
DI.t.Ja 

Book 148 

October 26 - October Jl , l9JS 

Regraded Uclassified



-.t.-

Book Pa .. 

.f.D&lo-Ca111'omia Bank (San Franoieoo) 
ne.iahbaoker, Rerbena DelaDo tell• !IIIJr re•iaD&ti<>D 

to be lw>cled 1D U.ediat~ - 10/26/38.. .. • • • • • • • • • • • • 148 16 
Filw>oial Mt-up diaouued at 9130 ••tiD& - 10/31/38. . . 229 

.lppoiDt-enta and J!eli(ID&tiODI 
Ranea, Jolm W.1 

!IIIJr t.Ua 9130 voup FllR will appo1Dt li&Dea 
UDder Seoretar7- 10/28/38•• • ••••••••••••• •····· · ·· · 102 

0 I J!eill;1, ilar7 II, I 
Retiree •• .t.eaiatant Director of Mint - 10/30/38.... .. US 

a) HMJr'a letter- 10/2~)8.............. . .. . ....... lAS 

- B-

Burgeae, w. RaDdo1ph 
Speech, "l'rade Chan&ee and llcnetary Polic7, • to be 

deliTered at Rational Foreigll Trade CoUDoU - 10/29/JS.. . 167 
Bua1Deea CODdit1011a 

Haae aemorandua 011 aituation- 10/31/38.... .. ... .. . .. . . .... 330 

- c -

China 
Rea~ of ailitar,r aituation- 10/27/38 ••••••••••••• • ••••• • 

a) B'QClc r ·eportl •• • • ••• ••• • •• •••• • ••••••••••••••.•••• ••• • • 
CoUDternillng Dutiel 
See~ 

_,_ 
neiebh•oker, Herbert 

See Ang1o-Cal1fomia BIUik (Sen Franoieoo) 
France 

Plane ltieai0111 
IIIIJ! aalul Cochran to abow lionnat eve:ry courtesy - 10/26/)8 •• 
Oliphant .-orendua on c<lllferenoea witb lloanet - 10/27/38 •• • 

a) OutliDe of United states poeition 1D accordance 
with atatutea 

b) Explmatiao of tbe Trading with tbe 11:11-.r .t.ct 
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Delano, and Low - 10/31/JS •• ••• •••• •• •••••• • •• • • •• • • • 239 

Memoranda an projected .tudiea... . . .. . ................. )02 
l ather land• 

In eTent or &•.a! war, ---• to be taba in rell&l'd 
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TREASURY DEPARTMENT 

WASHINGTON 

Ooto~r 28 , l 9S8 , 

Dear lloncy: 

I 110 onolosin& a dnJ't on which we have all o.greod, t hat 

11, Hanes , Oliphant , l!u.a , llhite and ~aelf . I think it h 

good. I don't think the doouoont ou&ht to be a long ono , 

John Davenport 1o ccmin;; down Frldlll:{ , 

I a.m enelo::int; onothor snemor8lldum. in lighter vein . 

Siucoroly, 

Tho Honorable Henry Uor;::enthau , Jr., 
Princeton Inn, 
Princoton, 11aw Jersey. 

Eiloloaurea . 

1 
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II"" t hAt th&re are ao lll&ey definite aigna thAt the impron»nt 

in business '*'ioh beGan seTerlll months ago is oontinuins , it is 

appropri::to~t:o~r:e~Ti::e•:-o:u~r~o~b~j~e~o~t:i~T:e:a~wi::t:h~re::•:pe::o:t.t:o~o~u:r~N:a~t~i~ona~l~~~;2~~ eoon~,.."'' h cleilao U poas1blo addi~l.onol ma.-;a &or =•!C•~==~hi 
oCCg *'n. Aa one stop in that direction I h&ve decided to appoint 

under the chainoanshi~ of t he Sooreto.ry of the Treasury an intormal 

comnittoo on 1'1Goal policy. Othor members of the Caonitteo will be the 

Director of the Bud$et , the Chairman of the Board of Gonrnora of the 
? 

Federal Reserve System and tho Chairman of the llo.tional Re sources Com-

mittoe . 

As ito fi rst undertaking this eotcitteo will study t':o c l osel y 

related problems• (;I.J·.-,u ~~ 
(l) The amount of ""' lla

1
tional inca:noj"'iich ~11 ""o.n 3~ 

full employment .:0 all ecpl oyablo peraone proviil.:j;i;r~ 

a sto.ndard of llTin1> for t.ll coacensurcte wit~~ 

·=-· ....... , .. , .... oo. ;::¥~ 
(2) The proo-er dimensions, oh&raotor o.nd dietri ution, .,.__ 

OD broad and cenoral linee, of .. Federal budget of ~ 

ineomo and oxpendi turea sui ted to tho a tta1DI!I8nt 

caintananoe ot auch a leTel ot llational incotlO. 

0\lr reooTerJ program aue>oeeded in leas tht.n fiw yeo.ra i .n 

tho ~lational inco2 from a lenl around forty billiona t o a lenl ot 

anenty billions. Thoro progreaa waa interrupted, largely beoauae 
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- 2 -

noither induatry nor tho Govemmont itself had y<~t loU"Ilod haw 

to do&l with ecce of tho ooonc=l.o bottle-nook• 'IIIlich retard u ­

po.naion of l<atioul inocco. Happil,y. h0118VOr• WO &rO at;o.in ateadily 

forcing ahoG4 end leavinr; tho reoeaeion behind. Tho ~ow reoovory 

otrort ot le.at aprin0 has brought reoulta. It turn1ahod the 

nooosQ~>ry impulse to start the wheels of recovery revolving a gain . 

The bual.nooss cains ot tho laot throe months have seldCOI boon 

equellod in a alJ:Iilar period. We are r apidly approoohing our hitlh 

mD.rk ot 19:l71 but we shall not be aatiat1ed whon we have reached it. 

lfo ahe.ll not be aatiatiod with Qything lou tlwl full omplO}'IO'Int 

and employment at a full livin~ wa~:o of thoao 'lObo wore employed in 

t ho peat e.t lou then a living "*Ill• Thia will mean a llational 

inooce ot tar more then aeventy billions a yoo.r. We t.1m to attain 

a level ot ninety to 100 billiona and we intend to go on troa 

there . 

tic ~r.&rkots tor an 

aervioee goea 

ocruli tiona and. 

is a pro-

lth 

' 
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TREASURY DEPARTMENT , . 4 

.. .,. October 26, 19)8 

~ Secretarr Morgenthau 

.- llr. Haas 

In accordance with rour request of ~i• morning, 
attached are tbe following: 

(1) Data on the number of W. P.A. workers, as at 

October 2?, 19)8, together with tables and 
chart showing comparisons with earlier 

periods; 

(2) A chart and tables showing: 

(a) The total number of W.P.A, workers, and 
(b) The Bureau of Labor Stat18tics data on 

total employment, exclusive ot agriculture . 
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To: 

From: 

• 

October 26, 1938 

The Secretary 

Miss Lonigan 

The total number or WPA workers on 

October 22, 1938 is 3,201,000. The increase dur­

ing the week trom October 15 to October 22 , was 

3~,185 workers. 

WPA employment has increased 1, 733,000 dur­

ing the year trom October 23, 1937 to October 22, 

193S. 

This is the highest number ot persons that 

has ever reoeived WPA employment . 

5 

• 
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WORXS PROGRESS AD!aNI8'1'RATIOB 

~ber of Workera E.aloyed - Weekly 

united Statu 

Number of Worker• 
Week ending ( In tboueanda) 
1938 

1,945 February ~ 
February 2 1,985 
February 19 2,gn 
February 26 2, 07 

March 5 2 , 1~ 
l!aroh 12 2, 2 
March ~ 2,3~ 
Karch 2,3 

Aoril 2 2, 444 
April 9 2, 5(>4 
April 16 2 ,5~ 
April 23 2, 5 
Anril 30 2,583 

May 7 2,608 
.lay 14 2,638 
!lay 21 2, 652 
Way 2~ 2 , 6~0 

June 4 2,695 
June 11 2, 711 
June 1~ 2,7~ 
J une 25 2,7 7 

July 2 2,~7 
July 9 2,~3 
July 16 2,899 
July 23 2,~ 
July 30 2, 7 

August 6 2,996 
August 13 3,017 
August 20 3 ,~9 
August 27 3. 7 

Sentember 3 3.~ 
Seotember 10 3,102 
Sentember ll 3' 1111-
September 2 3,120 

October 1 3,1~ 
October 8 3,1 
October 15 3,1 7 
October 22 3, 201 !I 

Source : Worka Progreaa Adainiatratlon 
!I Confidential 

7 
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WORD PROGRD8 AlllliiiiB!RAtiOI 

IUaber ot Worker• z.plo)'a4 - Kon~ 

Un1h4 Statu 

~u.ber ot Worker• 
(In thouaanda) 

1936 2 , 926 January 
February 3,036 
.llaroh 2,S72 

April 2,5~ 
lla)' 2,3 
June 2,256 

Ju17 2,249 
August 2,~7 
Beptaaber 2, 2 

Ootober 2,~1 
No·nmber 2,4a3 
Deoember 2,192 

1937 
2 , 1~ Januar7 

J'ebruarJ 2,1 
.U.Z.oh 2,115 

April 2,070 
lla)' 1,999 
June 1,821 

Ju17 1,~ 
August 1, 
Beptellber 1,451 

October 1,476 
November 1,~20 
Deoeaber 1, 29 

1938 
Januar7 1,901 
J'ebruar7 2,076 
llaroh 2,395 

J.pril 2,~ 
lla7 2, 
Jue 2,767 

Jul7 2,967 
J.acud ,,067 
8epteaber , ,120.; 
louroe1 .Worka Prove•• J.4a1n1atraUon 
J1 Oont14ent 1al 

8 
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lUcn s o f 
,{0~1·" 

II 'RPA 

PRIVATE El!PLOY!!ENT U D WPA ROLLS 
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-II pi m }.2. II ~ 
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1937 
Janu&l'1 
rebruary 
llaroh 

A;pr1l 
11&7 
June 

Jul7 
Auguet 
Bepte•ber 

October 
KoTeaber 
Dece•ber 

19~ 
J&DU&l'1 
rebruary 
llaroh 

April 
11&7 
June 

Jul.)-
Auguet 
llepte•ber 

lfllaber tit 'loran 
(In ~oue&Dda) 

33.596 
5(•123 • ll 

311-.~j 
311-,~ 
35. 

35,0311-
35,0~ 
35,1 

3a,02o 
3 ,233 
33.589 

52,177 
2,01~ 

31,97 

32,lo6 
31.~311-
31,7~1 

31,756 
3l,m 
32, !I 

Source: U. 8. Bureau ot Labor 8tat1et1oe 
!/ Oont1dent1al eet1aate 

" 

10 
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WOMS PBOGRJ:S8 AlliDriS'l'RA'l'IOI 

lumber of Workere lap1o7ed - Xonthl7 

Uni ted Stat .. 

1937 
January 
February 
!.!arch 

April 
l!ay 
June 

Jul7 
August 
September 

October 
November 
December 

1938 
J anuary 
February 
Uaroh 

April 
lla7 
June 

JU17 
Auguet 
September 

lumber ot Workere 
( In thoueande) 

2 ,13~ 
2,146 
2,ll5 

2,070 
1, 999 
1 ,821 

1 , 569 
1 , 4&> 
1,451 
1,476 
1 ,520 
1,629 

1,901 
2,076 
2,395 

?, 583 
2, 61'!0 
2,767 

2, 9(17 
3,067 
3,120 !/ 

Source: Works Progr ess Adm1n1etrat1on 
~ Cont1dent1al 

11 
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TEXT OF A TELEGRA l'I:IO illl'.SS AGI: Rl:.iJEIVED AT THE CBUlF.SE IDtBASSY 

CiiUliGKDIG, OOTOBER 26 , 1938. 

12 

Tba J;Uittry spokest.lllr. ar.nounoed that orderly ovAoun­

ti or. f Nrn the Tri-oities of Wuhan (Bankow, WuchAr.g and Hanyar.g) 

had beer. oom"J>1.eted yesterday and thl't a r.ew 11I.e of def.et.ee had 

boot. e3tnbllehod outside the area . He then grtve t he foUowing 

ex..,:i.er.at it'L<3 as t o why ;7tlhar. WES evacuated 1•hor. tho Jape.r.ese 

we r e st ill outside tho ir.t.OT dofer.M line of the Tl·i - cit i es . 

First, Chi&a 1 e fw:onmontnl p olicy ts baaed or. " nroloc~ed war­

fnre, taki.ng ir.to oonaidure.tion tbo whole soone of the military 

opuratior.e. Importance is not attached t o t he r etention or loea 

of any particular city, but e very effort must be mnde t o prolorg 

tho w~rfare s o as to wear out the eLemy in t he very process, ar.d 

to pr eserve or e trer.gthen t he Chinese capacity of reeietar.ce , In 

tho pest six mont!ls Chinese f orces have offered stubborn r esis ­

t<lt:oe a t t he outs i do def.er.ee line of the 17uhnn aroa ar.d ha ve 

a -::hieved the objeat of the WRl' of attrition by inflictir~ h eavy 

caaunlt i os on the ouemy . Secordly , the eiflr.i~ioance of de fend- , 

ing Wuhan liea in the proteotior. giver. to t he trar.ofer of man­

po•·~t•r and llll!toria1. roeourues f.r om aout hw.,st ern and centrAl Chir.a 

t o t.l'e interior . iHtJoe the ren.ovol of mnte r tal resources er.d 

the ovaon&tion of civil iru:e from lfahcn hn\·e been s uccessfully 

O'lrried out , tho d•tty o:f nroteot ing the renr t e en~ ed . From t he 

po int of vie w of t he er.tire scope of re~istanoe the retenti on of 

W~ is r.o lor.gor ei~nifioont . Thirdly , the Chinese mili tary 

strategy 1s 1»tRdd on thd nrir.cipla of r etair. i r.ll the ir:itiativa : 

Chtnese forces mu•3t al•va;,•e r "' tain tho frepdom of notion nnd can­

not &fford to be ~o:·nered l:y the o:-.eoy . Ravi~ oouoed gree t 

loent:s t, tha uT6.J;7 , ""d l-nvi~;!" proteotild t h<l t r ar.efer of tr.an­

POW'>r or.d rtat or1r.l r CJaouro<Js to the intori or, 11 is cor.i'li<lerad 

wmuoessury t o fu r th. .. r Jcfor.d Vluho.n , lest the Chinese f orces be 

foTc~d t o fi~ht o ueoisiv~ bat~lo in Wuhnn which is oontr&ry to 

t hu ru r !JOOe of a !)rnlon~od war f11re . Lns t r oneon why the Tri­

~ itios is not iurthur dilfer.ded is thnt it ie the eir.cero desir u 

of 1 he 0h1De.so authoritioJR t o 1"1inirnize thG noril of euf~c rir.ll 

which cor.fror:te t h..J Chinese and for<~i~ r esi dents who orumot find 

m~nt:s to <J vnonat o . Chit:a' s chitlf oonoarn is to r e tain tho initi­

stiva e"ld OO!lSHrve t ho fighting strungth eo t hnt by c l osely 

following this poli1y, t~ ... Ja~~OdO oil itnry etrnto~y ~y be 

j!r.lduolly defar.t vJ , er.d th ... ~fOAl of our ulii'nllt o v iot or y rooy bo 

e oiti-..vud in t hu und. Ger.eraliss1mo Chior.g Y.ni-eh.:Jk anfo.~ly l oft 

R:t.n!:ow for yoJt ur.didoloa vd dost 1nation from whor.> ho will continua 

to dir ect furthe r operations. 
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BloiJr : 

Preston 
Delano: 

l:lNJ'r: 

D: 

RI/Jr : 

D: 

PIIJr: 

D: 

Rl.tJr : 

0: 

lili.Tr: 

0 : 

HJ.!Jr: 

D: 

RIIJ'r : 

D: 

HJ.IJr : 

C: 

!WJ'r: 

Yes. 

Wednesday 
October 26, 1938 
llt43 a . m. 

! 3 

I' m just calling back t o supplement your conversa­
tion with me yesterday about Kr . Jones • talk about 
the Anglo. 

Yes. 

Jones called me t his morn:lng . 

Yes . 

And sa id that he had been in touch wi th Herbert 
Fle ishhacker . 

Yes. 

And Herbert Fleishhacker was now going to place 
hi s resignation before the Directors -

Yes. 

- immediately , to be effective at t heir pl easure . 

Yes . 

And I sai d that t his offi ce had t-..o things in mind 
about that situation. 

Yes . 

The f irst was that we felt that because of the 
publ i city that had been attendant upon these 
Lazard Frcres t rials -

Yes . 

And also because of the very serious t hings that 
are in our examinati on r eport -

Yes -

- we felt that the sooner t hat III' . Fleishhacker 
could be phys ically detached -

Yes . 
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- from that bank the better off we'd feel. 

Right . 
' 

That was number one. The second one was that 
we felt very strongly here that we wouldn ' t, 1t 
our opinion were asked, advise the Secretary of 
t he Treasury to put any money 1n that bank -

Yes, 

- until such physical separation take place. 

I'm with you a hundred percent . 

Yeah. 

I'm getting a l i ttle bit f ed up on it. 

Yes. 

And-

No, he protested a little bit on that . 

Viho? 

Jesse did . 

Oh1 to hell with - with that . I mean 
Ah - the sooner that that fellow is - to use 
your language - is physically separated from 
that institution the better t•ll feel. 

Well, I - I thought it was good to nail 1n thos e 
two points of view. 

And I ' m with you - I ' m with you a hundred percent. 

Well that ' s fine . And I - I do -

And I personally am .!UZ anxious to get this thing 
cleaned up t h is week. 

So am I. 

And I told the President about i t and I t old him 
that I thought it was going to be cleaned up thU 
week. 

.. 
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v:ell, it looks now as if it will. Although, Jesse 
comes back and says that , "Well, even if we do put 
the Government money in there before he i .s physically 
separated we have a management clause and all that 
sort of t hing •• • " No, that wouldn ' t s atisfy me, 
11r . Secr.etary . 

Ah - I' m not - ah - look I' m with you a hundred 
percent - I want that feliow out - lock, stock and 
barrel. 

Fine. 

No, I - I - and l' 111 .!i\!:Y. emphatic . 

Well , that's fine . 

And -

And I feel s o strongly about it myself that I would 
I would personally say to you -

Yes . 

That I would verY much r egret it t o have you ask 
t he R. F. C. to put money in that institution -

Well, I wori 1 t . 

- until he was out . 

I won 't - I won' t ask for one cent . 

I r eally t hink it would be a very grave error . 

Well, we're t oget her - and they ' re going to meet 
on Thursday , aren 1 t, they? 

Yes. They are . 

~ell that fellow should be out by Thursday night. 

Well . Fine . 

And I'm sick and tired of it atxl - and ah - and 
ah - he - the fellow should be out by Thursday. 
And 1t should be announced and should be in Friday 
morning's paper s that he ' s out. 

• 

' 
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Tha t' s the way I f eel a bout it . 

He shoul d be- I'd like to see it in Friday morning's 
paper. 

Well I 1 m so pleased you feel tha t woy about it, 
!o!r . Secretary . 

And I won 1 t budge one inch. 

Fine . There ' s one other complica tion. 

Yes. 

Las t n ight Cy talked to Sedlacek out there. 

Yeah. 

And Sedlocelt s a id t hat the re had been some buc.king 
on t he part of Herbert, who wos now t h reat ening not 
t o resign and all t hat sort of thing . 

Vlell, he t h inks he ' s gettlng support f r om here. 

Well, he - ah - if he is why it 1 s very r egret table 
and I -

Tell him if he wants t o bring on - on h i m the 
complete colla pse of that institution all right 
but t ha t - then he's going t o do i t. 

\'iell, i f that - if' Sedla cek asked t h is question 
of Upham - that if' the Di rectors ~ould ask u s -
ask the Comptr oller' s office whether we held the 
position tha t Mr . Fleishhacker should immediatel y 
t ermina.t e h i s ah - h i s connection with that bank 
would we r espond yes . Now rrr:t disposit ion i s to 
say yes . 

Absolutely . 

I see no r eason for dodging t hat i ssue . 

Ah - and - and 1i' you want to you - instead of 
using - if' you want t o , instead of using the words 
" the Comptroller of the Currency" you can use the 
words 1 " the 0 . S . Treasury feels that way . " 

Fine . 
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That makes it all inclusive. 

That ' s right. And I 'll -

I would say that that is t he way the Treasury 
feels . 

Right. 

Now that - t hat puts us both in the same boat . 

Well, we'll exert just as much pressure from here 
as we can . 

Well, :you can - you can say that that is the way 
the Treasury feels. 

Well , U I' m asked then by wiring there I'm going 
to say t hat . 

Yes . The Treasury feels t hat -

I 111 say the Treasury. feels that way and I'll sign 
~self as Comptrol ler of Currency . 

Right. 

All right, s ir . 

Thank :you . 

Goodbye . 

Goodbye . 

17 
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TtCIIICMn••" Wllf"Aft .. -·c. 

In replJ refer to 
u 8!18.5171/12 

• ; 

DEPARTMENT OF STATE 

WASHINGTON 

October 26 , 1938 

The Secretary of State preaente hie oo~limenta 

to the Honorable the secretar y of the Treasury, aod 

enclose• for his 1ntor.at1on a oopr of contidenti.al 

despatch Jo. 501 dated October 7, 1938, fr011 the .berican 

Minister at The Hague, Jetherlande, which repliee to 

the Department' 1 telegraphic inquiry of September 2S, 

1938, aa to meaeurea whioh might be taken by Betherl&ndl 

authoritiee in the event of general war in Europe in 

regard to t raneaotione on the etock exchange and liquida­

tion of holding• of Aaerican eecuritiee, 

J:ncloeure: 

Jo. 501 of October 7, 
1938 froa The Hague. 
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••u tllata .,..... -.. Outpal law a.,ooo,ooe. N1 l.eu 11 

~..... . ............ ,...-.... .. 
h•lll -.al.._ e6 I uec :r1• "' ''" _. •e ... ell IMl.U .. 

Regraded Uclassified



---
I I,.. .. ,, 

------- , 

'CDI:RAL R&M.WC 8AHK 
OF N KW 'YO IItK 

• 

. -
24 

I!'FICE CORRESPON D ENC E 
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-.-
CcmfOI'IIIOO oobedlalod fOI' UIO oa4 Of ~~ WMI£ 1a aorotllllot1 0 

cloood -DCIIIT tor ~oo 11b1Cib no ,....,~ ill,...,.,. .. oo •-lac 

oxobmao ooa,rol, oo tu oo \ho torttp -.h'"l' ••rtrn 11 ooa­

oomod. JlO•w•, ooatUnlac repono ooaUno w ••"• troa 

Jr~~too · a• to *'' o.lo41• 11 Ullel7 to to a4• bio plmal')' powro 
on4 • aoo4 4eol of 41oappo1D\IIe' , .. , to prwatl 1D Pol'1o o•• 
\be ton tala\ bo hal c!Dao aoUliq 10 tu. ,_, people 1 .. w toel 

'ha' \be laa.ool loeiol11h aro t111t•ta1 to 1- .,.,. to \ho ••'"'­
l'fo1'fbodT 1 .. 1 to bo 1D a fta\1 of aopeao 1114 onlUDI Rfthll' 

4wolo,_.,, 1D auoeUloo \b11 ..-. •-•uo, Ulo tnao h ·~ 
quid .. .,, tor o44 opo•1 IAiah oo tb.i1 .oi'Diaa 'lhc Col'1pol 

IAittorod \ ho II'Mton . ~al ot tortllp ozoh-.o 1D owonl wooka. • 

Wltb HIOI'eoo to 4wolo,.etl OD Ulio a14o, I ••U 

Rawer \hot balllDOII iD 'hi tol'eip OZGhODII DaftO\ WOI 1'01'1 Cllll" 
eel lftrooN1Dol'tl7 lllliDtoHnlq. tho toao tor o\ll'llDI ... od • 
lUUo bo\tor boro, -r1 l'lloN.lDI 4wolaaUoa ao\ atfoo\1DI oar 

aarlcot at all. l"onholo .. I thOUih,, I la1cl1 'ha' 111ob -rl 

•oro bouacl to ooao up troa tiao to Uao oopootol17 oftll' Coaanll 
•on1 tbc prollobl7 ottono wal4 llo ... , -, \bo .. , aroap *1* 
ho4 boc oo ooU •• 1D 1111 " ~ .-.. ntftbll' 4"oluUoa ot 
tho 4oUu " \bo 101 1 .. 11. -.. tbo 111\S.ado .. ,_, of tboM 

otto1't1 wal4 tlo 1 ~••t, of ~••• ...... 1 ntOI'I'Ot " 'alii' . 
I bad PI'Wl•~ W •• lll'o lol .. "'- t&ao to two d1at a 
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a ppoaNlr bea'r7 ~pMUl.aUn lbort pold.UOA tor lh1'1f.Dc 1a \b11 

aarket. .t.a fu •• our 'IUIDlu wen ooaouaecS, I N14, I 41dD't \biak 

t hen wu artT .aoh lpHUlaUoa. I ha4 before ae tba to\11 t11\1hl 

ot ill our r~portiDC bmk1 Wlillb lbowecS le11 Vlm t7,ooo,ooo abon 
1D 1terl1D11 ~ of Uta\ hi.~ b_,.a4 '117 1014 bo1d1ql 1D LoDdoao 

! h• bilbalt tb11 lbon poi1UOA bad raaobecS 1D raooot -tb• bK 

baoo tlll,ooo,ooo 1D t b e a144la of jqlan at Wbi.Cib t1ae, bow..,u, \be 

aterl1D1 pold.Uon bad bam badca4 100- b7 1014 ho141DII 1D Loladoe. 

