had b EEn absor bed 
thE Br itish 

180 
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2 • 1235, OctobEr 22, 1 p .m. f rom London 

t hE 3:- '; sh nuthor1ti£1l n3n1n . cnmE into th£ 

nn:.: l!ct nm1 J ~Eld thE rnt£ o.t 1 . 75 3/4. AftEr 

t:: ty nc:1t o .•.t n t noon th£ r~.t~ O:.lOVtd to 5/8. 

T::E vol~·m£ h::.s not b EEn 1 argt . 

KEl~'EDY 

181 
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Da~Ed Octnber 22, 1938 

Rec ' d ll a . m. 

Secretary of State 

''lashin,:'ton 

568, Octo~er 22, 2 p . m. 

No . 26 FOR TREASURY FRO:.' hC::A'r!! . 

The compositE statEment for all GE~~"n bar~s excepting 

sav ings banks shows that in Septe~cr their total l\s bilt t i &s 

were 18 , 205 million ma rks a decrto~E of 707 ~illion marks 

from August :n . The decrea se was l~". inly i n deposits of ot.he r 

credi t institutions which fEll fro~ 6 , 700 to 6 , 090 million 

marks . On t:1e a ssets sidE th:rc "'::.s c h ea vy decre <:~sE in bill 

holdin:s ; fro~ 6 , 012 millior. nrrl~~ on !lu._-ust 31, to 4 , 997 

million mc.r:cs on SeptembEr 30 . T.-.c percentage of liquid 

assets of all Gn,;:ar. banl:s decre:J5ec' !'rO<-' 5 4 . 8 on AU£USt 31 

t o 52. 5 Scptc·;.cr ~0, o!' to n:..ct•t t~E snrE percentagE as a 

year '120 • C:?. sh reserves , ho./eVe" , incrccscd from :l . l% to 

3 , 1% durin: September . It is :'lssr. rted i n the press that there 

art no mort C-ovcrnment "special b 1J.ls" l eft in Gcnnan b nnk 

portfolios . Bnnk holdi nes of Trcost~y bills incrcnstd only 

242 million mo.rlcs durinc Scpttl!'be r to a fi e·trE of 3 ,4S9 

million m.:>.rks s s compa red ~Yith on incrc"se of 425 million 

marks in August , 

KLP 
Qli/ 

'/ILSON 
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•AJ~AP~U.P or t'!LWPn UOJIYD 

ftCIIa .&aert.eu ..._llf, Rt.o 4e .Jazaet.ro, Brasil 

Dlf&a Ooto~er aa, 19SI, 1 P••• 

JO.a Ml 

I aa tol4 by the Dir .. tor of boii&Dp tll&t Clluiq 

tu weelt of Ootober J6 tu BaJik of Brasil will olo .. 

exob&nge for aaturiiiiea and daily qQOtaa fer the whole 

period Sept•~• .. 15. 
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You are requested t o infor• a-roe of tbe foracoia.c• 

OAnaT. 
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\'tu"' ... ~~ 
Dictated October 24, 1938 

1("~-..v 
Ambassado~llitt and Kr. Konnet had supper 

with MS Saturday night and stayed after •upper until 
twenty minutes past twelve. They had Just come from 
Hyde Park. 

llonnet wae sent over here by Daladier and the 
Minister tor Air or France with the i dea that he could 
organize a corporation to build aeroplanes in Canada 
t or France. 

While in Hyde Pa rK, last Tuesday , I . had talked 
to the President about this and lett with him a memor­
andum prepared by White and told. him that I was opposed 
to this tor many rea sons. 

Friday the President oalled ms, about five 
minutes or one, and told me tha t he had this talk with 
~onnet and Bullitt a nd that my particular worry that 
the French could not supply the foreign exchange was 
not hing and that that had been taken care or and that 
he would l i ke me to eee these people. 

Arter supper Bullitt told me that the President 
had been most frank with t.lonnet ; that he had drawn a 
map and shewn him Just where outside of ~ontreal this 
plant should be located; had even told llonnet how many 

planes the English had bui lt and how many the french 
had bui l t in their respective countries, and that they 
sho~d build a plant in Cana~ whi ch would produce 
1700 planes on an 8-hour shift and 5,000 planes on 
a 3- hour shift . 

I tried a number of times to atop the conversa­
tion and get on to how they were going to finance this, 

but· Bullitt did not want me to do it. Finally, after 
they had let me know that everything was lovely and that 

the President had given the plan h is blessing, I said 
to Kr. llonnet, 'Let'e take it tor granted that you could 

overcome all technical difficulties.' I said, 'How much, 
do you think the plant will coat? '2s,ooo1ooo to bui ld? 

He said, ' No; t so,ooo ,ooo to noo ooo,ooo. I aa1d , 
'How are you going to pay tor thatf• He aa1d, ' f renchmen 

who have their Money over here will subscribe to the 
stock. ' I said , 'I don ' t believe it , but leta , tor 

lOS 

• 
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argument's sake, say they will, because any Frenchman 

who has hie money in America, before he subscribes to 

stock of a new company will want to know to whom the 

product is going to be sold , and the answer i e the 

French Government, and the first questi on he ia going 

to ask ie how ie the French Government going to pay 

for t hese. 1 lolr. Monnet said, 1 The Frenchman has con-

fidence in hie country, but not in its money and i f 
he could buy a bond or atoclt which was payable i n 

United States or Canadian dollars, he would do so.' 

I said, ' Well, 4on1 t let argue. I won't argue. 

Let's take it all for granted that your plant is built . ' 

I enid, ' How much do you people figure it will cos t to 

pay f o r 1'700 planes? ' He said, 'About i85 , 000,000 n 

year. ' ' Well,' I . said, 'to my knowledge, I say it's 

impossible tor the French Trea suryto find $85,000,000 

a year of foreign exchange. ' I said, 'I have grave 

doubts as t o how t hey are goi ng t o pay t or their own 

budgetary expenses during t he next t hree monthe, let 

alone find i85,000 ,000 to send over to Canada. ' 

I fel t ~ way gradually in order not to offend 

his feelings, but he encouraged me to go on. I made 

up my mind I wasn't goi ng to argue as to the theory 
which they had sold the President, but would stick to 

t he subJ ect which I knew, vi~: Government finance. 
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Bullitt again tried to aide-track the meeting 

by eayi nb that before you can get stability in Franoe, 

the international political situation has to be straight­

ened out . Monnet , to my surprise, pushed t his aside. 

~e said, ' That is not so. ' He said , 'We have been 
hearing that tor a long time and we have been hearing 

fo r tour years that it we continue to give the French­

man his freedom, eventually his confidence in theGov­

ernment will return and he wi ll bring hie money back.' 

He said , 'That has proven not to be eo.' 

(I am not giving this qui t e in ita sequence , but 

I am g iving the salient point of the argument. O 

About this t i me, I decided I might Just as well 

be tranlt and get everything off m:y chest and I said, 
1 Kr. Yonnet, we figu.re that during the last tour years 

there must be at least $4,000,000,000 gold t hat has 
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lett France. Just aa long as that is abroad and 
what little money is left continues to leave France, 
there ien't any use talking about building aeroplanes 
or anything else.' And I said, 'You people have to 
devise means and cathode whereby you get thi s money 
back. 1 

I said, 'It the French Government had the courage 
to put through decrees whereby they would make their 
citizens bring back t heir money or put them in Jail, I 
say that overnight you have such a change in your domes­
tic situation 1t would be ~rd to even r ealize it. ' 

So he said, ' How do we do it?' I said, 'I am 
sure that the American Government would aes1et you to 
locate this money . I am sure the British would do the 
same. Then you have to d18charge about two-thirds or 
your Cabinet, because most of t hem would be involved. 
You mi~ht have to put a t housand people in Jail.' He 
said, That's too many. Two or three would be enough. ' 

I said, ' For example, after the return of capital, 
instead or the Government Raring 7~ ~r its money on ita 
debt, it might get it at 3~. He again said, 'But how 
could you do it? 1 

And then I got what Bullltt said was an absolute 
stroke or genius. I said, 1It Leon Blum could get 
elected on a platform ot no devaluation and then de­
value under the cloak or the Tripartite Agreement,' I 
said, 'Mr. Daladler, if he has the courage, can do the 
same and under the cloak of the Tripartite Agreement 

187 

he can announce supervis1on or foreign exchangee and inue 
decrees which would make it a Jail offense not to bring 
your money back.' 

Both Ur. Konnet and Kr. Bullitt were simply beside 

t hemselves with Joy. I further pointed out, I said, 'I 
am corr~ct, am I not, that your very Lett party members 
are tor exchange control? ' He said, 'They are.' I said, 
'Your whole situation overnight would change,' and Konnet 

said, 1 It we made ti;Lie move to bring foreign capital 
back, we would please the Lett very much and, in return , 

Daladler could demand or the Lett that they •••• up and 
let the people go to work 1n the munitions ractor1ee, 

etc.' 
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The last t hing I said, Saturday night, I eaid, 
'Yr. Yonnet, if you don't do s ome thing like thie, your 
countr~ 1e through. ' And I repeated it t wice. I 
said, You might Just as well make up your mind, it's 
through!' I said, 1 It 1 s impossible for you to con­
tinue with t he bulk of rour capital abroad. The French 
Treasury ie busted and , I eaid, 'you Juet can't con­
tinue . ' 

Bull1 tt and 14onnet returned on Sunday, after 
having slept over t he matt er, and Yonnet could not say 
enough to thank me . I said, 'Do you think Mr. Daladier 
will have the courage to do this?' 'Well, ' Sullitt 
said, 1 the way you painted this picture, ft will give 
Daladier t he opportunity to be the saviour of France, 
and that would give anybody courage. 1 

I said, 1 Doee he realize that he will have to 
start with Yr. Bonnet and from then on down either fire 
them or put them in Jail7 1 He said, Nonnet realizes 
all of that. 

So I said, 'Well, the quicker Uonnet can get on 
a boat and go back, the better.' Monnet had already 
looked up the boate and saw that he could get back by 
November 4th and that the decrees are still possible 
until the 15th of November. Up to date, Daladier has 
issued no decrees . He said the reason for that is 
that he Just does not know in what direction to turn. 

I have never seen Bullitt so enthusiastic about 
anything. He said he had thought it over whether he 
should go back to Fran.cs and help or go down to Bermuda 
and he decided that inasmuch ae eo many of hie friends 
were involved, that it would be better for him to be in 
Bermuda. 

Monnet want s to go through the motion& of seeing 
Peoples , because there are only two people that know 
he's over here-- Daladier and the Minister of Air. He 
is not reporting to the French Embassy and he ia sending 
no cables. I then aaid I would arrange for him to eee 
~. Oliphant who, before he left on Tbureday, would give 
him a memorandUIII or would explain to him verbally what 
we could do in the United State a to a11i1t t he French 
Government to locate French capital. 

They again asked me whether they t hought the Bri tieh 

• 
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would cooperate and I said I was eure tbe:r would. He 
aaid, 'Well, they can work through Monnick. 1 I said 
not if t heJ wanted m:r cooperation. So he said , well, 
how woul d they approach the British? We have al ways 
offered t o approach the Engli sh for them. We could 
either do it through the British Embaes:r here or t he:r 
could do it themselves, but they should decide. 

I then said t o Bullitt , 'How about if we do 
this f or t he French -- help them locate t he capital -­
might we also have to -do i t for the Germane a nd t he 
Italians? ' He said, ' Don't worry about that. I can 
giYe you 16 reaso~e wn:r you would not have to do it 
tor t hea.' ' 
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So Monnet asked me how would they draw up t hese 
decrees and I said we didn't have the French law, but 
I was sure that give Jacques Rueff 48 hours and he could 
draw it up, but that we would explore our own f acilities 
for helpi ns t hem locate t he French capital. • 

From our own domestic standpoint, t his whole 
quest i on of having 14 b illions of gold would also be 
~eatly aeelsted if 2 or 3 billi ons should go back to 
Yrance and would ease t he pressure on me what to do with 
all thla gold. 

Another t hing I said t o Bullitt, with t his money 
back it gives them a chance to loan cash t o the Balkans 
as against the Germane offering them credit against 
barter and it gi vee France a chance to hold up lts head 
with Tu rkey a nd wlth Poland a nd Roumania and again be 
ln the poa1 t1on of being t he banker f or what t hey ooll 
the ' Litt l e Entente ' instead of t his cook-eyed scheme 
of Bullitt1 e to build an aeroplane factory i n Canada. 

I n the t elephone conYeraati on I had with Cochran 
from my house , I pointed out that we ought t o do some­
thing to assist South Ameri ca. So Bulli tt eaid to me, 
' I had a talk, last week, with Cochran and he ie the 
craziest bLL~ety-blank fool you eYer saw! He'• Just 
crar.:r! 'lhat do you suppose he suggeetedt Be suggested 
that we go down and conquer South America! 1 I ea1d, 
''lhat f or ? ' And Bull1 tt said, '•ell, he said Europe 
is through and we have to look into South Ameri ca as a 
future sphere, eo let' e go down and conquer it. 1 This 
1e Cochran putting m:r ideas t o work. And Bulli tt said, 
'I said t o Cochran, :you are nothing but a God-dalln 
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Fascist! 1 I was so afrnld that Cochran would say, 
'That's llorgenthau1 s i dea.' And he said, 'After all , 
they are a halt- educated people. Let ' s go down and 
conquer t hem.' And he said Ooohran also said, 1 The 
strong have to dominate nowadays . ' 

I said to Bullitt, ' But will he have t he courage? ' 
and he sai d , 'Put it on a platter that he can be the 
saviour of France.' And he said, ' Daladier six days 
a week he is magnifioent and on the seventh day he goes 
completely to pieoes; the seventh day he is all blah. 
The only hope is you don ' t get him on the seventh day.' 

Bulli t t has the audac ity to say to me, ' This has 
been my idea for two years' when he fought me, t ooUl and 
nail , on exohange control. 

I said, ' Can't you f i nd some peasant, somebody 
who is so honest and ha.a h1a teet right on the soil 
and nobody can shake the man? '- I said 1 It means a 
French revolution. ' He said that the Communist party 
in France , they want this and if you give them this t hey 
will go along on the other stuff because t hey say why 
should we worit 48 to 60 hours when those crooks on the 
top are malting all that monsyl And t hey are right . 
And I said, 'In America we have only one polioy: pay 
your t axes or go to Jail.' So he said, Don't l et' a 
bring up the tax question right now.' 

oOo-oOo 
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BlUr: 
Wayne 
Taylor: 

l!llJr : 

T: 

Ell.tJr : 

T: 

BW'r: 

T: 

BIIJr: 

T: 

HNJr: 

T: 

BIIJr: 

T: 

BI.!Jr: 

T: 

BIIJr : 

T: 

BIIJr: 

T: 

Saturday 
October 22, 1938 
11:27 a .m. 

I mean I'm making a record? 

Yeah. 

Wha t ' s the mrket? 

What do you want first? 

Bonds - Government bonds. 

Quiet and steady - ah - practically no change. 

How are stocks? 

Industrials up a . 28 . 

Yeah. 

Rails - halt a point ; - Ut 1lit1es 22/lOOths . 
And volume in the first hour 510,000 shares. 

And commodities? 

!91 

Commodities - wheat - ah 
Corn up pretty nearly a -
three quarters of a cent. 

- pra:t1cally unchanged. 
oh, not quite a ceot -
Cotton unchanged. 

Averages up .02 . 

How - how 1s sterling and francs? 

Sterling - last sales 75 and 7/8ths. 

Is that up or down from yesterday? 

Ah- that ' s ah -- ott from close- closed at 
76 and 3/8ths. Francs - 66 and 1/4 - ott a quarter. 

lfow, 1f we sell a 3 year and 7/8ths R. F .c. note 
how IDilllY t h irty-seconds do they figure there 1s 
in it? Is Harris there? 

Twelve or thirteen. 

I s tha t what he figures? 

Yea.h. 

s 

' 

' 
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T; 

Bli.Jrl 

T; 

HIIJr: 

T: 

BI&Jr: 

Operator: 

HMJr: 

0: 

BI&Jr I 

0 : 

Operator: 

HMJ'r: 

Walter 
Matteson: 

BI&Jrt 

lh 

lli&Jr: 

- 2 -

What waa it last time? 

Well, we ticured pretty nearly a halt a point 
last time . 

!lot quite as good, 1s it? 

lllo. And this isn't exchance, you see, and no -
no cash and so on. 

Now, 1! you could arrange that you could listen 
on t;he loud speaker and let me t alk to Matteson 
why we ' ll finish up. 

O. K. 

See? 

(Short pause.) 

Operator. 

Bello. 

Yes, sir. 

I want them to listen and I want to ta1k to llr. 
Matteson in New York, please. 

AU right. 

11:29 a . m. 

Go ahead. 

Hello, Mat teson? 

Yea . Yes, llr. secretary. 

Ah - llatteaon, I ' a talkin8 to you troa the house 
but the aen are listenin8 at J11f office so I ' d 
like to know what it l ooks like to :you on a three 
:year R. P.C. note • 

.lh - 7/8ths - 3 years - interest only up to 
November first. 

Yeah. Ah - how ~ thirty-seconds ah -
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11: I don ' t quite hear you. 