I Wll DOW K\l47i.DI fl.l\11'01 tltftlilba4 b7 e•erel.al oo4 l.nduatrial 

fiNI abo~~\ 11b1ob I 1101114 talk to b1a -• other ua., 

I 1D Clllll'ecl 11b Mbar 1Jl adell U OJl to Ule 111 11001 000 1014 

thlppad troa lllaeo1 .t.1n1 OJl Ocrtobar 11, l'OIIZ41DI whlob be had eab1 .. 

ua on October 1'F, there ware othu •01a\1 ooaaa forwuct. Ba*er 

rapl1 .. that at the -•• \hh lb1paoo\ waa the ODl7 oae but tba\ 

t b. a1abt be abippf.Dc aDO\bll' 11,1100,000 w1\b1D tbe nan weelr 01' 

ao, PGII1b!T 011 Uta Jonben Pl'1Doo 011 IOT•bu 1, •4 \bd be ..U 

cable Ill 41raftl7 11boo thl.a aaUar waa IWUoA. Ill l'tP!T to ltf 

qu .. t1on, Ka*ar 1\a\ad tba\ Vlh wu 1014 th1!1 ba4 boqbt flea the 

bctnUae C•\ral a~D~t acwn .. el'l1DI p.,_.,. 1Jl LeedDao 
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SEcrEtary or Stat£, 

' lashington . 

572 , OctobEr 261 6 p. m. 

GRAY 

BErlin 

DatEd Octob Er 261 1938 

REc ' d 2 :04p. m. 

No. 28. FOR TREASURY FROM HEATH. 

Following yEstErday ' s nnnounccnEnt t~t thE third 

Rtioh ~oan or 1938 bed bEEn ovtrsubocribEd and would 

bE i ssutd in thE ~ount of 1 1 850 million marks th£ 

Finane£ Ministry today announcEd that 4- t% REich bonds 

would b £ offtrEd in EXchangE f or Austri an int Ernal 

and forEign bonds. 

As rEgards i ntErnal Austrian i ssuEs thtr£ w£rE 

about 1, 200 milli on sbillingo worth or bonds outstandi ng 

nt th£ End or 1937. This •1ould nEcESsi t atE th£ issuancE 

of somt 800 million marks of Rtich convErsion bonds . 

11ILSON 

KLP :''r:IC 
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REB 

TELEGRAII SEN~ 

October 26, 193B. 

4 P• m • 

. J!Eii3 .. SSY 

LONDON ( ENGLJ.ND) 

653 

FOR BU'l'TER'JORTH FRO!: TREi.SURY . 

QUOtE REfEr your t'o . 1243, October 25, Secretary 

of the Treo.sury desires H'lwl<ey arrange to return to 

\"hshington before end this ye'lr . Suggest you consult 

with Hawkey ond if you think i t would prove of volu£ 

f or him to rE'nain in Engl <nd f or 
1 

say 1 1:-nother month for 

~dditionol EXpEriEnce, plEas e ;nnlrc necessary arr:mgcmcnts . 

Lochht<~d . END QUOTE. 

L.". : HF' : L'-rt 

HULL 
( i.iF ) 

27 

\ 

Regraded Uclassified



REB 

Scorttary of StatE, 

Washington. 

1250, October 26, 6 P• m. 

, 

GRAY 

London 

Dated OotobEr 26, 1938 

Rtc'd 4tl5 P• m. 

FOR TREASURY FROM BUTTERWORTH , 

The dollar op'tnEd offErEd at 4. ?7 nnd has fluctuatEd 

during tht rEmaindEr of thE day bttwEEII that f i gurE and 

4,77 7/8, At thE latt~ lEvEl thE British authorities 

intervEnEd to chEck any further appreciation of the pound. 

159 bars wert sold at gold fixing at 145 shillings 9 pEncE 

of which 54 WErE married and a considErablE pe.rt of thE 

r tmaindtr was suppliEd by thE Bri t i sh fund . DuE to a 

rtport that the FrEnch MinistEr of CommercE would advocatE 

at tht forthcoming meeting of thE Radical Socialist Party 

thE i nstitution of a controlled economy in FrancE thE franc 

has bEEn fairly hEavil; oft~rE:l tod.ay. 

NPL 

EliB 

KENNEDY 
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P.ARAPJIUEll: OF fi:LmiWl RIOIIVK%1 

rRCII: Aller1can lllba .. ,., Parte, F:ranoe 

DATI: October 28, 1938, ~ p.a. 

10.: 1818 

JROll COCHRAN 

29 

At noon today I waa •hi ta4 by Kr. Portera, who 1a 

now the European financial ad•i .. r to the 8tan4ard 011 

Company , and formerly waa reaident manager of the Bank 

tor International Bettl•enta. Be 1na1ata that the 

British do not want to aealt trade ad...aDtages through 

sterling depreciation, It is his belief that the Britieh 

are genuinely desirous of achie"t'ing a stable rate that 

can be maintained in the face of armament expendit urae, 

the unta•orable balance of t rade and the unhappy interna­

tional situation.s. Portere emphaeized the hea•y loasee 

undergone by the British equalization fund in their effort• 

to pr .... ent too much of a decline in the pound. Be laments 

the paasing of do1lar and gunboat diploaacy and beli .... ae 

that both the Bri tiah and the Amerioane ha•e been too 

trustful of their neighbors and .aintained too loyal 

attachment to ideals that cannot be achie•ed. 

Portera said that when he aeae eoono11hil uaed im­

portanily tor originating •ote-getting ideaa, labor ae · 

the beet currency backing, and barter turning out to be 

a moat effecU•e trading Mthod, be taela tbat r .... 1110111 

18 naeclecl in the great d•oaraoiee w1 th their euppl1e• of 

gold an4 their olc1 14 ... of oo-eroe, in order to Met 

thl 
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the aggreeeiTe oa.petition whioh ie being eo foraidabl)' 

preeented b7 the totalitarian etatee. It ia his opinion 

that the war debt queation should be settled, and that 

t he .lnglo-.laerioen trade &gre81lmt e:zpediied; he belie""" 

the luropean situation would haTe deYeloped quite differ­

ently if the war debt• had been ad~uated and a trade 

agreeaent oon~~UD~&ted ••tore Auauat. 

Toda7 the Parie exchange aarltet was nerToue aa a 

reault of the report that a plan for 1 oriented eooncar• 

would be adYanoed for France at the Marseille conference 

by the Minister of Commerce Genten; the market interpreted 

t hie as including control of exchange. There wae alao 

weakening of forward franc. I~ortant aalea of dollar• 

againat aterling and gold b)' Sri .. Bank Corporation. 

Soae dollars alao aold by Bank of Iodo-China. .li fiTe 

o ' c lock I vhited at the Bank of France; the .French fund 

by that t1• had loat one million pounde beoauee of the 

aforeaentioned report, and.in apite of aoTing the rate to 

178.90 (it waa 178.7•). 

My contact told ae that he ia oonTinoed there baa 

been no official deaire in London to •••_weakening of 

sterling, tor 1n the firet plaoe, he eaid the Britiah 

knew auob a polio)' woul.d pin nothing tor th•• 8econ41r, 

1t the poUDd deterioratecl, British preetige 110uld be 

fUrther 
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fUrther w-.kcecl U4 ill tho proect oirCIIlllnuooe tbie 1e 

oer~illly zaot doeirecl. 'third, tho Bri Ullla aro auiou to 

nep oza their -rkn ~ho toroip hol4111p that aro eUll 

there, and by izaepirizag oozatid•oo ill a etrllllg pou11d ie 

• 

the ollly • Y thie oan bo aoca.p11ue4. lily tr18114 ia 

turtheraoro oODeidorably aware ot the dotoneiYo atepa takoza 

by tho Br1t1ah cozatrol; he bolioYea t hia ahould bo euttio1ezai 

to conYince 0110 ot the good 1zatant1one ot the Br1 tiah. 

Be B&id thai while today 1a the beat day o:q~eriuce4 by 

t he Br1 t1ah contr ol tor aoae time, 1 t ouly regaizaecl 67 

•11110111 ct tho eoo or a:>O 111111011• loet recezatly. 

In the aotual oir c uaetancee, my friend eaid he wa• 
not unhapPJ' to ••• etorioe ot pouibla dnaluatillll ot 

the dollar oauu dollar w-.keneu, which helpecl the po1UI4 

a little. Bowner, he doee zaot e:q~aot d8Yaluat1011 to 

t .so, an4 110uld bo greatly dhappoizate4 it the .taer1oa11 

authoritiu took euch aotioza. lily triezad ... id ho 1• co­

Y1nced that it ouz 11111te4 authority were uaed 111 thie 

d1rect1011, tho Br1 Uab., who b.& YO un11111te4 authority, woul4 

1•od1atoly ltoep paoo or non go befODCl tho 11111~ wo could 

go . !he world'e currezaclee would ilaeza tollft thie laad, 

and sa. euob. dogreo ot iutornat1oaal etab1lity ae haa b.­

aohinecl would bo thua doe~royect. ne tflli ted B~atoe woald 

therefore b.aYo zao--1ag ba a book profit 011 tho dollar Gilt. 

DD liiDI&GI. 
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FOR TREASURY FROM BUTTERWORTH, 

PLAI!~ 

London 

DatEd OctobEr 26, 1938 

REc ' d 5 t05 P• m. 

ThrrE months ago though thE rEcEssion in British 

businEs" activity v1as conti nuing thE J:.t"lF: ris E in thE 

NEW York stock markEt had influEncEd stock pricEs i n 

London as indicatEd in No , 653 of July 26, 6 p . m, and 

tho\~h thE innicEs of Briti sh businEss showEd no corr E• 

sponding improvEmEnt thE in~luEnC£ of possi bl E AmErican 

rEcovEry was an important factor in thE Brit~sh tradE 

outlook, At that timE thE two quEstions wErE (1) was 

American rEcovEry rEally undErway and (2) what would bE thE 

final outcomE o~ thE disturbEd situation in CzEchoslovakia? 

Now that both thEsE quEsti ons arE considErEd to bE 

answErEd in a mannEr which should givE somE stimulus to 

thE British tradE outlook, two nEW uncErtaintiEs havE arisEn 

which makE thE prospEct as difficult to pr Edict as EvEr, 

ThEy arE (1) what will thE nEW armamEnt and d EfEnsE 

mEasurte cost and how wil l thE cost bE mft , {2) how much 

and 
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and what manner of i nt erfErEnC E with businEss will the arms 

program tnta.tl? 

ThE fundamEnt al fi nanci al problons fac i ng GrEat Britai n 

r011ain as outlinEd i n the monorandum "ThE British f i nancial 

outlook" pr Epared last June . ThE magnitudE and thE cost of 

the new armamEnt plans arE still unknown; thE following 

facts give an i d Ea of whet is EnvisagEd: (a) thE pre- crisis 

air prob~am callEd for 2375 front linE planEb"by 1940 whilE 

it is gl~Erally bEliEvEd tha t 0Ermany ~~ r. now put 10
1
000 

planEs in thE air ; (b) thE army program includEs the 

mEchanization and modErnization of practically thE wholE 

Existing structurE of the rEgular army and a lar g E par t of 

thE a~y in India amounti ng altog cthtr to about 10 divisions. 

It also includEs rEarming and Equipping with ~Echanical and 

modErn i mplEmEnts thE EntirE tErritorial army which is to 

bt madt Ov Er from 12 infantry divisions (1918 styl£) and 

2 anti- aircraft divisions (still untqnippcd) i nto 9 nrn 

stylE infantry di visions , 1 mEChanizEd divis i on, onE 

mobilE division, 5 anti- a ircraft divisions and a l argE 

number of vEry EXpEnsiv E units suoh as a tank battali on , 

anti- tank rEgiments , light anti- air craft rEgi mEnts Et cetEra . 

Tht already EXtEnsive naval program will probably not bE 

grEatly EnlargEd though some sp££d- up may incrEas E th£ 

rat£ 
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rat£ of expenditurE , i•'inally with regard to ai r r aid 

prEcautions an official of tht committEE on I mpErial 

dEfEnsE statEd in confidEnCE that to tnsurE ad Equate safEty 

for thE civil population sEV Eral hundrEd million pounds 

could bE spEnt , 

~hEs£ f~, facts point not only to EXpEnditurE of an 

order not fully facEd but aloo to the inEvi tabilit y of a 

considerabl E dEgrEE of dislocation of ir.dust:-y and tradE 

lfhEthEr dEll '>EratE mEasurEs of rEgir.:tn':; At ion art takEn or 

not , 

ThE coursE of AmErican rEcov Ery ESp Ecially as it in­

fluences thE British EXport tradE may havE a considErablE 

EffEct on this phasE of tht probl£1!1, I'IErE i t not for t he 

condition and importancE of tb£ txport tradE~ which was 

emphasized in No, 1128 of October 5, 5 p , m., a period of 

r El a tive slacknEss in hEavy industr y might bE wElcomEd in 

the facE of so grEat a forcEd public works program, But 

the fact is that any all Eviation of t ht arms task whi ch 

might follow from rElativE slackness in commErcial competi­

tion for labor, capi tal , and r aw matEri als, would bE offset 

by thE addEd nEcEssity for d ElibEratE and pErhaps dr astic 

~Easurcs to maintain thE EXport tradE if no Expansion in 

uorld mar kEts was forthcoming, 

For 
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For thE timE b Eing thE Bri tish f inanci al and busi ness 

communiti ES show EVEry sign of bEing unablE to for Ecast and 

to plan in thE facE of thE uncErtaintiEs as to armamEnt 

financing and thE EncroachmEnt of that program on industry 

and tradE . ThE stock markEt rEmains uncErtain and 

rEstrictEd; policiEs of invEstment cannot bE formEd and 

businEss dEvElopmEnts ar~ shElVEd . Indicts of gEnEral 

busints~ activity ronain largEly unchanged ~•cEpt for thE 

obvious :•EflEctions of the crisis such '\O hic;hcr railway 

and oab~.E traffics , sharply curtailEd building plans , ct 

c Ettra. 

ThE short tErm intn•national political ontlook is rE­

CEding in i mportanc E as an immEdiatE influEnc~ on markEts , 

and EVEn AmErican rEcovery from which much is hopEd is now 

lookEd upon morE as an allEViating factor than as a positive 

reason for optimism bEcause thE armament task and its 

imul1cations dominat E thE wholE picturE. F~om all quarters 

it is assumEd that thE country ' s military strEngth must bE 

brought into lint with that of possiblE EnEmi Es . Though i n 

post- crisis spEEChEs GovEr nment spokEsmen h:lVE r EitErat ed 

. 35 

thE PrimE MinistEr ' s hopES of disarmamEnt discussions thE 

nEcEss i ty for Britain to back diplomacy with armEd strEngth 

has bEEn rEpEatEd in all statemEnts madE by Cabinet Mi nisters. 

For EXamplE Lord Halifax said : "But if this country ts to 
play 

• 
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play lts full part with others 1n sEcuring peace it must 

be nblc to speak with equal weight . One- sided armamEnt 

and one-sided disarmament art both 1mposs1blc and give no 

help to peace , Ther efore we must tak£ all measures 

-- already taken months ago by continental countries 

that ar c essential to our strength nnd our safctf' , This 

conviction stEmS moreover to b t practically universal nnd 

the prct~nt t onpcr of th£ city 11k £ t~t of t h£ country 

seems t o bt on£ of stern determination ':hat the startling 

dcf1c1£ncics in British tnilitnry strtll{>th shall be made 

good cf'ficiE11tly and quickly. l•'Ol' there ia \7idcsprcad 

1ndi gnnt 1on at the evident inefficiency of armam ent and 

defense pr Eparations so much so that Inskip os Minist er for 

the Coordinntion of Defense has bttn characterized as th£ 

worst nppointmcnt sine£ Caligula 1nndt his horse a Roman 

Consul. 

Tht city is pre- occupied with discussions of probablE 

plans for increased taxation nnd ror tit£ r aising of Government 

lonna with possible mmsurcs to i nfluence tht directi on of 

investment , The establishment of n Ministry of Supply is 

now almost tnktn for granted though nothing is known as to 

the extent of the powers which lllllY be given to any such 

body, There 1s almost universal advocacy of o registration 

scbcm£ 
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schcnE wb1ch would mEasurE and analyzE n1an powrr for produo-

ttvr and dEfEncE purposrs . 

Both prEss and govtrnmtnt art taki ng thE l i nt that thE 

armamEnts task will ~rquirt painful sacrificEs . Lord 

Halifax said that "If WE art to makE mort swift progrEss 

with tht rE- tquipmmt of all brancht.s of our dEfEnsivE powEr 

tt is cErtain that this can only bE achiEVEd by thE rEadinEss 

of all pF.oplE and all i ntErEsts ~o mal(£ srtat sacrificrs to 

thE common End( ••• ) for somE thE sa~ritic£ will bE of 

monEy ( ••• l of othtrs it may b£ nEoEsuary t o dcnand 

sacrificEs in othtr forms" . 

Politi cians havE usEd such phrasEs as Lord Saldwin 1 s 

"I would mobilizE industry" whilE t h E i r.1portanc E of thE 

E.xport problm is rEOEiVii16 r.idE attEntion as Evid EncEd by 

thE spEcial mEEting of thE Association of ChambErs of 

Cornn1rrc E, committEEs or whi ch arE now EngagEd in drawing 

up n rtport to b E prESEntEd to t h t GovrrnmEnt. ThE fEdEra­

tion of British industries has urgEd a t hrEE dEcktr tariff 

and the suggEstion of KeynEs (No. 1114 of Octobtr 8 , noon) 

has rEc eivEd wid£ commEnt and thErE arc many •:ho bEliEVE 

that Britain should n EgotiatE for a grEatEr balance bEtWEEn 

tht amounts shE imports f rom and Exports to individual 

countriEs . A rtoEnt sptEch of t hE Parlia~Entary S Ecrrtary 

of thE 
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of thE DEpartmEnt or OvErsEas TradE indicatEs that thE 

GovErnmEnt is considEring thE fundomtntal problEms of thE 

Export situation. AftEr stating that EVEry pocsiblE mEthod 

of improving thE compEtitivE position of British EXports 

must bE EXplorEd hE said "among thEsE mEthods I a~ convi~cEd 

t hat onE of thE most important is to dEVisE Ef CEctivE 

~ach1n£ry to EnablE industriEs i n this country to spEak 

on Equal tErms with compEting l ndustriEr abroad" . HE also 

rEfErrEd to thE sacriCicEs madE by GErmany and to t hE nEEd 

of a unit Ed front oC EmployErs and tmployEEs not only oC 

Export but of shEltErEd industriEs and strEssEd t hE nEcEssity 

ror advancEs in EfCiciEncy and for organization for EXport 

iC thE high standard of living and social sErvicEs arE to 

bE maintainEd and EXport tradE improvEd. 

But all this discussion likE that concErning thE arma­

mEnt and financE problEms ofCtrs too vaguE a basis on which 

to makE any prEdictions . 

Th£ govErnmEnt rEvEnUE and EXpEnditurE rEturns Cor thE 

half yEar EndEd SEptEmbEr 30 i ndl.catE a probablE short fall 

in rEvEnuE of somE L20 to L25 million •11th busintss activity 

at its prEsEnt lEVEl but bEcausE of oomparativEly libEral 

EstimatEs for civil EXpEnditurE and dEbt chargEs and bEcausE 
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~ny defense ExpenditurE in EXCEss of thE budgEt EstimatEs 

can bE mEt out of borrowEd funds thE budget propEr nEEd not 

show a d Eficit for the year . The !.90 million to bE spent 

from borrowEd funds howEvEr vtill c Ertainly bE EXCEEdEd but 

by what :\mount no onE is prepar Ed to prtt!ict EVEn in thE 

roughest uay so that the sizE of the rEal budgEt deficit 

for thE curr£nt yEar rEmains totall~ uncErtain . ?urthErmore, 

the incr~asE in total E~ptnditurE in thE next financial yEar 

is surE to bE EVEn larger though no one presumEs to su~gEst 

a Ci~:;urE at pres mt . REports on thE costs or "closing thE 

gaps in Britain 's dEfEnSEs" said to bE alrEady in t hE PrimE 

MinistEr ' s h.~nds but it is bEliEvEd that thE country will 

hEGr no d Etails until somEtimE aftEr Parliam"nt rEassEmblEs 

next month. l!or arE t hErE likEly to be any announcEmEnts 

throwing light upon thE degrEE of intErfErencE with trade 

~nd inll.ustry that will bE considErEd nEcEssary until thE 

C1binEt has had thE opportunity of gEtting, through thE 

forthcoming by- ElEctions and from Parli amtnt , thE fEEl of 

the country's tcnptr . No onE expEcts anything in thE naturE 

of full Covcrnmcnt control of i ndustry . But thosE in thE 

city who arc feeing th£ implications of suoh an armamEnt 

program &s now sEEmS rEquirEd arE of thE opinion that a 
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considErablE dEgrEE of int£rfErtnoE will bE inEvitablE it 

Ortat Britain is sucotasrully to compEtE in this ptriod of 

•armrd pEacE" ntvErthElEas it SEEmS pt'obnblE that thE prtatnt 

GovErnmEnt will mckt hastE slowly and rEluctantly i n any 

such dirEction. 

In any casE it would SEEm that thE full impact of thE 

spEEd up in thE armamEnts program will not b t fElt for somE 

montha. 

KENNEDY 

CSB 
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J'ROlll 

DAT!: 

110. ; 

.Aaerioan labaeey, Parte, J'ranos 

Oo~obsr 27, 1938, 4 p.a. 

l&a8 

JROll COOBlWf. 

Todar there has been oonU1111sd prs1~Nre on ~he frano. 

The French 1tab1lization :fUnd had to interTens to rsduoe 

three montbe diaoount asainet sterling froa 4 3/8 ~o 4 1/8, 

and to hold a rats of around 178. 83 for spot. There 

bas been considerable fluctuation in the pound, and the 

belga bas today been the etronge1t currency. Last nigbt 

t he Belgian offioial discount rate wae reduced frc:a 3 ~o 

2 1/2 per c ent, and a good amount of 1terling wae gained 

br the Belgian •ational Bank. Today large amounts of 

dollars haTe been 10ld by La~&rd, which through Kontagu 

and the Ameterdaaeohe Bank hal puroba1ed eterliDC• 

The October l30 eta~-~ of the Bank of Francs ehowed 

discounts don 913 a1111on franca. Oiroul.aUon w&l don 

2 billion 862 a1llion franca. There was an 1noreess in 

depoei~s of 1 billion 914 million francs. •o change 

in a4Tancs ~0 the 8~a~e. 00TU&g8 W&l 40.89 Tft8\la 

40.41. 

There 18 iD4ioaUon tba~ 1'db1o1'1ption to Treaeury bonda 

1a continuing, ainoe ~he Treeeury dspo11' accoUIIt ht.1 ri .. n 

froa 1837 aillion !ranoe. BeaTY aaounte of Treaeury paper 

are now b81JIC carried by the b&lllts, which baTe etar~sd 

again ~his nell: ~o 1eelt IIUOll larce dbooaa~s thereon ~ha~ 

& 
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a r•lnder of their quotae had to be (1Ten by the B&lllt 

of rranoe. Kaney ia tight, uDder preect ciro-etanoee. 

The oon·rention dnelopmente at Kareellle haTe not cheered 

the market. Operator• are worrying about the goeelp that 

Marohandeau is haTing eo muoh dlfficul ty 111 the GOTerDaen 

that Reynaud or Patenotre may eOCD auoceed Karobandeau 

aa Ml nlater of Jl'l.nanoe, and the.n it 1e likely exchange 

control will be introduced. 

In today•s issue of Journal Official was the announc ... 

ment of the Treasury'• offer to convert into one-year 

Treasury bonda the 193-3 f1T ... year f1Te percent bCGda whioh 

mature on the twenty-ninth of IOT8111ber; these bonds would 

bear the ourrent rate of lntereat. Intereat would be paid 

on the new bonds trOll the day upon which the exchange 1a 

made. 

Today 1 s speech at Karaellle by Premier Daladier wae 

known in Parle too late for the bourae to be influenced 

t hereby. Daladier 1n hie apeeoh (0111Baion) all GoTerDamt 

charge• 1n ordinary, epeoial and other budgets for 1939 

at 103 billion franca; 88 -illiODI w&l g1Ten as nor.al 

GoTernaent recelpta. Dal&dier a.pbaaised the neoeaeity 

ot augmenting the natiCG&l pro411Ct1on and lnooae eo that 

there would be a riee in tax reoeip 1 whiclL in turn would 

red110e the deficit 111 the buqet. Be 414 ~ g1Te &nf 

indication of any direot f111anoial or aonetar:r aeaaurea 

whlob •icht be e:.:peote4 u a re.ul.t of apeolfio deer•••· 
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GRAY 

London 

DatEd OctobEr 2? , 1938 

REc 1d 4 P• m. 

FOR TREASURY FROM BUTTERWORTH, 

OnE . ThE volumE of trading in thE dollar stErling 

txchal~ E has conti nuEd small but thE tEndEncy today hss 

bEEn morE Erratic . ThE dollar opEnEd at 4, ??- ?/8 with 

thE British authoritiEs buying somE dollars and vEry 

gradually movEd to 4, ?? dEspi tE chEcking official opEra­

tions . FurthErmorE gold fixing was unusually largE, 

369 bars bEing sold at 145 shillings ? pEncE of which somE 

200 wErE suppliEd by thE British fund , ThE franc was 

again offErEd and thErE art indications of a rEnEWal 

of somE gold hoarding by FrEnch nationals , 

Two. I showEd HawkEy your tElEgram 653 , OctobEr 261 

4 P• m. HE fEEls and I think riahtly that anothEr month 

in London would not bE of justifiablE valuE and thErEfor£ 

plans to sail on thE WASh~NGTON NovEmbEr 4. 

KENNEDY 

CSB 
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Spagent 
'!laahlllgton D. C. 
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• , 

u.s.s. CJJIOPUS 
(Bonr;lroo!ac) 
Ootober 2? l9S8 

Today followinG telegram aent to Lin Sen, Chiang Kai Shek, and SUn Fo 

by !lAd..,. SUn Yat Sen, lla.ciame Liao Chung Kai, !Wgene Chen, l!au Chien, 

f ormer Miniator of Juoti~, and othera o 

"Spoke_, ot lllilitary affaire c..Uaaion lao decla,...,_ that onc­
ua tion of Wuhan inopired by atratogio con.aiderationa and would 
not effect deterlllination of National Gon""""nt to carry on -r 
of reaiatonce . This is decidedly .xpreoaion ot unaniaous dosi.re 
and will or Chinese people. We oupport atrongly and tully thia 
otand ot OonMID8nt . How.ver, we direot attention of Gove""""nt 
to declaration oonoerning poaoe which to bewil derment ot entire 
nAtion hae been ,...do by Wang Ching Wei to Reuter a. strangel:r, 
it was me.de on day thnt Cantcn toll. SUoh an uttoranoo is not 
only contradiction of clearly expresaed determination of Govern­
mont to ros i at ~ but makee for weaklnin& of contidenoo and 
frustrating ot war attrition, Let theeo peo.oo traffickers be 
dealt with. It is feared thet during paat fittoen month& Nation-
al lo?ernment baa failed clearly to intorm nation of ito tundamantal 
policy. We oulait foll<M'il>& Maauroa tor s.-uato entoroe-nto 
(l) strenr;then1ng of ~ntrd political atruat=e (2) Adoption ot 
Dr. SUn Tat Sen' e foreign polioy ot cooperation with Soviet Rueda 
(S) Wobili&ation of strength and reaourooa of .aeseo (• ) Appoint­
ment ot outstanding military c ndera tor detenae of ~· 

l'l'o can o"ro...., danger c onfronting natiOil only by coordination ot 
political and military aotivitiea and by de.ocratic oentr&lisation 
or national power whioh will enliat illtornal eupport and external 
aaoiatanoa , The national oriais oompela us to unseal our lips . 
We hope our word a are not in vain ." 

Major Matautani of ataff of command or Japanese toroee ill South ChiD& 

arrived Hongkong yesterday for purpooo of explainillg Japanese program 

in South China. He intimated at pro .. oOilferenoe that Japanooo will 

open up South China tor buaine.. 1t and when Bri tieh ready to deal w1 th 

thoao in authorit;r Canton. 
CAKPBILL 
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llepl,yl.Dg to your oable£rUI Zl!th tall ot Canton due to 

llilljlacl&i.Dc probebillty ot .Japu' a beaitanoy 1D attrontl.Dg 

lritiah by Iouth China iDfttoion aDd laol< ot adequate 

de1'a .. preparation• on the part ot O.ner&la Tu llaD-ilou 

aDl 'lfU feb-chen ( etop) Puhlio a!l£er 1o veatl¥ ar011aed · 

aDd attitude ot toreip Ponn 1a rather oool ( atop) 

Kealiain£ the d1tticulty 1D holdin£ two extenoi?e tronta 

the 111Utary Author1tiu h&w decided to withdraw troa 

the Wl.t-llan area and oonoatrate the entir e otreD£th to 

hold the D<nr l~ aouth ot To-TaD£ (Toohcnr} and north ot 

lhaolcuan on tho OantOD-IIanlcow lail ~ ( atop) LaDd and 

• tor rout•• betftn IW&D£tUD£ aDd lftncd h&w beeD 

bloohded learlJic aD17 1~-BaiphoD£ r outo open eo it 

1a -oat Ulport&Dt that TWID&D-..,._ route be t-cliatel,y 

eqllipped tor arc-t uae ( etop) a-red p•oe De£Ot1atioe 

and third ~ ... nation ntire l,y without t011Ddat1on. 

~5 
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h llilitary lltuaticm in 'IIU· IIul ara ae C"atl:r 

e.ttocrted by the tall ot CJ.Atoa, r..,. atratec1o 

,... • ow- ....Ue M~~pleted -tion ~ the 

Ooar •ln toro.. a In 1Dt&ot Uld 

lwn 'liND ~rly wi~ to • - U... ot .t.r-. 
.t.ceDt• or Japen .... utift -.t]:r 1D .. H"' poaoo 

olwmola. 

J'l.aano1&1 aituaticm, 'bo- ot tho Ooft..,..at•a ottorta, 

r Sna etablo, CcV.l ~ 1H4ora aro oala, 

lloralo or the people h coo4. 
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TREASURY DEPARTMENT 

UNnm STATES COAST QUARD 

WASHINGTON WI Qcnol»er, U18. 

ll"ee&e troa Mr. o-p'bell. 

b 7f1V tol-er- wheJ aUc:de of JQak, be a4rlee4 

u on October 15 t'b&t he - proo•e41ac 1A f• clqa troa 

QlnmV'"C t o ~. Ka" DOt heard trca Ma e1Dce. •• 

ar. 0114aTorills to locate h1a D4 w111 a4rlee u eoon u 

poulble. 
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NAVY DEPABTMBNT 

o.r:no:a o• T"K& o:a:m:. o•lf.A.Y.U. o ....... TIO­

WABB"INOTON 

.· 
( 

7• 

26 OCtober 19S8 

II!MOI!AlfDUM FOR THB SECRBTART OJ' TJm TRIASURI 

The following deepatch received troa Commander overeeoh, 

the Naval Attache in China who ie now in Hong ~ong , ie quoted 

as being of intereet: 

wruhanmu, repreeentative of General ieeiao in Canton 

Area, is dumb and not a traitor according to the profeeeed 

belief of Soong and other Chinese, The conditions were 

llisrepresented to the General Chiang-~a1-Shek b;r the 

Kilitar:r who are lo;ral and the:r point out that no troope 

have been left b:r their leadere. Wangchunghui, Foreign 

Minister, now at Hong Xong. The tall of Canton wae un­

expected Soong adaite, A epecial Jaieear:r who bad been 

eent to salvage 70,000 dollar• 1n eilver troa the China 

Bank failed to arrive Canton 1n tiae.• 

• 
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17\h Oo\ober, 1938 

The Honorable 

Secretary Henry Morsenthsu, 1r., 

Dep~rtment ot Treaaury, 

Waabington , D.C. 

Dear .llr. Socret81'7, 

"'· r 

I enclose reports <n>e<l tr0111 notes sent me by Dr. Buck 

Beapecttully, 

Enid Saunders 
Secretary to Dr . Buck 

so 
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Interview with Chang Teh-ch1 
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To Secretary r.!orgenthau 

Fro!ll 1. Lossing Buclc 

1 

., , 

October 23rd, 1938 

DlTl!RVI:n WITH DR. !1. B. IIJIIG 

r.-11 or Cepton 

52 

Dr. KUng etated that be did not yet hove full into~tion ae to the 

e~ct reasons f or the oulok t all or Canton, but that be attributed It t o the 

tollowing ractore:- •Iepan•e eeaurance that ehe would not attack Canton, and 

therefore over-confidence on the part or the Cantone•• euthoritlee; the trene­

terence or the beat Cantoneee troops to the Banlcow tront; the wide d1etr1bu­

t1on ot the remaining 70,000 troope under Yu Ben-mou, because ot the long 

Xwongtung co•st line; and the dittlculty or concent rating these troope 

quickly at the point ot attack. 

"The withdrawa l wee either on the 1nlt18tive ot Yu Ben-mou, or upon 

ordere trom the Genera.l1aa1lllo, with the purpoee or conHrvlng the Contoneee 

torcea tor tigbting at more etrategic pointe rsther th.sn sutter loeaee whc 

1 t we a evident Canton could not be held. • 

Publicity in Chin& on QAttt4 State• Tre&aury'a Aaaiatenee 

I again took up with Dr. Kung the queation you raised with me In 

~aeblngton about W8Dting the Chinese people to know or America's aeelatance 

. t hrough the silver purebea... Dr. KUng etated th•t ea a result or Jlf1 pre­

vioue conversation with htm on the subject , he bad wired ~. P. Chen to obtain 

from JOU the kind Of ltAtement yOU would like tO beVe releaae4, And 81 yet he 

hae received no reply. Dr. Kung w•nta t hia trcm you aa be l e afraid he IDil1 
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aay too 11 ttlo or too llllCII. a. doe a Dot wut to .-arrua )'Oil 1n uur W(f, 

but he welCOIII<Ia t he opoortUI11 ty or •ldll& your help better lalOWD to tlla 

Chi11eee people. 

PUblic opinioll ia, ~p~arently , that Ruaaia has siveD the moat hal~ . 

I t woul4 be Tory beneric1Al to Sino-Ameri can r elfttionahipa it t he Ch1Daae, 

et least, wer e ewsre or t he extent or the aaaiatance the Uaited St•tea 

Tre•aury hoa r endered. 

InternAttgpal Sityatiop 

Dr. JD.ms eJ.ao touched on the intern•tion~<l aitue tion . !Ia stated:-

"Tho french have siven ua • lot or difficulty about the tranaporta­

tion or mil i tary euppli es throush Indo-China. They are afraid or Jap•n. The 

Jepaneae alliance with Siam makaa the Indo-China government narvoua, and 

the lranch know th"t 1t Jenen wiahea to take Indo-China there b DO ••Y by 

which they, ecttns alone , can preveDt it. Therefore the french era natur­

ally intaru t ad 1n the cam]) !.ned actiOII or the Powers. we are diaguatad wi t il 

the french attitude. Did )'Oil aaa by todaY' a non t!l-.t the frollch Allbaaoado!' 

to ChiDe had been appointed to Ruaaia, without nAmlnS his aucceaaor ? Tba 

l'rench Ambaea,.dor took a strong attitude to""rd Japan , snd tlla tranatu 

probably meena a we•ker policy to.,.rd Japan. 

"The Bri tiah at t1 tude 1n !Ions 'Coli& hu bean •oil 110re daoe11t, and 

vory helpful to ua 1n t he •ttar or •111-lltl. 
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"Recent repone or ID&lan4 pleolq beraelf on a ,.r beau, an4 

of no• epQropr1at1ooa 1D the UD1ta4 State• for aalf-deteooa, 1D4ioeta 

that tbo Powers atlll do not realize that peace le 1mpoee1blo without 

oolloot ivo eottoo. It 1e not until tbe Powora set together and have theee 

po licemen t ho t "111 oat too can close 1 te 4oora at nlsht and rest 1D " feaUoa 

or ooourtt;r. • 

Regraded Uclassified
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TO Secretary Morgenthau 

P'rca 1, Louing Buck 

IN'l'l!RviEW nm lmiiST!R ~C 'l!li-BAO, lllN1SI'IR 07 :!Cai'<lliC ArrAIRa 

I asked Minister Wong: "What are the import~nt projects ot the 

Mlnletry ?• He replied: "That 1s not an easy question to answer. 

"We ere dneloping a good gol4 mine In Sikong, aDd copper aDd tin 

ainu in Yunnan. We have, aDd are still tranaport1ng, large quantitiu of 

la4uatrial ma.chinery trom the wer areas. Tbia machinery has enabled ua to 

oat up 30 small induetriel concerns 1n the environs ot Chungking. We are now 

transporting 120 ,000 tone ot machinery troro Hanlcow. This is an almost !.mpos-

alble task, aa the ltmtted mesne ot transport hove 60 par cant or more ot 

their carry1Q6 capacity aaaigned to the military. Fortunately the foreign 

"""ed ah1pa hna no aucb ltmttat1on, aDd by spacial arrsngamant theae ah1pa 

help to make the t aak leae difficult . 

"Ther e ta an alcohol plant in Shenei redistilling liquor. There 

1a another Slll8ll pla.nt in Chungking. A tew llMll auger retlneriea have been 

eatabl1abad. Thera la one paper pulp mill in ClmnsJctng. • 

IUntater 'lou& h personally more i11hruted 1n •1w1•& IIDII iDduatry 

than 1n •griculture. 'nih interview •• at a dinur , u4 be bad to lellYe for 

another dinner porty batore I could raiae apaoitio queationa about acrtculture . 
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OCto b..- 2lat, 1938 

TO secretary Morgenthau 

l'rCD 1. Lo11illc l!Uol< 

nl'l'ERVJ!!'I WITH CIIANC 'l'ER-CHI, :nm:ISI<RI !lnCIALIST, NATIQL\l. ACRlCUL'ru!IAL lmSMRCH BURZAD, CHIN!S! OCIAIIIIIST ARV. 

Ur. Ch•ng visited the Chineae ~uniat haedauartare in Shanai , 
and tr~velled in t he proYince 1n the Hwong Sh•n are~ , to loo•te cultivable 

"The people h•ve been well organized by occupot1onftl groupe. 'l'heae 
groupe elect repreaontativoa tor the election or the hlien (county) ~sietr• te, 

'l'he eommuniat orgeniz•tion baa a aeoret~ry with each magistrAte , who ia vary 
influential in determining policies, and tor this reoeon there is eo=e doubt 
as to the extent or control ot the people 's organization. 

"Tax•• ae .uch have been ellmineted, and contribution eubatituted. 
The poor are p~ying l eu, and tbe riob more, than under the taxation eyetea. 
'l'he ability or a peraon to pay is det ermined by hie ne ighbora, since 1D Chlneae 
society e neighbor'• we• lth 11 well !<Down. 

"J"uetlee ie administered b7 a judse, and all eooeo partainins to the 
public are held before the oublic, and with oPportunity tor t he public to pre-
sent evidence on either aide of the caae. 

"AI yet few practical project• or en induatri•l nature have been 
initl~tad. 'l'he moat aelt-nident one i o the 'Sprins Plowtnc JIDv-t' • 
Plow ins 1a besun e ar l;r, aDOS a tumer attar hie plowins 1a fln!lhed 111at loan 
his •nilllale to hia nlishbore who baYa no ani•la. 
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"There bee been oome trouble between the troona of the Central 

GoYernmont • Dd thole of the Red ~. but tho lituation io better now. 

"lD eoee hlien there are two meaiotratea, the one apoointed by 

tho Shenoi goyernment, and the other by tha people'• oraanitation•. The 

former bas littl e power. 

"Students from all p•rts or Chin• oro baing trained by the 

thousands, in the eo-called two univorsi tiu, a.Dd aent to tbe front. TheM 

students are not necelaor i ly comounioto, but they wont to do oom.thina, and 

t ho coCI!IWlist organizotiOD proTide& ""Y'' an4 ,....... They f111f7 la ter at1ll 

be used by the Central 0oYOrDJDOnt, aDd 1110at of these students •re not 

primorily communiato in their pol1 tic•l bel iefs, e lthough, or oourae, they 

are subjected to communist training." 
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To Secretary ~orgenthau 

!'rO!ll 1. Loasin& Buck 

,.. , 

October 23rd, 1938 

.· 
( 58 

Public reaction to tbe fall of Canton ia one of a gre~t sbock, ~d. 

as one rrie.nd e"l'reeeea 1 t: "'We are ash•med to look each other in the face . " 

The generol feeling 1S th~t there llNSt hllve been treAchery or groaa inetti-

cl ancy. 

Ur. Y"n&• J>rinciJVIl of a QuAker Rigb School in ChUD&lcing, and himself 

• promlnent Szechuan leader bare, expressed bimaelt freely in a group or wbicb 

1 na a member. He enumerated ell the weakneeaea of tbe Chinese people. He 

said: •Tbe Chinese must distinguish between desire tor • thing •nd ability 

to attain the object in mind. One greet fault or the Chinese is the in•bility 

to see a thing through to t be end. Too much dependence is put on words, •nd 

personal l.nt'luence built up by one' 8 friends and rela tions, rather than 

through actual accomplishment. 

•Yu Ran-mou ahould never have been given the position or c~nd in 

Kw• ny,tung s8 e r eward for his turning over to the Central Government. He ie 

note capable person." 

• 
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Y\lnnantu, Yun1111n, 

87th October , 1938 

The Honor&ble 

Seeret~rr Henry Morgenthau, 7r., 

Dep~rtment or Treasur)' . 

Wa ab1ngton , D.C. 

Dear Ur. Secretary , 

I encloae report s typed tro:o notes sent me by Dr. Buck 

tr= Chunglc1ng. 

Reapeottully, 

l!n1d Saunders 
Secret• ry to Dr. Buck 

Regraded Uclassified
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INDIX 

Iuter"fiew wl th Hau lllo, Vlce-llinl•ter ot Ford so Attaira 1 - t 

S1no-1a'Panue War 1 

France s 

EngleD4 S 

League ot Netlone Action on Article m 4 

The On1te4 Stat.. 4 

Intenlew with Dr. Francis Pftn , Personnel Director, 
IUlllstry or CoJD~~Jnicat1ons !5 

Chenstu Rumoura 6 

Conversation wit h Mrs. Francis Pan , Wi fe ot Personnel 
Director, I.U.niatry ot Col11DUnicat1ou 7 

Conversation with lira. Paul Whang, 111te ot a Secretary to 

Han Li-WU ot the British Boxer Indemnity FUnd 8 

• 
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Tb Secretary Uorgenthau 

P'TO!JI J. Lossing Buck 

1 

Oct ober 20th , 1938 

INTERVIEW VIITR HSU llO , VICE-i.IDIISTER OF FOREIGN llFFAriiS 

Stn0:1ftp§Deae War 

61 

"The fall ot Hanlcow and canton will not bring about s cepi tulation 

or the Generalissimo's regime as ia ant icipated by Japan, any mora than did 

t t.e tall ot llanldng. The Oentral Co•ernme~t, with the OeneraliesUI:o aa U'a 

lender, wi 11 continue; or this wa are certain. 

"1\'e &XJ>ect it Hankow and. Oenton t all that Japan will begin to con­

solidate her position, t o unite the various pupoet regimes , and tc obtain their • 

recognition by her •lUes, Oermeny and Italy. M the same time "• eX]lect she 

wtll m&ke overtures of peece, but on terms uneccep teble to Chine. 

"On January 16, 1938, the Jeoeneae Cabinet, with the E=peror'a 

•nnro•lll , took the irrevocable stop or refusing to recognize the Chiana ltsi­

shek regime. Se•eral times the Jel>"neeo ba.,. unotfic1,.lly conYeye4 to ua 

tht it the Generalissimo would resign oeaca would be a slm!>le ""'ttar. Chino 

c•nnot let the Generalissimo go . llinety-nina per cent or the paoole went him 

ea their leader, and Ch1na neede him. A 1111.1ch simpler way tor Je.p•n tc ea•• 
her race would be tor Konoye tc resign and his successor announce that the 

Jenu•ry 16th resolution wes the work or another men, but now we are edoot1n& 

" dittere.nt policy. • 
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SoY1et Ru•sis 

"The Ruaei&n military adYieera were not employed until atter the 

C.l'llllll1 o.ilitary edYiaera ware withdrawn. Probably thia l!lOYe c- ea e 

great surprise to Ill tler. The Russians han aent a good IUJIY eo-called 

technicians. Thie 11 only n.aturftl, a inca Rueela 11 aupplying ua with con­

siderable eouipment. How good they are as teohniciena, and what they are 

doing , I do not know. The Russians ere yery difticult to deal with. They 

always s eem suapioioue. 'Ia bus to watch them oaretully. 

"The C.r~MJ> edYiaera were Yery aatiataetory, faithful and loyal. 

The chie f C.rman adYlaer was nry anti-Hitler, a ad at first refused to return 

to Cermeny. Ria idea was to ghe U:P bia Oerman cit1:>.ensh1p and spend tba 

rest of his lite in China. He was dissuaded from this plan. 

"SoYiet Ruaaia bee demoutrated nry plainly tb•t she will not 

tight unless aha herself is attacked, aad therefore China bas little more 

to hope tl'om her thon t he equipment abe is sending us, but which we 111at 

pay tor under r•tber untaYorable terms. 1apan realizes now that Ruaaia 

will not tight unleaa at t aoked, so she is using troops formerly stationed 

in Uanchukuo tor the Canton attack. 

~. are Yery eeratul to go only a limited distance with SoYiat 

Rusaia. 1fe ban lllllde no conceaeiona to her. All ller dealill&s ere directly 

with tbe Central Oonrnment. Hone are with the til)lth Roah Arrq. Wben 1011 

go to Lanchow you will aee a lot or Ruuiana tbare •• 
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trAnce 

"The !'ranch in Indo-China have gi•en ua a lot ot trouble owr the 

transport ot military auppliee through Indo-China. They bOTe done eYerytbin& 

coeaibla to check these ahipmenta, using one pretext after «DDtber. Tba7 baYe 

abo openly adJ!littad that 111pan threatened to bomb their railway and tan pou­

eea ion or Rainen leland It military supplies were ebipoed over their Indo-China 

rnllwaya to China.• 

!'nitlep4 

"The Chamberlain pol icy 1n !ngle.nd, with tbe recent concessione to 

Cerm&ny, l eaYes us with no bone ot assis tance fro= ber. I happened to be In 

Hnnkow when t his settlement was mode, snd I conferred with a number ot Cenerals 

or our army. I advised them to be reedy tor 1111 11ttack on Canton becauea I 

felt the 1epanese would realize that England • a Mtlon on the European e1 tuation 

:oade 1 t plain that aha would not interfere It Japan should attack Canton. loloat 

ot t he Cenerala did not believe the 1apllnese would attack Canton tor thia 

re•son . Now ~ prediction has come true. 

"England haa a •ery abort-sighted policy. It is to •salvaae• her 

China interests , and she ia negotiating with Jap11n In the hope or saving some­

thing. We have communicated with her, st,.ting that her lntereste will be 

best oonserved when t he whole Sino-Japanese problem Ia settled. She baa re­

plied that in any negotiations with Japan she will do nothing to the dlaad­

vantaBe ot China." 

• 
' 
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Lovut ot NAtiopt Aqttqp gp. Artiglo M 

"The iD4iT14ual countriaa haYa tDterprete4 tba action to be oDtiaaal 

tor each country aa to application. Botb he.Dca aD4 Sllcl"DD! baYS M14: 'It 

the United Statee will ap11lY It we will do ao. • But the United 8tatea 11 not 

• Lasaua lllotllllbar , why should tbue countriaa rater t o the Un1te4 8tataa ' '!'!Ia 

l east these countries could do would be t o taka the .... attitude t ba United 

States baa ado11ted in regard to ah111menta or planaa, and bring pre..ura to ba•r 

on tba u portation or IIIDiitlona to 1al>8n, ao that such ahipuDta would atop. 

We are quite d1atreaaa4 aD4 discouraged OYer suob an attitude on the p•rt ot 

honea and !ngland. We eaa l1 ttle ho11a tor much llll'ltarlal aaelatanca trom 

abroad , unlau it should ba from the United Statu. • 

Th• Qnttod Statea 

• I tad that the United Statea could taka further etapa which would 

aulat China w1 tllout tDYohing itself In war. We atill hot>e aD4 feel that 

Ameri ca will be tha count17 to help bring about a pa•catul ond l88t1ng aetUe­

.. nt ot the Sino-1apAnua ilauu. It ae- to me than an 1ntern,.t10118l con­

terence might be aaa.mhled with 1anan aa • p•rtici]>"nt, tor the purpoae or 

bringing about a aattl811U1Dt. '!'!Ia Ganeraliaailllo ia muob tDtaraate4 in Allerioa, 

p•ya mu~h a tt.ution to J.arican relatione, and Ia at1ll plnnin& hia faith OD 

America as the oount17 which will be 110at tut...-ntal In "adattna Chiua out 

or her dlttlculty. 

•or courH, he, like .., .. lt, araatly appw1atee tbe ... utaoe 

rendered by the ailYer purohaaea.• 
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October lBtb , 1938 

To Secretary ~reenthau 

rro= 1. I.ossill« Buck 

Dlti::RVli.11 '!ll'n! DR. FRANCIS PAN, PERSaiNEL DIRECTOR, 
LIDIISTRY OF CWM!INICATIOIIS 

r 
65 

"The recent transportAtion conference acoomnlisbed two tbinga:-

(l) the recognition ot the importance or the transportAtion problem, and 

(2) the resliz~tion that it's adenuate solution reouires •ery l~rge sum. 

or ooney. 

"The Cbungldng-Cbenstu Railw•y is to be comnleted only part Wfty, 

as we do not hAve moterinla t o bu ild the entire line . 

·~e ere tired or dealing with the ?rench. I bone the Americ•na 

will heln us with a railw•y. ~e would like to coonerate with thea. 

"I 8l:1 lenin& tomorrow tor !Vonkow to a ttend H•nkow' s tun.er•l. 

(October 19th. The Ninieter, Chang Chi• Ngau , aleo left tod•Y· He returned 

yesterd•y from a trin to Kunming,) 

"Our Chinese 7ore1gn Office otticiela ere not reAlistic enough in 

dealing with the Sino-1aponeae issues.• 
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TO Secretary Yorgeothau 

l'rCII 1. Lossing 9uok 

Ootober lOth, 1938 

, 

Some ot the University ot N~nking m.n trOlll Cbengtu tell ,.. 

there is a •idely circulated rumour in Cbengtu that the Cb1neee Communiate 

and the 1apaneae are in league to ouat the Oenoroliaa1mo'e reguae. Tb1e i e 

the wildest rumour I hMo yet heard, •• 1t 1a uttercy 1mpoA•ible . Beu Mo, 

Vico-ll1niater ot Yoreign Arfa1re, bed not hoard ot tbil rumour, "'ld be AUg­

seated th•t it might MYo been atortod at tho instigation ot cert~1n S.ocbuen 

genorale who hoce thAt 1 t might be true. 
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October lOth, 1938 

To Secretary Yorsentbau 

rroca 1. Louin& Buck 

cam!RSATICtl liiTH !IRS. l'RANCIS PAN, 'IIIJ'! 07 l'!RSCIIN!L DIBIC'1'0R, 
WNIS'mY 07 COMOIICATICJIS 

•Whet 1a soins to be the end or the S1uo·1epaneae hoet1l1t1ea ? 

We are arraid that with the tall or Bankow peoola will bacaoa d1ecourasa4 

with the present reslme, IUd th~t the 1apeneee may be able to obtain 10.. 

able paraonal1t1al to lllilt the pupoet rest ..... 

87 
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Ootobar lOth, 19S8 

TO Secretary KorgaDtheu 

.rrom 1. Losii1Dg &ell: 

CONV3RSATICfi 1JI'IH IIRS. PAUL liHAIIG, Win 01 A SECRETARY TO HAN U - 11t1 
or 'DIE BRITISH BOliJ!II INDIIIIITY TtllD 

"'nlere are two rumoure, OM th•t we will be back 1n Nanking by 

Cbriatmaa, because with the tall ot Bankow the Power a will intenene and 

aa:v: 'Now, :you two Oriental babies, atop your quarelli.ng, settle :vour 

dittarancea thua •nd eo'; the other ia that China will aide with RueAie 

and become entirely Red. The Lord pity ue it the latter should happen.• 
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2~tb October, 1938. 

The l!onorsb le 

Seeretory Henry Morgenthau, 1r., 

Oeoertment or Treasury, 

Washington, o.c. 

Dear l.!r. Secretary, 

I enclose reports typed. from notes sen t me trom Chungking by 

Dr. ~ck. UntortuDAtely these were tirat ""'1led. t ,o !long Kong, but I had 

lett tor Yunnsnru before they ftrr1ved, ond in posting them to mo here muoh 

t1me was lost. 