RIIJ'r: Bow III8Jl1 thirty- seconds preaium do you think 
there ' ll be 1n it? What do you think i t 'll 
sell at? 

t.~: Ah - i t - i t f4Ures u.theraaticaJ.4 about 13, 
based on the price of the out standing i s sue. 

RMJr: Yeah. And pract ically what do you think it'll do? 

U: 

B.».Jr: 

II: 

Rl.lJ'r : 

B.IIJr: 

II: 

RMJr: 

II: 

RMJr: 

II: 

B.IIJr: 

II: 

RIIJ'r : 

II: 

HJUr: 

And ah - as a practical matter the ah - the ah -
the Str eet - I 1 ve talked t o them this morning 
again and they think that they will coll!llllild a 
premium of about a half. 

About a halt? 

Yes. 

Well that's comfortable isn ' t it? 

That - that ' s comfortable . Three quarters would 
be a little tight . 

Oh huh. 

Three quarters figures out mathematically ah -
a premium of only about f our thirty-seconds. 

That ' s too close. 

That ' s too close. Ah- Mr. Secretary, Mr. 
Harrison i s here and he wants to talk to you. 

' All right . 

It you ' ll bold t he wire I ' ll have you transferred. 

Thank you. 

I s there anything else you ' d like to ask me 1n the 
Eantiae? 

That ' s a l l . 

Will you hold the wire? 

Surely. 

(Pause) 
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u: 

George 
Harrison: 

HliJr: 

R: 

Hlo!Jr : 

R: 

RIIJr: 

H: 

BAIJ'r : 

H: 

RMJ'r: 

H: 

BW'r: 

8: 

Hl&Jr: 

H: 
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(Speaking t o !:lis ~firator: Secretary Morgenthau 
fa on IV wire. W you t ransfer him to Mr. 
Harr~on, please. ) 

Hello . 

Hello, George . 

Hello, Henry. 

Vy heavens ! You didn 1 t give up the f ootball 
game on this b eautiful day? 
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I know. But I just had so much to do here beto~e 
going down t o IV meetings that I thought I'd stay 
at the bank. 

Well that's a shame. 

But 1 111 get out thi.s afternoon. Ah - Henry, as 
tar as the market is concerned we st Ul teel 
exactly ae we did y est erday , 

Good. 

And I see no reason why you spouldn 't go ahead 
unlyss all t hese lawyers are •nine it up - I 
don t know, I don ' t know what is going to be 
the conclusion ot their del:lberat ions right now. 

What lawyers? 

Well, they 've round out , as you probably know, 
that the B..F. C. can't make an exchange. 

Yes. 

And that you 've got t o otter t o buy - ah - t o 
sell to somebody who ~ willing to buy so11e 
trom you. 

Yes. 

And lllatey says he thinks i t ' s all rtcbt ana that it 
won't make any dltterence but he hopes that the 
Treasury tallows will be liberal in letting -
in the way they word their heading, so as not 
to contuse people too .uch. 
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Rl.!Jr: 

H: 

IUIJr : 

R: 

HII.Tr: 

8 : 

RIIJr: 

R: 

HIIJr: 

R: 

HJ.!Jr : 

H: 

H: 

II.IIJr: 

H: 

HI6Jr : 

8 : 

RMJr : 
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The heading where? 

Beading on the offering slip. 

I see. 

On the circular . 

Uh huh. 

Because i t - instead of being an exchange offer­
ing it - apparently it wlll have to be a state­
ment that the Treasury is go ing to be wllling to 
sell to somebody who wlll sell something to the 
Treasury. 

Yes. 

But we can probably explain that all right . 
It 1 s too bad it had to come up. 

\'/ell , ah - do you think t he lawyers are right? 

I don't know a thing about it . I don ' t know 
what the R.F. C. can do and apparently - they say 
the R.F .C. can ' t make an exchange offering , 

Yeah . 

But I think we've got t o accept the lawyers ' 
Judgment about it. 

Oh yes, I d on' t t hink there ' s any question about 
that. 

Ah­
ah -
know 

and I ' m raising the question not at all -
to d i ssuade the lawyers, because I don ' t 
enough about it. 

Well, does Uatteson think t here' s any question? 

Did he speak to who? 

Does Matteson have any doubts about it? 

No, Ah - he was a little perturbed that thtf 
might contuse people by the form of the heading 
on the circular. 

Well I'll tell Bell to be extra careful. 
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Rl/Jr: 

a: 
HllJr : 

a: 

BloiJr: 

8 : 

Hli.Tr: 

a: 

BIIJ'r: 

8: 

HMJr : 

H: 

HM.Jr: 

R: 

HMJ'r: 

8: 

Bli.Tr: 
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Yes . And I 1ve got him now, and Logan - they ' re 
all downstairs stuey :lng it and wait :lng to hear · 
troa the Treasury. 

lSS 

All ' right. Well as soon as I hang up you ' ll bear . 

All right. 

And ah - do you think it they leave that open 
Mond.ay and Tuesday that 111 be enough? 

Well, I don't know, Henry. They ' re are only about 
45 holders . 

Yeah. 

We estimate. 

Well, I mean two days ought to be enough, oughtn 't 
it? 

I should tbink it ought to be enough because they're 
the type or people who get :lnformat ion quick~ . 

Well, we - if there ' s any- tor instance- con­
tusion on Monday you can let me know; I won 1t say 
anything untll Jlonday a fternoon - when I ' ll close 
it. 

Yes. I think that ' s best. I ' ll be in Washington 
Monday t or a President ' s conference. But, what I 111 
do is - it it doesn ' t look a s though i t 1 s go :lng 
right during the day Monday -

Yeah. 

- I ' ll have l&atty let you know so that you won't 
aake a s t atement about closing it Tuesday. 

All right. 

First rate . 

Now, one other question - did you see those stories 
about s terling? 

I did. 

Bow did you like that? 
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H: 

HMJr: 

!U'.Jr : 

II : 

Hl.t.Tr: 

H: 

Hlf.Jr : 

R: 

HJ.!Jr : 

H: 

HII.Jr : 

8: 

HliJr: 

R: 

!lLIJr: 

RM.Jr : 

Voayne 
'l'ay1or: 

RW'r: 

T: 

- 7 -

Well, I don ' t know - I couldn ' t get very much 
out of the stories other than the fact that 
you ' re ~ 11 studying it. Now the net effect 
of that would be merely tha t it would show the 
British that you ' re interested in it -

Yeah. 

- and ah - that you a r e studying it. 

V/ell, that ' s just - that 1 s all I wanted to do 
was to let the - let the World know we were 
interested . 

Yes. 

And studying it. 

What 1 s that? 

Well, shouldn't we be? 

Shouldn ' t we be studying it? 

wen, I think you should be. (Laughingly) 

Yes. Exactly. 

Very much. I 111 be interested to know what 
develops - ~hen I get down there I'd like t o 
t alk t o you about it . 

I'll be glad to s ee you. 

All right. 

Thank you, George. 

First r a te . 

Goodbye . 

Hello. 

Hello. 

Well, you heard. 

Yeah. 
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T: 

HI!Jr: 

T: 

HW'r: 

T: 

lliiJr: 

T: 

HIIJr : 

T: 

BIIJr : 

T: 

BIIJr: 

T: 

Hl4Jr: 

T: 

lliiJr: 

T: 

llii.Tr 1 
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Ah - so - I don ' t know how the circular i s 
worded but ah - ah -

We ' re going to ah - as I - I sent you a 
memorandum about that last night -

I read it . 

And we ' re going t o send a special wire t o each 
of the Federal Reserve Banks ca l l ing attention 
t o tha t wording and explaining why it is 
necessary. 

Yes. 

Ah - ll.atteson, Sproul and the rest of us down 
here feel that on account of the small size of 
the offer ing and the f act that it will only be 
of interest to forty or fifty people -

Yes. 

- all of whom will understand the circumstances, 
that we haven ' t got anything to wor ry about . 

Good. 

Yeah. 

Well t h en I won ' t worry. 

And - now, Wayne, we ' ll let it - we'll do it 
Just the way we ' r e t alking - 7/Stbs. 

Right . 

Will you notit,y Jesse Jones? 

Yeah . 

198 

So that he can have a Board meeting and legi timatize 
i t? 

Yeah. 

Now, what else am I to do? 

Well , ah - papers will come right up 1t you ' re 
ready for them. 

Xow, i s Gast on around? 
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T: 

aMJr: 

T: 

BMJr: 

T: 

liiiJr: 

- 9 -

Yeah. 

I s he 1n the r oom? 

Yeah. 

Well then, he heard the discuss i on. 

He d i d? 

Yeah. Anybody "ant t o talk to me? 

T: (Short pause) No. Apparently they want to go out 
and play golf or someth ing . 

BMJr: 

T: 

Hlo!Jr: 

Herbert 

Vlell , let me t alk to Gas t on. 

Yeah. 

Hello . 

Gas ton: Hello . 

HMJr : Herbert. 

G: Yes . 

(Laughingly) 

• 

liKJr: Did Davenport say when he wanted that article back? 

G: 

IUUr : 

G: 

HMJ'r : 

G: 

Blo!Jr: 

G: 

BIIJr: 

Ah - not 1n any correspondence does he say d ef1nitel,y . 

Have you called him up? 

I haven •t called him. I - I can do that . 

I wi sh you'd ca.ll hill. 

Yes. 

And I wish you' d tell him that I•ve read it -

Yes. 

And I like it. 

G: Yes . AU right . 

BIIJr: See? 

0: Yes. 
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HloiJr: 

G: 

R~IJr: 

G: 

B.MJr: 

G: 

- 10 -

And thm I wish you ' d ask him what the deadline 
i s for us. 

Yes, I ' ll do that . 

See? 

Yeah. 

Ah - is Bell reading it? 

Yes . Bell read i t r ather hastily and made some 
notes and then he passed it over to one or his 
people to check some figures and transactions that 
he gives there. 

(No more of t h i s conversation was recorded. ) 
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THE SUPREME COURT AN D 

TAX-EXEMPT INCOME 

/. BY BERNHARD KNOLLENBERG , 

l "'-" ~) L r'tnrv\.'~ eG ~ ~ U"" WM J.;) 
IN 1925 I bod a heari"g in Londo" I» th>! many o[ our well·tcxlo business men 

!o,.. one of the BritiJh Commiuion<n a•'Oided a large pan of the individual sur· 

ollnl:anU Revenue. Aher the m.aucr in taxes, whfcb nominally they were sup­

lu-nd was threshotl out he ukctl me i£ 1 posctl to pay. Uy in\'C.sting their capital in 

mi.odcd al'lSWering a few questions about cpcrating Q)mpanicslike llu~ fortl Com· 

the Unhed States income tax Jaw and ad· pany which accumubt.e most of their 

mininratioo. Most of his queries dc:alL earnings to acquire new 10urces o£ raw 

..Ot.b our ux on capital pi~ a feature of material or expand their planu and in· 

our law whidt EngHshmcn lind rathtt ventoric:s. Othen 0 rg3nil'Cd indiviUual 

puuling. Dut lhe point that really holding companies the income of which 

bafBed him "-as bow we oould ma_k our w.as accumulated and iovestod by t.he cor­

tax syucm ·work at aU it it wu true. as he pontion in va.riou.s ways free. exa:pt in 

had repeatedly heard .• th;a,t our Suate and extreme c:tsei, from individual surcax.. 

municip:.J go"crnmenu could b1ue an un~ I conccdec.l tJt.:at a few tl1ousand out­

limited supply of bonds. the interest !rom standingly auceessful corporate execu· 

which was entirely exempted !rom tax by tives, stock broken, laW)·en. and 

lht antral govemmenL acoountanu w.,.. badly pind1ed by lhe 

He aaid that at one lime during the surtaxes from which they bad no me~ns 

World \Var, when the Dritish Treasury of esape. Dut since the income or these 

,.... partirularly hllrd pressed. Parliament men coruiued mainly o[ salary or fees 

had authorized an U.ue of bonds the in· !rom oorporations or wealthy Jtoclthold· 

ltrest from which was exempt from er:s. they were not in a position to raise a 

1upercax in the hands oC British as well u se:riow outcry against a sys1em which was 

lorcign holden. Dut ~one regarded •=ptable to their bcncfocton. The 

this as 10 unra&r to British cititeru whose Commissioner saw the point and ap-ecd 

Cunds "''ere invested in toxobte SCGJrities with me lhat, despite its J:ack of logic, lhe \ 

that lht tax<xftllpt bonds were retired American system of tax-ex=pt bonds 

as soon u possible and no .imilar bonds would probably survive until Congnu 

were ever thereafter issued. m:ule the 1ur1ax on corporate stodhold· 

I was of coune oompclled to admit 10 en fully olfocth"e by forcing corporations 

the Commissioner that bis inrormadon co distribute the:ir profits. 

as to tax-exempt bonds in the UniLed Such action came, eiC\·en years b.ter, by 

SU.res was con-ect. But I went on fO uy tbe adoption of the corpora1ion undi.J. 

that the system wasnotasunrair in~ uibutcd pmtiu tax of I~ Finding bis 

tion as it might appear to be on t.he statute ox. gored. a he American busincu man now 

books. and that we were very British in boeame keenly alive to the inequity o[ the 

not bothering about the logic of a thlng tax-ex=pt bond. Complaints poured in 

U it wori'.ed tolerably well. I expi:Uned to Wa•bington over lhe unfairness of tax· 
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It WIIIO lporilantouJ ic wu Crigbtcnin.g. 
They I~ at each otb<r fright<n«L 
It wa.s as 1f the:y ~Yd W3.Dttd to sprin, into 
tach Olhtt's arms and had betn rt.str~ncd 
by tho thought or how mud>, actu.Uiy, 
ltJXIraled thrm. 

"You're cold," sl1e said at Jan. She put 
~Js hund under her arm and hugged it 
JniO her wannlb. h made it seem as i( 
she were~.~uglingup to him. ''Maybe,'' 
she Aid, If )'OU throw this jacket of mine 
round )'OU , , , You must be ''fry cold." 

l_'le looked down at her "'ilh an un 
•m•le and llae dropped his hand. She~ 

. Ill 
ltuu~ UJlently up at him. .,..._ 
rear In her race. lie Jooted ........ 
her, .. i! he were plunp"i th~ iooo 
ficah. He did not ~ anytJU -...,. 1o 
eyet. His brain w:u fainti llC .Wid! lit 
uon. They were going ~\"'ill,.. 
· • · lOOn now. "''ltta 