Reapsctrully, 

!n1d. Saunders 
Soeretary to Or . Buck 

Regraded Uclassified
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INDIX 

lt.otor Ro•4 trom YunMnfu to K'lleiyeng (Province ot K'lleichow) l 

llotor Ro•4 trom Kwe1yang to Chungking • 

Transt>Ort•t1on Conference 1n Chungking :1 

CUrrency in Kweicbow 6 

Y~icbow Province 8 

K•eiyang (CepitaJ. or K'lleicbow Provine•) 10 

Inurvi.,. witb Governor Wu Ting-teng or 1\Weicbow Prortnce 11 

Interview w1 tb Y. T. Tsur, !.!ember or tbe lt'lreichow Prov1nC1ftl 
Government 13 
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To Secretory ~rgentbeu 

Fr om J. Lossing Buck 

1 

.. , 

I 

Septcber 29 to October 1, 1938 

MOTOR ROAD FROM YUmiANFU TO KW.EIYANC (PROVINCE Ol" KWEICROW) 

71 

I made this trip In • l"ord V-8 provided by the Southwestern Trans­

I'Or t aU on Cocpony, The Chinese chaut'teur 11 on experienced driver, and bea 

dr iven over coat or the roads In southwest Chino. 

Tho 1110tor road between Yunnanru and ltwe!yeng Is 655 !dlometers In 

length, The section from Yunnantu to the K\l!eichow border, o distance of P.43 

kllometere, is much better than the Kwatchow section. The everage speed over 

tho Yunnan ooct!on wsa 24 miles per hour , with cAreful driving. The Kwetohow 

section Is extremely mountainous end the road very uneven. The ~ny curves, 

end the uneven surface oermitted s speed or only l~ miles per hour , end oven 

thi s speed woe uncomfortable. The whole road Is or crushed stone, but in the 

~~e1 cbow section the stones were not eruabed t1noly or evenly enough, and form­

ed tho surface without sufficient toundotion. 

Tho ltwelchow section tor a distance or 100 kilometers before reaching 

Kwe!yang Ia better thAn the section through the more mountainous part, and per­

mitted an everege speed ot about 18 miles par hour. A sp•rse pOpulation and a 

conseouont shortage or local laborers to one of the reoaone why the road was 

not better built, through tbe mountainous oeot1on ot X.eicbow. Thia p•rt ot 

tho rood Ia I!Ll winding- up and down mounta!na, one attar ~notber, without 

aooming to reacb any place. 
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During the whole distance I met or pa11ed 58 trucks , mostly or the 

Southwestern Transportation Company, and l8 bua1a, acme or which were looded 

mostly with goods rather tblln pessengera. Soon after le..-rlng l\mnaotu I 

passed a fleet or nine trucka, tr-nsportlng two dl..,.ntlecl Russian tanka, which 

bad orr! ved by r a il fit Yunn•otu . I met eleven empty trucks on the wey to 

Yunnonru . I ssw one b~dly damsged overturned truck at one or t he turns in 

. the rond , two other trucks which bAd bad •n accident, and two buaea which were 

· h~vlng engine trouble. Tbe buses ere a decrepit lot. "White• trucks ere or 

t hree eDII ·one- halt ton cap•c1ty, and era gi'rlng better service t b•n t he Dodge 

trucks. l!'our trucke on the way to Yunnontu were oerrylng new aeropl • nea. 

Tba remslning trucke were carrying goods or 1'&r!ous kinds. !lost or tb""' were 

covered so that the nature or the goods could not be determined from observa­

tion . 

As t o tbo llllpr o• amant or the r oad . t here is some d lrterenco or 

OO!n!On between t hO llln!atry Of Co=icftt!on, thO lt'treiCbOW Pro1'1nc!Al Co1'8rn­

ment, end the tr~nsportatlon c~nies, as to oho should sunoly the funds. 

~~ . Wang, Kweiyang representative or the Southwest TransportAtion Comp&ny, 

otates that be i a advocating that bis comp•ny abould o•y port or tho oost. 

l.lr. 'liang OliO told me of hie progress in training aDd management 

or chaurreurs r<>r motor trucko. At first It wea necesSAry to u1e.r etber ln­

coli!J)otent cbsuffoura. Another problem with menag-nt or chauttoura hAl been 

smuggling or opium, end aametlmos or other goods, but this situation hea been 

remed ied. Mr . 'llo.ng wee troinod in the Unluralty or Pennsylvania, and 1a 

apparent ly handling his work quite well and In tbe right spirit. 
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Yesterday I saw his motor truck st•tion, which bad tirty truoka in 1~. 

A neet or 23 trucks bed •lresdy lett the station e&rly the aeme mornlnc. Ur. 

18!18 Ia • lso solving the problem ot trucks returnlnc cpty to Tunnantu. ODe WQ' 

11 through cooperation wl~b the Post Office In movioa l•rge 111110unta or ac...,..le­

t ed P"reel post. I s•w three such trucks yesterday, loeded wl~h p•rcel poet In 

front or the Post Office. 

Taking everything Into consideration, I tlnd thAt the Southwestern 

Transportation Company baa dona a comparatively good piece or transportation 

organi1at1on with conditione es they exist In China. 

r.tr. liang stated as I lett that the last two or the 30 Ruuian tanka 

received at Kunming had been safely transported to Chongabe. It is ouite evident 

thot w8l' materials tor the Central Covernment are being transported over the 

French railways, although a veil or secrecy prevails among the French •nd Chinese 

In Indo-China regarding these shlpmenta. 
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J'roCl 1. Loaaing Buck 
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Octo b..- • ea4 !1, 1938 

MOTOR ROAD 1" ROW IIIUYARO '10 CliliiCII!JNO 

,. 
74 

Tbia motor ro~. a diatanee or 486 kilometer&, ia fairly well 

constructed. Str bridges are being repl~eed witb better ~nd more per118nent 

atone bridges. Tbe surfacing is aceewb.at untven, but on atraig)lt atretcb .. 

1\5 to 30 .Ulea an hour P a pouible witb 11 19$:1 Ford •~· On tbe roed I eew 

28 trucks and 2" bu .. a. It took two d~,.a to liii'Oke t be trip, 8ltboug)l a few 

oeople do ruab tbroug)l in a long day ot About twe lve bours, witb dangeroua 

driving. 

• 
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To Seoret•ry Morgenthau 

rrom 1. Lossing Buck 

October 7th, 1938 

TRA!lSPORTATictl CONnRl!NCX m OIDNOKJNG 

A t ransportat ion conference ia 1n session in Chungking, at 

the 1nat1rt1on or Or. Kung. 

75 

T. S. Ki•o, Director ot tbe l oretgn Trade ca.misoion in Cbunc­

ktns, attended t he tirat aeasion. He aaid that l41nister Kung in bia O'P8ntnc 

•ddroaa referred to your helntulneaa to , •nd interest in, China. 
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To Secretary Moraentheu 

l'rom 1. Lossing Buolc 

' 
October lnd, 1938 

• 
CIIRRENCY Dl K!lll CI!O!I 

I t•lked with the Maneger ot the Central Benlc In Kwely~ng , end I 

""de obaerYet1ona en route through the proYince. 

7S 

Orders were Issued on July 1 , 1938, tor peoole to exchange ~ll ailYer 

coins tor Centrel Covel'Dlll&nt notes, but the magistrates interpreted the order 

as being lenient enca1gh to etlll permit circulation or a11Yer colna. Conn-

quently new orders h~Ye bean issued, ettect!Ye October l, 1938. I found tbeae 

orders being put into errect in An Nan balen where I ate.ved o•er night. !Yen 

new aubaidil!.l7 nlclcel coins ban been d iatributed lllong the hlghW"y, and I 

tound them acceptable. In one town I cb•nged 8 dollftr bill tor these coins. 

In addition to s i lver dollars there are titty-cent YUnnan pieces ot 

Iron end a1lver in c irculation In the western p•rt or the province bordering 

Yunnan. 'lbeae pieces are d81111'Dded by the ll18o "Oeople who torm the l•rser 

pronortlon or the ponulAtlon or x.etcbow. Opium bU7•r• cbonge notion•l notal 

Into these colna t o ~Y the Mi•o termers tor the ooium. They ftllo m-nipul•te 

the exoh8nge value ot the u coins so tbot they ere worth twiee as 111.1ch when 

used to purchase opium aa they •re when the 111ao people l"ter uu the• coiu 

to puroboae meroh•ndlae brought in by these IIIJDII •rohanta. Opi1111 merohenta 

•nd others with money to Inn at are now paroh~a1ng opium as the best 

• 
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Th•Y expect the price to rise because or the b•n on Ito cultlvet1on. They do 

not d~r• to Invest In houses because or poaelble air raids, land ia not coneider• 

•d • pood Investment , and cereels e•n be etor&d tor only one yeor, where~• opium 

e•n be at orcd almost lndetlnltely. 

!lr . I':Gng Is 'OUrsulng a oolicy ot gradual withdrarl ot the Yunn•n coin, 

Just as he did with silver dollArs . He round th•t It be pushed too h•rd tor the 

eollectlon, the open ~rket prlc• went un. Se t hen adopted the policy or not 

tal<ir.t slher dollars at ell, until" finally .merchants In need or yeper 1:10ney 

to purcheae e;POda at the coost begged him t or paoar In return for silver. It lA 

quito evident t hat the silver will be gradu~tly collected. Three million silver 

dollera and 200 thousand dollars In silver h•ve been collec ted since the new 

net lon•l currency rerorm. Two mlllione are In the process or sblnment to Song 

Y4ng, and It will t ake at least three montba to comnlete the shipments, owing 

to ll~lted transport• tlon rac111tios. 
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IOIEICHOW PROVIN~ 

78 

October ~rd , 1938 

The popul•tlon or Kfticbow Is not exactly known , but it Ia esti­

mated at about nine millions. The chief occup•tion Ia fe~ing. Rica 11 the 

chief crop , and Ia grown In the flats and pockets betften the toftrlng moun­

telna. Tbere are also a number or plaine, varylna from one to fifteen aulae 

In length and a mile or two 1n width. Corn II the chief crop on the hill­

aides that can be cult!Yated. llost of the hlllaldea are barren of trees, but 

covered with grass or ebrube. The limestone mountains are more extensively 

cultivated and more trees preYe!l. No foreata ware eeen along the ro~. 

lllnerala are not abundan·t. Tbere Ia conalderable coal, and • .,.,. 

•nt lmony, gold, and Iron, but exhaustln mineral surveys have not been -e. 

Considerable progress Is 1n evidence through the efforts or the 

provtnclol government , of which Wu Tlng- fang, the recent U1n1ater of Industry 

or the Central Government, Ia Governor. Y. T. Tour, recent V1ce-Uln1eter or 

Industry end former President of Teln& Bwa Ublverslty 1n Pe1p1ng, ie hie right 

!lond ""'n 1n carry1114! out verioue reforms. Tbie procreu is evident in educa­

t ion, heal th, agriculture, communications, control of bandit ry, traialn& of 

local officiela, aulitary training, and currency rat on . 

\ 
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Limited financial resources prennt rep14 denlopment. '!'be I.JicOIU 

of tho 'Ohole pronnce Is only 7,5 lll1illon Yllan, ot w!Uch 5.:1 allUOD 11 a 

subsidy trom tho Central Cove~nt . '!'be pro•1nc1al rev8Jiuoe are leu than 

those rro~ most halon (counties ) In the oaatorn provlnooa, 

!n routa to Xweiyong I had the opoortunlty of seeing the magistrate 

Of An !ian belen in charge Of S two CIOIIths training 1nat1tute for lo0111 Yill~go 

l eaders . These leaders were reoulred to bring their own bedding, benches, and 

tables, and the training quarters .,.N in an old teiiiJ)lo. '!'ba .. giatreta as 

"" alert person or ebout 35, end appa.rently "right 011 his Job" . 

I em tnorab ly IIIIJ)ressed with the aplri t and ertorta to moat tho 

situation created by the war. 

Cotton goods are almost entirety laported trom other pronncu, to 

the extent of ten million Yuan annually, and are very orpensivo. About 

100 ,000 pound a ore uttmted to ba prod.ueed In tho oxtr=e southwestern part 

ot tho province. 
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P'rca 1, Losalng Buolc 

10 

October 3rd, 1938 

iOO!:IYANO (CAPITAL OF K'KZICHOW PROVINCE) 

ao 

Kweiyeng Ia crowded with refugee&. On •eeount or en air raid on 

the air port end aenrel alarms , otnce houre or goverru;,ent organlz•ttona 

are rro:n 6 to 8 IJJ., 3 to 5 Pll end 7 ::!0 to 9:30 FU. IIIley people go out to 

the billa at 8 A!.l and return at noon when the danger from ra1de 11 con­

sidered to be over. !&my loeel peoole baTe moYed t heir ram1l1e1 to eountry 

Yillages. 

!welyang Ia a very interior city, with a ahortege or woter eupply, 

no modem ""tor eyotem, end 1nsut1'1c1ent electric Ugbt. Considerable build­

Ing ecthity ie eYident, and prices or build 1ng ""'teriels ha1'8 inere .. ed 01'8r 

:50 per cent. 
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October 2nd, 1938 

IN'l'Zl!Vli:"' l'TITII OO~IOt! W1J 'I'Il~C-!'ANG OF Irti"EIC!!Oll PROVI!ICE 

Governor \\\1 imnnrted the following information: -

81 

"The first and most l.r.mortent problem 1n the province which is 

baing de•lt with is th•t of opium smoking and production; the second is the 

health problem. 

"Regarding tr~nsport•tion, it ia more importAnt to build n reilro•d 

rrom Kwe111n to Kweiyeng thnn from Yunn•ntu to Szechuen. The most convenient 

route of tr•naportlltion 1s eastward through Kwangsi to liUchow (in Kwengai) . 

•n.e popul.ftt1on or Kweichow is declining bec•use c:L Ot>iwt amolcing, 

bod health and tetenua infection of cothera • nd babies, eggrav•ted by the 

•bsonce of mid-wives. There is consider•ble waste land beceuse ot the sparse 

population, estimeted at 300 ,000 acres. (Personally I doubt if there is th•t 

oueb lnnd suitable tor agriculture. JLB). 

"One or our difficulties in road mainten•nce is en insufficient 

aupoly of piclca end shovels. 1'!e need tools and machinery of uey 

..., connot even 1:1sloo our o"" until we hllve tte proper equipment. 

"You have now visited us in the rear of the fighting lines, and you 

hove seen that we hove enough to eat end to weer to Mllintein e minimum sten­

derd of living. 
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•Now that the Leegue ot Nations hae applie4 Articles 15 and 17 

aga lnat 1aoan, I hooe the United States will also make a concrete expresaton 

o! Ita opoosltion to Japanese aggreeeion and apoly economic sanctions agsine t 

Jo~on . A bold and firm expression would be a great help in deterring 1apa.n. 

Me Chinese had hoped tor such setton before now, but the present time seems 

to be the DOst adYRntegeous to take action, os it will in•ol•e the le•st risk 

to ~rican Interests with Japan. We know Americ•na are sympAthetic with ua, 

but ~• would appreciate the American government taking a ~re cle•r cut and 

o timer stand against 1epen rAther than maintaining its passive attitude. 

"At the beginning or the war I esttmate4 tha t Jap•.n ...,uld breolc it 

she •~ent ~ore th•n ten billions on thla war. She has already spent t wo­

thirds or this •mount. We are figh ting almos t entirely with our blood, as 

we do not h••• the equipment such •s hAs JaPftn . The situat ion Is very 

critical , aDd we desoerately need the aesistance of England and the United 

St•tea In bringing eeononde pressure against Japan.• 
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llitsilY IEW III 'Ill Y. T . TSUR , ~ OF 'IBI KftiCHOW l'llOVRlCIAL COVERNII!:ll" 

Y. T. Taur 11 a ~n or Ideals and a will to accomplish reform. He 

at•tes th•t cons iderable progress has boon made In the province though the 

oooole ere very backward and Improvements cannot bo rapid, but that they can 

~•• steAdily ahend. 

He reels that the w-r will be a l ong one, and he does not .. e just 

how It can end. Be hooes t here will be a concrete e~resslon from other nations 

l ike the United States and !ngl•nd, aupoortlng Chine and onposlng Jep•n. He 

reels that unless other nations take such a step , Chine's chance or driving 

out tho Jap•nose Is not very good. 

l.!r. Taur, like Governor lll.l , al>Dftrently be longs t o the group 'lila 

.auld have favored eome compromise with t he Jap• nose rather th•n hove a w•r. 

He however admires the Spirit and courage of t he Cenerallsslmo In lAunchi ng 

out one teak the end or which cannot be foretold . 

l.!r. Tour reall?.ea snd aoorecletes t he help or the U. s . Tre•eury 

In buying silver, but etateo the degree or thle b.elp Is realized only bv a 

Orders b•ve been issued to every maglatrato to completely 

tho e;rowlng or tho oolwn popoy. Every 111110kor Ia eupoosed to have a licence 

tor his plpa and Ia subject to •rrest. Owing to dlttlcultlee or enforcement 

thore are still ""'DY emokera without licences. Oplwn smoking bouaoa ere 8110 
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lleenae4, but all will be cloee4 within a J'81ll'· OpiiD 111101t1na ia to be 

atopoe4 entirely by the end or 1940. 
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1\.tJ:lnlltntu, Twmlln , 

27 t h October, 1938. 

The Honorable 

Secretary Henry Morgenth•u, 1r., 

Department of Tre•sury, 

Washington , D.C. 

De•r lolr. Secretary, 

I enclose copies ot reports typed trom notes sent me by 

Dr. !luck trom Chunglting. The originals are being JQ.!Iiled you .,i,. 

Air Fr•nca , while these are to go on the Clip~ar from Hong Kong. 

Respect tully , 

l!:n id Saunders 
Secretory to Dr . Buck 
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Yr= 1. Lossing lluolc 
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Ill t:ikvlh lii'l!l Ill. H. H. IIIlO 

l!ll ot Cuton 

87 

Dr. ltwJs atftto<l that be d ld not yet h••• fUll 1nf ol'lll!lt1on aa to the 

er•ot reasons t ?r the oulck fell of C•nton, but. tbBt be attributed it to the 

toUowing t 11otors :- •Sa-pan' s aaaurartce that abo would not at took Clnt0111 , aDd 

thor orore oYer-oonttdenoe on the part or the Ct~tonese autbor it1aa; the t ron.­

rore~co or t~ beet C&ntonaao t roops to tba ~front; tbe wide dlotr 1bu­

t1o:l of t!le ratl81n1nc 70,000 troops under Yu Btm-I!IOU, becouae of the lone 

Iwst~~.mc co•st Uno; 10nd. tlle dltrtcUlty or coocentr~ting these t r oo-pa 

cuiokly et t he point of 'tt ack. 

"Tile wltb4rnW!ll ""' eit her on the initi•Uve of Yu Ran-11>0u, or upon 

Order o fr~ the 0anorol 10a1~, with the purpoae Of COUSOrvlng the C~tOneae 

~or:es !or t1ght1nt at more ntratosic pointe ret~er t hon sutter loaaae Whan 

It woa evident Canton oould not be held," 

rublicit y ln Chin• on Onlto~ Stetos Trc•m•ry' a Aealotvnca 

I ~gein took up with Dr . Xung t ho question you r aised "ith me 1n 

Y•ohington ahout w.ntine tho Chinese peoplo to knoP ot ~rica's aaaiatonco 

t hroutb t~e ailver purchases. Dr. Kung stated th~t a& a resuit ot ~ pro­

Ylous con•orsotlon wlt h bta on tbe aubjoot, ho had wired X. P. Chen to obtala 

from you the kind or at~t111ant you wouJ.d like to hiiYo r &loosad, ~lid ao yet be 

h11 r aca1Yad no r eply. Dr. Kung Wftnte thio f rom you es he i t at r ai4 be .. 7 
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11.1 too 11 t\lo or t oo aJoh. S. 4o .. not wont t o .,.borru1 J'DU 1A aq 'ft71 

but ho welco11.,. th opDortuni t:r of -.JdDC J'DIIr holp better laloa to the 

Chlnooo peoplo . 

88 

'Ubllo opi nion !11 apuarontly, tlls~ Rllule hU given tho 801\ holp. 

It would be very beneflol•l to Sl no- Amerloon ro1Atloneh1pe If the Cbinoeo, 

ot l ooot , •·ore ,.ore of th• utent of t he u a\stanoo t be Uhit~~ St~tu 

Trenaury t..Bfl: :rendered. 

I;t ern•t1onat Situa t ion 

Dr. 1w>« oleo ' ouobed on tho l.ntornntloM 1 si~uAtion . !Ia e tet~ :-

"Tho 11-cnob bovc t:i•en u~ Q lot or difficulty about the tl:'f\nlport•- •• 

t!on or ~lltory aupplill through lndo-Cb1no. They ere ofrald of 7opon. The 

7npanea• alllanoe with 51~ ~~es thn In~o-Chlna aoYe:ronent no:rYouo, and 

t ho french know tbot it 1anen wishes to ~·ko Indo-Chino t here ia no ••J b:r 

'Oib!cb they, aetlnc alone , con "rav<ffit i t. Therer~re the 1'r!.nch IU'e natur-

ally intereated in tile o<>~•bined oet l on <>! t!to l"owers. 1!e nre diecuot~ with 

t ba ?ranch attitu4o. Di d J'OU ••• by tod&J' I news thot tho ?ranch f~lllador 

to China had been appointed to Ruaal a, without nomina bia aucceaaor ? Tbo 

French Ambas a•do:r took a at r ona a ttitude t ow•rd 1opan, And tbe t:r4Da1er 

~robably .,.an• a ... •u r DOlley toword JAyan. 

"Tho Bri tlah atti t ude in eonc ~n, bas been mucb mere decent, ... 

n ry helpful t o ua 1n t he .,.tto:r or ch11:111ent1. 
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"Reoent repone of Jlllclan4 plao1Dc lleraelt OD a wr baela, anll 

or now &pproprl~tlo&• i n tho uni ted St atea t or aelt-4atence, 1D41oate 

that t be Po~ero s~ill do not rea l i &e t hat p .. o• i a 1mpoaa1ble without 

colleot1Te action. It ia not until tbe Powera cat t ogether and baTe t ba .. 

policemen t Mt ony nation cen cloae 1 t s doora at ni&llt and rut in A teel1nc 

ot aecurity. • 
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TQ Secretary Morgenthau 

rr ... 1. Lossing Buck 
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Ootobar 2lot, 1938 

IN'l't!IYLIW nm IWIIST!R -G IJII-IIAO, lmiiS!III OF IICXII<IIIC AnAIRI 

I .. ked 111niete r W'ong: "l'hat er e th o 1J~~Portont pr ojects or the 

Minletry ?• Ho r eplied : "That 11 not an •••7 quaotion to answer. 

•we are dnolop1DC a good gold mine 1n S11a>DC, a nd oopper and tin 

ainea 1n TUDDan. Wo hiiTo, and are etUl tranoport1DC, large quant1t1u or 

1nduatr1al uoh1nery rrcoo t ho war arou. Th1o •aoh1nery baa enabled uo t o 

11t up :lO - u 1nduotr1ol ooneerna in t h e II>Yirone or Cbungki.ng. Wo a ro now 

tranaportiq 120,000 tone or machinery rro111 IIMlcow. Tbto Ia an elaoot 1J11Poo­

eible task, U the 11m1 ted lllii.DI or traneport b.an 60 per cont or 1110ro Of 

their carrytq cop<~o1ty aaotpod to tho lll111hry. For tunote}J' tho r oroip 

owned ab1ps hno no woh 111111tat1on, and by 8J)I01al arr&ng<~~Hnt thooo obioo 

hel p to 1110lca the talk l oll dltr1cult. 

"There 1a an alcohol plant in Shenoi r o41etllllq liquor. Thoro 

11 another 1111411 plant in Cbungl<1ng. A taw 81111lll ouaor rer1ner1oo hno been 

eotabl1ahed . Thoro 1a one paper pulp 111111 1n Cbungk1nc. • 

IUniator 'IODC 11 porlonellJ' 1110re 1ntereatod 1n w1D1nc and 1a4uatry 

t han In •crtculture, Tbla 1nterYlew •• at a dinner, and be ba4 to hATo t or 

another dinner porty bororo I could ratoe apoo1t1o quoot1ono about acrtoulturo. 
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October 2lat , l9S8 

J'rOIL 1. lo111lle Buck 

INTIRVIElf Wl'm CHANG Till-CHI, :nTJINSIOII 9aCIALIST, 
NATI<JiAL AaRictJLTtlRAL BESXARCH B'CIRSAIJ, CllllUSI CXIIIIliiiST ARIA 

Mr . Oh•ng Tiaited the Cbinaaa Conmuniat haadouar\era in Shan1i, 

end tr~ulled i n the pronnca in the B""lll Sh•n area , to loc• ta cultinbla 

1&114. Be .~t .. :-

91 

"The people ~•• bean .. u orgenized by occup•tionel group1. Theae 

groupe allot repreaantetinl ror the a l aot'ion or the heian (county) JMghtr•te, 

The oomounilt orgeni&Otion bel a ••oratory with eeoh magiatrote , who io ••ry 

influential in de termining policiaa, and t or t hia r eoaon there is soma doubt 

08 to the extant of oontrol of the people' I orsanizationl 

•Taxaa ao ouch han been e l iminated, end contribution aubatituted. 

Tho poor era poyins le .. , and the rioh 110re, than under the taxation .,.I t a . 

The ability or a pereon to pay il datarained by hia ne ighbor&, aince in Chin••• 
aoclaty a nal.ghbor' 1 w alth 11 w ll know. 

"1uot1ca Ia acllliniahred by a Judge, end ell ••••• perta1n1n& to the 

public •r• held before the public , and with o~portunlty tor the public to pre-

oant ••ldenca on e ither olda or the oa1a. 

"Ao yet few preotloal projeoto or en lndu.trl•l natura hna been 

lnlt1~ tad . The moat aalt-ertdent one Ia tbe 'Spring Plowilll IID•-ent' • 

Plowing h besun early, and a r~~r~~er attar hie p1ow1nc 11 tinilhed 11111t loan 

hio llniaala to hio ne ighboro who han no UliMla . 

• 
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"There hu bean aome trouble bat'ften the t roo'Pa of tbe Centr al 

Oonrmoent •114 thoae ot the Red Arftr;y, but the a1tuetion i.o better aow. 

•In eaaa belen there are two .. &latret .. , tba one apoo1nted by 

the Shenai goYernment, end the other by the people'a orceni zationa . Tbe 

t ormer baa little po'ftr. 

92 

•student• trom all porta ot Cb1n• are being trained by the 

thoua'llldo, 1n the eo-odlod two un1•era1t1ea, end aant to the tront . Tbaaa 

atudent a ere not necea .. r1ly oonmuniata , but t hey wont to do s omething , end 

tho oo.....Uat orcanit• U on proYidu ""' " end !MOna. Tbay ""'Y later ati ll 

bo uead by the Oantral OonrDJDent, all4 moat ot t heae atudenta •re not 

pr1morily communiate in thei r politia• l be l1eta, elt hougb, ot courao, thoy 

aro aubjected to oommun1et training." 

• 
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Ootober 23r4, 19S8 

To Secretary »oraentbau 

l'rolll 1. Louin& Buot 

7 JJ.J. 07 CAII'!'CII 

Public reaction to t he fall or Canton la one of a areat ahoct, ~d, 

aa one triend ezpre1111 it : •we are a1bAmed t o loot eaoh other in the t aoe.• 

The aeneral f eelln& 11 th~t there muat bAn been tre~obery or arou inetti-

cleDCJ· 

l!r. Y~na, r rlnciP"'l or a Qwoker Hlah Sobool in Chunaldna, and hlualt 

A 11rominent S:tecbuen l eader bare, ezpr a81ed h!Juelt freely 1D a aroup of which 

I waa a member. He enumerated all the weatneue1 or the Cbineae JIIOJile. He 

said: "The Chineae mu1t diatinguiah between da11re for • thlna And abilit7 

to attain the object in mind. One areat fault of the Chineae il the inAbilitJ 

to lie a thin& throUah t o the end. Too much dep~enoe 11 put on word1, oDd 

peraonal influence built up b7 ona'a trienda an4 relation~, rather than 

throuab actual accomplil~nt. 

•Yu Hftn-mou ahould never have bean &iven the JIOiition ot oa.m&Dd in 

IC,.ongtung aa a rawa.rd tor hl l t urnln& over to the Central OovernMnt. Be 11 

not a capable pe~eon ." 

• I 
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TREASURY DEPARTMENT 

INTU O""'Ca COIUIUHeCATION / 
DATa 

TO Secretary Morgenthau Ocwber 27 , 19!58 

roo11 Boman Ol1phallt 

7or your information -

lir. llonnet f i rst came in to see me aa rou SU&Sested at 2:00 P.ll. 

en October 2:1, I aew b.1a alone , ead the 1DteM'iew 4.1d not laet lOJl&. 

I allo•ed hilt to tate 110at ot the time atetin& w ae the plan, end 11bat be 

bod i n lll.nd . I a ttach •• •Dooument No. 1" the 11181110rnndllll which I bad 

berore 1<e on ohieb I tallced wh1111 I outlined to b.1a 11bat, under the statute a, 

the United States ""'" &tbor1zed to do, indicating that I waa 118rely atatl.n& 

>hot it could do, not what it would do . 

Be asked to see IIIli again to get the en ewer a to 11n7 queaUona tba t 

aight uise in b1a llind, and to conUnue the proceaa or 1'am1liar17.1.Jl& bl.Juelt 

with t ho oubj ect. I sew h1a on October 26 at •:oo P.ll. , and bad llr. Bernetein 

in 'ld th me in order to BiTe him the back&l'OUlld 1D case we haTe later to 100rk 

t he ILBtter up. Moat ot this diseuea1on was dnoted to the practical probleu 

that •:ould bon to be dealt w1 th - aucb aa how a preoUcal dietinotlon 

bet..-een tligbt eap1 tal end le&i tiate bueineaa inTUtll8nta could be 110rked 

C\lt . 

Pursuant to rour requeat, I gan him, at tbie 1DteM'iew, an un-

11nter D'Arked, typed statement or the .Aurieen law (•DocUII8nt No.2• ), 

A copy or t bia is a ttached. 

Be again a.aked me to gin Ilia any time I could opere todq, •d 

he came in a t 12:ll0 . ~e talked tor twenty ll.ill.utea with Bernstein pr eaent, 

and rerte-nd his owu stat-nt ot tha plan micb be bad worked out 1D llr, 

Bernstein's room following our t alk yeeterdaT. 

Be aalced tor ..,re u .. , end 1 t was arranged tor him to ocm. beck 

t oday at 4:00 P.M. to diecuaa the mattera, some legal, some non-lese!, 

1111d Mr. Bernstein cd llr. Wbih t alked w1 tb hia; tba eonTersetion relating, 

for t he most part , to t he 8JIOunt 01' French capUal bare. 

Attacbmllbts ( 2) 
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-~/~~ c:..~ .. J~ -·~~ "''-'-'r' 
~., ~ U'4· ...... J--• ;dr-

Under Section 5(b) of the Tra<ling w1 th the Ene~ .let ~~ uende<l~~fl 
by Section 2 ot t he Aot ot llarch 9, 1933, it would eeeJo that the President, ~ 
.,.. doc1ar:!.ng the cxistenco of a national &lllorganOTl, could require re-
ports to be f iled w1 th reapect to all property located in the llni ted State a 
and owned <lirectly or in<lirectly, beneficially or othenrl.se, i n whole or 
in part, by a forei snor. He could require that such reporta be t i .le<l not 
o:U)' by the foreigner who owned the property situated here, but also b,r 
agents, custo<liana, and bailee a ot the property owned by t he toreiCJI&r, 
by A:::erican banlca , corpore.tiou, brotere, luUl"IUice cCIIplllliea, and &CIT other 
poraon i n t:rls count.,. indebted to or bol<ling property for the acco1111t of, 
or bsrl.J:Ig custod;y, poasesaion, or control of &CIT property belonging to, 
any foreigner or anyone suspected ot being a toreigner. tinder the atoreeaid 
s tatute, fines or up to elo ,ooo and i aprisollllant up to ten yeare, or both, 
could be illlposed for failure to file such reporta . 

It c<>uld be required that the reporta show the ll&llle, a<l<lreaa, and 
nationality of the foreisner owning the proportyj t he tom in which the 
property is held, for example, bank <lepoaite , corporate securitifts , ete.J 
t he value of such property! and, if the proporty waa acquired atter, for 
exa.aple, llarc:h 6, 1933, the <late such property .-as acquired and the nature 
ot t he transacti011 by which it was acquired. 1U t hin a f ixed period ot 
time, say ~~e <lays, after any such property ic transferred or <lisposo<l 
of , reports would have to be filed showing the details of such trenater 
or <lisposition . \ 

An alternative , clearly authorized, would be to provide that, 
beginning 6o <lays hence, or sollle othor convenient poriod, illlne<liate de­
tailed reports of all foreign transactiona would be required . This m.lght 
well result in a conaiderable exodus during that period. 

Infol'11&tion thus obtained by this GovernMnt could be lll&de public 
and lienee be ...Sa a..ailable to forei gn countries interested. 

Alt hough we would not be on as til'll ltogal ground to require the 
a fore .. entioned type of reports via-a- vis natioDAle ot less than all foreigr1 
countries , it could be argued that the s&llle statute authorizes the Prelident 
t o l'Cqul.re such reports where the property s1 tuated in t his eountey ia · 
owned (a) b)' a FrenchtM.n, for instance, or (b) by a nat ional or any countey 
wfU ch is a JJ~ember of t he Tripartite Arrangement. lfith respect to the l&at­
mentioned alternative, it m.lght be appropriate for eech or the three s enior 
pe.rtnors or t he six partners of the Tripartite to agree to furnish OD a 
reciprocal besis infonoation relative to the boldi.ng of property withiD i tl 
borders by the nationals ot the other ..,.here ot the Tripartite. It euch 
an arrange-.ent were to be entered into by the Tripartite -bere, it would 
siva furt.l!er l egal eupport to the President's requiring the filing of s~ 
reports . 

1 '!'he President declared t he existence of such an emergency in connection 
with the foreign exchange Ordor of Ja.nUU7 lS, 1934, which Order is a till in 
tu.ll tor:-e and ettect . tr -~ ,. .! ~ -..-,._ /~ "(· ,._ ~ -,J ..-... t1'-'- .# ,_, /... .. •• /-. .. 'l 

.. ,. / !? - ~ ~ ~ , ._ ;;.-J,, ,. , , 
" ,. •/ / " ... ~ ,.... .._~ •;" <1'1• -

/' 
Regraded Uclassified



, 

- 2 -

1 .. still etud71111 whether the powera ot tile rederal liNen. Board, the eo.ptrollar ot tbe Curren(!7, tbe FDIC &Dd tile SIC Oolll4 lie 1uobcl 1n support ot requ1r1111 tbe atornentioaed :reporte. 

It I.e to be noted tbat the toreaol.JII aucgeatiou relate to tbillp whlch collld be done b7 tbe President w1 tbout tu.rtber autbori \}' troa tile eo111reae . In add!. tiOG to the toreaoiJII, other ate,. could be taken w1 til tho approval ot the CoJ~~rese. For inetance, a convention could be entered into w1 th France tor the reciprocal nobanp ot iotomatioa :relati.,. tc the boldl.ng b e&ch oount%7 ot aeaete b7 •tioooala or ~ other CO'IIIItrJ, Such a eonventiOD would ba.,. to be appro'fed b7 the S.ll&tc, It ught &lao be poael.hle to enact legielation U.poe1111 taxaa on trenetere ot prcpart;r l.n this eount17 by toreignere, or inc:reul.JII the iDooae tax • h1ch torei~~~ere would hue to P"¥, e to . 

It aight also be poeaible to require an increase in the bank reeerru 11eld araillat bank depoei tc belongl.JII to tore1pera . 
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u~ Section 5(b) of t he Tra41ac with the~ !ct of October 6, 1917, 
aa a•nded 'to' 8act1oa 2 of t ba !ct of larch 9, 19)), the ~fde.nt ia autboriaed, 
without acain daol&r~ t he .nata- of a aatioaal ._.. , to ... ad paria 
of t be praaent !.ucut1Ye Ordar of lUI.'If&ZT 15, 19,., r.latilll to foreip ucNnca 
and tbe Raplatioaa of llcweabar 12, 1934, ao aa to require report& to be tu..t 
witb r .. paet to all prop.rV located 1D the 11Ditad ltatae &ad owned direc\q or 
1nd1rao\l.T, beD&ficiallz or otbarwiae, 1D wbola or 1D part, b,r a foraic-'• 
Such lecialation would appear to authoriae the raq...u-nt that aucb raporta be 
filed not onl,y b7 the rora tcner who a.nad the propartT aituatad 1D the 11111tad 
!ltataa, but alao b;r acenta aad baUHa or the proper tT a.nad b7 the foratc~~ar, 
b)' Aaaricen bellka, corpora tiona, brokers, 1Daurance co..-maa, &ad b,r a~~r other 
peraon 1.n the 11111ted ltataa iadebted to or holdi.nc propartT for t.he account of, 
or heT~ cuatod7, poaee .. ion or control or a IV' propartr baloncinc to , a~~r ror­
etcner or aqyone auapaotad of heine a fordcner. 

The atatutae would alao .... to autborbe t he requira•nt that a11Ch report& 
ahow the -• addreaa and naUonaUv of t he toreic~~ar own1nc the proJI&rVJ \ be 
fora 1.n which the propart7 ia held, f or UU~ple, ballk depodta, corporate eecuri~ 
tiea , atc.J the nlue of web proparVJ &ad, U the property waa acquired attar, 
tor exuple, JanDUT 31, 1934, the data auch propart7 waa acquired and the Datura 
of the tranaaction 'to' which it ••• acquiradJ aad that rlthiD a f ixed period or 
t ia, aq three dqa, attar &JV' aucb propartof 1a trana!arred or d.iepoaed of, 
raporta be f Ued ab01rinc the dataUa ot euoh trana!er or diepoaition. 

Under the atoreaaid atatut .. there 1a autboritT to i.lpoae tinea up to 
$10,000 and illprieo-at 11p to tan Teare, or both, tor f ailure to cGIIIplJ' with 
the atatute and ordara and raculatioaa 1.aal>ed theraulldar. 

There •ould be autboriv for t he U'aited State• to aka puhlic i.ntoraat!Da 
eoatai.ned 1D ncb raporta aad torai&a cOUDtri .. 1Dtaraated 1D auch i.ntoraaUon 

coWA tharab,r obta.iD the -· 

9\lch atatutaa would aau aleo to autborisa the Praeidant of t he llllited 
Statoe to liait the raquire•nt of auch raporta with reapaot to propart7 1D tM 
United Stataa Olrll8d 'to' aatioD&la of thet part!Dular countJ'T, or of tboH part~ 
clll.ar eountriea, 1.n relation to which there ware problau of an eMZ'I•ncv aature 
bu1nc to do with roreicn uchanc• or capital aoTeunh, or 1D relation to wh1eh 
t here ware apeeial arranc ... nta dealinc with probleu of tbia VP*• !ction of 
the liaited aort juat indicated, ulldar all ordinaJ7 eircaatancee, would, within 
tbe tra.aa of t he atatutaa, conteaplata reciprocal action b,r the countriaa ooop­
&ratinc with the 11111\ed State. 1D d•linc with aucb probla:>a of achenca or 
capital -aae.nta. It t he otbar two oriciD&l partiaa to the tripartite arranc~ 
• nt ware the eountriaa a t inetaaca, an ~nt of all tom., to tura1ah oa 
a rec.iprocal buia iatorM\loa r.lati're to \be bol4iJIIa ot prc>perV withiD 
their raapacUTa bordara b,r D&tionala or the other •lOber• or the tripartite, 
woW,d be conteapla tad. 

1 • The Praaidaat or the llllitad Stataa declared the axiatanca or aucb an --a•ncv 
in CO-\ioa with \be bacutiTa Order or JUI.'If&ZT 15, 19)4, reculatiJII !oreSp 
u cba,.a and 1D ce-tioa with the Bank Bolidq Proc:J.a.atioa o! .... oh 6, 193), 
bo\b or which an a\Ul 1a atraat. 

• 
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:::.:Jr: 

:)pernt.or: 

~:~Jr : 

LPmbert : 

~::Jr : 

L: 

L: 

~·Jr : 

I • w • 

L: 

~. ~Jr : 

~<"..!Jr : 

' . ~ . 

Y:·Jr: 

L: 

Hello . 

r.:r. Lambert. 

Hello. 

Hello . 

Henr y t:orgent.hau, Jr . 

Yee, s1r. 

ilo" are you? 

October 27 , UI~B. SS 
4:15 p. m. 

I'c fine , t.he.nk you. Ho" are you? 

I ' ll give you t~ree guesses ae to ~hat I dl~ t h i s 
l!lOr.tin.g . 

~ell , one i e that you went over to Dxrope, the other 
is you went to California end the third i s t ha t you 
saw my houses. 

You ' re rig,ht . 

VI el l , 1 t l ookeCI tor a minute like I wasn 1 t going to 
get 1t, d1~n ' t it? 

Have you heard I was there? 

Yes , ! knew you rere there. 

You ~~ew I was there . 

\ 

I'll tell you, J ust ~y an accident, because Dager 
was talki ng to Ri e! lor and because he wanted t o 
come up and tee hie ~nd he jus t ment1one~ t tat you ' d 
been there during the day end the t - one chance in 
a milli on tha t I happened to be 1n the room when 
he was tell:!ng to him . And he aleo said t hat. you 
wer e upset about t he tllnks and I said , •well -
what - it ' s very unt:a ir to Judge a pict ur e until 
~iin~~an~a£ .1 e fini shed ~nd or course ~oee set al l 

17ell, t hat' s only n ver y minute detail . 

But I wish you ' d been t her o tooorrot' 'because one 
of ~he apartments, tomorrow night, will be 
coopletely !urni~hed , by ~acey, so ~bet we can 
see whet could be done by a young couple P~d Y~ill 
look very attr sct1ve, Pnd - you know - show the 
poss ibil1t1ea of 1t en6 they ' ll bave- t hey 're 
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L: 
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.,. , 

coming down wi th a bunch of furn i ture tomorrow. 
Did you set i nsid e? 

Oh I opcnt ~n hour there . 

~h , you di 1 , really . 

YI'B . 

Well do you think, as n firet attempt, for a 
standard ma t eriel, they ' re aQ bad? 

!low l ook , I ' m trem"ndoucly enthusiastic. 

Well , th~t ' s fine. 

I' m trener.dQusly enthusinet ic , and I - now t hat 
I ' ve eeen i t - everybody tells ~e that yQu've 
revised the plens since I ' ve seen you, but nobody 
tells me whet you've done . 

~ell, ! ~ent you a copy of the revteed plane . 
I aont them over t o 'lanes the other day - I 
dt~n ' t want to bother you, but I sent a copy to 
uenee t o distr ibut e to you in whi ch we now have , 
I th ink, all of t he objections ironed out on 
taxea and I can tell it t o you in t "o seconds -

~ro. I ' ll t ell you ... ha t I ' d like y:>u to do. 
Are you coing to be free Sunday n1eht? 

YeF , i ndeed. ! 1m - I ' m coing - t~ be hPr l' in 
\'laehtngton. 

WAshington . 

In ''lsebtngton . Yes. 

\'Jell , I ' l l tell you what we'll try ~.>nd do . At any 
event if you 'll co~e to the house for supper, I ' d 
like very much to have you, I'll t r y to e et hold of 
ullnee end try to get bold of SteK"art !.!Bcdonald. 

That's fine. And ,..ha t t i me? 

Seven- thirty and you needn 't - alt. -: blut1DHe olotllee. 

Yes. At seven-thirty on Sunday n ight. 

I mean do you went Dager or not . 

I ' d like hi m, it ' s quite unnecessary . 
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It' s unnecessary 88 tar as I ' m concerned . 

Yes . All right, e1r . And t hen we' ll - t hen I ' l l 
leave 1t to you - you t ry to get hold of Hl'.nee. 

I' ll g!.'t holCI - i f H1me"s 18 in town I ' ll get ho l CI 
of P.anes and Stewart !1Pcdonald . 

! see . 

hnd th en I - I want to f i nd out - now thet I 've 
Eeen 1t , ! ~~~t t' help all I can. 

Yes. ~ell , t~e~ ' £ fine because I think we ' ve got 
1t fixed up now eo that. ;~ract1cally all t he 
obJection~ are rul~d out, end - it came about 
Pfter our convercation at. d inner with you - you 
said "Get busy &n~ flx t.hls eo t~t i t hnsn ' t 
those obJ e ctions, • and we ' ve ell the plene r hlch, 
r thL"l'!, you will agree anC. most everyone "e ' ve 
talked to about 1t, in fact everyone h!'le -
abol 1shee rll thooe obJections sr.d yet acco~plishea 
exactly the same result. 

or course, ~e - you know lt can be bui lt under 
exiet1ng l'.uthority. 

Whet? 

They could be bui lt 

~h, yes . 3ut that ' s e cl~csy -

I underetend. 

The trouble 1s t hP t I h~ve to - ~1le I'm g•tting 
that authority t.osother to sign the psper c, I ' ve 
built the house. 

! under stand . 

And 1t simply won ' t work 1n a broad general sense 

But ! -

9ut I - I ' c very pleased that you 11ke the hous ee, 
because they ' r e bui lt by - Wi n probablY explained 
to you - by ~n excellen~ contractor, all un1on 
l abor -

Yes . 
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Ana they 're - t hey will look better when they ' ve 
been lived 1n a llttle bit. 

Well, they were putting up the wall~sper. 

Oh, they wer e . 

Yee , they :-:er e. 

Oh, I see . Yes . 

Well, I ' m Yery enthusiastic and I went t o help 
all I can. 

Th .. nke e ver y so ouch, ::r. !.!or se!'ltheu, then, and 
! 1 11 bP. t her e on Sun~ay night. 

Tl:Pn'~ you. 

Goodbye. 
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GROUP KEETING October 28, 1938. 
9 : 30 A. 11. 

Present: 

R. L!. Jr: · 

Hanes: 

Oliphant: 

H •• !. Jr: 

Hanes : 

H.Y.Jr: 

Ranes: 

Kr . Oliphant 
Jlr, Gaston 
Jlr , Haas 
Jlr, Hanes 
Jlr, Tayl or 
Jlr . Gibbons 
llr . Lochhead 
Jlr. White 
lolr. Bell 
Kr. llcReynolds 
Krs . Klotz 

I think you will all be very much pleased to know 
that the President has decided to appoint Ur . 
Hanes Under Secretary. 

(Applause) 

Your speech was beautiful. 

Do I have to make a speech? 

How about it? (Laughter) 

That ' s that . 

I •ve got a couple things I'd like to clear . 
Would somebody explain to me wb;y I should sign 
Helvering•s request that, as I get it, all 
Departments should have income tax information 
available. Does that give any Department blanket 
permission - Kac, have you read this so you can 
explain it? Any Depar tment , wi thout coming to me, 
can get any income tax information? 

I think that is confined to the s . E. c; I believe 
they have been making requests • •••• 

That is all right, but I gathered that any Depart­
men can get it. 

I think it is only by specific request. 
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Mac, read it, and I 1ll come back to i t . Do 
you alind? 

! CJ 

The other thing her e is a l etter from a former 
Uni ted St a t es Grand Juror congratulating Internal 
Revenue on getting this Abe Joseph, at Newburgh. 

It • s funny . I called !lac this morniJlll and I got 
him between the bed a.rxl the shower. (Laught er) 
I could hear his t eet h rattling over t he t elephone . 

Lochhead : Vias he 60ing back to bed a fter the shower? 

!l . i! . • Tr: I don ' t know . Well , let 1 s ask him. Anyway, what 
I - after waiting half an hour he r ound a pencil, 
and this thing - I ' m su,.Gesting you bring down -
I •d like to bring down the f ellows t ha t did this 
particular thing - Theodore Dreesen, (Elton) 
Keating, a nd Donald I solds (?) of the Alcohol Tax. 
I have signed it; I thout ht you might like to have 
t hem come down. 

McReynol ds: I •ve got a case - coming down on the Customs case; 
r •ve called the boys . 

H. !uTr : 

Taylor : 

H. !.I. Jr: 

Dan, on - listen, Steve, don ' t -

(Ur. Kieley comes in. ) 

Viall, I just didn' t - I didn't £now any way -
all right . 

AM t he other thing, Wayne, your good .friend , 
Eugene Sloan is trying t o ltid me . He gave me a 
s t atement yest er day - t he othe1· day, when I ASked 
for it - on a redemption of half of one per cent . 
He figured it against t he whole business . Now he 
gives me figures .from Kerch; it is nine and four­
tenths per cent, but I still say he ' s kiddi ng me, 
because it • s running almost at t•renty- fi,ve per cent 
t his month - almost t wenty-f ive per cent, because 
we have taken in this month, roughly, about t wenty­
five mi l lion dollars ; we redeemed almost five . 

I t hink you do have to compB!e it with the total 
amount outstanding . 

~rue but four mi l l ion in twenty-two days i s ver y -
(wor!s misunder stood) - r edeems. 
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Do you tnind just t aking a look at it. It couldn' t -
couldn' t we , as a s ample, write a hundred people 
and ask t hem why - couldn' t we just take a hundred 
people , just at random, and ask them why they are 
doing it? We could send people to interview them. 
Wayne, I ' d like to send some people to interview 
them. You can use - well , any one of them. 

Just use the local people; t here are a lot of them. 

Why not ask t he postmaster t o interview them, go 
and t a lk to them. Let' s just interview a hundred 
people at r andom. 

It isn•t out ofline, ur . Secr etary; l ast year •• • ••• 

If you ~o i t t ha t way it• s al l right, but four 
million is ••••• 

Yes , but the same period last year ran five mil­
lion one; this year it r an five million fifty, 
twenty-five days; .l ast year, a s a tot a l, fiscal 
year , ei ghteen milli on four; this year, t vrenty­
five million three , but on the volume of a hundred 

t wenty-two for last year, and a hundred 
forty-eight for this year . It's running very clos e . 

If you don't mind , I'd still like Taylor to come . 
(To Urs . Klotz:) Let Kap~ead~ this letter . 

That•s all I •ve got. I read the Fleishhacker 
thing, and Mr. Jones called me at o 1clock 
l ast night to tell me about it . Re r.as very much 
pleased, sort of; I got the tdea - thought he ar­
ranged to have Herbert Fleishhacker resign. I 
didn't argue with him. (Laughs) 

(Laughs) 

And I don't - we'll l et him go out that way; it 1s 
,all right with me. 

Dan? 

I have nothing. 

I see it was in the pape.r this morning, that after 
t he President inspected the airport -
great secrecy . I haven't heard at what time; I ' m 
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asking. You•re coming here at eleven, aren ' t 
you, for Straus? 

Yes si.r. 

lOS 

Let•s see, there is Bell here, Banes will be here, 
Taylor, will you be here? 

Yes. I 1ve got to go over to this ten o' clock 
meet ing I told you about, with Archie . 

If you could ge t your - this is particularly 
your bailiwick, and I 1ll have to do my home work 
in front of Straus; I won •t have a chance to be 
prepared. 

It' s eleven o'clock? 

Yes . Eleven. I' l l just have to do my home work 
in front of you fellows. 

(!.Irs . Klotz speaks low to H.!4.Jr. ) 

Oh, and on Glen Martin; there's a chance that the 
President might see him Saturday, so if you could 
put him on notice, so to speak. Glen Llartin. 

(Nods "Yes . ") 

All I'd say to Glen Uartin is, •Don' t get t oo tar 
away from the telephone Saturday and Sunday.• It 
may be I ' ll went to see him - something l ike that. 

All right. 

Huh? So - I mean so he doesn ' t fly out West or 
so1nething. 

(Nods to ur . Lochhead.) 

The exchanges are quiet, I thought that (broad-tape 
clipping) was interesting. J apan aade a protest 
to France about shipping. 

Yeah. Steve? 

(Nods "Nothing. ") 

(urs . Klotz speaks low to H.K.Jr , , Be nods •Yes .•) 
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No t hing . The Coast Guard, I told you they had 
tho site fixed up - site for the War Department -
f or that r adio station. It •s only on a five year basis . Now ••. .. 

V/ell ••.• 

• ••• Ur . !Janning, in lJr . Oliphant • s office thinks 
t ha t t here is a chance of getting the money f rom 
a 1933 P. w. A. allottment. 

No, they have tied that up in a bow knot . 

You v:ant to go through on that five year basis . 