Her e)'ca jerked PIJt him 
"Where is Tom~" abe cried. ~ d• 10. 
~~~ ·~~~ 

"IVhol" .,ked Oidt duU 
who;~· · T· 

He heard her whimper lie 
~n to run toward the~ .... .,.. lo 

WINE PARTY 
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Jt dnoutatins niC'J or aurtax. the 
bUJineu man who risked ht. capital 

enterpriJe white the iDo 
aalted away hb hoard in t.ax· 

bonds escaped tlx entirely. The 
're<,..ior•" was mudbutt\1 ln p:u•tto tlte 

or capital from highly ••xed 
busmess enterprises into 

tax-exempt govunmcnt 
leader& and the Ad· 

nininra>i<>n •STeed th>t tl1e tax-empt 
be eliminated. 

only ques:t.ion wu wh~her the 

:~~::~mahod or a constitutional mUJl be invoktd or whether 
aa of CoogTtu would 

President deci~ to try t.ht btttr. 
April 25th, acnt a •p«i•l ~ 

ConJ!!US rt<Ommendin.g that the tx· 
income tax l.1w be amended 

in tax;able: income the interest 
State and munici(»l bonds. Con· 
will act favorably on this 

at lu next JCMion, :md 
P''« ipiuue one of the most impor-
and excit ing lqr.al b:ullcs that our 

~r>enui<m has witnessed. For the tax­
h;u a longer and more acri­

than any other constitu· 
ion that lhe Supreme Court 

to bee in t.hc put fi\oe turbulent 
or corutitutional development.. 

n 
the rtgime or Qjd Justice 
the United S.at<t Supreme 

h•nded down de<Uions in rwo 
(McCwl/och v. M•?l•nd and IV<s• 
Chnrle1ton) holding that taxes im· 
by the State Or Maryland and the 

of Charleston, South Carolina, were 
unconstitutional becau~ they diJaimi .. 
nated against Jgtncies of the rc:deral gov· 
emment. Since a discrim•'nDtory t:t.x by 
one govcmmenr, State or rc:dcral, a_gaJnn 
the other would urilt.e at the ~ry roou of 
<he dual f)'ltcm or government provided 
lor in the Consthutlon. Lhcte decUioiV 
"'= unimpeachably aound. Manball. 
howevtr. in writing hb opiniom in thete 

ases unh>ppily made tome mpcrOuOUt 
statm:Jents-lawyen call tht-ru diclo­
tending to imply that the taxa In queto 
tion would have b«n invalid even 
though non-disalminatory. 

In 1812. artcr de;nh h:uJ removed Mar· 
shaU from the bench. the Supreme Court 
decided Dobbins v. Commissiontrt of 
En't Cou.nlJ, involving a nott-discn'miM~ 
tory tax imposed by Pennsylvania on all 
property indudjng the value o( any ol6ce 
hcld by any resident of the Stat<. Dob­
bins_ captain of a Uniled St1ttt revenue 
cutter JtatioMd at Erie. Pa.. contc.nded 
that the tax was unmnscinnional u ·~ 
plied to the volue of his oftiec ~n though 
the ux W2S no< cliaaiminatory. Rtlyl"' 
on Manhall"s dicta in the M•?l•nd and 
ChMlaton c:uc:s, the United Staca Su· 
pmne: Court sustained Dobbins• conten­
t.ion. and thus esubli!htd the doctrine 
that no tax could be impolfd by a State 
based on income rece:ived lrom the Fed­
eral Government. 

This unrortunate decision could per. 
haps be 1hcoretically ju!llfied on the 
ground t11at H d1e Court •unained the 
tax.. Pennsylvania or some ocher State 
might go communistic. impo6e a 99 per 
«nt tax on all salmries in e:xcen of 10me 
iruignifiant amount, and. 1£ federal om. 
d:als "''ere subject to tJJt tax. deprive tbe 
Federal Co>'Orlltnent o! the nt<e~Qry per­
tonne! (Of carryint out iu opendom 
"ithin the State. But, bowevtt thtot"W:· 
ally impresth~ this suppottd cbnp 
mjg:ht be. it w.u and is too mnoce to jw­
tily the Coun'a Jlvi"' it a>nuom-. 
weight. 

In .a subsequent cue. Colltctor v. o.,, 
the Supn-me: Court eanied ill uruound 
d~sJon in the Dobbi111 a.Je to iulosicaJ 
condusion by holding that the fcdenl in­
come tax. adopted temporarily as an 
emergency me;uu~ during the Civil \Var, 
could not heimpoocdon theaalaryo!Day, 
a Judge or Probate lor the County o! 
Barnstable, Mus.; thua eJtablishi"' that 
Stott officm engaged In a gowrnmental 
funaion are complete.ly Jmmune &om 
federal taX on their CIOIDpen&adon from 
the States. But the que&tlon whether 
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hdi!Qtl in~~t-storsare t'lCempc fi'O~n redd.,b.l 
r 1 • [rom bonds 1JSUC Y 
tax on t 'c income ·.stc~ ·1 J89·l when 
the State. was not~~ unu • ' Ced 
Con rss cnacttd l.be fin:t peace-came • 
era) fncome ux.. which indu~ a ta,x on 
~~ (rom Scatt and municipal boncb 
held by priYatt: inl'tilon.. 

The: entire &aX. as br as it applied to 
income (rom property. wu bitterly u­
PH~ u unconstitutional on the ground 
that taxa on income: from pror;erty were 
.. direct" taxes. within the me:anmg of Ar· 
tide I o£ the Corutitution. and th!U the 
Con.uitution provido: 1ha t "dirta" tiXet 

can be im~ by we Federal Covcrn· 

mc:nt only 
ir 1 pportiontd ~~~I Scates :-+hkh 
may be induclcd in. thiS Un.on auwchna •o 
dw:ir mp«th<t tuambtts. 

T1>t we was con«dcdly not 10 appor· 
1ioa<d (on la<t lhe ,...., porpo!< ol1he I~X 
W1J admittedly to ~u-act mu<h hta"aer 
taxes from the wtalthy St.ttts th:m £rom 
the poorer OI\C$ .,,ilhout rcJerence to their 
ptJJ)UI:Ilions) and, Lhcn:rore, if helll to be a 
"direct" tax, was dearly uncomtinuional. 
The opponents o£ the u1x also contended 
thnt. C\'Cn i£ lhe tax wasconuitutionalu 
applic:d to income (rom property gcncr· 
ally i1 •-aJ clt.lrly im'11id in 10 br a1 h 
a~itd to i~ £rom Sute and munid· 
pal bonds bccauJe ol1he ckocUion ol !he 
Supnmt Court in Colkctor v. Drj. 
That q....UOO.,..... brough1 bclorc 1he 
Suprtme Cou:n in PoUocl "· Ftrmtrl 
Loon 6- Tr11.11 Co., which c.cn1ually held 
the tu uncoiUlitutional on both counu.. 

There the m.mer mtcd for some time 
- until in 1909 the pressure Cor an uno.po 
ponloncd federal income tax became 10 
nrong that an amendmt:nt to 1he Consti· 
1ution. "-'hicb would pennit Con.grtu to 
impote such a ux. 'WlS pumed throu.gb 
Congr"' wilh almou no debaot, beins 
adopccd by a unanimous \"'OC.t in the 
Senate •nd with only Courtttn .. Nays .. in 
lh< Koux. 

As initially dralotd, lhe propooed 
Amendm<nl dearly deal! only wilh I hat 
pan of the d«ision in the Polloclt cax 
holding that taxes on income from prop-

crty were "direct .. taxes whl(h mutt bt 
:apportioned among the le\'enl St.ata ac. 
cording 10 popula1ion. It P<Ovidal 
simply Lh>L: 

T1>t Congtss shall have pow .. 10 ""oal 
coUcet d.irea tucs on lnc:ocDO wiU.O. • 
portionn:K'nt amooa: the: KYtnl ttata ._., 

Inc co popubtioo. 

Bu1 the Billwu amended in lh<S.... 
Judici:~.ry Committte to rud as Cobon: 

The Congreu thaH have powu to 1aJ Ulll 
CJOII«t (aX(S on incomes. rrom ~hatcvcr tOWCt 

dcTivtcJ. withoUt apponlonmtnt IIDOfiC \bt 
JC\'Cttal statea, and without rq.ud eo aay 
ccntm or enumuadon. 

And lhi.s is the Corm in which the pro­
poocd Amendment W>.l adop1cd by C.. 
gr<ss and "'"n1ually ntilicd by lit 
nccnsary number o( the StaltL 

II •·ill be seen lha11~ was a ltrililr 
chonge in languoge betwt<ft lhe w""' 
S«<nd drall• olthe Bill, namely, !be.,. 
uitudon o£ the words ••trom wM:twr 
snur~e d~rived'' Cor the word "4itfd. .. 
Thc.re was no statement in Coop • 
to the reason for thll change, but !he 
nat\lral implication Crom a he wordsths 
selva ls that .some membf!r or mcmbcn 
or the Sen:lte 1 udki;ary Committtt iJ. 
silled 11'101 the propoocd Arnetlllmal II 
enlarged lOP'" Congross power"'"'"" 
1.0 lcvy an una pportion«< i n('OIDW CU. a. 
alto to IC'\'JI3x.t:s on income fiOfl __., 
whidl. but 101' this enla"""""'~ 1llllil 
be held exempt from tax. 

In February, 191S. !he Sit....U 
Amendment was ntified by lhc W<ol,'!: 
required tbrec-lourlhs ollhc SU.,. 
in August o! that year Congraa '"""" 
a federal income tax l1w. ~ 
limi1ed the possible groundJ for~ 
the new act unconstitutional bf ~ 
cally providing in the law: 

T'hat in compucin1 fl('t lnaet -"' ~ 
-x.n lhcre shall be excluck<llh< ~ 
vpon th~ obligations of a State Oil~ 
rubdiYision therta(. 1nd upon ~ ..... 
of \b~ Unit«! Stun« its ~tf* 
compcruation or the prmnt ~ k 
United States during the ltrfD ~ tf !It 
bu been elected, and of &he J.,...-

• 
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,~prdlle and inrcrlot couru of the Unhtd 
States now in office. and the compensation of 
211 ofl"sct:rt a.nd employea or • State or any 
poUtic::al wbdlvWon thereof except wbt:n aucb 
o>mp<ru>Uon b p;old by lhe United SQICO 

Go\'en>m<DL 

~ coautitutionalily o( the new law 
wu suttained by tbe Supreme Coun in 
lheaseol Bnuh•bnv. Union Pori~ R1· 
Co. But in iu opinions in char and two 
bttr cases. Stonto" v. Bailie .Mint'ng Co. 
and Pu• v. Lowe, the Court gratuitously 
aMCrted that the only function of the 
Sixteenth Amendment was to relieve Con­
gress from the requirement or apportion· 
ing federal income taxes among the States 
according to popublion, and tb.a1 the 
"'"'rds .. from wh:uever 10urce derived .. 
did not gi,•e Congress powtr to tax 
JOC.II'(ft or income previously immune. 
Such gntuilousstakmcncs art', bowt'\-er, 
10 !nquenlly icnored by !he Court iuelf 
that Congeu waJ plainly jwti6ed in dis­
rcgarc!ing thtx dictn, as it did, in enact­
ing lhe R.,..nuc Aet ol1918. 

111 

In the 1918 Aet CongrcS5. in its dire 
need for increased revenue for the \ Var, 
provided specifically for the inclusion in 
taxable income of the alaries or fedcnl 
ju~"CC. \Valtcr Evans. a Unhed Su:tes 
Disuia Judgr in Ketuudy. sued to re­
CO\.oer rhe (t'd~ income we imposed 
under the ntw Act on his salary, and the 
ase readtcd the Supreme Court in 1920, 
in £uon.r v. Core. 
jud~ Ewns contended that a federal 

Jt.3tute requiring the inclus.ion or the 
salary or a federal judge in his taxable in· 
come "diminished" his compensation con­
trary to the provision in Artide 111, Sco­
tian 1. of the Connilution thai th~ com· 
pcn .. tion olled<l'll judges "mall not be 
diminished during their continuance in 
oilier"; and thai lhe Sixt«nlh A~ 
mcnt., in tmpowai"l CoQgras to impose: 
taxes on incomes "'Crom wbatt'\~ IOUI'Ce 

derived," did not modily this Section. 
There~ two possible answers to this 

contention. The first is thll the indu· 

sion or ll teden_l judge•, salary in income 
on the .ame rooting with all olhu Income 
does not .. dimini.sh" it. within t.he mean· 
ing ol Article Ill, Section I. The oecond 
is that evc.n i£ the indwion or a Cedent 
judge's wary in tau.ble income doca 
"diminiih" it and hence would bave b«n 
unconttitutional prior ro the adoption o( 

!he Sixteenlh Amendmen1, lhe pn>Yi>ion 
in that Amendment explicitly empower· 
ing Congress to impose a tax on incomes 
.. from whatever source derived" meant 
what it sajd. and was intended to give 
Con:grm powu to impose ta.xes on in· 
come Crom all sources indudhlg those 
P•'t\'lously immune. 

T he nnt poinl Wll ably developed by 
Auomey Cenera.J Palmer in his argument 
before the Supreme Coun. but the Coun 
(Ju,:ticcsl-lohna and Brandeis diuentin.g) 
rcje<lcd lhe Auomcy Cenenl's 0f1Umen1 
on grounc.b that are not pertinent to this 
discussjon. The ucond point, however, 
was completely abandoDtd by the Attor· 
ney Ccnenl. who e:xpres.sly conceded in 
hls brid that: 

h It not. In ~lew or r~ttnt dcdsiona, con· 
tended th:tt lhi.s Am~ndment r~ndcrc<l any­
thins L111Uable u lnCJOme that wu nOt ao lax­
able bdore. 

Thert ~rein faa no such .. decis:lons. .. 
Jn the Dnuh41.1tr, Dsltic .Mining Co. and 
Per• cua. previously refc:rred to in this 
anidc. !he Supmne Court bad p1ui· 
IIMiy asserted lhal lhe"-ordJ "!tom wbal· 
C'\'U JOUrtt de:rh'td'" in the Sixt«ntb 
Amendment did not enlarge the powu 
or Congros to tax sources or income pre-. 
"iousty immune; that the Amendment 
only relieved Congress of the necessity of 
arponioning such income ta xes as it had 
~alw:ayt had power to levy. But the 
\'ericst tyro or a lawyer knows thai such 
ditzo- not "decisions" as the Auomcy 
General described !hem-carry llule 
wei,ht and are frequently di~rtprded 
by 1he Court when i1 is called upon 
10 deride (not n><rdy Wit abou1) a-

po~• j ullias. realizing !hat in passins 
on the exemption o( Judge Enns' talary 
c,hcy were in cJrtt:t deciding w~ther lhcir 
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own salaries woukl bt cxtmpt. lth im­
ptll«< to clcal will> tb< alwl<lo~ ~in.t 
on tht:ir own accounL But thas ttl£•tnl• 
tiatrd consideration did not change the 
Court's dedsion. The Court hclU 
(Holmes and nrandtis apjn diucnting) 
that tbe Shcttcnth Amendment did not 

gh""e Con&'fU' po•>tr tO taX IOU.rut o£ in· 
come p<t"'iowlf .....,.P' !tom tu, but 
mm-ly m.:.d~ it no Jonp ncrccs.gry ror 
Congrtss to :apportjon among« the St:uct 
such inoome taxn as it !ud :aJW1)'1 been 
entitled to itnJ)()IC by apportionment. 

The majority opinion on this point be-­
giru by .. fine: 

Let ut ham &o LM circumtuncn in whkh 
this Amot:ftc!wlt was propoted a.nd nll&cd 
aod co 1ht conr'f0tllt1f7 it wu inctodtd lO 

tettk. (Ieaiia min<'.) 

and rollows with the st2tcmc:nt th:at the 
only rontrtwmy in the Pullodc ca_se was 
whed)tf Congrtu had powtr to impose an 
unapponionN income tu. 

This stattn~Cnt is not true. M we 

ha'"t'sttn,thcrt was noc one- controo."'ttlr­
'"the' contrO\'tr.ty'" -in the Pollod ca~. 
There -.·ere two. The srtond w:u 
whe~hcr or not income deri\·td rrom a 
)'articular )()urct. namely. intc:r«t on 
S.:ne and municipal bonW. cotllll be 
t>>:C.'d by ~ngrm at •ll~~n by a prop­
mr apponion«< tu. This sca>nd .,.,. 
tro\-my wu noc a mtte ta-,'nl'licht. It 
ttll«tcd a dctp-seattd iMUt bct\lro'C'Cn t.he 
n~lit:ab in Cmgrcu. \lo'h() were cleter­
m•~etl coc:limin:ate :.ny foc,plulle through 
wh•ch the well·to-do might be aiJic t 

~pe feder;al inc~mt we. and thOK \lro'h: 
tprdtd thll con"dention ISO( Jess im• 
~nc~ l~lln ~~~ rtlrnt..., or the fiiJt• 
mg hmuat.on nn tl~ powtr or Co 
to burden the Statts. ng:rcu 

U tbiJ in~ tax be mnsaltut-..., 
10 be tq ...al in itt tc:nn.t. and k • ~ 
op:nte upon •U loeaJJit.io 111~...,. II 
tbould do now what w~ ar~ aaktd 10'd4. U 'If 
would be the inewhabl~ rouh) AU the-­
and munlclp~~l a.ccurilics "'"'uld '"'111ft!~ 
£0 .to an lmmc:nJC prttnjum and aU tbtf 
Wuu of the country would invuc ill._<¥ 
a~.M ··~ iboukl m~ke t.bcm by aa « ~ 
matt nJw.ble t.h.a.n any ocher ia~ 

\Vhc:n Scn:etor f I ill offered ll'lftl tllrQd. 

me:nt to exempt Crom tax the intttut.at. 
the bonds ol any "Slat<" (omilti 
"coumy, municipality or town),~ 
yat suaeulully opposed thi~ abo;"'­
ang: 

U I wanted lO murd~thtblUwicl&k,_. 
ple of th~ Unit«< St.atcs J thouW ,.. " 
:am.tt~d.mtnt upon it. •.. \'J'bo auu.-..,.. 
menu in thCK OOnd.U b h the IIUft c» 
pendent uptm his c:'·c:ry dt~y hlhor for wb. 
aistcntt? b it the 1nan living uroa 1 .aa.r, 
C\'en or fiw: or lix. lhousand doJ..I.an) 1t a 6c 
C.a.pic:alisc. 

Consequently tl1< 18!)1 Act. ., 1ooDJ 
p:wt\1. impo'\C\1 an income tax oe -. 
tcrcst'" generally, witJ•out any tx«p.ioe 
in Cavor or th:u dcri,·ed from Statt cr 
munidpa1 bonds. 

The ~me conRict appc:em:l in tht m. 
th't'ly limit ttl debates on the: lbiky.f.u. 
mins income tax bill or 1909 (wlhda ... 
dropptd to male .ny lor tb< su-I 
Amendment). Possibly bcc:IW< tht S. 
prc:mc: Court's dcchion on the Statt ud 
municip,,l hnn~l intcr~t point in tbt 
Pollorlc Cil\C m:ulc it clear th:u tl~rt"'11 
no hope or accuring a rcvcrul olllw 
Coon's position on that point, tht I~ 
bill pm,·ietccl Cor the exc:mpcion (,_Ul 

or intrro:t f•nm St.liCC and muM:ipl 

Lone!$. nut tlliJ st~u:gk cnn~kntiol 
djd not dcccr radical Senator Burkett of 
Nebruk:J, whn r:tv~Jred the bill ua-.·holt. 
from f(Ut" inning thi~ panicular fcaulft 
of it on chc grountlthat: 

This difference in point or view was 
clt:arly bmuRht nut in the d ebates in <A 
lr",C!>~ 0\'t'r the income II .X law or 189~· 
\\ Jule the 1891 tax bill "'&J rv-n-•· : · 
Con-.: ~- .-. u•n.: '" o·- .xnator Hill of New y k 
mo'~ We inttrt~t on "'the- bonc1J r or 
Sute. councr. muni<ipality or ttn! .. a:! 

:~prculy tnmptetl from the tax But 
.x:n.acor Vct f M' · ' 

, t O li'OUri SUC:Ct$dully O 

posed thu extrnJ)lion on the ground th:at 

bow arc' you t'¥t'r png to gt1 avf'.f 1M-~ 
ness in 1M caw of a man who bat hit ..... 
Ay, inwactd in county, mr~. munidpll. I# 
tria. and Unft~l Suto bondV Tht sn-' 
•rrc-iltt:~lly f'~C'Mf"t• thNI"'. H~W arc .,..eft~' 
~ing 1n m:.\e lht l11w bir in ehea~ol.._ 
lind o£ 1nan who, in my opinion. tOBIIl'blllts 
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Lb< lcasC to-.r and tl>< 1..,. co tb< _. 
e.Ju;n any Olhu man OQ tanh) 

n ut to get back to the text or the Court's 
In the £oons ast, d1e nextttate· 
s-upport of its opinion on the 
or the words .. [rom whate\'tt 

'""""'' Jeri,..:d' ,.... u lollowo: 

ol tb< l'mld<nt ---

~:·::r.;::::;~:b~~,~~Congreu or a joint raolu-Amendment. the de~tct 
which h WJt pro~. 

public appnlt-corrttponding to 
tht FtderaHw.-,tn!lld~ 10 KCUre hs nli· 
Iota vc no doubt on lhil poln1.. eo-,. 

lluP.., ol New York. In a """'~" 
Lhe /uDttiC1tMnt bdon: lM lqiW.ture 
Sute for r.uifiation or rtj«tion, tx· 

10me apprthemion let lt might be: 
iotnoruc< AI exlend1ng the taxing power to 

tax:tble befor~: but hit mHSagt­
brough• ronh (rom ttlltsm~n wbo 

jwtidpioeol in prOpoain_g: the Amc:ndment 
oonYindna ~•positioru or Ita purpote. u 
Mattei. Wt \he apprehention wat c:lec> 

tl<dydlJpdl<d and rooific:aoion lollow<d. 

The C:acu reJe:tTtd to in the foregoing 
,sl'tcmoent ore as lollowt: In June, 1009, 

J'l-residcnt Tah recommended the ado~ 
lion or an Amcndme.nt giving CongTess 
pcrrtr to impote an income tax without 
~pponionmcnt among the States. His 
mess>&< said -rung one woyor the other 
about civing Congreu powtt 10 we. i~ 
come from souras which might be en-. 
tirtly exempt £rom ta,x, and, as fint in· 
troductd, the Amendment wu djr«ted 
solely to the point referred to in the 
Pmidenft mcss:age. But. as previously 
pointed out. the propooed Amendment 
lr'Cll ltlln redrwfted to indwde 1M liKWds 
.. from wlultever source dnitrtd," dnd U'CIS 

tldopttd by Congreu in this revised form. 
As to the: Coun•.s reference to ''tbe de­

b:ucs" on the: resolutio n for the Amend· 
ment. they were. in fact, 10 meager as to 
throw no light on the meaning of tbt 
Amtndmmt and justifi«< the complaint 
ol Congn·uman McCall ol Mwachwcus 
!hat .. (or the House to ~rronn iu put 
1ft auch 1 solemn tnnsacdon as amend. 
ing the Connitution or the Unhed Stat~ 
without having the Corm o( the amend· 

mcnt ocriously considered by one of its 
commhtm atrik.a me: as a proccedi.ng of 
exmaordlnary levity." 

As to the ••public appeals" to which the 

Court re(erred. the situation wu as fol­
lowo: When, in January, 1910, the qu ... 
tion ol the ratirotion ol the proposed 
Sixt«nlh Amendment camt up for c:on­
aideruion by the New York lqidatun, 
Comno< Hughes of New York l<llt a 
spedal mes3agc to the legialature point· 
ing out that the wordt '"(rom whatever 
10uree dcrivrd" in the proposed A.mend­
mtnt. •w loAm in their notural serue,'• 
would m1po"'tt Congress to tax incomts 
deri...S !rom State and municipalities. 
He question«! the advisability of giving 
CongrtM this power, and r«omme:nded 
th:u the proposed Amendment be re­
jected unless and until thi1 provision wat 

t1iminated. 
This was a bombshell to the membeD 

or Concr- wbo _, trying to """ 
through the speedy ratifocaU.O of the 
Amendment, lest Concr- be tempted to 
thumb iu nose at the Suprtme Coun by 
en:Jc:ting a (cderal income tax law with~ 
out waiting for a con,llhutional amend· 
mc:nt expressly authorhing h to do $0, 

A numbtt of than, including Senator 
ROO( o( New York. iNued Jtatcmenu 
poo/t•poo/ting (;o,'ef'MI' Hugbcs' SU!iX<"' 
tion and ttating that, in voting ror tM 
propooed Amendment, they lud !bought 
the wordJ "£rom whate~·er aource de· 
rived" were intended merely to emphasize 
that Congrt:t.s should be permitted to im· 
pose Income: taxes on the tOUrcts pre-vi· 
owly subject to tax. In<: !rom the roquire­
ment olapportionm<nL The New York 
lqislature. without giving iu RaJOO or 
reaJOM, refrained from r.uif)'ing the pro­
posed Amendment at t.hiJ snsion. 

H owever, in the !all ol 1910 John A. 
Dlx, candidate for Governor or New York. 
on the Deroocntic ticket. ra.n on a pla.t· 

form l*dging hiuuppon or tb< pt~ 
Sixteenth Amendment. without ftVI.SIOft. 

He was clcaed. and carried out his pr<o 
clc<tion pi~ by writing • publielett« 
to Mayor Caynor ol New York City in 
April, 1911, in which he .. ld: 
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I Qn.not J'&"ft with thole who mJintain 
that tM propowd constitutional am~~t 
a.hould be ddc~tcd. bcavte: or tbt pos.t~'btlltf 
th.u it cmpowm tM National government lO 
tu Uu: Income or itate and munidrxal boncb. 
Thlt Interpretation It doubted. by many au· 
thorhla: but even If it "''e-Jt "':hd, the :tr.nend· 
mc-nt, tn my opinion, thould •ull bt :app~td. 

A»umlng lhat the amendment wall be 
ratified by the n«ma.ry thret-founlu of the 
j.!Jict and thr:rtby b«omc an Lntqnl pan of 
the Unittd Scaca Coruchution, the in(lQnlc 
ux h autborlta c:an bt im))C*d only by the 
voce of ~ The mea an fully rcpre­
tmtcd in boc.b IJoi;Qu of Con.grus.. and in the 
Stnatt tqual rtpramlldon and \'ott' is gh·en 
C1ICh Mal(. 

How. thm. can a takn.l iDCOIDt en be im. 
poecc1 w~ cogJd bt oppra:siTC in iu dcet 
Oft JU,CC 1nd CDUII.id~J bondJ. without 1M 
c:otUtnl ola majority of tMsutc:s.? hit posa.i· 
b&t dat l.bc jUl.Q lhrougb tbtiT rqmseo~· 
cjva in ConlfCM would voce an unjtm and 
cmtrut~i\e tu upon their own atdit 1.nd 
J«UtiiJea> 

Cov<mor Cilchri" of Florida had 
is.med an t\'tn more cmpluuk challec1ge 
to Covtrnor Hughes' view that it wa-s un· 
wiJC to give Congrtss power to tax Slate 
JCCurities. In an open ltuc.r to the New 
Yol'k Times, be Aid: 

11'e prof)OM:d Constitutional amcndman 
pro\·id~ ''that Con&ftb shall hl\•e po1'1-cr to 
by and collect tua oa incomes lrom \fl1at· 
ever )OUtet dnind... Congea could. there­
tore. tax incoma dcrh·~ !rom ate and 
municipal booch. and could a:empc. incomes 
.. cltri•'<d. s. .. ton""" eon~ beins 
-'lr ml<lmuot ... .,. .00 gm<nlly o1 
munidpaJiticl-, would noc. pus a bw wiUcb 
~ld clot!Gf ~~~~ ,...,;.,., tho cndit ol 
tbnr own tutl' and ot lhcir own mun.kipal· 
hits. Smuon and Conpts.tmm. undtnt.and 
the law of acll·pratrntion asapplitd to tMm. 
tdvn. They wit.h co be re-tlccto:L. J t.avor 
!he income: tax ame:ndmenc. Cc:w. H ughts' ob­
Je<tJon 10 the conmry nocwitlutanding. 

Shonly t(ttr CO\'Crnor Dix's pro-­
nounctmcnt the New York legislature 
~:uif'ied che Sixttenth Amendment, and 
m Febru:ary, 1913, ratification was COm· 
pleted by a fa•·ontble vote of the 0._ 

oary tltr'tt·lourths of the States. 
. In the light of these fact~, wh>t justifia. 

uon had ~ Court for i<> assumptions 

that (a) the State lepsbtures ..,.. of. 
turbed by Oovunor H~· ,.,._ 
that the Amend.ment might be ltci.J"" 
tbe Supreme Court to mean wtt.t it j 
and (b) were reusured by the ci<dv. 
dons or certain .. ,talesmen" lhtt it did 
not? Considering the history of 1ft 
Amendment herein aet forth, is it 

1101 equally reasonable, or more ao, lO bdit.r 
that the Hughes me..age wu ~ 
not d isturbing, to most or the s .... lqi. 
latures which \\'tre considering lhc ~ 
posed Amendment: reassuriqg bot.,.. 
it oonvinc:td Lhem that the A.meadme.. 
if adopted as it ltood, "<>UUd ..,~ 
Congress to tax incomes rr- • ..._ 
IOUTCC de:ri\'td, and not IQ\'e a~ 
of tax-exempt bontb through wbith "tk 
C.pitalim"-to reall Scno.tor l't!t'o 
speedl-could esape the Wtl 

It is a firmly estabiW.ed :uod ~ 
ru1e of connruccion that if the l.uJ&'a&r 
C\'CD Of I.R ordinary Jtatute is p 
nmic.1lly unambiguous and provides ltr 
something thot Congress might co~ 
bly hove been s<eking to accomplioh. til< 
St:Hemcnu O( individual legisi:Uon lhlt 
it me:ms something ebc. are to be cfurt. 
garded. In the case or a federal.,.,.;. 
tutional amendment. this rule mi.Ullp" 
ply witll special fo=, becawe Coopao. 
in submiuing the amendment, aauu 
proposing rather than a l<gisl>.tiac bod!· 
so that "'·en ir it could be assum<d tha 
Congr.u OJ a whole had wed tht ~ 
guage of the propooed Amend- • 
501lle Pitkwickian acme. it would • tit 
(air to :urume that the State ~ 
had adopted this eccentric rntaniJ>J: . 

It seemJ evident 1hat tht majoDfJ 
opinion and d«ision in the £utru ~ 
was erroneouJ in holding that tht . ..­
"!rom whatever aource derivecJ'" did Ddl 
mcon what they ~Y· 

IV 
It was eight years more beforttheq,.. 

tion of whether Congress had !'0"",; 
impose a tax on income !tom StJit 11< 
municipal bonds ..-. But u:,... 
Supreme Coun was p~pared"' 

Regraded Uclassified



THE SUPREME COURT AND TAX-EXEMPT INCOME 545 

iudecision in the Evonscue. it was a fore-­
gone conclwion that the Coun would de­
cide againJt the power of Congress. and 
thi.s it did in the cue o£ Na.tiontd Life In~ 
mrance ComiJDny v. United StGIU, de· 
cided in 1928. Still lattr the principle of 
the Evans case was nretd,ed to itJ u ld­
mate conclusion in 8r1uh v. Commis· 
Jioner, in which the Supreme Court held 
Lhat CongreM could not impose a tax on 
the poy of an employee of the New York 
Chy Water Department, bccau.se thi.s in· 
come wu dcri "'ed £rom a source immune 
frnm federal tuation. 

Thw, federal judges. the owners of 
State and munidpal bonds. and most 
State and munidpa.l cmplO)'eel are now 
htld to be a privil<g<d cl..., immune, 
wholly or in part, from one of the major 
burdens to whith their fellow-cit-izens arc:. 
or can be, subjected. This situation, 
especially the tax~xempt bond aspect of 
it. is intolerable. It prcvcnu the ronnu­
lation of a sound and equit•ble federal 
tax program in ordinary a.imes. It con­
stitutes a serious menace 10 our national 
well·being in time of WAr Or Other fiscal 
emergency. And C.nolly it is a breeder of 
financial difficulties for m:~.ny of the States 
and municipalities Lhat it is supposed to 
protect. by tempting them to borrow ex­
travagantly because or the relatively 
"dleap" money to whidl the tax~empt 
feature of their bonds givea them •= 

As to the curt. the President Wii.S on 
solid ground in declaring in his meas<\ge 
or April 25th that the most practieal solu· 
tion ol the problem is Cor Congress to 
WI income !rom suppot«<ly immune 
sources and give the Supreme Coun an· 
other opponunity to pas.s on Lhe question 
whether or not the words "from whatever 
source derived," in the Sixteenth Amend· 
mem, mean what they SAY· The Supreme 
Court :u now constituted would probably 
welcome. not disappro~. a .uatute prc­
~nting the quc.slion to it anew. In view 
or the fact that even the ordinary layman 
can perceive lhc unsoundness or the ma­
jor~ty opinion in the Ewns ~. it may 
eastly be imagined how glaringly appar· 
tnt tbiJ mwt be to most or the present 

jwtices of the Supreme Coun.-and how 
galling. comideri~g that they are in a 
aense its tponsonl 

Tbe willingness of the majority ol the 
Supreme Court lJ now corudtuted to 
overrule inddcna.ible decisions on consti­
tutional questions, no matter how long 
esublished,l$ miklngly ill unrated by the 
recent decision and majority opinion o£ 
the Court in Erie Railroad Co. v. Tomi>­
Ain.t. for over ninety·fivc years, the Su· 
preme Court had adhered to the rule, 
whidl it had established in 1842, thot the 
(ede:ral couru are not required to follow 
the dccis.ionJ or 1M State couru. in maut'n 
or norwi41UIO? local law. But in April 
ol this )'C>r the majority or the Coun dis­
carded this long-atablisbed rule, saying: 

U only a quotion o( ac.uutory connruaion 
were in,·olved \lt"'e ahould not be ~red 
to abandon a dOCtrine 10 widdy appli~ 
throughout nearly a century. But c.he unoon· 
R.itutionality Of the C:OUIM punutd. (i.e. pur-. 
s.ucd by the Cou_rt iue.lf'] h.u now been made 
dc:a:r and compe:b ut to do 10. 

AJ shown by the quotation, tl1e Court, 
in considering whether to overrule an 
earlier decbion which it now think.s was 
erroneous. will distinguish betW«n de­
cisions construing the meaning or an 
ordinary aet of Congress and th05C' con· 
suuing the mnojng of the Cedcral Con· 
stitution. ThiJ distinction, which has 
long been advocated by jwtjce Bran· 
deiJ, is eminently reasonable. If the Su· 
pn:me: Coun makes a mis:tak.e in eomuu­
ing an occlinary s<atute, Congreuand the 
Praidc:nt can. at t.he: next IC$$.ion of Con~ 
gress. amend t.hc llltutc, stating in more 
explicit terms what wu intended in the 
first place. Sucb being the caoe, it may 
well be preferable to let Congreu rectily 
the Court'• error rather than for the 
Coun iueli to overrule its e:arlier d~ 
cision. But the same is not true of an 
e:rror in construing the meaning or the 
Constitution. tn auch a ci.Sot Congress 
has no power to corrw the Court's mis­
take, and. unlm rectified by the Coun 
iuelf, the trror mwt penbt until cor­
rected by the cumbenome proass or co& 
stitutionalanxndment. 
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But in providing tor a tax oo !n~ give ~p their law pr2ctice to "«opt lhoir 
now ex.tmpt.ecl. Consrm must. an (an· appotnamtntt.. ln the C&Je of futurt a 
0 .,., to.ke Into account the !act that ~il· poi?tmenlJ, the inata.~e will be~ 
lions or dollors" worth ol outstanding · tO mduce men ol high ability 10 ~oa,. 
bonds have been sold by States and mu. private pr2ctice lor the bench. For 
nicipallties at an abnormally low rate ol rea.ons which will be apparent co chose 
interest on the Wt&rance that the inte.rest familiar with the Opt radon of the aun..u, 
would be exempt !rom tedcral Income the proposed Increase wlll not tully ollt<t 
tax. 1 estimate that the interest on tax the existing tax exemption in Lhe Clltof 
exempt bonds is abouc fi!teen per cent !ederal judges with aubstancial 1,...... 
lea than would h»'t been demanded !rom other taxable sources, buc It WWkJ 
it the Interest had been taxable. 11 chis be inexpedient to moke any apocial ~ 
estimate is corrut. 1M owncn of State vision for such tpedaJ CIJtL 

and municipal boncls should be ollowed As a corollary lO its l&JC.ltlort ol che a. 
to dedua !rom their income taxes other· come ol Scace ollicials and !rom Swc 
.,;,. payable an amount not exceeding boods, Congress should pY't che &.ua 
fit teen per cent or the intn$ recci•'td by the right to impose income ..... ""clot 
them !rom IUch boncls. II, alter investi· salaries or ftdero/ olficcn and on che .. 
gacion, the Treuury Department should terest !rom future wues ol federal boads. 
find that the difiutnda1 lw been more No corudmtionalamtndment is rtquirl\1 
than firteen per cent, the maximum tax for this purpose. The rule or immunity 
credit should be correspondingly in· o! federal IMrumentalities !rom Swt 
a...ed. taxes W:l.l developed by the SupltliiC 

Secondly. to glllrd against the unfair· Court to protect the federal govmtmen~ 
ne$1 or retroactive taxes. Con~ should and if the federal government teet 6t 10 

pro\•ide that U the Supreme Court sus- waive this immunity the Court will F 
t:ains the new tax on income previously sumably give effect to the wah•er. 
h•.ld co be excmpt, the Tre ... ury De> 'Finally. Congrcu should put a ocop CD 

partment t.hall not attempt to impose future issues of federal securities conW.O. 
taxes on aimilar income rc«ived in prioc ing a clause few exemption !rom ledc:nl 
)UI'L income tax. The interest on O'llllStPII· 

In the third place. the lalaries or our ing federal oecuricies containins oudo • 
tederal judges ohould be increa.ed by an elaUJC, must, or eouno, oontinue lO beet· 
amount roughly o41JCuing the tederal in· empced !rom led<ral we. A ledcnl w 
"""" cax that will be payable on their on chis lnteres< would be a bread> ol clot 
lal~ undtr the ptopoJCd new tax law. public !ailh. But il Congres will ""'' 
~umcarequiruthbin thea.xolfedaal issui03 such boncb. thb one~ 
JUdges now on the bench. mou ol wboro loophole ol tax-exemption will pad!> 
!""" havt <~ken into aaount the prevail- ally clooe 1 ... 11 by the redemption ol clot 
tng exempuon or thtir lalarics lrom led· exi>ting bonds, moot or which lontmacdr 
tral income tax in conaidering whcthu to ha\'C an early maturity. 
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Rb FEDERAL BUDGET AND NATIO NAL INCOWE 
(Z411 JJTH STRbET) 

October 2J, 1938 . 
8:30 p.m. 

Present : 

H.:J . Jr: 

Mrs . Morgenthau 
Mr . White 
~r. Leon Henderson 
Kr . Lauchlin B. Currie 
Yr : Issdor Lubin 
Wr . G~rdiner C. ~eans 
Yr . Charles W. Eliot, 2nd 
Mr . Uordecui Ezekiel 

Well, gentlemen, I took the liberty of asking you t o 
come here tonight for this reuson. l·e' ve got a lot 
of problems in the Treasury, a s you know, and particu­
larly Bt this t ime of year when we're worklng on the 
budget - ques t ion of r evenue , question of t axes . And 
toe more I look at this thing, the clearer it seems t o 
me that maybe - you people may have seen i t all the 
time, but it hasn' t been ••• - that certainly, talking 
for ourselves - we give a little piece, some other , 
department does a lit tle piece, then somebody suggests, 
say, to the President, "VIon • t you make a talk of peace 
to business, 11 end he gets very grouchy and he says, 
"'llhy put on tha t old record again?" and that puts it 
off . 

And 7>1l&t it l ooks like, I oean, is th&.t from my s tend­
point - and tha t's wha t I want t o - if you'll t alk about -
when we begin to talk about t axes and Government expendi­
tures, the thing that we - I think we ' ve got to have is 
a much, much bigger national income than we have ever 
had before . And if we could g et a sufficiently big 
national income, why, t hen a lot of these things like 
t axes ana prices for agricultura l commodi ties, lot of 
tnese other t hines, fall into their . • •• 

rlenderson: "Pe&ce for the business man." 

H . .. . Jr: "Peace f or the business man. n 

Ezekiel : 

H . ~\ .Jr: 

lots of things will become e asier . 

Even C.I.O. 

Well , frotn the figures we developed, t he thing tlwt 
stuck in my mi nd was this: a hundred billion dollars 
national income meant 149 percent F'ederal Reserve 
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index f or pr oduction. And the most interesting 
figure of a l l , I thought, was t ha t l~O for the 
Bureau of Labor St a tistics prices. hnd people 
t alking about price inflation - well, you• ve got 
to get up t o 149 percent, from the calculations 