You can ' t get any of that money; it ' s in the 
Presi dent's vest pocket; he •s going to h' n& on to 
t l'>..at for dear life - for buyil'\b l and. You can• t 
&et a nickel of that. Is t hat right , Dan? 

Yes . Take the five years; that•s permanent. 

The Budget wouldn ' t lot the appropriation go in 
the Budget before; it is only twenty thousand 
dollars . Get Congress to give us the twenty 
thousand; we •ve got the l a nd from a private individual. 

Well , work it out, anyway. 

If you want to wait sixty days • ••••• 

I'll leave it to you. 

Five years f r om now some fellow f r om the l'lar 
Department might say, "Well, you•ve got to g~t out.• 

That ' s all right, they can•t put you out over night . 
The Department of Justice ~~s been occupying Leaven­
worth Army frison on a year basis, and they ' ve 
been trying to get them out for fifteen years . 

\'/ell , it•s just a question of sixty days ; I think 
Congress would give it to us . We'd have had it 
if they•d let it go in the Budget before. Danny 
thought we should t ake it from the Public Parks . 

I ' d do what Danny says . 
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0. K. I didn1 t want to go ahead with it unless 
you knew about this rive year arr angement . 

Oh, I should worry about that. 

I don1 t mean to get it through Congress; they are 
not going to appropria te money to buy land around 
Washington nhen they own more than halr t he city. 

Well, we •ve been a t it ror how many years? 

McReynolds: . Three years. 

Oliphant: 

R. J. J r : 

Gi~bons : 

!l.:J. Jr: 

Gi bbons : 

H.:l.Jr: 

l'lhite : 

!1 . 1. J r: 

l.hit e: 

R.!l. Jr: 

Our technical needs m1sht be di£fer ent at the end 
of three years . 

Incidentally, t his new radio t hey•ve put 1n this 
Lockheed plane is a marvel ous thing. They ' ve put 
a nen one in - a hundred fift y pounds, and it ' s 
much more efficient. Talking by voice yesterday, 
oh, a hundr ed, t wo hundred - wel l , let ' s see -
Philadelphia - well, over a hundred miles . It • s 
t he same machine, only modified, t ha t Bendix 
developed for Hughes on his trip, and with the 
outfit, the l'lhole things, t wo mach:l.nes , th:l.s docs 
the ' :ork - one mach:l.ne - and lightens i t by a hund­
red fi1' t y pounds . We were over Ph:l.ladelphia; we 
were t alking to the field in Nen York ••• 

Fl oyd Bennet . 

Floyd Bennet, by voice. 

By voice , huh? 

By voice . Harry? 

(Her e is) Somethins t hat might interest you -
particularly t he date . 

What is it? Oh - whY didn't you say so? 

What•s that? Well, it ' s self-explanatory - the 
dat e on there. 

Look; Harry bands me a l etter written September 24, 
signed by Gibbons, askins the State Department, as 
follows: 
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"It will be appreciated if you will furnish this 
De!)ar t aaent at your earliest convenience with any information available concerning discricinations 
against American COt!lllerce in Jlanchuris , North 
Chin.'\ , or Japan, l'lhich now exist or recently 
occurred, hether such discriminations result from 
activities of J apanese authorities or otherl'lise . 

"This information is urgently needed for a study 
now receiving t he active attention of this Depart­ment ." 

The point that Harry makes is that v.e are bloclced 
a t every turn 1n getting this thing; - couldn• t understand it. 

That •s a little stronger than I ' d put it. 

That 1s t he way you put it to me . 

That ' s (!.bout it. 

I s i mply had a hard time getting the information a t first - considerable . 

You nere blocked at every other turn? 

(Laughs) 

(Laughs) Well , anyway, he thinks it is very sig­
nificant that we r1rote this on September 24, and 
on October 6 the Stete Department issued - wrote 
t his l e t t er, w~ch is in today•s paper s , to Japan. He thinks it is a coincidence. 

It •s a pretty complete one. 

So we can forget about that. 

It makes t his thing doubly •••• (speakinw low) • •••• 
response which we 1.111 be sure to get . With that in mind, I rushed the thing, with the idea of 
having it ready for you today in case you might 
want it further . 

\'/ell, the Japanese won ' t answer it today. I 
wouldn • t touch it until Monday. Anything else? 

It nakes a natural. out of the thing. 
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Harry doesn't believe it, but you can t alk to 
him. Am I again misquoting you? 

I am sorry, I didn't hear what Oliphant said . 

Well , you fellows better get together. 

(Nods to !Ar . Hanes .) 

I've got two catters here, from the Department 
of Internal Revenue . Harold Graves wants to 
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make a change in the I llinois District. He IYants 
to put Minnesota and North Dakota and South 
Dakota in that District. This one is one you asked 
for the other dey. I borrowed it . 

Oh, you borrowed it . Give them both to Uac. 

Anythirlg elso? 

No, that is all. 

Vlayne? 

Remember , I talked to you on the telephone about 
this Cuban report, nnd a couple of other things 
t here . I'd like to have some time to ta l k to you 
about that before - no immediate hurry about it . 

Well , what I'd like to do, I ' c like to sit down 
r.ith you and Pierson, and &et that whole picture 
of Central and South America - would that - Cuba 
be included in that? 

No, the Cuban one is a special case. 

Well, you make a nota, lArs . Kl.otz - Cuba - and 
t hen .Tones said he'd like to kind of join us 
when we ta~k to Pierson, too. Why don't we - if 
we are free next Tuesday for lunch, have Pierson, 
Taylor, .Tesse .Tones • • .. 

I think he •s going up to New York for this Foreign 
Trade thing they ar e havi ng . I don ' t think he will 
be here Tuesday. 

Don•t think he'll be here Tuesday? Then, Taylor, 
on the ~hole picture, I think it might be better 
for him to sort of get his report ready; I don't 
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think he 1 s quite ready with it yet. Ylill you 
tell him, when he ' s ready I ' d l ike to see him. 
But Cuba, you want to do a.nyway? I t hought it we 
waited .until after electi on, and it got a little 
colder, I 1d have to go dovm myself and look at it 
personally. 

That would be a nice place to go. 

I ' ll match Steve to see which one of us goes . 

V/Mt country? 

Cuba. 

Very nice. 

Very nice. 

Probably get Herman in on that too. 

Anything else 1 Vlayne? 

One of the things t hay are going to suggest is a 
typa of special mark, or the equivalent of that 
for this purpose, and I think we probably - if 
that ' s what they are going to suggest, why , 
probably Yle ' d probably get into some trouble on 
it. 

Cuba? 

No, this is this r efugee business. 

Well •••• 

I guess the best t hing to do i s j us t listen. 

\"/ell , Harry ' s going with you? 

llo , Archie and Johnson. 

Good. well, you ' ll have to bri .ng me up to date 
because I am absolutely cold on it. 

I don • t know anything more than I told you, which 
I got over t he t elephone . 

Any time you want to go . 

George? 
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I have nothing this morning . 

George, t hat l ast memorandum you prepared for 
me on the one Lonigan gave me, is of October 22? 

That is richt . 

The President has that, so will you give me another 
one, please? 

Uh huh. That chart I gave you that time i s just 
r ough. 

I am civint it back to you. Ask me why afterward . 

(Starts to leave; t alks to Mr . Oliphant at door . ) 

(H .~ .Jr . and ~. Haas hold low conversation. ) 

I did the best I could . 

It•s not good enough. 

(Points to •lr . Gaston. ) 

I suppose you noticed about the death of Alma Gluck 
here . 

It ' s in your ha.nds; I don ' t know a thing; I •m 
leavint. 1t \~itb you, \'layne . 

\'layne . 

You t a!te who you want; t he matter is in your hands . 

I don ' t ltnow whet her you knew or not that Llarsha 
Davenport, who is Russell Davenport 's wife, is 
Alma Gluck • s daught.!r . IAftr e l!l;l , Davenport • • •• 

~·-
(Low) I s that the Davenport •• • • 
~ ... ~a~lha Davenport is Alma Gluck's oldest daughter, 
and is the wite of Russell Davenport, t he Editor 
of Fortune - the br other of John Davenport, who 
i s doing this ar t i cl e . 

What do I do? 
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Nothing . I thought you might be inter ested in 
knowinc i t. 

Thanks . That is, Davenport - the editor' s wife 
is Alma Gl uck ' s daughter? 

That i s right . She writes under the name of 
Mf~~ Davenport . 
V..... ;q) 

!1.2 

Well , they 1:ere married in Baltimore , by the llayor 
of Baltimore , wer en' t they? 

I don ' t know. 

I think she 's t~ oldest daughter , who i s t he 
daugher of Gluck and not of Simpless . 

That' s right . That ' s right . She writes . 

And she •s t he wife of t !le Editor of Fortune. 

She wr ote (not understood) - very amusing. 

Well , aro you peopl e comint. tonight? 

At seven f ifteen. 

Th.<tt i s Gaston, Lochhend , rhit", l'IlC Davenport, 
a t seven fifteen, on t he Fortune article. 

I have a letter to you from Ed Fl)~, as Commissioner 
General of the Ner1 York World • s Fair, and he tel ls 
you that after the f irst or t he year they are 
goine to begin to broadcast over the r adio, a 
ser ies of el even themes, and one of them is 
"Finance and Credit. " 

Schemes? 

Themes . One is "Finance and Credit, " and t hey 
want you to speak thirty minutes on Government 
act ivities on Finance and Credit, and they will 
v~ite the speech. 

Did you tell t hem what I char ge for thirty mi nutes? 
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No, but I might quote a figure on what you charge 
tor delivering somebody else' s script. 

You tell the Attorney General ..... 
The Commi ssioner General. 

•.• • • that I thank him - no . 

Not even on your own script? 

No , I don•t have to go up t here . I promi sed the 
Pres s Club next time I spoke I would s peak to them. 

This is a r adio broadcast which I assuoe Will be 
broadcast from Wa shington. 

No . 

No - suits me. 

In connec!tion with snvings bonds , here is a report 
that J i m Bryan handed me to band to you, which 
he proposed - the material he proposes to use 
in a nevt booklet . 

All right . Going strong, huh? 

The only other thing I have is this question or 
the document t ha t t he President might use in r ogerd 
to • • . .. 

I woUldn' t give it to him before Monday. 

And shall ~e get together and discuss it today? 

Will you call the meeting? 

I will. 

I s this note too confidential f or me to read to 
this meeting? 

I don ' t think so. 

This is from Mr . Gast on to me. This i s tri pl e 
confident ial: 
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"Sandy Kline tells me they hsd a big day with 
Dan Roper at his press conference. He gave out 
three good stories : 

1. Steel price concessions . 

2. Re record balloon expansion by the Bureau 
of Standards . 

J . Fish can climb the Bonneville Dam. 

"The fish story stood up, but (A) the Bureau of 
Standards denied the balloo~record; (B) Co~erce 
Press Rel a tions asked t hu t t he stories read, 
•steel price stabiliza~ion, • not •concessions . •• 

I read t •'lis t o a friend of mine last night , who 
was at t he house, and he said he had been a t the 
Bonneville Dac, and sai d t ha t t he fish did not 
climb it; he said t he only fish that could go up 
is an eel. 

I 'm going t o give t his t o the President. I 
think it• s marvelous. 

(Several t alking a t same time .) 

v;e have only spent six aillion dollars f or the 
fish ladder. 

Uy ~rivate reports ar c tha t the f i s h can climb . 

ge said he was t her e and he said t hey can• t . 

v;here is that? 

Bonneville . .. ..... Roper •s press conference . 

Got any other good stuff, Herbert? 

Nothing more . 

Send me more stuff like that; it•s good for my 
liver. 

(To Ur. Oliphant) Yes sir? 

That is that thing for your file . Attached copy. 
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Than.lt you. IS th:l t all . 

(Nods "Yes.") 

This is all right. 

V/h.'l t does it do? 

, 
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Well, the only thing it does t hat you can't do 
now i s , it makes it possible for the Departments 
to get - specifically the Securities- Exchange 
to get returns for use in hearings before their 
Cocnission. Now t hey are l,imited to hearings on 
prosecutions and t hinss or t lut sort . It won' t 
change t he procedure a t all with r espect to t he 
nethod of getti ng them, They still go through -
every one of those requests goes over QY desk. 

ll0\1 r.e are going to h&ve a big staff at ten o•clock. 
The principal thins of this is a goodbye meeting 
for Miss • • • • . 

O'Reilly. 

•• • • O'Reilly. This is her last . 

Oliphant: Is this her last? 

McReynol ds : This is the las t . 

Bell: To~orror. • s her last day. 

Klotz: I hate to see her go . 

!l . I. Jr: 

(Telephone rings.) 

I ' ll find out, Dan, when r.e expect ••• • • 

(Answers t elephone) Hello . Hello. Yes, 
Good morning • • • • • • •• •• . 
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October 28 , ll:l~l3 . , 
G:58 a . m. ,.,. ,., .· 

I 

Yes. 

Goo~ morni ng. !hls i s George P.arr~son . 

Goo~ ~orning to you. 

About the can we ~ere t alki ng about, mak1ng tht 
al:l.~ t..J :::u-ris . . 

I~ l.t aereeable t o you ~o hAve ue so AheP~ with 
that? 

Give ce unt1l tonight , V'! ll :rou? 

An~ - I ' ve J uet - I talk~~ to h1~ once, but I 
d1~~ · t have t he final thi ng, see? 

Y~e - I ' ll do 1t SOOP t 1Ct t?de~ . 

Ye s . I talked to h1m s::d lt 1 £ REr eeable with 
~1m and I have a man who 1s Just t op notch . 

Yes . Well, give me until toni ght, en~ I- it ' s 
my ~=~lt , but I've been a little rusbe~ . 

I etc . 

9ut I' ll 

:!! •.: ~ lt ' s all right, except t.het you said aoceth1nS 
about November 1, l'nd I didn • t want to - :: think 
1t.' ~ bet t.er to wait U."'til lloveClber 15, aeyway . 

Yeo . 

Beosuse if you' ll l e t ce, I want t o put h i e on &oce 
wor k here that he 'll have t o be do i ng !.Jr you. 

. • l 

' 
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I see. 

<'or a couple ot woeke. 

All right . 

Ftrst r ate. 

ThMk you. 
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!!ell:> . 

Dr. Burgess . 

Thank you. 

Go e.hea<:'. 

Pello . 

Oh, hello, ~enry . 

"o"' ar e ;;ou? 

Fine . 

You 're cP 111n;:;: ::.e ! beli evf' . 

OctO~£r 2G , 19~8 . 
11:02 a . o . 

Yes , that ' s right. In the flret ? l ace I' ll be 
wi th you on Noveonbcr 10 . 

Cood . 
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Second , I ' ve eot ~0 mnke a spe~oh on TueedPy night 
Henry, bef')re t his forc.!.e,n tr!'de counci l. 

Yes . 

I ' o ;>r eceding Socrc tqry Hull . 

Goo:! . 

AnC. ! ' ve been <rOrltlng very careft:.ll,.v to try to 
produce sooeth1ns that oigbt be cb~st~ctive ~,d 
helpful, ~,d I would be very appr ec.!.et ive 1r 
you ' 1 have a minute t o l ')Ok .!.t over . 

Tnat ' s pret ty hM'd to do I ltnow. 

Fuh . 

Where are you go1n~ to be over t he week-end . 

Her e . !n Wsshingt on . 

!f I - well, m~y I oa1l !t t o your houee? 

Yes. 
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And i f you don't get time, why that' s all right . 

Well , I' l l get time. 

Juat e minute . 

I ' l l get time to do it. 

Wel l , I ha t e - ha t e to bot her you with i t . 

Bet t er put a special delivery, air mai l . 

Al l right . Al l right. 

2211 - :50t h . 

2211 - :50th Street. 

Yee. 

Yes . 0 . K. Well , I'll do t hat. 

Sure . 

And I want t o d~ a Job on t his . 

Right . 

Jar t beae fellows loose a little bit rroc their 
typi cal t r ade a t t i t ude , you know. 

Well, I'll - I' l l f ind t i me t o do it, I'll be 
delighted to. 

Well t hat ' s very nice , Henry . I ' m much obli ged 
to you. 

O.K. 

And I'll be eee1ng you on the lOt h, i f not before . 

Fi n e. Thank a. 

Goodbye . 
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1'\.Umatu. Ywman. 

18th Oc t ober, 1939. 

Secretary BeDry !lorgea>theu , 1r. , 

Department ot Treasury, 

Waehlngton , D. c. 

Deer Mr. Secretary, 

I encloaa rei)Or ta type<S tram notea I rece1Ye<1 from Dr. Buck 

ti'O!!I Ch\Ul8k1ng laat nlght. 

ROirtlSCttully . 

:Enid Saunders 
Secre tery to Dr . Buck 
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October 2~th, 1938 

To Secretary Morgenthau 

!'rom 1. Lossing Buck 

To continue the war , or to talk oeace with Iapan, Is now being 

discussed by the :tuomlntang party leaders, under the leadership of Wang 

Chlng-wel . One of the cueatlons ~t i ssue la to hAve the Cenerallsalmo 

raalgn, and ~eng Chlng-wel assume leAdership to talk peace. 

A ~norlty of the public Is also talking about the desirability 

or peace. The most prevalent reeling Is that resistance should continua, 

•nd that It is an unfavorable time to talk peace. 

The sudden fall or Canton h•s upset nublic confidence, espaclal1Y 

since everyone was confident the Cantonese wou ld offer stiff resistance. 

P. • · Taou, bead of the !orelgn Trade Commission, who has juet 

arrived by car from Hong !'ong, re.,.rlced In regard to these peace telka: 

"We have no other alternative than to talk peace, alnce the f oreign powe rs 

will not heln ua.• 

!Jr. t.1 of the Foreign Trade COIIIII1aa1on rllllll'lrked : "lfe ""'Y aee a 

bit change in t he a! tuaUon. • 

T. S. Yiao or the .l'orelgn Trade COIDiuion etatea: "I know the 

new situation has had a tremendously upsetting Influence on our Commlaaion. 

~"e cannot do e.nythlng now. 'lfe can bllY and buy until our atcaacha are full, 

but what good will that do ua ? " 

• ' 
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'ft>e Nalhatlon bee 00118 tbot the 1"-llliDC pert or CIUlla la pNOtl­

collY cu t ott trom the rut or t bo worl4 , and t""'t tbe IIIIIOUJit or sooh wblcb 

can be exported or lmportod Ia ollly • "drop 111 tho bucket•. 
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October 26th , 1939 

Tb Secretary Uorgentbau 

!'r<a 1. Lossing Buck 

Dl'tt\Rvt£1 lim! Dll. H. H. XIIIG 

Tbe inform•t1on collected yeate%'\ler relati TO to oeace talk a mad e it 

od•ia• ble to check the information with Dr . KUlla. He s t a tes : 

"Peace tslka are always in tbe air: when t he situation Ia untaYorable 

to t he Js~neae their t erm. are =ore liberal; when reTorable , the tenaa more 

b•rab. Likewise China, wlwln terms are liberal, reels the lntom•l and inter-

nstionol situation Ia teTor•ble, and therefore ia llllWilUna to conaider OTen 

""'"" liberal terms. Tbua it has been up and down. 

"Two weeki oao the Generalissimo wirad the auggos tion that Chino'• 

toreian oollcy and the queotlon or peaco should be dlecusaed by the oivll oraana 

here In Chungldna. Tbo tall or Canton end !l•nkow boa apeedod these dlacuulona .• 

It io quito oTident t hat there ~Y be acme radical ch•nge In roreian 

ool icy, beeeuae t he Powera ~eve not oome to Chine's aaatat~nee. The Cbiaeae 

now reel t her e is no hope ot adequate for eign aaa1atanee , and f or t bie re~eon 

thoy reel they must reoonolder their whole policy. Dr. Kung at~ea thoro i a 

no .. Y or predictina bow gre• t a cbanae mer deTolop. 

JtlJ ·· · ... ... . .... '"'" ~-. .... ........... . 
-.r•n •& · ·· · ········· ~ ·· ··~~·· · ... . '"CBr' )' "'c. ...... YHA ' a COli t iG Dl&lll lle 

03¥13:1311 

J :)j(J 

T"lMn!~lO YRU•Al!IT 
l I .l'thJ 
"~ ...... ......_.........., 

- -
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Rb ThX-~PT FEATURE ON LOCAL 
HOUSII/0 AUTHORITY BONOS 

October 28, 1938. 
11:00 a . m. 

!'resent: 

St r aus : 

ti . J . Jr : 

Str~us : 

Bell: 

~truus : 

Mr. Natnen Straus 
llr. Taylor 
llr . Bell 
llr . Ilanes 
1.1r . Oliphant 

He •ve got eve rybody here who can say •No." 

I ' m glad of t hat. 

I •m perfectly frank; we ' re goi~ to do my home work 
as we go nlong . I mean I haven t been pr epar ed. So 
if you ' ll say - you ' ll get a t leest a sympathetic •••• 

•'ell, it ' s mighty nice of you t o give me a chance t o 
t ell the story. 

Nol'l look, I Jotted down some notes here in an effort 
t o make the s tory snort, so tha t I wouldn ' t t ake up 
t oo mucn of your time. And what I want t o endeavor 
t o do is to show you t he steps which I went over in 
my mind , and have you t el l me at wha t stage I went 
wrong . 

Tne l a w, you gentlemen al l ~now, provided tnat 90 
percent, or up to 9J percent, of the cost of these 
pr ojects could be aovanced by the United Stat es 
Housing Authority, and only up t o 90 percent; so 
that tne other 10 pe r cent had t o be r aised locally. 
lllo", the "raise l ocally" worked out in practice that 
you' d have to have the local housing authority sell 
their own bonds . In the deba t es •••• 

Did you have aey approval of t ha t 10 percent in oey 
way? 

llo , no. 

No.,, in the debates on the floor of the House, which 
we had checked up, the s t atement was repeatedly aade 
by implication that all of these bonds of the local 
housing authorities weren' t really of any value at 
all. You probably recall those debates, in wnich they 
said , well, the Government was paying for these pro­
Jects twice, once by making a loan snd a l l over again 
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by paying annual l y the as ount of t he interest and 
amortization of t he l oan. In f act, one of t he 
statements was: "The Government would lose on the 90 
percent it buys and t he authority ·«on•t be able t o 
place the other 10 percent." 

Now, .men I got t he job I visualized 1QY task in 
r espect to the fi nancing aspects as being, first of 
all, t o help the local authorities tqSell their 10 
per cent, b eca.use we couldn' t get s t arted unless we 
could do that; and then I sort of dreamed of the 
possibility of pr omoting the sale of the lar ger 
amount of those bonds than 10 percent by the local 
authorities, thought per haps we ' d get to 20 percent 
or JO percent or local authority bonds . 

Now, o t tha t time - and I'd like to get the whole 
story on the record - at tha t time there was an 
enor mous seething e xciteaent about this whole thing . 
lly friend llayor LaGuardia, in fact, came out in the 
public pr ess end said that it was perfect nonsense 
t o attempt to place the 10 percent of the bonds as I 
was doing, end he asked tha t the City of New York be 
given a first mortgage for its 10 percent of t he bonds, 
the presumption being tha t the United States Government 
would t 6ke a secondary position for its 90 per cent. 
And of course I r efused to do t hat . 

I t hink the Secretary may nave known of tha. t a t the 
time . I d.on•t recall if I troubled him. 

Yes, I remember tha t. 

or course, i t seemed to me perfectly absurd . Now we 
did fight i t out, and I am able t o s ay t o you today 
tha t there isn ' t a single project held up anywhere 
in the United Stat es by r eason of the inability of 
the local authority to place these 10 percent of the 
bonds, without any mortgage, t he only security being 
the pro ject itself and of course the annual payments 
tha t are pledged in the Act. 

Now I wanted to go, I want t o r epeat, much f arther 
than that. I wanted to place more of those bonds 
pr i vately. Of course, I 1 ve been in cont act with 
bankers by reason of placing - helping to place tbe 
10 percent; r wanted to prove , first of all, t hat 
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local authority bonds were a good sound i nvestment. 
'!:ben I wanted - b o - t o r el!eve the Treasury, as it 
seeoed to me, or financing projects with a 60-year 
life; t nat is, selling socetbing wbicb has a 60-year 
peri od of amor tiu.tion; because I assllll!ed you wouldn ' t 
sell bonds for that long a l ife and you ' d have to keep 
on r efinancing . 

ono then the tnir o t hing tha t I wanted to achieve 
was - I believed it sound end I s till t hink this is 
sound - t o attempt t o channel priva te runds into 
worthwhile public enter pri se . I thought by this means 
tha t you might d r aw priva te business into participating 
with the Government in rehousing the lowest income 
gr oups, and tha t t ne t would be £ distinct advantage 
to the Government and t o the whole - oh, wha t shall 
! c&. l i t - economic picture. 

Now, some of this was brought out last year a t the 
neer1ngs on the amendment t o the bill, when we got 
the additional JOO million dollars . And in those 
debates 1n the Committee ther e was a good deal or 
discussion on tax- exemption as it affected these 
bonos of the local authorities, end there was even 
some discussion of whether tha t t ax exemption should 
or should not be withdrawn. hDd as the debates ot 
that Committee will show you, it was the concensus 
or opinion tha t the t ax-exempti on accorded local 
housing authority bonds should be taken up ~s part 
or parcel or the whole question of tax-exemption ot 
munic i p&l securities, and not as one parti cular part 
of t ht. problem, and t ha t as long as all municipals 
were exempt there wasn ' t any r eason that these shoul dn ' t 
be e~empt . There was considerable debate on that, the 
r ecord will show you. 

l'oli I •m coming very nea r the end of my story. The one 
embarrassment tha t I •ve got in this ~uole thing , and 
I 1 u lue you to g et my position, is that I don ' t 
believe that U all of you gentlemen said to 11e togetner, 
ana toe Secretary s a i d t o me, "Look here, Straus, it 
isn1 t a good idea to sell mor e tnan 10- to allow the 
locelity t o sell more t han 10 percent of the bonds 
locelly" - I don ' t honestly believe there is anything 
I c ould do in the l aw or in t eet to stop it. Hundreds 
or bankers all over the country know that I 've been 
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trying to promote tnis sole and know that the 
local a uthorities nave been trying to do it. 
It was written in the Act. ADd r sort of halt 
thought tbat 1 was going to get a lot of admira­
tion f or making these bonos, which were supposed 
t o be wortbless by their e!lllleies and not to be of 
t oo much value by their friends , something wbicb 
the bankers now are really fighting to get. 