we mhae f or a hundred billion dollar income, in 
or der t o ge t your figure, which is ar ound 78 now, 
up to lJ~ . 

n unu t~ t• son : That must h11ve been a straight ~<ssumption . 

uhlte: Yes, i t wus , Leon. 

Currie: You have t o mhke an assumpt ion . 

Lubln : You could turn i t the other way a r ound . 
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H.:.. . J r: Y.e turned these figures over to the Committee t he ot her 
day . GJ es s Baas has given t hem t o you to check . 

:.leuns : They conform t o our figures also. 

l li . 'J. Jr : They do? 

r 
\ 

:.lel ns : Yes . 

H.:J.Jr: .lell, I'm no t - I Just want t o throK out wha t I have. 

t.enaerson : I :nean right at t ha t point I don't agree for one 
minute that on a hundred billion dollar income the 
price level will only be l~J , unless there is a 
tremendous nmount of intervention on the part of 
goverrunent i n factors of supply and control of 
credit, and things like that. 

Lubin: Maybe I didn ' t understand the Secr etary the way you 
di d . I understood him to mean thut Nith an index of 
production of 149 and a price index of 100 you get 
1~0 billi on dollars worth of income . 

·• illte: That•s right. It's not t he other way around. 

Henderson: That 's a l l right. 

H. 'J.Jr: And as I sGy, we have turned these over to b e checked 
and we ' ll be more than pleased t o have anybody else 
check them. I mean I c an ' t defend them, I d i dn' t work 

t 
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them up. I mean they!re there, and I • •• • 

Hender son : Put it this way, Mr. Secretary. One of your big 
problems is what you do t o pr event a blowing up of 
prices wi tb any kind of an increase in production 
that f alls short of the full use of capacity. The 
difficulty we bad in ' 36 and ' 37 was that in a number 
of the segments of industry Nhere the utilization or 
capacity wus only 60 to 70 percent, there was an 
increase in prices that r an beyond the 1929 level, 
and that was the cause of t he dislocation and dis­
turbance, in many cases . 

B.U.Jr: nell, may I •.••• 

denderson: knd one of the prime problems i s bow you exert the 
governmental partici pations in economic activity to 
the extent t ha t you do not get those runaways . 

( l&eans : 

Henderson : 

Well , I Just want to give you 

..• what we're shootine f or . 

It's all right to assume ~t . 

r 

' 

B. :.t.Jr: I Just want to give you one other figure , if I may. 
If -as I say, I ' m not - I ' m not saying that we want 
a hundred billion, but I just use that as a figure 
and I want to - what I want you fellows to do is, how 
can we get there and do we want t o get there? I mean 
is that a nark we want to shoot a t ? 

The other theor etical figure is this : tha t if we 
should r each a hundred billion on the present tax 
basis, if taxes weren't changed one iota, our r evenue 
would be over nine billion dol l ars, see? And tha t's -
I mean those are the figures I carried . 

Now, the thought I 
a hundred billion? 
the rest of that ? 

had was this: can the country produce 
Wha t will become dislocated, and all 

Is that a thing we want to work et? 

And instead of always going to the President and having 
people sey, "Well now, l et ' s all get together with 
brotherly lovef and all that sort or thing - is it some­
tbi.ng we went to do, to have all the various departments 
working toward a goal, _.ying tog et the activity - I 
mean can we ever get this wealth down to the lower 
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third? Can we ever cut our deficits? And I mean 
unless something like this - there never - it's 
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very depressing, from the Treasury standpoint, 
because I can't , I mean, see that within a - we can 
cut expenses very much, I oen1 t see that we're going 
to change the unemployment very much, I don't see 
tha t we 're going t o be very much better off . Agri­
culture is going t o ask f or constantly more money . 
I mean we 're just going nr ound and around, and I 

• Just wondered if we couldn't t ake a fresh look at 
this t hing, and the possibility really of building 
up this productivity . What would the people working 
for the Governnent ha ve t o do t o build this up to 
reach i t, and what ' s t he goal we want t o shoot for? 

That is very briefly whot I want. 

Probably the most i mpor tbnt single problem the New 
Deal has . 

And we ' ve never attacked it all together, Ezekiel, 
not e ll working for one. And so often we ' re all 
tripping over each other; we may be doi ng something 
t ha t hurts you, and vice versa . And there's never 
been a group which has all worked .•••• Henderson ' s 
afr aid of price infla tion, somebody else is afraid of 
something else. 

But 1f we said, "Well , this i s the goal we want to 
snoot f or . Now Morgenthau, don't worry about increased 
taxes; we'll get them for you, because t~e get them for 
you through additional income and things like that." 

See what I mean? 

Henderson : You s ay that only through increased national income 
a re you going to get a reduction in the deficit and 
a repayment of any of the debt. 

H.M. Jr : 

o'lhi te: 

llell, tha t, gentlemen, is what I asked you to come 
f or, and I'd like you to - if you would Just talk 
about it, and you can - if you would talk as freely 
as you feel. 

WQy might we not start in with some examination of 
the picture of antici pated incomes at the various 
levels, the distributiop of that income, and tbe 
yield of those taxes? I know that Gardiner Keens 
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bas msae some studi es and bas some brief picture that 
might s t art t he b~ll r olling in t hat directi on. Then 
we can .•.• 

I t hi~~ most of ell - I think the t hing is that the very 
act of getti~ some measure of agreement as t o wha t the 
level of national income , if we bad full use of resources 
what t ha t level would be, would be a coordinating 
influence of tremendous importance . 

'lie have done some studyi ng very similar, I t'bink, t o 
that done in the Treasury, in which we have tried to 
arrive at t he figure at which we ' d have full employment . 
This is the chart tha t corresponds probably with the 
materiel you have . On the left there, the act ual 
employment in 1 ~9 and in ' 35 , converted, taking the 
part-time employees and making them t he equivalent of 
full-time. then two lines, almost on top of each 
other, which represent the amount of manpower tha t 
would be absorbed - could be expected to be absorbed 
a t different levels of national income, us ing 1935-36 ' 
prices . Most of the members of the Industrial Committee 
ar e f amiliar with this chart, so I don't think you need 
t o pass it around . 

~hen at t he left of the chart is the a vailable manpower, 
end we come out with the f igure of about 90 bi llion at 
1935-36 prices . If prices went up back to 1929 levels, 
it would be 105 billion . So tha t 100 billion i s prob­
ably within the r ange . 

Withi n the r angP . 

Wi th further work by your (Currie) board and our board, 
we could pr obably narrow the margin down to the point 
t hat the f igure was a hundred bi llion, or somewhat over 
or somewha t under, under this, that or the other condi­
tion. 

Already I've hear d some people murmuring about this 
t hing going t oo fast: prices. I mean I 'm just going to 
slaughter the first person t hat says so publicly - I 
mean that the thi ng is going too f ast. 

Yes, the dis t ance that still remains to be gone is 
great. 

It's tremendous . 
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Tr emendous. And the impl ica tions are that in terms 
of easing up the increase in profits in i ndustry, the 
increase in profits in wages, in taxes - tax receipts •••• 

Of course, the things th~t are in denger ~f going too 
f as t a re the things like the increase in the price or 
copper as the demand i ncreases, when as e matter of 
fact their costs are f alling . If industries like that 
cont inue t o jack up their prices , to get a l ar ger and 
lar ger margin of pr ofit, they can soak it off long before 
it reaches present levels . 

Have you people made any calculati ons of pr esent factory 
capacity ol' t his country? I mean can it produce or will 

' t hey b~gin to have to add t o plant? 

i.e went a t it a little differently, and we said, "What' s 
t he consumption and what's the manpower in different 
industries tha t would be absorbed?" 

Would you explE.in that, because I haven't thought of 
it along those lines, and nobody 1s explained it to me 
that WilY , 

hhat we •re trying t o do i s say, if we had a nati onal 
income of a hundred billion, such a s you suggested, 
how many people would be employed in this, that or 
the other industry; whet would each industry be called 
on t o pr oduce: how ma qr pairs of shoes, how many million 
yards of cloth, how many tons or coal? knd in those 
terms we wor ked out as a very preliminary undertaking 
a set of conclusions that point to a building up for 
the whole economy the amount of ac tivity in different 
industries . 

Whe t we hove not yet done and what ~;e have in mind t o 
do is t o try to build up a picture of the amount of 
new capital e quipment that would be called for . We 
have made one s tudy in the iron and steel industry, 
where we nave tried t o figure out at a 90 billion national 
income just what - a hundred bi llion nati onal income -
what would be the amount of steel t hat would be called 
for in e ach major type of steel production: steel 
r ai ls, sheet s teel, steel wi r e, what have you. And 
then we 've carried t hat back through t he industry to 
find out just how much steel production, ingot produc­
tion, pig iron production, iron ore production, coal 
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product i on for the purposes of making coke, would 
be r eli uired • 

.l.nd then a t each stage we have calculated approxi ma tely 
the amount of new plant t hat would be called tor in 
ad~ition t o t he er~sting plant. 

Now, on tne basis of da t a that ar e available, we can't 
do that accurately enough t o say tbat for this indus­
try thus and tbus is so, but we can have a basis f or 
building up u national figure of the expansion in 
equipment that would be r equired . 

Let ' s put it this way, Mr. Secretary, that what you 
might ask in this group - tbe f irst ques tion to be 
a sked is whet her or not a productive capacity r t t he 
present time is higher, lower, or about the same as 
1 :09. My o~n feeling i s that it is not any higher t han 
1929 ; it•s just slightly less. What would you think, 
Currie? 

~urrie : That ' s about right . But in the meantime your working 
popul&tion has increased. 

• 

denderson: Your working populati on - but I ' m t alking about phys ical 
capacity. 

"bite: Thet 's exactly t he question t ha t t he Secretary bas 
asked , a s to whether •••• 

Henderson: I•m trying - I ' m not trying t o get into opinions on 
tha t, b ecause lt definitely relates to his questi on 
of how - whether we can g et there and how we can get 
there , and wha t are the difficult i es that are t o be 
encountered before we get ther e? 

H.~ . Jr : And what would the dislocations be, if any? 

Hender son: The disloco tions - when do they start? 

H .~ . Jr : Par don me . 

Render son: We 're at a bout a 6 5 billion dollar rs te of national 
income right now. Given another - given 72 billion 
dollars , that r a te, you begin t o run into difficulties. 

o\1li te: Leon, supposing we proceed this way . Let Gardiner 
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pr esent some of t he material he probably has on 
income briefly - distribution of that income, which 
will indicate the amount of savings that ~e may 
anticipat e at the various levels . Then we can let 
Currie pick up the bal~ to t ake up what wt~l be the 
demand f or capital equipment at the various l evels 
and in the var i ous industries. And t hen t her e will 
emer ge from tha t the beginning of the answers to the 
questions as to where the di sl oca tions will appear . 
And then you ' ll carry on the ball from that . Huh? 
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A major pr oblem in connecti on with that size of i ncome 
is whether we 1 re going t o get a saving which· has an 
opportunity to express itself in inves tment and in the 
creation of new capital goods which pr ovide buying power 
and Nhich build up the national income . It is a circle 
of - a problem of ~roviding a buying power . 

We have made some s tudies derived from the dat a ~artly 
collected by Dr. Lubin ' s organizati on and partly by the, 
Buret.u of Homo Economics on the s" vings by the various 
income groups . As you go from the l ower i ncome groups 
a t the left up to about $1, 200 to $1, 500 ir.come, family 
income, you hove an actual negative saving; they 1re 
using up their bank accounts or their cash on band, 
or they ' re borrowing or buying on t ime. Beyond that 
point you have the s avings by the various groups that 
a r e represented 1n t hat chart; r epresents the aggregate 
sevings by the different groups . 

t.hen you get an increase in na tional income, you set 
an expansi on of the saving as different gr oups move 
up to a nigher l evel of income . And on the bosis of 
tha t type of analysis we have made some very c rude fir st 
approxi mations - they're almost guesses -as t o the 
savings that you might expect a t a hundred billion na ­
tional income . '!:hey r un up into t he figures of 15 to 
17 billion of savings . 

You have a second form of saving by corporations, as 
they make profi t s which aren't distributed as dividends, 
adding another perhaps two t o three billion. And then 
you have their fund ~thich they credi t to depr ecintion, 
various funds which in order to insure buying power on 
the pnrt of the public have tobe expended in capital 
f or mation, in building new plants - plant and equipment. 
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·•bite: What does that total? 

:.leans : Tllat total - I 1m hesitant to give any total, because 
tais type of analysis only progresses to a point where 
it begins t o suggest answers r a ther than give them. 

Henderson: You mean wha t ' s the 

1.!eons : 24 to J O billion . 

,'Illite : Yes, I Just w11 nted some rough idea. 

Jeans: ~omewhere ln,that r ange - 24 t o JO billion. 

~bite : JO billion. 

Ezekiel : Tnat 1 s net saving, above maintenance and depreciation? 

~eons : No, it includes about five billion of maintenance and 
depreciation. 

E~eklel : lbat ' s really the amount 11vail able for capit al expendi­
ture, not capital forma tion. Cllpi t al goods expenditure. 

~eans : Capital goods expenditure. Gross expenditure in 
business . That doesn't t ake account of your durable 
goods purchased by consumers, like automobiles, but 
it takes care of housing, r esidential housing . 

lleens : 

And one of the problems of insuring that full national 
income is making sure tilat that 24 to JO billion dollars 
bas an outlet in the way of capi t al investment . Either 
that sum must be invested in plant and equipment or it's 
going to constantly - the effort t o make that saving on 
the part of individuals is going to impede, i s going to 
diminish buying power as effectively as if the individ­
uals simply received money ond buried it. 

So the problem there i s to clarify those figures . The 
second one is to find out bow t bs t saving is likely to 
express itself as an opportunity to invest. 

I was going to say: going back over history, have we 
had cases where excess savings has so to speak bogged 
down the economy? 

We haven' t really bad data enough in the past to answer 
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t ha t -.uestion. 

dcnuerson : Vlell, thut wos tne conclusion of the Brookings study, 
cert& i nly . Tho.t was tneir conclusion, cert&inly. 

eliot: · ~~ was e bogging down. 

Henuerson: That 1 2~ was distinctly a problem of investment of 
excess savings . . 

1.111te: Up t o now they ' ve explained the series of depressions 
on tnose grouncis, but they •ve never had t he data which 
has enabled t nem t o give proof that would satisfy 
pretty careful observers, so t hey have had to fell 
back on r enson1ng r ather than supporting it with 
eviaence . cut in the last recession there ' s E good 
deal more eviaence available ~hich points to that . 
I t hinK you've got so~e figures, heven 1 t you, Currie, 
on the las t five years? 

denuerson: •.lait & minute before we pass on from t hat, Hvrry . 
You S&Y th&t - i t depenci.s on whom you s ay t hat it 
dian 1 t a:.Lisfy ·· tne BrooKings analysis . I think the 
tning thbt could be said about the Brookings anulysis 
is not that it didn ' t satisfy, but th4t t hei r estimates 
.;ere entirely too generous ~s to wnat was the volume 
of savings, volume of over-savings . And since it was 
too generous, they li' ere c .. lleo upon to explain how that 
amount of saving got d~ssiptted and they got i nto some 
ludicrous explan& tions un th&t . But most people did 
not reject the Brookings &ru;lysis as to the idea of 
~n e xcess of savings seeking inves tment at that time, 
particulErly in terms of the physical express ion or it, 
in t er ms of Chrysler building t~ end Empire buildings, 
the mad ueM&nd of insurunce companies , the expression 
in tn& stoc~ m& r ket , bi dding up of stocks and things 
like that . I mean I want t o put - I wanted to put t hat 
point in, because I t hlnk 1 t is germane to - when you 
come t o t ne lLst period, to see wha t Currie has done . 

Jeans : Look, Leon, I think it's very i mportant, t he point 
you're making there; namely, that the Brookings 
s t atisticBlly have not e s t ablished it; they have 
t heoretica l ly established it. There are a lot or 
people have established it could happen, and I don 't 
t hink anybody had a ••• • 
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Hender son: They 've established a s t atistical pattern which wasn ' t 
a good one; Harry's right in tha t. Idea of 15 billion 
dollar s or sometbing like that was just a hocus-pocus 
tha t wouldn't stand up. 

Means: I think it is very possible that their conclusion is 
right. I don't think it 1s statistically established. 
Answering that that it hadn't been established. 

H .~.Jr: Kay I ask you, at this stage of 65 billion, have you 
aey estimate wha t t he national s a vings are? 

""eans : Pr obably make t hem . I haven't sat down and tried to 
make them. 

Hender son: It ' s probably around eight billion dollars, exclusive 
of depreciation account. bight bi llion dollars of real 
savings, exclusive of depreci a tion account, which would 
run to four to five billion dollars. 

H.U. Jr: Well now, I ' m asking - I don ' t know. 

~ubin: Over 20 percent - tha t's too high. 

Hh1te: 

Ezekiel : 

You 1 ve got from 1 35 . •• • 

Six billion in '35, 1 36, nnd the national income 10 
to 20 perce.nt higher . Seven t o eight billion would 
sound reasonable. 

aenderson: I would say it' s not more than tha t. 

~urr1e : I have some indirect evidence here that the volume of 
savings 1s pretty - was pretty large 1n 1937 . I don't 
know if I've sbo~ a~ of you people yet - just work 
I 've been doing tn1s lest- short time, just very 
recently, in my section. 

Hender son: Before you go on to that - I mean, for the Secretary's 
purposes, on the over-savings question, there. was no -
there is no doubt, is there, Lauch - it may be s i x, it 
may be eight, but tbere was an excess of savings over 
real investment. 

Currie: Logically you can't get away from this: any time the 
income is falling , there must be an excess of savings 
over investment; when income is rising, i t is the 
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opposite . But logically all through from 1929 right 
to ' 33 there was an excess, and this last year ther e ' s 
been. 

~eans : Logically it ' s established. In statistical fact and 
subst~nce I don't t hink too much weight • ••• 

K. - . Jr: I• o wunt to - l mevn may I just r aise my finger and 
say, 11 I 1 11 pass, but " 

lhl t e: •With reservations . " 

.., . :. . Jr : " · .. tha t doesn 't mean I accept it . n 

Currie: J.here ' s 1> lot has to be expla ined . 

nenaerson: You' ll come i n if anybody bets . 

H .~ . Jr: I ' d li~e - just like t o pass • 

.!eons : What 11e need is a l ot mor e work on this . 

On this ' 37 situ:. tion t here ' s en evidence of probable 
over-suving . Then I think this chart bears on it. 
I don ' t think I have enough to go around; if you people 
can share that. 

(The cluirt referred t o was entitled •Consumer 
txpenditures and Total Income Payments Other 
Tht.n Interest and Dividends") 

Consumer expenditures of wage-earners - I've correlated 
this with consumer income , e xclusive of interest and 
dividends , and it runs very closely all right from 1 29 
right on. 

But, you see, what h&ppened in '37 - we know from 
other sources there that despite the f act that install­
ment credit was buil t up to levels in excess of '29 in 
'37 - an increese - and despite the fact there was some 
three billion adaition to inventories, nevertheless 
your consumption did not keep up with your income 
there in ' 37; in fact it slumped off and leveled off. 

' 

And t hen, of course, the slump c~e . In other words, 
I'd say tha t you' d have t o heve about t 1Yo billion or 
three billion or f our billion more i nvestment t o increase 
income s ufficiently to sustain that rate of increase in 
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consumption that was going on from '33 up to ' 37. 

Uay I a sk a question there, Lauch? 

Yes . 

In ' 37, judging by these figures, your income was 
exceeding expenditures by approximately, on, a 
hundred million a month roughly? A little over two 
hundrea· million a month? 

Yes. 

tlhich i s two a nd a helf billion a year . Then the 
difference beheen t hat end t ot al s avings was what 
was pai d out in dividends and interest? 

2:!.S 

If I put the dividends ond interest in here and 
retained earnings, you see, which is also part of 
the national income, there would have been a marked 
divergence between your dotted line and your con­
swnption. The dot . ed line, your na tional income, 
including the amount retained by corporations , would 
h& ve gone up s tead1ly here, but consumption would 
not have kept pace with it . 

I see. 

So even in 1937 there was evidence of tae trouble 
the t 1 s going t o be 11head of us . 

Do you mind i f I ~ind of come back again t o - I mean 
just f or a minute sort of bring it back? 

This i s y~ur meeting . Go ahead . 

It • s all of our meeting, but I wunt t o g et as much 
tlelp as I can. 

In getting back t o this thing that Mr . lieans was 
t alKing about, the question of savings and the rest, 
have you correlated this to Government expenditures -
if you want a pump-priming or nnything else? I mean 
have you the relationship to pump-priming that the 
savings and national income bear? Have you done that? 
Because that ' s where I come in. 
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•• e discussed that at our last meeting, and Dr. 
Currie 

Tha t ' s the meat . 

•• . is having his people work on th . t . 

Currie ' s got i t . 
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This chart (another chart ) is - I tried t o measure ••• 

I ' m not try~ng •••• 

'l:be s ignific«nce of that first cnart that be just 
showed - it r eally should f ollow the other . That 
should come first , the one you have in your hand now. 

I just f eel - little bit t oo detailed f or the moment. 

You pr obably have seen t his chart before, Mr . Secretary: 
It is an attempt we have made - Dr. Viner initiated it 
at the Treesury , t hen I continued it after I went to 
the 1-'ederal Reserve - to get a smooth measure of the 
current contributi on to buying power roade by the 
fiscal policy of the Government. And as you notice 
that very snarp slump in ' 37, which helped explain • • • • 

Vlill you explain your curves first, Lauch? 

:/hat are these lines? 

The lower lines are the difference between the top 
two lines, you s ee . 

Now, receipts - this i s Government receipts? 

Yes . 

And the t op i s . • •• 

Adjusted expenditures . 

Lleaning you t ake off what? 

I ta.ke off r efinancing . 
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Do you t ake out Social Security? 

No, t he appropriation to Social Security 

DUt the contribution • 

..... 

••• but not out-payments on Social Security. That's 
included. 

Thnt 1s the difference? 

218 

Difference, that's r ight . Then I've 'tried t o smootll 
out tile income t ax payments and interest payments -
see, they 're smoothed over a three-months period . 

Tllen I tried to take the agencies • actual expendi­
tures ana collection of Social Security t axes in the 
field rather than when the Treasury collects them 
every quarter, you see. 

I see . 

It 1 s plainly the cnsh deficit, adjusted smoothly. 

It ' s really a net contribution; comes either from 
Government borrowing or from a r eduction in the 
Treasury balance. 

Yes, that 's right. 

Now, I think that sllarp f al l from 1 36 to 137 had 
something to do witll the flattening of income shown 
i n the other chart. 

!:! . ~ .Jr: I see. 

~urrie : But I ' d like to dr aw your attention to the f act of 
how well i ncome has kept up in 138 . Production went 
completely t o hell , just slumped rigllt off - one of the 
sharpest f alls we•ve ever had . Despite that, income 
kept up and consumption kept up . I think that's 
attributable to your rise 1n adjusted expenditures 1n 
the Government . 

Henderson: Productioc for consumer goods didn't have t he tremen­
dous drop that you bnd i n all production •• • • 

H. M.Jr: And tile other thing, •••• 
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Henderson: •• • • which i s a fortifying statement t o the net 
contribution to activity. 

currie: I n other words, if you keep up buying power of wage-
ear ners, people like tha t, you keep up consumption. 

Henderson: Yes • 

.Jeans : And opportunities for i nvestment . 

Currie : lb1s chart illustra t es the difference 1n tb1s last 
recession from 1929 . I•ve charted t here - I'm 
sorry , I ha ven' t go t any c opies - the compensa tion 
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of employees from mining, manufacturing, construction, 
on the one hand, and from publ ic service on the other. 
hnd in 1929 the mining, manufacturing, and construction 
is very high in r elati on to public service . In th~s 
last recession we have been coming up s teadily: public 
service, relief, Social Security payments; and we 

have actually i ncreased, and if you include f arm , 
benefit payments and some of the construction in there, 
the governmental -sta te, municipal, l ocal and Federal -
i s now more i mport ant a t the current moment than all of 
mining, manufa cturing, construction, a s a source of 
income t o wage-earners . 

Eliot : 1:.very time 'Ne get into one of thes e tb1ngs , it makes 
me vtonder no·N f ar the hwnan brain can go . 

Currie : Is it as bad as t hat, Char les? 

hliot: No, I mean, as to how f a r - everything t hat you gentlemen 
say at all thes e sessions shows aore and more problems 
of adminis trative Judgment, and now 1n the di ckens 
we 're going t o have enough brains in any group such 
as tnis, or any other combination in years t o come , 
tha t can make these decis i ons, I Just don't see . 

Lubin: whar les, let me ask you a question. \','ho did it last 
year, ten years before that - t en years ago, twenty 
years ago? 

'Nhite: Tb.ey just did it a little worse. 

Lubin: It was just done pell-mell. You let a million judgments 
operf.te in industry and look wh&t you got out of it. 
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I think the Si8nlficance of thnt first chart needs to 
be bro~t out a little more clearly now in relation 
to the other chart . 

I t hin.< the signlf1cmce ~f the t hing - 1rell, t here 
a re veriolls things you can draw froiD it, but the really 
important t hih8 is t hat it's th~ first time tnot I've 
seen a sta tis tical demonstration of the f act we have 
all believed up to now, that consum~tion follows buy­
ing poiVer . 

Buying power - not from your dividends • 

{/age-earners • and f armers • income . That ' s what it 
really r epr esents . 

I hvnder, Lauch, if you c ould also make another 
inter pret a ti ' n of i t, that despite the a bility of 
?riva te business or despite the lock of ability of 
priva t e business t o reinvest the current savings, 
the f act th~: t government w&s s t ejlping into the gap 
~a oct m~.>l:ing tho.se expenditures •node it possible t o 
have ll continuous expansion in activity, even though 
pri Vll t e business tv;.s not 1 tself making the necessary 
ex?enditure, necessary investments, to ba l ance savings . 

les . Yes, I think tha t one chart leads logically t o 
the other: your contribution by your government t o 
buying power and toe increase in incoces and increase 
in consumption. 

Then I hu ve ott1er charts, if you care to see them, 
showing the follow-up of private investment behind 
consumption. 

You mean priva te investment f ollows consumption . 

Up to 1937 there was f ar more f ollow-up than generally 
apprecia t ed . 

It ' s a result , not a cause, in other words. 

Showing the same relation between industrial activity 
and new inves tment in plant and equipment on the part 
of industry that existed in prior years . 
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These are our estima t es of capital expenditures -
on the dotted line - of mining , m~nufacturing, and 
construction; this is t he index of production; and 
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it followed with a lag of one yenr , you see, right 
through her e . And when the index of production got 
up to the 1928 level, which is here, capital expendi­
tures on the part of mining and manufacturing got 
up t o the 1928 level • 

•. .:stzing thing, tnougn, is tha t, contrary to wiult we 
are a:. lwliys told - that when there is a demand f or 
priva te investment Government bonds go down - if you 
put your Government bond chart right here, your 
Govtlrnrutlnt bone• chart. goes right along, so it proves 
thPt isn' t true . 

:tht. t 1 s r ignt . I•OU ~nglana went tnrough a r elative 
boo~ , f or England, Nith no increa se in interest rate . 

You're always told tha t when there is a demand f or 
priva te capital GoverOJllent bonds go dovm. Well, the 
low was right there, when I went into the Treasury . 

Tnut • s right . Ana tney were going up, with tha t dip 
in 1J7, of course . 

You kn>Jw, if I could Just tnrow out one other tt11ng 
at you, then you 've got what I 've got in my mind . 
It ' s t his : this thing which you are talking about 
here , what these Government expenditures do, I suppose 
is wr~ some people would like to see t his continued ­
continue t o s pend b l ot of money, and without increas­
ing the t &.xes . And that sleight-of-hand is getting 
more and more difficult. 

And I Just thought I ' d throw out some figures, which 
you people may be entirely f amiliar with, but I had 
them done f or this thing; and that is this: in 19J9 
thd Federal Government - t his is wha t we call, for a 
better name,~ pUIIlp-prlming - WPA , PWA, general public 
works, CCC, emergency public works, this year, on a 
buJgctary basis would total three billion 660 million 
dollars . And the l ocel contribution - also these are 
r~ tner rough - a billion one . Or we get a t ot al figure 
of four billion 76J million dollars . NoR, t hat includes 
an estimate of 50J million dollars additi onal for WPA 
af t er J.larcll 1. So we arrive a t li fig ure of four billion 
76J - I mean local and Federal . I don' t know whether 
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these f igures ~re neK or no t . 

W<lll , ! 1 VO t. ttecpte:d t o do 
y~ur side, " r . Secretr:. ry . 
very tia.lu? 

so:netnlng like tnat from 
You s ee those pencil lines, 

~hese are hVa ilable ; I h~d these done . But 1 moan 
three billion 66;); l oca l , one billirJO one: we arrive 
s.r; f our billion 76.J million. 

No.v, i n vsl<lng mysel f - trying to either cut down 
expendi Lures or get the deficit smoller , ther e ' s Jus t 
t 11;, things you co. n do : ei ther cut down expenditur es 
or r a i se t axes . Or o thira t hing, a nd I don ' t tnink 
that toe tniru ~roposition hus been e: xplored sufficiently 
r:.nJ 1 ""nt to t.t:-ow that into your cind, ana tna t 1 s 
the ,;lllbllc .• or.ts ex,Jenditures v.hich do not appea r in 
the budge t . Ana I ' ve got some f igures her e . hxpendi­
tures f or public wor ks . \'.'ell, under the Hous ing - t he 
t ,>t &l constru;;ti:m under Hous ing, which does no t 
avve~r - ~o ge t Titl e One, obli ga tions incurred, roughly, 
67iJ million . And the insurance and modernization loons , 
95 million - insur<.nce and cons truction l oans . New 
c~nstruc tion and exi sting : ne'll const r uction is 693 
cilli on, existi ng is 745 . Ru ral Electrifi cation, 58 
million . Uni t ed St~:tes Housint; Author i ty - these are 
all oblie~tlons incurred - 2J2 million. 

NoN •:nen :,·..,u get doNn to the ne.v tuings, you hove 
oouern:. z~ti~n lor·ns , 67J million; Rural Electril'i­
c&ti nn, an~ Uni ted St~tes Housing . You ge t Home Owners 
Lo"n :m new constr uction, 95 mi tlion . All!! then when 
y..,u l.:>ok ~. t to ... rl . F.C. on thl~ , it ' s just very, v ery 
little . 

:lcnu~rJon : I ' ll b e sure th£. t tha t one i s right . 

H .... J r: r:hat I ' m g e t t lng at is 

.• nt ;e: <.'he t docs t hr. t t o t ::.l? 

J .. Jr : He aiun ' t t o tal i t. 

lctns : Sounded liKe four and a half billion. 

1111 te: Sounded like t wo . 