!low let me poi nt out four sta tements, in closing 
1 which I wrote out here . 

128 

First of oll, these ere not Federal securities . 
They are nothing in which the Federal Government 
bas anything except a mos t indirect interest. There 
is no ques tion of Federal financing invol ved, except 
so f a r as the plan will relieve the Treasurt of large 
borrowings. 

Second, the method of financing by sale of these bonds 
to private investbrs by the local authority, instead 
of t o the United States Housing Authority, is specifi­
ca lly authorized by the sta tute. It r eads on page 8: 
•Payments und~r annual contribution contracts shall be 
pledged as security for any loans obtalned by a public 
housing agency to assist the development of the housing 
pr o ject t o wh i ch the annual contributions rela te.• 
That' s t he end of the quote. 

And final l y, that ! could not , I don ' t believe, under 
the existing statute, stop this method of financing or 
the l v percent being extended t o cover a larger per­
centage , even if I wanted to. But do I want to a ttempt -
do you want me to attempt to block a plan to provide 
all of the financing for public housing by the sale 
of securities of l ocal authorities to private inves-
tors instead of calling on the Treasury to finance 
public housing? I can tel! you that I'm going back 
t o Congress to ask for another 800 million dollars . 
I said that to the President the other day. Tbat 
means tbat a year from now you•re going to bave 
outstanding - I don•t ~ow, a billion and a quarter, 
a billion and a half , if I get the authorization, I 
assume, of t hese housing loans . Those bonds will run 
up to 60-year maturity. 

I don•t know, gentlemen, but it seems to me tbat 
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we're clo!ng something tn~> t shoul d involve praise 
ancl oumir a t!on anu congratul a tion ir we con relieve 
the Treasury or tha t entire burden and get t he l ocal 
nousi~ autnorities t o obtain t heir runds directly 
by S&le of tnei :- o .. n securities . 

' hat ' s all , ~. Secret a ry . 

:lell, I'd liKe t o aslt one question . First, I don't 
unders t una tne sta t ement when you say t ha t you cAn't 
s t op the l ocal authorities r rom going -.head and selling 
th~ 9) percen t locally . I d~n • t under s t and tha t. Uow 
ao you mea n you can ' t s t op that? 

::m.t i melln ls, i a on't se" exuctly what I would say 
if a locul hvus!ng £utbor1ty coal~~ ca~e t o see me 
~n~ sLid, "Look, 1 can s ell 20 percent of the amount 
of tuls l o&n a t bn interest r ate of 2 .8, and the 
USliJ. r.re c;oing to c harge J percent . Ar e you going to 
SLY L ollayn ' t ao i t ?" I Jon ' t think there ' s cnytbing 
in the s tutut e - I •m not u 1&\'l}'er , but I ' m pretty sure 
of t tu.t . 

You meon you can ' t stop i t. 

I don ' t tninlt ther e ' s anything ln the s t atu t e t o enable 
me t o stop it . (Secretar y leaves room) 
Isn ' t there a ~rovislon i n your hc t tha t the subsi dy 
payment s shall be charged first ~>1th the interest and 
amortization on the Government loan? 

Not us I understand it . In r act, I'm almos t sure I 1 m 
right. The Government subsidy is pledged firs t to 
r epayment of i nterest on the Gove rnment l oan. 

ThE< t • s right . 

Then as - we usually use - I ' m pr e tty sure I'm right 
o n tais -secondly fo r interest on the l ocal loan. 
Thira, for amortization or t he Government loon; and 
f ourth, for amortizati on o f tae non- Government loan. ••m sure tha t's right . 

So it would n ' t make any difference whether you toolt 
90 percent or 10 percent, the Governmen t would first 
get i t s interest; then, above that, it's on the local 
one; then amortiza tion of the Government one . 
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If 1 t were done a hundred percent locally, wby, then 
the l.overnment • s cha rge would e utomatically disappear , 
wouldn't it? 

That ' s right. 

~oes the Government guurantee on these bonds up t o 
90 percent, as I understand? 

No, sir, the only provision is tha t the annual pay­
ments, tne a nnual subsidy, grant, whatever you call 
the;n, ;>le..iged in the Act, sh&ll be applied first 
to•ar~s inter est on the Government loan. That's 
r ight, isn't it? He (Bell) ~nows more about it than 
I do . That's correct, lsn1 t 'i t ? 

1 think that ' s right. But Mr . Hanes• question went 
t o the amount of bonds you could buy . Ta~e a million 
dollar pro ject, Johnny . Mr . Straus can buy up to 90 
percent of the bonds issued for the - bonds issued 
f or ths.t project; 90 per cent of tbe cost, which would 
be $1JJ, JJJ for that pro ject . And t he 10 percent must 
be r aised locally . 

Yes . 

Now, the Cluestion be r aises is, wby can 't the local 
people r aise 70 per cent of the money and we only put 
up JO instead of 90? 

Or 1\>J percent. 

Or l JO percent , as the case might. And if be has to 
buy 90 or a nrth1ng less, then he's got to r a1se the 
money some way . He either gets it from the Treasury 
by selling b1s securities to the Treasury or he sells 
guaranteed Government obligations in the market. 

To the full amount. In other words, the piece of 
p~per that he would s ell under the - up to the 90 
percent end of it, would be a fully guaranteed 
obl1gat1on. 

Yes, both pr 1nc1pul and int erest . 

That ' s what I was getting at . 

Regraded Uclassified



[·ull : 

.;tr~us : 

bell : 

.>tri..US: 

ilell : 

Ta;,rtor : 

i'>cll: 

, 

~31 

-7-

.nn;! beoind toe gUB r anty would be the s ubsidy payments , 
i n n ~ense . So he ' s right. when he says there i sn' t 
anything behind t hese securities except the \oovernment 
subsidy , b ecause they ' re not going t o produce revenue -
even mulntain the pr operties in many cases, I assume . 

I n some c &ses I NO Ula say that 'NllS t rue, in other cases 
it was not . 

vot :. few c"ses ..•• 

I Noulon 1 t s~:.y i n L. g eneruliz~otion it .vas true. Sell­
ing tnese bonds i s the Government &uar anty of the 
DnnUL.l c0ntrlbution, ~ s No! cal l i t , a contribution t o 
.teep do.m rents ; but, t.S !Jr . Bell not im;>r operly calls 
i t, :. contri bution t o pny tne interest . Is that r ight? 

I l oo.< u;>on it from the Tr easury s t andpoint as nothing 
mor e tmm a fund t o pt-.y i nterest and siMing fund 
cnarges on these bonds . 

I don' t think t hn t ' s incorrect finuncially . From a 
nousine s t andpolnt, thu t i s n 1 t sound housing . But i t 
is sound f inancing . 

Thut' s tne wuy it 11orks out . 

You ,mo.v, g entle:nen, nothing hns ;>uzzled me more then 
the f :.ct tnat this has r un into some kind of en 
obst acle . Th~:. t•s the r eason I nsked for this t hing . 
r thin.t some of our people t &lAed t o you about it. 

Yes . 

I s~iu t o the Secretbry, "I w~nt to hove a cn~ce to 
wec t the people over tnere una have tnem set me right 
if I • m .vrong . n But if it i sn 1 t a good thing t o be able 
t o induce l ocal housing vuthorities t o r aise their 
funds privately and t ake bi llions out of the Treasury 
borr owing up to a 6J-year period, ·nell , then I feel 
sort of nopelessly b a ffled and confused on this thing. 

(H. LI . Jr returns) 

Noll , what I ' m getting at- i!' you•re correct and }OU 

cannot say to housing authorities, •You can or cannot 
sel~ as many of tnese bonds as you want to,• aren' t you 
really wasting everybody ' s tiae? 
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I •m v ery glad you asked thot question . Kay I Just 

say one tning on that, because I knew the question 

would be asked why I came in here, and I 'll tell you, 

Yr. Secretary. I came in here solely because I didn't 

think it was right to do - to assist in something that 

means a s large financing as this without informing you 

of the f act . And you'll see that my original letter 

is dr a fted 1n Just that tone, that I wlieve I should 

inform you - I believe tlla t the s ale of thes e bonds 

ought t o be, if they ' r e sold in a large block, i ntegrated 

with your own i:lnanclng program t o a certain extent; 

ana tha t as l arge a t hing as this - I wa~t to report 

t o you on it and r eport t o Mr . Bell. 

Certainly when they sell these securities, llr . 

Secretary, we should know about it, so it vould not 

in any way conflict with your program . 

hut let ' s Just get our l egal authority. frha t legal 

authority - if you don1 t mind my .••• 

Yes, fine . 
" 

How hliS - wha t power has the Treasury got on the 90 

percent? 

You mean to prevent •••• 

Prevent tAem being sold - full t ax-exempt feature. 

I mean have we any author! ty to say he can or cannot 

sell the 90 percent with the full t ax- exempt feature? 

I mean that• s all I ' m interested in. 

As I see l t now, I don' t see that he has . 

Nhat ? You don' t think that we have . You mean that 

if - let's say the Pres ident, wishing to carry out 

his policy on tax-exempts, should write a let ter t o 

the head of the Onited States Housing and say, "I 

don ' t want any of the 90 percent · · · ·" 

Just refuse t o go into this proJect on that ground. 

I mean suppose be .rites such a lett er. 

Just refuse t o go into it . 
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The President says, "Thi s is contrary t o ~Y policy 

on tcx-exe~pts. I don't want any sol d ." 

.!33 

'!be only control Ur . Straus has over i t - be jus t 

r efuses t o s ign tbe contrac t wi th the l ocal people . 

He has tha t control over it . 

Sure . 

Haven' t you ln your Act a general power of approval 

or disapl) roval of any fl ll6nc1al pl&n watch i s sub~itted 

t o you? 

r don't think, sir - and again I '~ not a lawyer -I 

don ' t tnink that we have . I think that all tb.at we 

h&ve &c;;>p roval of i s t ha t we shall achieve the purposes 

of the Ac t ln l ocat i on and construction, and so forth. 

I don't believe there is unything in tha t that - on 

,vnich it ;;oula not be ra ther arbitra ry f or ~e t o take 

a s t and t ha t tnese local nousing authorities could not 

sell t ttelr bonds wnere t hey can sell tile~ ~ost advan­

tt.~;eously . 

I s cy t o you, Mr . Secretary, on your discussion with 

the Pre~laent, whether i t fit s in Wi th i t - tha t I 

saia t o the President the other day - outlined this 

pl r.n t o hi~, and of cour se, he didn ' t get it i n det ail 

but ne indicated o t le&st that, so far a s the general 

subJect of exem~tion of ~unicipals wes concerned, he 

didn' t believe that tnis type of bond snould be dis­

cri~inatea agains t in any way . 

Well , I ' d like hi~ to say tha t in writing. I mean r•~ 

not doubting - it' s t oo i mportant. I mean, you see -

I ~ean, if you don't mind - I ~ean, it' s very nice, 

tile way you s ay "the local people," but if the local 

peopl e can s ell these bonds f or one-half a percent 

less, or wha tever it is, because they're fully t ax­

exe~pt, i t si~ply ~eans tha t we ' r e giving the~ that 

additional bonus over and above everything we 're doing; 

Ne 1 ve got to go to another group of t axpayers and get 

tha t half a percent out of so~ebody else, in order t o 

help the~ build these houses . Now iUsJust e ques tion 

whether the Pres ident wants t o do it . Of course, . they 

can sel l the~ cheaper, but another group of t axpayers 

have t o fork up the additional money which these people 

are exe.npt from. J..ml that's the story why they can 

sell tae~ cheaper • 

.. ......... 

• 
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N.H , aoes ~ne President, on top of e ver)·tnlng ~hat 
.e ' r e doi::tg in or der ~o ~:~~Ute 1 t possible to build 
~3ese houses a~ five a nd six uollars a room - does 
ne w&::tt to give t hem an additional bonus of t his 
tc.x-~xe~p~ f eature on the full hundred percent of the 
sccuri ties? t;o.r , if he wa..nt s to do it after the 
letter he wrote ~o Congr ess, I ' l l go a l ong cheer­
fully, bec~use I Rant t o s ee just as many l ow-priced 
lo~ re::tt~l houses buil t as is ?Qssible to build, end 
- ~on ' t t ake second ple ce t o anybody . But on the 
otner nanz, as f~sc&l officer of tnis country, I don't 
•lollt t :> fly i n the f ace of tne Pres1cent of tile United 
St r.. :.es . 

:;~• . !.;;'s just & .,uestion, does he ':t<.nt t o give an 
&~~!.~ionLl bonus - ohL t is it, c. half of one per cent? 
.. na t .ro.aa it be? .. aa t Jo t aey sell loc~lly - 15-20 
>ear bonds? 

BJnds s:> f c.r negotioteJ f or have been in small lots 
a t taree and taree-~uartcrs percent . 

->ut how long Jo they run? 

• 

• ney •r e gett~ng priori~y no.r over tile Treasury, running 
15 year s . 7he present ones are running 15 yea rs. Our 
pl&n :.~ to s ell oJ-yeers i f tnis thing &oes t hr ough on a 
~t!.on-.ride b~sis . 

Nell , ona•ever 1~ is, aepe~cin& on the length ~f the 
b~~~. i t's jus t taEt aauitional bonus ;;orough a t a x­
;:x~:lpt fe~> ture . !iollf, il" ne wl'in'ts 'to create aJJ c:~ll lion 
;1:11lars wo:-ta of ~daiti:onal to t ally t ax exeopt bonds , 
~ny - End s~ys tn&t ~t isn ' ~ contr ary t o his policy, 
i ' ll s ign i t . Isn't tna t • ha t it boils doTD to, Rerc:~an? 

(1/oo.s yes) 

I oean I rant t o see just as many low r ental houses 

built 

You•d like to see as much privat e capital go into i t, 

t oo, .... 
nn;i I we-nt to s ee just as auch pr i vate capital - lt ' s 
private c&pitsl 2nywsy, Aaether xe go t o t hem or you go 
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t o them. VIe go t o t he investor; it isn• t •• • 

~he ~~ole thing - does this lett er which the President 
wr ote - have you seen the letter be wrote on tax­
exempts? 

No . My whole knowledge of the President ' s - let me 
be very c areful - was in a conversation of not 
over t en minutes on the subject r ecently . 

o\ell, if you 1 d get it, - I 1d like to send llr. Straus 
a copy , ~hich gives you the Presiaent 1 s pos\tion on it, 
posi t ion on tnx-exempts . Is that on the question of 
Federal, or does it include tne l ocal too? 

All . 

All . And what I ' ll do is this - I mean this is very 
i mportant. Dased on what you think, we'll write 
the President a letter and say that you have to r aise 
approximatel y 800 million dollar s under the present 
authority; that you believe that you can sell these 
locally; and then we•ll f ix up a - tha t if a 15-year 
bond is sold to a local - if t ot ally t ax-exempt, it 
will be sold a t such and such a premium; and that 
if the Government sold it and it were subJect t o 
surtaxes, we'd have t o put such and such a premium 
on the year - we•ll use the s ame yearage. 

Surely . 

Now, does the President think that he wants to give 
that additional bonus on the int erest rate to ass i st 
you in your program? And then he can answer it "Yes• 
or •No . • 

Well , would it be all r ight t o suggest that some 
statement be made in a letter that this is something 
done by the municipalities and specifically authorized 
under the Act? 

You can see the let ter before it goes. 

llay I read one thing i nto this record? 

You can see the letter before it goes, to sa tisfy 
yourself as t o what's in the letter. 
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Can 't ~s~ more than that. I wunt t o empha size one thing 

ver y clearly f o r a ll of you gentlemen, that my only 

aesire nere is to do what ' s bes t not only for the hous­

i ng pr ogr am, but obviousl y fo r the whole Government 

f inancing. I f the program is s ound and meets with 

the a pprova l of the Administra tion, I know we ' ll be 

ab l e t o ge t more money, and if it isn ' t sound we 

ouentn' t t o g e t any money. But it just s eemed t o 

me , end I do .VWlt t o g et that in the record, tha t with 

the impending particularly genera l need for addit ional 

f i nancing, if by t hi s method Ne could rel ieve the 

l'r eLsury of 6 billion o r a billion and a halt of bonds 

tha t a r e going t o run up to 60 years , it would be doing 

s ometning Northwhlle . 

Now may I read four lines into thls thing, and then 

I 1 ve f inished m,y story . This is on page 4, Secti on 

5 - 1 1m , uoting now: •Obliga tions, i nc l uding interest 

the r eon, issued by public housing agencies in connec­

tion with low-rent housing or s lum clearance pro j ects , 

and toe income derived by such agencies from such 

pr o jects , sha ll be exempt from a ll t axa tion now or 

he r eafte r imposed by the United Sta tes . " 

·.vell, jus t before - Dan, do you want t o a dd anything 

t o what I 've said? 

No, I don't t hlnA so . I tn~nk tnis , t ha t if i t hadn't 

been f or the l etter tha t the President sent t o Congress -

this ~·oulan' t have been approved, becaus e I don • t think 

you (H. J.Jr) ~ve author i ty t o appr ove it, but certainly 

the l reasury woula offer no objection t o it . Personally 

I woul d li~e to s ee it done, if it wer e no t for this 

question of t axa t ion. 

It seems also a ve ry important ques tion in my mind that' s 

been worrying me some - >ie • .. ould carry •t hese guar anteed 

obligations on the public debt s t a tement &s a guaranteed 

obligat i on and a contingent liabi lity. l o my mind t hey 

e r e ~ s tra i ght public debt obliga tion . I don ' t think 

t here's anythi ng behind them except the Government 

credit, ti nd they ' re a stra ight public debt obligation. 

I t •s worried me: a s to c arrying tbem Just as a contin­

gent liability . I•d ra ther see this done, from tha t 

standpoint . 

Yes , finuncia lly. 
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~lenr out the picture . 

llell, I mean - but you'll help prepare this letter 
so I can give it t o the President Monday and I 111 
t ry t o get an answer f or ll traus Monday . 

1.ll r ight. 

See"/ flha t? 1 meen 1f between t he four of you - if 
you ~oulJ prep~re toe letter for me so I ' d have it 
l.lonat<Y mor ning . 

John? 

I neven•t any thing t o a dd, Mr . Secretar y . 

n bt. t? 

1 h~ven 1 t any thing t o add . 

Do you have any f eeling one way or the other? 

No . I was j ust getting f amili ar wi th it . First time 
t•ve hea r o it . I was just asking in your absence whe­
ther this r esolves itself into a simple guar anty, the 
snme question Danny brought up. And I feel a good bit 
the way Dan does, tha t if it weren ' t for that letter 
it would be f ar better, from our standpoint - it would 
be better to Mndle 1t wi th t he local ities . 

Tolking for myself, if the decision rested wi th me, 
I ' d tell St raus, "Sell every dollar you can locally," 
because if we can get this settled we can s ettle 
Lambert also . 

bxvctly the same prlnclple . 

I ! it was l eft t o me, I 1d say, 

• . • ,"GoJ bl ess you . . . " 

11 .. sell e very dol l or you can l ocally, and we ' ll give 
you a laurel 1·treath - l aurel or ivy. n 

If l t didn ' t fly right in the f ace of that other 
proposition. 
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No, I' d say, •Swell," I mean. And I think we can 
fix up b letter so I can have it a t one o ' clock, if 
the ~resident should invite me f or lunch on Monday. 
And I 1ll show it to b1m and get - I ' ll get Str aus a 
•xes" or •No" - see? 

Viayne? 

Only one point involved, and tbot• s the one you've 
men tioned • 

.~<nd thn t is? 

••hetber ·you wont to extend the tax- exempt - amount or 
tax-exempt oblig&t ions outstanding . 

(Nods no t hing) 

'ilha t? 

Nothing to odd . 

"ho v11ll car t·y the ball on this t o get t he letter r eady? 

I should think Mr . Oliphant ought to write the letter. 

I 1 11 wr 1te 1t if you want me to. 

"ho:? 1 t t o t hese gentlemen, show it t o whoever llr. 
Straus .. ·t.nts t o see it. And I think we better 
a ttach a copy to the President's own memorandum. 
And simply s ay that there ore 800 mil l ion dollars 
worth of these and that Ur. Straus bas in mind to 
ask for another 800 million, see? And then I'd let 
Archie or Harris give you a 15-yeor t o t ally t ax-exempt 
and the 15-year Government bond, and t he diff erence . 

nhy doesn 1 t Daney draft 1 t - t he fi seal t bing. 

r oley 1s been f ollowing it pretty closely, and be knows 
the l aw. 

·•ell, l can, all r ight; Just as you like. We'll do it. 

loligbt add this . 

Please . 
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That I th!nA that chances a re ther e will be a con­
tinuing b ctt er cu. rket, an incr easingly better 11111rket, 
for the type of obliga t ion tho.t No.than Straus is 
talking a bout t han t here IIIJ.ght be for this ra ther 
?eculior fully-guaranteed one, but par t icularly, ot 
course, t he r eason being this t ax-exempt feature. 

,,ell, also, I'd like t o - when his law comes up f or 
r evision or f or this additional authority, I ' d like 
to nave reno into it the same thing we have in Commodi t y 
Credit: th&t the Secretary of the Treasury has the right 
t o appr ove or disapprove the financing - r aising of 
mon~y of boy agency, Jus t the way we have in Co~odity 
t.: r edit. I mebn I should have 1t &nd want that o.uthor i ty , 
so there ' s no question - jus t toe way the new one was 
writ ten t or Commodity Cr edit. I mean t hey can' t sell 
anything tner e witnout toe approval of the Secretary 
of t ne Trebsury. I sn't t o&t right on t he Commodity 
t.:r edi t? 

.iell, Commodity Credit - t hat ' s only when t hey go t o 
the public, ••hen they s ell obligations . The Secr etory 
of the Tr easury ooesn •t ha ve to approve the day-to-day 
transl c tions . 

N<> , n~ , but -,ben they go t o t he public . 

·•ell, tney sdl 1t Mi tb our gusr~>nty . That ' s our -
the re~son f or it . 

Well, wha tever we have in Commodity Credit - I'd like 
to a&ve no more, but DS much . 

/I ell, you heve to approve the obligations issued under 
tois Ac t by Mr . St r aus wben they ' re guarant eed . 

••ell, i s tha t the same thing? 

'>&me thing. 

Th&t' s &11 I want. 

But if t lley don ' t use the Treasury guaranty &nd have 
us sell t he obligation f or the~, way, that's up to 
Wr. St r aus. 

I don ' t think you want t but . Ths t• s a local . ... 
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No, I don't want it. No, just 1f be •••• 
I bave tbat now. 

Yes, tbat 1 s in tbere. 

If tbat •s •• • • 

140 

You say 

11' tbe President bas me f or lunch llonda:y - if tbese 
gentlemen can get tbis l etter ready and :you see 1 t, 
I'll give it to bim Monday a t one o ' clock and I 'll 
nave a •Yes" or •No" f or you llonday afternoon . And 
if you a sk me, see, •••. 

Yes. 

If you ask - if be a sks me, I'll tell bim, following 
tbis policy - I 1 d like t o see them bought locally . 

I understand :you perfectly, and thanks ever so mucb, 
iJr . Secr e t c. r:y. 
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FEDERAL RESERVE BANK 

OF N.:wYoRK 

October 28 , 1938. 

Our ll:r. Secretary• 

E'Yents this nek, a nd the current outlook in the new aeeurity JD&rket , 

~lnly ree~phasize points which are already familiar. The marke t eagerly re-

celvrd t wo l&rfe tn•estment issues. The $ 55 ,000, 000 Wisconsin Electric Power 

Cccpeey first aortgage 3 l/2a or 1968, rated Aa e.nd pricad to yield about .) , J1 

per cent,' and the $50,000 1000 Ftrest~ne Tire and Rubber Coa plli\Y de benture 3 1/2a 

or 19,8, r a\ed A by lloody's , pt'iced t o yield about ),55 per cent , were both over­

rubscribed end bid up to prem.iuas OTer the offering pricea. Six lo.ree i .. ues n re 

ell • ell received during October, malting the t otel of corporate financing 

~;?• ,oco,oco - t~.e h1ghut since June 19.37, or which the UlOUllt for refunding -

$3061000 ,000 - was t he highest eince December 1936. Now, boweTer , there are 110 

~ree corporate i ssues f or public of fer ing in r egietret ion. One or t wo large cor­

porate hsuee aey be registered tn tiae t or aarketie& during lioYember, 'tut tbe only 

i raue dertni tely scheduled ie the ~25 , 000,000 bonds of tho Argentine Covern:oent, ex­

pected next Thursday. 

Reports from the convention ot Inves tment Be.rJcers now in session at llh1 te 

Sulphur Springs , ne•ertheleas, are sene.rally optWatic concerning taaues for new 

caoltd, particule.rly by ~.all coa panies , during the coming year. One Elll&ll otrar­

int thl• past week has been taken as a hopeful sign. Tbe Carrier Corpora tion, one 

or the leading co:apanies in the air-conditionin& industry, 'tut Which has not. bad 

e very impreseive earnings r ecord , sold a ~2 , 500 1000 issue of convertible debenture 

L ll2s or 1948 at par, and it wee promptly quo~ at a 6 to 7 point preaiua. This 

coa pany obtei ned working capi t&l seTeral year a ago through the industrial loanin& 

facili t ies of thla bank, and t l , 500, 000 or the proceeds or this ieeue is to rop8¥ 

t•nk loans . Tbe connr oion feature was aade at.tract.in, the debenture• baing COJ>­

verUtle for ee•eral yeara into coaaon e tock at a pr ice allfht.ly a boYe the current. 

~· rket , end e t higher prices thereafter. Tbe reception of tbte issua , despite i ta 

telr.g rated only B, bas 0\ligeetad thet sta1lar ieauea u:r be readily salabl e, if 

po~entiel borrowers feel that they can profitably usa more tundo. 

llwlieipel bond a warda thie week uounted to about $22, 300, 000. Durl..q the 

~onth they cue t o about $80,000 ,000. 