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I t' s all on pieces of paper . I j ust got it las t 
night . 

denoer sJn: hs you used t o s ay in the Army - " skip ." 
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H. "< . Jr: 'Lhe point i s , it ' s very little . These £lternative 
.!"igures are open to you gentlemen. But 1f the only -
r.s I s tty , there ar e three - we huve three al t erna tives, 
as I see tt - four altot·na t i ves - \¥ell, t hree, really, 
f ot• next yeor, i n the sense that you could either cut 
o:xpen.Jitures, r aise t~< xes , or you c oula l ooic t o these 
non-bu..>gets ry expendi tures - I mean which do not appear 
l n tne budget, b ut n~uld be a subs titute . And then in 
t ne llleunt .l.tJe, wnr. t I t ill nk i s tne ovE:r - ell thing is 
t his increuse of the income . 

J. w<.nteo t o let you men know ho 11 I wus t hinking; take 
lt, t.,ll "''" .1h.t.t 1 s .. r~nt Nita it, end t hen come back 
Lno see if y" u can ' t do something wi tn it . Bccuuse it 
see.ns t " :r.e - now, I 1 11 give you " n example . You take, 
i'or instance, this so-c~ 1led a ll-weat her highway they 
d J.u in Pennsylva nia , wnich is a t oll highway. You 
could du,:>lica te th~ t t wenty t imes over . And it doesn 1 t 
appear in the buoget - 135 million dollar t oll highway . 

NoN, ther e ' s so m~ny things which could nave been aone, 
but the bruins of toe Administra tion eit her - if they 've 
been wvrking , they hAven ' t been effective. And I 
snould think you c ould develop two or th r ee or f our or 
five billion dol l ar s wor t h of t hnt sort of work to 
take the place of t ne tnings thbt ;;e have to r aise t axes 
for, <-00 eose the bud.;et picture, but - l' ID bein& very 
frank a bout it, not bea ting a r ound the bush- as an 
a lter ru:tive . 

b ut each one of tnese things - I mer. n s oiDebody i s 
interested in housing, and they get a whole group 
down, !.na now they r ai se the money - it ' s very inci­
oente l . I me~n they t oke it perfectly for grant ed . 
But if Wr . S t r eus should oo 8JJ million dolla rs, it ' s 
very , v ery i mportant , " nd from the budge t picture 
lt' s very impor tant . And of course, as f ar as this 
budget l s concerned, he ' s in t he budzet for 27 million 
nnd th~t ' s ~ 11 . But if there are other things l ike 
th&t whi ch could be built up and things which start 
much Quicker than acything which i s started, and ll"hich 
you c an also s t op ••.• 
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Would you consluer a fifth a lternative ther e? 

I 1 111 just throwing the thing - vll I 1m tryi ng to 
do is let you people t ake a look in my ~ind . Being 
as honest as I !mow how. I ' m groping , I ' m trying 
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to think of something else, instead of j ust sitt ing 
back &nd putting a wet bandage around my head, goi ng 
to bed witn u budget headache, wnich I've had for 
t'vur ye11rs . I mean ! 1m t r ying to be jus t a s f rank 
a s I can be . I hope t here are fif t h and sixth alter­
nat! ves . J•nd I say you f ellows are very tlungry over 
there in ~grlculture. And ! 1 m afraid a billion three 
Ron ' t do it; it may t ake tHo billion t hree, I don ' t 
.roow . 

I was wondering i f, in addition t o your public - the 
expenditures tha t don ' t appear in the budget, you 
.YOuld be a t all interes t ed in considering tne kind 
of buagPt s epuru t lon thE t they have made in S1·.eden, 
.vner e you se )>c.r u te the inves tmen~ expenditure from 
tne current account expen<.iiture and he.ndle it jus t 
like u corporcti~n does : cover your investment 
expenditure by an annua l charge . 

The Secre: t a ry has been through that quite a lot; be ' s 
familifr :.itb tnat expenditure classification. 

I f you don 1 t mina , I think the t 1 s wba t Dewey accused 
Lehman of yes terday - the bookkeeping operati on. 

Every corpor u t lon in the country runs its accounts 
th11 t way . 

Thnt isn ' t going t o pr event people who want t o show 
you up running a deficit from saying, " Under t he old 
system, here ' s what the deficit is . " 

I meEn ~~ey could transfer the books back to t he old 
system. 

But if you c oula come in through your good roads 
burea u, the tning we t alked about and I worked l ike 
"B" on three years ago : a t rans-continent al high•,yay, 
when Mr . Roosevelt had the i dea be was going t o 
bui l d villages a l ong and cities and t he whole t hi ng -
and then somet hing just happened, it wa s scrapped. 
But I mean a trans-continental highway coul d very 
easily take t wo billi on dollars . And - I mean those 

' 
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Kinds of • • • I mean I don ' t say I ' m - I ' m not 
going to throw i t as i de, but I don ' t think the 
Swedish method is going to get us wha t we want, 
~:nd I don 't think it NOuld keep people f rom ••• • 

tienJ er son: You really hs ven1 t go t fi ve, sixi £nd seven alterna­
tives . You 1ve only got three . ' hese other things 
ere bookkeeping expedi ents . 

H. •. Jr: ~h~t • s wn~ t I - tn~t • s wh~t I thought . 

""nue:-son: Till. t 1 s NUl• t this one i s . 

~!tot : Hbven 't you got another: this philosophy ... 

ol. · .Jr: 1 don• t know whether you agree with me, but I think 
tne Swedis h tni ng is merely bookkeeping . 

li~naerson: You 've got t o either increc se t Exes, cut down expendi­
t ures, or incr eas e the nLtionel i ncome . 

~urrie : Ther e ' s a f ourth . 

tlender son: I ll&nt t o b e shown bef or e you g et into any c.uaternion 
~J reas . 

-.llot : I thiDA in~re • s b philosophy of ~noosing the type of 
e .. penditures thll t h~s c. f as t turnover f nd thereby 
reflect t11emselves •..• 

Henuer son: Tuey r eflect themselves ln national income . Any 
incre&.se or decr ease is bound to reflect itself in 
na t ional income . 

L-li ot : 

il . :.: . Jr: 

~Hot : 

It i s whether you' r e t hi nking primarily of increasing 
na tiom .. l income or pr imarily of increasing vel ocity . 

1 ' m trying t o think of some VlbY to g et enough wesl th 
so it r ea lly cen be dis tributed and get doNn to the 
lo;~er thira , so we can g!t rid of thes e 12 or lJ million 
people, give t hem a decent living, so they ccn be 
nealthy r nJ get some of the good things out of life 
tbHt we ' ve been t alking about f or fi ve year s and 
haven ' t given t hem . 

I thi~, ~r. Secretary, you' ll find this group 
Uhbnimous ly agreed that t he goal of ~ higher na t i onal 

\ 

Regraded Uclassified



:'illi t e: 

Currie : 

226 

- 2J-

income is the right appr oach. 

':le• ve been t a lking about the lower one- third for five 
years. We said we'd give everybody a Job; we 've never 
~iven everybody a Job. fle 1 ve g:>t, Dr. !'arran says, at 
leas t three ml lli:>n people now underfed, undernourished; 
,ve•re not d oing anything a bout it: at least three 
million people . And I don ' t know how many millions 
of pe-.lple aon • t ge t any medica l care. Now, al l of 
these t hings, when you get through and done, I can ' t 
see any other way: we ' ve Just got tog et more money 
distributed . But I don't think you cnn do it t hrough 
t he Treasury . Now, I mean tha t ' s - I mean we•ve gone, 
I thind:, about as far as we can through the Treasury; 
ana soon, I t hi nd: , if we go much further, we ' ll just 
h&ve t r oubl e . What I•m trying t o do is to find some 
way befor e tnis trouble comes , tha t ' s all . And I 
don ' t lUlO W any otner way than to create mor e wealtn. 

To su~port your toesis, Ur . Secretbry , that it may be 
necess~ry to resor t t o t he tyve of things that you're 
speaking uf , I think Currie has go t so~e figur es, some 
esti~ates of the amount of capital that has been r equired 
in the past and how much is likely t o be required in the 
future, 'Nhlch s eems to indica te tha t t here ' s going to 
be 'sUite u discrepancy between t he amount of capital 
~nich wi~l be seeking investment and the amount of 
capital which will be demanded. But I think the 
figures he has - you might spend a minute or two 
merely indica t ing t hem, whi ch ~ill throw greater 
emphasis on the search f or methods such as you have 
just sug ~: ested . 

Well, I wouldn' t say much mor e t or t nis than ~hat i t is 
illustr~tive of the type of problem we have to f ace 
in t he next three or four years . Vlhat I have done 
here 1s t o f ind out how much capita l investment­
money spent in t he production of durable goods, 
consumers• housing, in the 2J 's was necessary to 
gener&te the nati:>nal income that took place in the 
2J •s. And I c~me out t here witb a proportion of 
abowt 22 percent of gross capita l formation, public, 
private, in housing and in durable pr oducers' goods. 
That is, business capital or a r ound 18 billion corres­
ponded wi th the national income of around 78 bill i on 
in the 20 ' s ; that came to about 22 per cent. 

Now, if that same rela tionship should prevail in the 
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futur e as it bas in the past -and incidentally tbat's 
the precise proportion tbat al so prevailed in 1937, 
tbat 22 percent - for a hundred billion nationa~ 
income we need 22 billion capitaln)rmstion. 

Hew? 

New . 

Each year. 

Yes. 

Net capital. Not net - gross. Six billion of that 
would be the a ccount f or depreciation . 

Tbat checks with mw figures very closely. 

Now, that indicates t o me - wbat .,e might do there is 

Just in the realm or res earch, of studies to be insti­
tuted - is to try t o e s timate our expectation or how 
much probability is t here when you survey the field or 
public housing, public expenditures on housing and 
business expenditures - how much prospect there is or 
getting up t o 22 billion, and if not, wbat are the 
a lternatives? Now, the alternatives are, as you Just 
mentioned, either that the Government spend more 
directly through the budget, or do it - or you 1ve 
conceded a bit by having Government corporations 
issue Government debentures, which I think is an 
excellent suggestion; or change this relationsbip 
tbat prevai led in the 20 1s, increase consumption 
relative to the national income. 

By giving larger incomes to the lower third . 

That' s right. 

Taking more away ~rom the top group through t a xes. 

Now, unfortunately, we have regressed, I should say, 
in t bat directi on tb1s last year. We bave taken ott 
the tax on undistributed profits and tax on capital 
gains - tile larger part. We bave instituted payroll 
taxes tor Social Security account, and pretty beaY.Y 
tobacco and liquor taxes . 

About 60 percent on consumers . About 60 percent on 
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consumers, isn •t it? 

Currie: Yes. 

So apparently from ~ figures here in ' J7 we haven't 
really changed this proportion - apparently a gross 
capital f or mation of about 22 percent of the national 
income. 

Henderson: What you ' r e suggesting, Lauch, is - you• ve got t •~ro 
things in considerati on in that alt ernati ve. One 
i s the question or leaVing aore a t home to be spe.nt 
by consumer s, which is a change in your qualitative 
t ax. · 

~urrie: You can increase consumption relative to your national 
income wi thout running an unbalanced budget. 

Henderson: Thot's right; we•re on a long- term regression on the 
amount of savings anyway . 

Lubin: rn t hat surplus of income over expenditure, how much 
is for Social Security so far, first nine months? 

Currie: 

Lubin: 

Currie: 

Lubin: 

Ezekiel: 

Currie: 

Lubin: 

Currie : 

Lubin: 

I h&ven't got the figures at hand. 

Ls i t very great? With the unemployment compensation, 
there won ' t be much ma rgin, will there? 

Actually this year there's been an increase in the 
unemployment i nsurance l i s t . But some states I 
didn't get aren' t pai d yet . 

That's true, there has been an increase, but t he net 
is relatively small as compared t o last year. 

'.!:he old-age is the big t ning. 

The ol d-age i s the big thing. 

Last year all income, no outgo, but th1s year • • • • 

This year, if we 're accumulating a fund on unemployment 
insurance, what are we going to do in a very good year ? 

~~e reason for that is, some states weren ' t in. 
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Currie: But most of the important ones are . 

Lubin: And you want t o remember, too, that the period in 
which you can earn your benefit bad not been cocaplet ed 
by a great number of workers. The system is s till new. 

Means : In March it was at the annual r a te of e net saving of 
approximat ely BJJ million. I think that ' s l ow compared ••• 

Lubin: Is tha t all Social Security or ••• 

~enns : Tbat•s f or all Social Security. 

Lubin: Tha t includes old-age, which is the big f actor . 

lleans: Yes . 

Lzeldel: I bad the fieure in mind approaching just barely 
under a billion dollars . 

~eans: I tbink tha t with a hundred billion it would go up 
t o a billion and a half each year . 

Currie : I may s r.y, in connection with this 22 billion figure, 
which I think wi l l pr obably be necessary if we•re going 
t o nave a national income of a hundred billion, that 
one of the people on my staff has been working for 
t he l ast t~o year s examining the pr ospects in t he 
dur able goods field one by one, right through utili­
t ies, r ailr oads, housing - what you could really 
expect on the basis of full employment there, and 
it leaves a deficiency, we can't - we don't get up 
to that. 

J eans : So what l s involved ls making peopl e save less or find­
ing some way to get thos e savings converted into useful 
e~uipment f or the country, through the Government or 
through corporate development . 

Hender son: Uoes anybody ever mention the propensity to consume, 
or is tha t t oo matter-of-fact? 

H.iii . Jr: I think most of the people in the room helped on that 
price statement which we helped the President to get 
out, which is still good, I think, isn' t it? 

Henderson: Yes, still good; and somebody 1s going to be looking at 
1t one of tbese days when the national income starts 
t o going up . 
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H. li . Jr: //ell, wha t I was tb.inking about is this. Once ·n 
get our f acts and are pretty sure of oursel ves - I 
mean I tbink this needs a selling job . I mean if 
we could - t he possibility of getting the President 
t o sound out, getting people tbinking in terms of 
e hundred billion. "'nd 1f we could be awful sure 
of our f acts and prepare the t hing, it wouldn't be 
out or the realm of possibility t o get him to maybe 
make a t alk about it, if we could get him convinced 
that this i s the thing, you see, get everybody . What 
I ·• ant - if we 're right: that• s the first thing I want 
t o make jus t as sure as I can, tha t we're r ight, that 
this is t he way to think, r ather than just to increase 
taxes or cutting down expenses . 

Henderson: Well, I don 't think you ' d find a bit of doubt on tbat 
in this group. Do you, Barry? 

llbl te: 

tlcnJerson: 

~7ul te: 

denderson: 

tl.!i . Jr: 

finite : 

H . .t. Jr: 

"II ell , I think wnat the Secret ary has 1n mind you' d 
agree ·dtb, Leon, and tha t i s that tb.is statistical 
data, or this factual information, must be pushed 
t o the point where it i s convincing to any reasonable 
man. And t hen once that is so ••• 

Wh-. t I meunt ls thG t tha t ' s the enigma which he has 
got for himself . 

Oh yes . 

I meun sucn s t udies as se have made would indicate it . 

Nhat I'm getting at is this . Supposing the President 
or somebody should make ~ speech along t hese lines • 
• ve •d 1vant t o be awfully sure tha t the economics of it 
is absolutely sound, and t hat ... Somebody says , 
"Well it ' s impossible , t hey c8n1 t get a hundr ed 
billi~n . You can't get it in the United States . 
:lot enough people, not enough national resources" 
or t b.1s or that or the other - "Just can' t be done.• 
You ~ow? And t hat's what I ' m asking you fel lows, 
wnetber y~u'd ~ut ; our brains to work, see, can it 
be done? I mean is it s beal tny tbing to look for­
·.,ard t o? 

There a re n lot of bottlenecks t ha t c rop up. 

Is it e. ned thy t bing for tlle country? I mean consid­
ering all the component ports that go into the fabric 

• 
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of tnis country, is it a heal tey tbing? 

h very nice problem of timing in there . In studying 
the it'on and steel industry, we concluded that next 
yeor they couldn't finish the iron and steel that 
NOuld be called for by a hundred billion national 
income. It would ta~e them about two to t hree years 
t o increase their e~uipment t o t he point where t hey 
could ca!'ry that load . On the other hand, as a goal 
two years, three years hence, taat hundred billion 
,vould be a perfectly feasible goal. 

~ell, since there ' s no danger of reuching it "thJs year 
or next year, Gardiner, there w.ouldn' t be B!"IY problem. 

But t h&t .1oula be one of the tnings that's got to be 
~ept in mind. You can ' t Juo? from 65 to lJO overnight. 
Someone has got to work out a p!'ogram ~nich involves, 
let us say, an ~0 billion income next year, and a 90 
billion the year after, and 10~ billion the year 
aft er ; some progression, whatever 

hod what the bot tlenecks are, and where you'd have to 
put pressure on to solve it . 

Is your progress going to be held up by lack of electric 
po.ver or by lack of s teel? 

~eans has been working about two years, Mr . Secret ary, 
on just that problem. There ' s a lot of work been done, 
but still in u rather preliminary stage . But it ' s just 
that very pr oblem . 

rrell, there are two tbings, !larry. 'l'here is that, which 
you might say is a longer-time study. But the other 
thing , wnich is a matter of almost d~>.ys : can .. e produce 
one, t •11o, three , or four billion dollars sorth of pro­
jects which could be financed outside of the budget? 

I ' ve been t hinking of what you j ust said. 

See? That's a matter of days. The other thing is a 
matler of maybe months . But of days - I mean can I 
t ake out of ~ hat several billion dollars worth of 
pr o jects like - a s good projects as slum clearance 
and that sort of thing? 
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I was Just tblnking, as you wer e speaking, one possi­
bility you n&ven't exploited there is the Farm Securi t y 
loans, wnicb are mostly recover able and which could be 
financed in thht way. 

Farm Security? 

The r enabi lit ation loans. Tha t comes right in there. 

•lell , turn them over t o Farm Credit. 

Or give them Farm Credit r efinancing . 

Yes, I mean • e ' a - if you Just turn them over to Far m 
Credit, tnen it t akes lt out of the budget , huh? 

llr . Secretory, ru..ve you got somebody worlting on the 
v~:. rious t u1ngs - is tb.ere somebodi 'A'Orlting now on the 
various t tllngs tha t might be handled tb.at way? 

No, except tha t I s poke t he other day on this to Rum! . 

Thbt •s r ight. Tha t ' s in the - tha t •s about t o be 
examined, tba t •s rigbt . 

llo , no -definitely t o t hem. But I ' m just going all 
ar ound the lot, from~ s t andpoint, tonight, and I' m 
saying 'lfe go t two t nlngs . One is t he immediate tnlng, 
ana~ . Kuml - I don't know who he gave tha t t o . 

He g ave 1t to me, and !leans and I were t alking it over 
t his mor ning . 

Then he ' s got tha t . Then the o ther thing i s , we get 
back to this longer- time thing: what national income 
is healthy for the country? Is that a good way • what? 

Tbet•s tne way t o say it. 

You would be interested in projects which would involve 
ne, legislat ion as well as t hose which could be done 
under exis ting authority . 

Oh sure. 

Well, he did some of t ha t work ••• 

You (.c.zekiel)? 
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Last year we got a little groundwork done on that . 
•'e dropped it, but I thi~ we could pick it up. 

I'll give you a memorandum any time you want it . 

Are you tninking of something th&t would take 50 
or 1J0 million uollars 1f througb such an e xpendi­
ture you could get, s ay, two billion dollar s worth 
of credit expansion? 

l;ure . 
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I ' m tninking of some sort of private housing - I mean 
a project, say, of SvO thousand units, on a $JiOJ0- per ­
unit basis, gives you a billion and a half dol ar 
expenditure . I f we could get that going by spending 
5v million dollars worth of Government money, it would 
bring that much private construction in tbe picture. 

11ell, we're spending - bext example is t he United 
States Housing - S~J million dollars; in the budget, 
27 million. 

You h&ve u continuing expenditure, of course, there . 

!rue, but I meant •••• 

Immediate effect is very great. 

Certainly it would be a good investment if we could 
spend 5J million to get two billion. 

Yes . 

!hat ' s wha t Lubin asked me . 

Let me draw to your a t tention, t.!r . Secretary, that 
propos~l last sp,ing to accomplish t his very t hing 
you ' r e talAing about , to set up a Federal Railway 
equipment Corporation. 

I r e&d about it in Kintner and Alsop . 

(Hearty l augllter) 

I mean that ' s the only time I ever heard about it. 
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tl . 1.! . Jr: 

That's not fair. You heard about it befor e then. 

All right. Harry's • • •• 

.:urrle: ~aybe I can cover my blushes. That was designed t o 
accomplish exactly what you're speaking of now. 

H. li.Jr: Got t o have a little fun, Harry . 

Currie : Outside of the budget, t he main interest .... 
K.M. Jr : bVerything tha t happened last year -as f ar as I ' m 

concerned, 1 1m more than willing to s t art fresh . 

Henoerson: (Laughs) 

H . .I .;Jr: DUt the great trouble, s s f a r as I was concerned 
l as t year , was t~t - well, es f ar as I'm concerned, 
I just never haa a chance, so- and I mean •.•• 

Vlh1te: The problem is still before us . 

ll.M.Jr : Wha t? 

.'Illite: The problem is still before us . 
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H.J . Jr: Yes . The problem is still here and nothing is solved . 
Notbi06 is solved. 

&..Ze.:iel : But un a11ful lot of b.sr d worlt • •• 

K .. J. Jr: Not hing is solved . Just having a four billion dollar 
deficit solves nothing . 

~urrie: That ' s right . 

H. M. Jr: And t her e isn' t any t hing new tha t we•re doing except 
t hat . Nothing . 

Currie: 

H.II.Jr: 

Wnite: 

Just putting more money •• • • 

Tb.ere t s nothing new and nothing ' s solved . 'lie 1 rtl right 
back where we were. 

Yes . It ' s worse. I t ' s wor se in the sense t hat it ' s 
another year . 
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H.Y.Jr: I mean nothing is solved, and as I say, I never had a 
chance . 

Henderson: I don ' t know, Barry, whether you' d say worse or not. 

'lihite: It's wor se in the sense that another year has passed . 

Henderson: You 're tninking i n terms of the amounts. I 'm thinking 
in terms of experience •••• 

llnite : Oh, that ' s different. 

Henderson: • • • and under3tanding . 

~nite: No. 

a. :.I.Jr: That's right . 

A'hite: • 

H . .... Jr: 

Henderson: 

1!. i! . Jr: 

Bender son: 

II .M.Jr : 

Henderson: 

a . a . Jr : 

We' ve learned a good deal. 
\ 

And if you get the various economic staffs in Washington 
all thi nking about this, and if we can get, instead of, 
say, the people always going to t he Presi dent and saying , 
"No;v give this ta~.k about cooperation between government 
and business •• " - instead of having all these people 
come down • • •• 

We•ll get O•Wahoney and my committee to make those 
speeches . 

Pardon? 

O•Wahoney and members of my committee will make those 
speeches. They ' re more afraid of us than t hey are ot 
the President right now . 

Well, you compliment yourself . 

No, they are; no question about t hat. 

IV ell, aeyws.y, I do think that - as I said the other 
day t o Mr. Ruml, the r eason that this interests me is, 
at least it hasn ' t been tried - I mean so that every­
body 's thinking about it, all t he efforts directed 
that way. And I t hink from my standpoint it's 
definit ely worth trying. 
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Until one he s gone t hroUGh the process of tryillj! i t, 
one doesn' t KOO N whether it wlll work or no t. But 
1 t nolos t o me very g reo t promis e . 

I tb.tnk we•o a ll ag ree here - I think s o - tilt. t •mile 
ec~~~lc&lly there i s no particuler rea s on Nby you 
s uouldn1 t incre&se the w. tiona l debt year Lfter year 
after y eur , a ctually, politically, f easibl y, i t' s not -
;le CL n 1 t go on expecting t o J us t run a deficit yea r 
~fter yell r; tne colll!lluni ty is not going to s .tand for it. 
eventua lly we •re just going to ha ve to wor k out some 
otnE: r w~y of hano ling Luis t iol ng . 

Th._ t hin!! f r om " politic~! s t nndpoint - I t h ink the 
l egis l a tion calls now f or 40 or 45 - wha t is it? 

15 and :l5, or meybe - 45 1s the total. 

No.v tnere ' s ~o lw~>ys the da nge r tha t we• re going to ,go to 
Congress a nd , n lthough Congress votes the thing, in 
ord er t o make the gra nds t and pl ay t hey 111 s ay , •we 
won ' t i ncr ease it; ae just won ' t gi ve it to you.• 

hod l ook wha t the committee - every "purgee" tha t wa sn 't 
purged i s on thu t committee. 

( Bet.rty l a ughter ) 

As a mt.ttcr of f ac t t hey are . Every Sena tor t ha t 
they & t tempt ec t .:> purge 1s on t ile Finance Committee, 
a s f &r us I Know, with the exce pti on of Smith . I 
mean we 've g o t them a ll. 

They ' r e Jus t waiting for it 

I mt!nn - a nu the people - a ll t be press, e ver y body 
Aee~s pl~ying up the f~ct t he public debt i s a 
ba r omete r • 

Tna t • s right. 

And it ' s not a ba r ometer a t al l . I mean I don ' t 
consider it ll ba rometer or any th.ing . 

Wr . Secretary, in addition to this one proposal thvt 
wa s hammered ou t last yea r, t he railroad one, which Mr. 
~urrie bas mentioned •••• 
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;i. ~t .Jr: .Vhicn I t et•sed him &bout. 

~:.:e;{lcl: ••. t here wer e a couple of o ther proposa l s , a l ot of 
wor.r. Cionc . One was a g ener al ,Jroposnl f or n r oad 
~>utbol rity t o a c t ually go ullto~><i on l o .rer pr ices, sele c t­
i ng t ne ~rojects t hat s eemea pro~ising ; and a sooewbs t 
si~il~r uno~rtaAing •as at least looked int o wi t h 
r espect to h~uslng - lnr ce-scvle cor por a tion ~hich 
Hould l!"t hvusing cos t s down t o where tney would have 
a ver y ls ree volume . From your view. ... And those 
""r e thro~·u int o the di scussion l as t yea r through tha t 
com111i tt;,e of wn icb both yo u a nd Secreta ry Vlallvce a r e 
member s , but app&r ently go t no a t tention a t t he l'ibite 
Bouse . I wonaer whethe r, in view of the hearing those 
go t ll.st yeb r - t.het her i t ~ould be pos s i bl e to use t he 
s~me ma t erial ove r &g&in - or it would b&ve t o be 
re,.or.ted t o hide toe f act i t :.c s done befor e . 

•hit~> : "ell, Eze.tle l , it .>aula f irs t ha ve t o be pr esent ed and 
r e - ex:..mined t o s ee wh ether i t fi t s the present si tufl­
t i oll, Lnd if it c.oes, irr e spective of so much ''tter a ve ' 
the d~>m - if it ' s good no1v or if lt can be mt~de good, 
it will r eceive l: hea r i ng. 

lion<ierson: 'lle ll, why it y;as r e j ected l &st yea r - why not jus t 
wr.lk up to t he counte r and f ace t he f act t he t hing 
:1as uon.: in a burry ano e ve rything th~; t wes neN was 
rejected? The GUes t ion NUS of aoing s ome t hing t ha t 
bad a f Lcili s ri ty <. nd bad ~< r eosonabl e caa.nce of 
ge t ting t hr ough f est, wnico w cs ecce~ted , end t ha t 1 s 
the b~sis on Ghlch t h e cut ting w&s made . You might as 
well f tcc t tu.t . 

H •• I. Jr : It wasn • t & matter of wneth&r i t was good, bed, or 
i ndiffe r ent . 

Lze~tlel : I jus t wLnt eu t og e t the Secret 6ry •s v1 e•1 on tha t • 

li • • . Jr : . lell , t.hat I woul a answer woula be t his . I ns teed o f 
ha ving one or tMo, I 1 d hope t o have s lis t of l S or 
2J or 25 d i f fer ent pr o j ects. 

Tb~>t roula include thi ngs t bn t e r e now done t hD t could 
be conver ted t o t oe oth6r b~sls , ss well as new under­
t aJtings . 
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And then whot I woulo do - if they were given to me, 
I would do it in the regular way: that they would go 
up through the budget and give them a chance to 
emasculate them, everytlling else; then have them go 
up t o the President in a book, Just the way he gets 
a list of Mr. Ickes• projects . Then the Pr esident 
ha s them and everybody ' s familiar with them llnd 
everythine else . 

And I - to answer your question, I think the t hing 
would get a very warm reception if they went through 
the regular channels, and I for one •tould do every­
thing that I could to f acilitate i t. But as I say, 
I never had a chance last year. I mean I had Mr . 
Wallace ' s report, everything else, but I don ' t think 
llr . Wallace ' s report ever got any considerati on . At 
least, I don ' t think so. 

b'e~lel : I t never wa s read, apparently . 

l! . ;.< . Jr: I ' m quite sure it wasn 't read . 

Henderson: Depends on who you mean read it. 

H. :O .Jr: IVha t ? 

Henderson: I •ve got it . 

H . • t . Jr: So nave I. 

riendcrson: I •ve got i t. lt wasn 't read . I 1 ve got it. When the 
actual thing ~as put together, I was given that as well 
as several otller thi ngs . And t here weren't any marks 
on i t . I don't know whether i t was read or not, but 
tile b~sis on "nich the thing was done was a question 
of more of the ss.me thing tllat llsd been tried before. 

~ubin : Of course, you knew you could sell that to Congress . 

deooerson: And it tw.d to be sold c,;uick, I mean . And if you go and 
if you start now - there ' s a difference between starting 
in April of a year in which tile legislature is sitting 
and starting in November, coming up to a presentation 
to Congress. Now, that ' s the difference that you•re in. 

H . ~ . Jr: That's why l ' m doing it tonight . 
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Hender son: That's the reason wby you•ve got that 

~zekiel : I just wanted to clarity • •• • 

H.U.Jr: I think the t ac t tha t the thing that was done last 
year was or was not read - I would say it makes no 
difference. 
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Uenderson: That ' s right, tbat 1 s the point I'm making . When you 
got to that considerat ion, no matter how good it was, 
it couldn't have got in if i t were new, and t hat was 
the only basis on which it was cut. Most of t he s turr 
was either put in or cut in 15 or 20 minutes, when it 
really got a own to the real decision. 

l.leans : You going to write a history or the New Deal? 

Henderson: What? 

.leans: You going to write a history or the New Deal? 

denderson: No, and I 1 ve got an understanding Just about like 
this . I had an understanding with General Johnson • ••. 
• • • (!.!r. Henderson's following remarks were l eft off 
the record at his r equest). 

~urrie : On this confidential informa tion, wha t happened there -
l was told that Kintner a l so had that very same 
thing you bad, the whole list or ell the projects 
submitted to t he President that time, and that on 
the back of this r ailway t hing was written i n the 
President's band: "This bas been watered down. • 

• 

H . ..! .Jr: •This bas been watered down." 'Nell , I 1m very interested 
t o see wha t Kintner and Alsop er e writing in tbree 
articles f or the Saturday Evening Post on what happened 
during t bat time, because they did - you see, they'd 
been around t o s ee everybody, and they couldn 1 t quite 
make out on a lot or these things what the President's 
reaction was t o them. I'm sure t hey saw a lot of you 
people in the r oom on this stuff, ADd so, f ooli shly, 
I was t old - talked to Alsop. Be gets on the phone. 
Every singl e question was asked very carefully. But 
each one was like, for ins t ance: • Did the President 
see Vr. Wallace's report?• That's wbat was asked the 
President, s ee? Each one after the other . Be 1d gotten 
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info rmation which he had hea r d - there had been a 
meeting a t \'layne Taylor 1 s house - Adolph Berle, Wayne 
Te,y l o r, a cd Eccles . He did n 1 t know whe ther t here was 
a memor andum or not. ~ell , had the President s een 
t ha t memor andum? 

"Well," I sHi d , "«by don't you ask Wayne Taylor ? I 
wasn' t t her e ." 

But I mean he 'NOS checking. ... So I ' m very curious . 

HendHson: I'm c urious t o see - lle we.s checking N1 th Lube (Lubin) 
and me. He ' d get me on the phone and ask me about 
somet hing , bnd hang up, and before I could ge t over 
t o Lube, rlgh t next door, he ' d neve Lube on the phone 
~nd Lube «ould be •• • • 

a . ~ . Jr : Those boys or e good, though. 

Currie: Yes , t hey 're very clever. 

H.IJ .Jr: l 'hey •re ve ry good . So I ' m ve ry curious . And somebopy 
had t ol d them that I had cha nged a nd I was tor public 
wor ks . I sa i d , •No . oo boever tol d you tha t?" 

-:urr1e: 

•bite: 

ti. - . J r: 

I don 't know if they wer e checking up on me; but t hey 
want ed t o know whether I had changed rey position. 

Ahen are they co~ing out , Kr. Secr et ar y? 

I don't know, but there ' s a series of three . They 
checked wi th you f e llows t oo . They had a l~t of tha t 
stuff . 

I thi nk most of this group woula sey, Mr . Secretory, 
tha t t his goal of increas i ng na tiona l income - 1t 1s 
not only a healthy operation, but i s essentia l f or the 
nen l th of the patient. 

l bat ' s a good wind-up • 

• Veil, if you people would be willing to help me on it, 
I •d more t han apprecia t e i t, because I need ell the 
hel p I con get . J>..nd I •ve got a very difficult job; it 
isn't getting any e asier . 
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