I oura fatthtully, 

P.on. BeiD'y llorrentbau, J r . , 

Secretary of the Treasury, 
Tr easury Dapart.Mnt, 
1aehill6ton, D. C. .. ......... . Regraded Uclassified
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U, S . S . CAIIOPUS Oot, 28• 19S8 o 

~PAC fliT 

'IIA~Hll DC 

'fo tlioholaon from To v . Soong for preoentation to Secret"ry ~UOTE 

AI ccru'l1ot1ng ruDOrs a r e abroad thou&)\t wq pereonal obaern.tion 

rA:; be of iJ>toreat to you . Despite dote&tilt &&it&tion pooco 

iapoaaiblo booauao any tenDs Ja~ MY ot r er bound to pron un• 

ao eptable aDd woul.d ~diatoly prOToke civil war STOP China could 

conti nue launch crgani&od reaiatanoe iD eoutbweotern proYincea 

and !ntenol.i'y &U•rilla O&lllp&ign thruout oooupiod territory making 

Jap purouit for final victory a will o•wiop ohaao UNQUOTE 

CAlll'BEU. 

143 
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roll Illt.o:Dll.!l'll RELiASE, 
fr ldlllfo october 28 , 1938. 

l ao hi n,.~ton 

, 

Proaa Sorvico 
No. l&-13 

Soerot017 of the !l'roasu.ry llor".:>nthnu todq onnnuncod the fir.al sub­

scription Md allotgont figures with r oepoet to tho currant offor iDg of 7/8 

percent notoa of Sorioa P of tho Reeonatruetlon ~iDMcO Corpora t ion. 

All auboerl~tiona wer e all otted in full . !l'bey woro divided aoo~ t ho 

aovcr cl J'odoral Roaervo districts end tho !l'roe.oury aa follows: 

J odorlll Roaorvo 
Diatriet 

!oaten 
Now York 
Phi J.t.dolphin 
0lo)Vo1Md 
Riehcond 
Atl.Nlt n 
Chiccao 
St. Louie 
lUnncopolla 
I .MIDI City 
Dalla a 
Son h cneiaco 
Treaauey 

!I'O!I'Jll. 

Total Subacriptiona 
Received ond Allotted 

--oOo-

$ 1,000 . 000 
183,359,000 

30(),000 
73),000 

3,100,000 
100 ,000 

96,621,000 
6 , 750 ,000 

775 ,000 
1,697,000 

73),000 
l. 73),000 

30() ,000 

• 297,162,000 
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<~ s _ ... 

llir ..... llho 0 1lalll71 

Jo• that 7ft oro l oaTlac tloo f roa ... J7 1 _, to .., .... 
.., .. ,11.1 .. •ro tlo&a Ulat 1 u oor17 to ooo ,.. .. co. ~t h 
•orr tru .-4 1\ h a f oollac \1\a\ h oloan4, 1 aow, ll\orallT 
'br all do Iooft looa u-latM wl\ll 7ft lotro . 

ht '-roM tloat I ..,., to \ooUf7 \a ., ...U.Uoa tor 
Ula loaa\ltlal t.allUot of cMal\or \llat loaft - \lli'OOIP 
1fNZ \ldrtr-\llroo roaro ot oont .. .-4 Iooft _.. 7ft k\ll .. a 
....... 'bolac .-4 .. a oonut of \lla ,...Uo a ,..._ .... 1\ -
a Jor to llaYO .. a follow woft&r. lo loaft lalowa ,_r t.a\o 
tatecrur, ,...... 4tpttr,,.... klMMeo .-4 rou ¢ot--' ..,.n 
oftlolour .-4 oa 'bollalt ot all la \llo fro...,.rr 1 u..lt 7ft tor 
'llllat tllo7 baft Maat to uo . 

lo ollall loopo to - ,.... otto• •• trlolll.e .-4 M7 llo4 

co •ltll ;rn. 

Mloo •rr II . 0 °lall1T, 
Aaoh-t Dlno\or ot \loa lllat, 
fi'Oafti'J JlwpanMat . 
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!'o: 

J'rOIIl 

'!he 8ecret&r1 

lUes Lonl.gan 

Ootober 2~, 193~ 

Attached are two charts w1 t h tables 

Private Employaent and WPA Rolle 

General Rel1et and WPA zmplorment 

I think these may give you the1ntoraat1on 

you wish. 
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GENERAL RJ:LIZJ' AND WPA DIPLODII:N'l' 

Un1 ted States 

1937 
JaDU&%'7 
J'ebruary 
Karch 

April 
Kay 
June 

Jul;r 
Auguet 
September 

October 
November 
December 

1938 
JaDUar)' 
J'ebruar;r 
Kai'ch 

April 
Jla;r 
June 

July 
Auguat 
September 

October 

Hwaber ot 
P'aa111ea Rece1rtng 

General ReUet 
(In thouaandl) 

1,659 
l,l23 
1, 81 

1,563 
1,393 
1,288 

1,267 
1,280 
1 , 277 

1,280 
1,~78 
1, 39 

1,92~ 
2,021! 
2,029 

l,g50 
1 , ~8 
1 , 3 

1,644 
1,601! 
1 ,600 !I 

lfuaber ot 
WPA 

Worker• 
(In thouaa11d1) 

2,1~ 
2,1 
2,115 

2,070 
1,~99 
1, 21 

1,~ 
1 , 0 
1 , 451 

1 , ~76 
1,~0 
1, 29 

1,901 
2,076 
2 , 395 

2,~3 
2, 0 
2,767 

2,967 
3,067 
3,120 

3,201 !I 
Source: Oener~ Rellet Rec1p1enh - Soo1&1 
Secur1 t7 Board 

WPA llmp107J1ent - WPA 

!I Oon.t1dent1a1 ut1aate 
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!t.9 

PRIVATE !KPLOillE!f! AJfD WPA ROLLS 

United Statu 

.lfon-Agr1cul tural WPA 
Rolle J:lllployaent 

(In thoueande) (In thoueande) 

1937 33. 596 January 2,1~ 
February ~a:an 

2,1 
J.la.rch 2, ll5 

April 3~. 683 2, 070 
!lay 3~.9~ 1,999 
June 35,0 2 1,1!21 

July 35,03~ 1 , ~9 
Auguet 35 , 0~ 1, 0 
September 35,1 1,~51 

October 3~,020 1,476 
November 3 , 233 1,~20 
December 33. 51!9 1, 29 

1931! 
January 32,177 1 ,901 
February 32 , 01~ 2, 076 
J.la.rch 31,97 2, 395 

April ~2 , 106 2,~3 
lla)' 1,1!3~ 2, 0 
June 31,71!1 2, 767 

July 31,756 2,967 
August 31,~2 3, 067 
September 32, 2 !I 3,120 
Oct ober 3,201 !I 

Source: Total Non-Agricultural Employment - u. 8. 
Bureau ot Labor Statietice. 

'IIPA Rolle - WPA 
!I Oont1dential estimate 
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TREASURY DEPARTMENT 
~ 151 

DATa October 31, 1938. 

Secretar y Uorgenthau J,!r.Ha* 
Attached are two charts with tables , prepared by 

!.:las Lonlgan . 
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I I 
\ Treuury Dep&rt.Mnt. 

DiYieion of Monet.ery Heoearcb 

10/~ 
De U - ···-·-----··-······1938 

Suppose yau want this tor the 

Secrotar,v, or your files. 

The letter to the Secretlu'y of 

lla'W)' went out this mornillg by apeciel 

messenger. L. Shanahan 
Ill!. WBITB 

Branch 2058 - Boom 200 \ 
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P~OM 

• -
TREASURY DEPARTMEN T ~53 

INTER OFF1CE COMMUNICATION 

Secretary Morgenthau 

Mr. White ~{~/" 

oAT& October 2~, 1938 

Subject: Recent changes 1n Japan ' s foreign exchange resouroee 

a. In August and September, Japan sold $14 million or gold, 

and reduced her deposita in this country by $3 million. 

(Japan exported $59 m1ll1on or gold to the United Sta tes 

in August and September, but C44 million or t bis gold 

remai ns on earmark. ) In eontraet, during the first 

seven months or 1938 Japan sold in this oountr.r $84 m11-

l 1on or gold and reduced her deposits by $35 million, 

a lo se or foreign exchange assets or $17 mill ion per 

month. 

According to beet evidence available the Japanese Empire 

produces about $5 million or gold per month. Therefore, 

her net loeees or foreign exchange assets probably aver­

aged about $12 millicn per month tor the first seven 

months and $3i million per month during Auguet and 

September. Theee figures do not include changes 1n ster­

ling or other non-dollar foreign aseete, but we have no 

inrorma tlon indicating that &1\1 alb stantial change in 

those categorie a have taken place. 

b. The indicated decrease in the drain or foreign exchange 

aseets 1s due chiefly t o a sharp reduction in her un­

f avorable balance or trade . 

Both Jape.n' e exports and imports haTe d"ecl1ned but her 

i mports have dropped much more than her exports. Ex­

ports during the f i rst eight months or 1938 declined 

20 percent (as cospared with the t1ret eight a.ontbe or 

1937) while laporte declined 36 percent. 

Export. 
laporte 

Firet eight a.ontha or 

~ll1ons or 1•~ 
2.06o 
2,80~ 

1,653 
1,797 
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secre tar)' »orgentbau - 2 

The unfavorable balance or trade dropped !rom 74t mil­
lion yen to 144 million yen. 

These figure s, hOWeTer, exaggerate the extent of im­
proTement in her exchange poait ion. Japanese trade 
figure s inolude her trede with llanohuria and occupied 
areas or China , yet Japanese trade with these area a 
does not substantially add to Japan ' s f oreign exchange. 
Japan can and probably does obtain aome foreign ex­
change !rom the trade or occupied areas wi tb third 
coun t ries . But at present this source y ields li ttle 
if a ny net eurplua to Japan. I! adjustment were made 
tor this tao tor t he il!lprovemen t in her unfavorable 
bal ance reflected i n Japan' s trade t1gures would be 
much diminished. In contrast with the total unfavor­
able balance or only 144 million yen, Japan had an 
unfavorable balance or trade with areas yieldin~ror­

eign excba~e or 469 million yen, or about $It !lion 
per month uring the first eight months or 1938). 

Though the average unfavorable trade balance with the 
foreign exchange areas !or the fir s t eight months was 
l!lg million per month, the Au!)lst t1gure was only 
$6 mill ion . However, this reduction in import excese 
does not neoeeaarily presage a more favorable trend; 
i t is the usual thing ! or her unfavorable balance to 
decrease during the second hal ! or the year. 

2. Jam still has f or e ign exchange resour ces adequate tor a 
erolonge c onti nuation or the present oonrllc: t. 

According to our estimates, Japan s till baa between $280 -
8300 million or gold and forei gn exchange aeeete, exolusin or 
forei gn secur1 ties --- wh ich ate may liquidate probably w1 th 
reall~able value or a bout $100 million --- and excl usive of the 
silver ho l dings of the general public. These last are estimated 
at $50 million. The Jap anese GOvernment will be able - 1t 
necessary - to obtain a subs tantial portion or tba t silver t or 
expor t. 
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LONDON, October 28,1938 , 

l~Y dear Mr . Secretary: 

I think I should wr1 te to explain the reason why I 

have not had a talk with Sir Frederick Phillips since t~e 

Czech-German crisis was resolved . I have s tudiedly avoided 

seeing h im because it would be impoaGible for us to talk 

and not touch upon t he exchange situation . I felt that in • 

view of the meet i ngs which you were holding in Washington 

and the state of the Ang lo-American trade agreement 

negotiations it was desirable to take every precaution not 

to add ~~y complicating factor: almost anything I said to 

Philli ps , whether in the form of a question or not , might 

be inte rpreted, in the g iven cir cumstances, as indicative 

or our attitude - about which, incidentall y, I am not al­

together eure. Needless to say any advice you ma y wish 

to have sent me would be most welcome. 

The Ron. Henry Morgentbau, Jr ., 
The Secretary of the Treasury, 

Washington, D. O • . 

AS 
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As reported in yesterday's telegram R. s . Hawkey 

now plans to sail on the Washington, November 4 . I think 

1 mentioned to you in Antibes that I have been in touch 

with him from time to t ime and with the officers of the 

American banks under whom he has 11orked . They have all 

s iven quite good reports on him emphasizing particularly 

hi s interest in and aptitude for forelr,n exchange . He 

s trikes me as a very nice lad who would thrive and improve 

with hard work , 

Please be good enough to remember me to Mrs. Morgenthau 

and to your own "MoCabes". 

With kindest regards, 

Sincerely yours , 

LJ-. CJ--=~·· --::-
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StorEtary of StatE , 

Washington. 

1261, OctobEr 28, 6 p . m. 

PLAIN 

London 

DatEd Octobtr 281 1938 

Rrc ' d 3 :45 P• m. 

FOR TREASURY FROM BUTTERWORTH. 

157 

1 . ThE Bank or England rEturn for WEdnEsday and today's 

Trtasury bill ratE rEflEct EasiEr conditi ons in thE monty 

markEt this WEEk as comparEd with tht s i tuation outlined in 

No. 1231 of octobtr 21, 6 p .m. A rurthtr 83. 9 million or 

notre havE returnEd from circulation and a shift from public 

to bankrrs dEposita rEducEd thE formEr by iB. 7 million to 

!.25 million and i ncreasEd tht lattEr by t.9 . 5 million to 

Ll00. 4 million indicating tht rtltas t of funds immobilizEd 

by operations in support of stErling . Tht abundanc E or 
\ 

monty brought thE clEaring banks mor t hEavily i nto thE 

bill markEt for both DEctmbtr and January maturitiES whilE 

bill ratrs droppEd and rvEn outsidE l oan monty against bonde 

camt down to as low as 1/2 pErcEnt as comparEd with lrvrls 

from 5/8 to 3/4 p rrotnt las t wEEk. ThE avEragE ratE for 

Trtasury bills today was about 105 .7 1/20 as comparEd with 

13S. 90 last wtrk. 

2 . ThE dollar was rathEr trratic today opEni ng at 
4. 76 
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REB 

2-#1261, Prom London, oct . 2B1 6p.m. 

4. 76 1/2 bid and goi ng quickly to 3/B. T~e British 

authorities then offErEd dollars at 1/ 2 ann thE rate went 

to 3/4 before fixing. Later the rat£ movEd to 5/8 and thEn 

7/8 but sincE thE New York market opEned the ratE has 

remainEd around 4. 76 5/8. ThE turnovEr was comparatively 

small . 254 bars viEr£ sold at the fixing at 145S 10 l/2D 

giving a l/2D premium at 4. 76 5/8. Some of the gold was 

supplie~ by the ~ritish fund . 

The franc has rEmained around 178. 82 vtith the Bank of 

FrancE selling stErling but the market was rEstricted 

owing to the French holiday comncncing tomorrow and l asting 

unt i l WEdnesday. The city constdcrs that Daladicr' s speech 

though politi cally good r eveals great financial weakness 

but awaits the results of the Marseilles party confErence. 

KENNEDY 

css 
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P.ARAPBRABI OJ TII.IOUK RIOKIVID 

FROM: .AIIer1oan llllbua:r. Parb, J'ranoe 

DATI: October as, 1938, 5 p.a. 

10.: 18M 

JROII OOOHIWI. 

159 

At noon toda:y I had a talk with Rueff at the Finance 

Ministry. The Minister of Finance, Marohandeau, he said 

would apeak at the Marseille Oonvention sometime duri~ 

the day. The J'renoh financial aituation would be an&l:yzed 

by the Uin1ster, but the Governaent ' o specific plane wou14 

not be 11111.de !mown. Rueff tol4 ae he doee not expect 

the government to talte &nf action over thie weekcd lr 

before next week's Oabinet meeti~. The Marseille Oon­

vention will be held through Sund.a,y. Tonight the Parb 

Bouree and b&nka will close , and will not open again 

until We4nea4a:r aorni~. 

llost of the 4&7 exchange trading haa been inaoUve 

i n Paris. Operators have been squaring up llefore the lODg 

holiday, and awaiting the outcome of the Marseille con­

vention and eome revelation of the plana of the Govern-

; ment. There wae disappointaent 011 the market that the 

? epeeob which Dala41er aade waa not ac.-e conetructivel:y 

specific. It waa unpleaaant newa to hear that a buclc-' 

deficit of 38,000,000,000 trance h anticipated far 1931. 

To this ahou14 be &Mad abOut 18,000,000,000 for the rail­

ways, and eo 011, which would aake a total of at least 

52,000 ,000,000 trance. It 111 the belief of eoae of my 
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! i nano1al :0'1a4a ~t U.e OO•u-t will go a lOllS 

way toward 1118lt1ng peaoe •1~ the Oerm&De and tbe Ita11&Da 

with the •lew poee1bly of aYo1d1a& eoae of the ant1o1pated 

armament ezpend1 turee rather th&D &alllllle the .IJ.uce tuk 

of t r ying to f1aance a large anua•t progr• of their 

own. 

SIOTIOJS 0JB .uD no. 
BULLI!!. 

-
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AR+f!IRASE, SJ:OTIO!i THRU, fl!.pmfoll 110. 1854 

of October as. 1938• fr011 Parte 

, "1 -0 

.U 5 p.a. I bad a talk with the Bank of J'ralloe; ay 

friend said tmt yeeterday was a bad day far hia. It TI'U 

rather quiet today until thh afternoon. He now figuree 

that he lost around soo.ooo poUJide for the day. 

During banking hours the text of llarobandeau•a speeoh 

was not mown; part of the speech hae j ust appeared in 

the eTening papers. Rueff ' • prediction that it would 

r eveal no plana 1a oonfiraed therein: The financial sit­

uation during the tiM Daladier -s Premier -• rniewed 

by the Kinieter. The llinieter oondeaned apeculation. 

hoarding and expor t of cap1 tal. He plead for patience 

and energy toward progreaaiYely improYing the finanoes 

and ounenoy of J'rance , for which progra.e years will 

be required. 

EBD KESSAGE. 

WILSOI. 

:U:Ln 
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p.AJU.PIIUU or m .-•v a.cJKrnD 

ftl<*l AmerlO&Il Ilabaaey, Rlo de .Tanalro, Brasil 

DATil Ooiiober 29, 1938, n-

10.1 31!0 

162 

Reference la made to telasraa of Ooiiober 33, l p.a. 

fro• the J:lllbaaa)', lo. 349. 

1 aa intoraed by iibe IXOhaJI&8 Dlree>tor that during the 

weelt of Oe>tober Sl the Bank of Brasil will e>loee exe>bange 

tor ma.turitlee and 4&11)' quotae for the whole period 

sept•ber 1s-:u, 
l nforc o-ere>e. 

OAJ71:RY, 

\ 
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:..G3 20667 

Reorei&FJ of 8t&t&, 

Wa~blqtoa. 

aao, o.•eb•~r at, .-.. 

ll)' 348 t Oo'Obel' U t 1 P• •• 

I ban ben lafn.M W \M Dlnotw of &.U..np 

of iM luk of Bl'Ull \JI&i 411ft .. iM -t of Oetobol' 

Sl, nollup will olo .. for U11F .-tu aad •tvlUoo 

rro~~ SOpi-"ol' 11, to &eptoabu at, bioluln. 

IOUfJ' o-no. 

OATFD1'. 

• • 
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Dear Helll')': 

, 

~~~!18~ 
A]/.1~~ 

J~~£october 29, 1938. 

As to the new issue aarket, it baa been going very well , Ae 10U 

mow troa other tiguree the total uount ot tiDancing tor October baa been 

tbe largest tor a lons ttae , and according to our tigureo totals $.392,000,000 

u u:ludins both corporate and •unicipal otterinss. The bulk ot the ottertnss 

bas been aade up ot uttl1t7 financing, largel7 for refUndins purposes. Tbesa 

bue all gone nry well and are quoted at prellilllla, 

The principal industrial i ssue wee $50 1000,000 or Firestone Tire 

& Rubber J 1/2 per cent debentures offered at 99 l / 2 to yield J,S6 per cant. 

This 1seue was in tre•endoue deaand and 1e now quoted at oYer t..o points 

premium over the issue pri ce . 

liaxt weelt appears likely to be rather quiet. The only aiuable 

issue 1e t25,000,000 Argentine Republic ten year 4 l/2a which you rlll .,...,._ 

ber was postponed last su•aer becauee ot a llisunderetandtnc wi tb the ArgeD-

tine GoYerment. It looks ae though this llight co•e out on about the -

basis es was discussed last a--er, and tbet it would go pretty wall, tboll;!h, 

of course, any toreiiD financing 1e still pretty cbanee7. 

I Ill delighted about the utility buildiDC progru. If it carries 

tbrollgb properl,y 1 t oucht to dO a good deal to keep the litt Oil tbia business 

•:rcle attar the heaYieet goYernaent epandlns passu next 1pring. My gue11 

la that the success ot tbie progr88 depeuda on tba abtl1t7 or the ut111t1u 

te finance tbeaeelns w1 th equi t 7 and junior aon.,.. Tbe7 cannot do aucb ot 

1 c• - ,. 
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tbio to-da:r, bat it tbe etock aJid bGIId -.rbte -u.m. to t.proq, ud 1t 

10,...-t pollc:r toward tlla 11Ullu .. 18 clarithcl eo tbet 111qen or _..,._ 

iiht becoaa coDYiDcecl tllat tile ut.lllt.lee w1.l.l bt.n a cb&Dee to ....,. a 

decent profit, tber. h a aoocS cbaDce tllat tbe aarket will open up tor t.bie 

sort o! !ill&lleilll witbln r.latinl:r !n 110ntbe. 

llonorebla Bell1'1 .. rsantbt.u, Jr., 
S.cratar:r o! tbe Tr•eur:r 1 
141blna\OD1 D. C. 

IIRB,ft 
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Dear Rt!U71 

Berei4 tho speech which I u to delher at the Natiooal Foraigz> 
Trodo Co1111cU next Tuesda7 niaht. It will bo a large audience, and I aa 
preeodiDa S.crote1'7 Bull. 

The people are groupe 1oterea ted 1n toro~ trodo. llhat I want to 
cot th .. to do 1e thilllc 1n laraer tel'lle tban their coapetitin adY&Dtoge 1o 
export and ioport bueioesa . 

I t seeas to •• 1t aight be Tei'J ueetul to send out a little trial 
balloon on tho question ot an earlr atahili&&tion, and as rou will soo, I aa 
doina this 1o a tentatin sort ot Wl1· 

:c1 

As I baTe boon talking with pooplo who coae 1o troa dittoront part& 
or the counti'J, Texas , lli.nneapolla, tho llid-west, Calltornia, otc., it .... 
to ao that a gradual cban&e 1a takina place in people ' s thilllcioe about theoo 
oubjocte, ODd tor tbat reason I th11llc it aight bo usetul to eee what, 1t arq, 
roactlon coaea troa -• ot tho quo.riea I aa throwina out. 

I wont thie popor to be conetructiYo &Del helphl, ODd ahall be aoot 
approciatiYo tor a:tJ;f c.-onte &Del ngoatione rou cero to u.ke. 

You will eoe, I think, tbat 1o proporioe thie spoooh I havo had 1o 
the back ot ar aind our diecuesione about oxtoneion ot crodi t in South .&aer­
i co. l.rq prograa ot tio&Dc1na thoro cle&rlr n .. cla to be oceotlplll1ed b7 
Cotlllcioua pronaion tor tolc1oa aoro i.llporte . troa South .&aeriea, oo that the7 
0"" III'Tico a:tJ;f credits ut&Dded •• ..u ao aokina pronaion tor oemci.Dc 
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tbeir ol4 4abta. lie bave been world:o& on tbil •bola qu .. tion, ud wUl. 

b&YI IOU 1c!M8 &bout 1 t, 

lloDOr&bla BeUZ'J llorgentbaD, Jr., 
2211 - )Oth Street, 
Jaehington, D. C, 

li!IB.B 
encl. 

1GB 
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!!!3 'ii!!P" 411D IOIIIWI POLICI 

On thia tnnt7-tittb amd·•·er•1'7 or tbe JlatloD&l. roreip Tre.de e-n 

1~ , ... appropriate to loolt l>aclt brian,. Dftr tbe reoord or the paat tnnt7-

tive :reara. Tile broa4 treDde ot world trade are d1tt1cult to diaentaacJ.• rr. 

the eauee ot etatiatica, p&niclllarl7 aince tbe report. are 1101tl7 1D dollara, 

pomll eterU,, trance and otbar currenel .. creatl:r attected b7 tbe extraor­

dinarr price a.o .... ants ot tbe period aDd b7 deftluatiOIII ot tbe curr.DCiea 

thasoh ... 

Fort-tel,., boftnr, a nu.ber ot e.-p41tent etndante ben lllldertakn 

to d1seat tllia Maa or !ig11rea aDd 'b:r ftrioua aorta ot balla!ieant laprdlll&ia 

pniC!uee !iiW'ea DOt 1D CllrNIICJ ftl.UN bat tor tbe total ftl.- of world trW, 

as it would be it aeaiNl'ed in buahela or pouDda. Theae eati.atea allow reaulta 

quite different tt- tbe ~ reported filv... 11h1le tbe tlDdiaca b7 

dit!arant etndente ditter -• •bat, the p-.ral pictare abowa tbet with tbe 

outbreak ot tbe world war 111 191.4 the ~1- ot aood• a.o'riDc between eountr1ea 

!ell ott rap1dl7 deepite war acthitlM. After the wr and dapr .. a1oa ot 1921, 

t here waa a rtsoroua reeon1'7, eepeciall7 aa different eo1:111triaa ot the world 

ratllrnad to a.onat81'7 atahllit7, ao tbet b:r 1929 trade bed rieen to a "n>1-

batnan 20 and )0 per cent bJ.cber tbaa ill 1913· But then the dapreaaion ot 

tbo earl7 • 30e ebeclted the riae and carried tbe Y011111e al1Cbtl7 below 1913. 

l!eec>'rerJ bepn 1D 1933 and baa b....apt world u.da l>aclt to a leftl atul J or 

4 per cant Wider tbe 1929 filura•· 

Tlma the Mt raau1 t ot the paat ~r eautv:r ia a u.de i.Doreue 

or 'botw- 20 and 25 per e ... t, tar laaa ~ the 1Dcre&M 1a tbe pre'ti­

quartor eet.D1'7, aDd far laaa tball tbe illcrea•• ill world production. 

a.. baa the Qnited Statea fared 1D th1e periad! Tbe eaeential facta 

U. that ill 1913 ow u.de _. aboat 10 per ceat ot tbe world total, dar1D& 

• 
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u. -.r .. 101t le1e than otber -viM, Aid ill t.IM 20'1 ...,. a larpr pia, 

eo U>&t b)' 1929 0111' proponloa Of world tr.de !lad HIOa to ~ l4 por e.\. 

111o .aecMdl..ac depremoa bu boo.a Mft -" ill Wa coatzy t11u ala eallere, 

aad ba• lilted 10111er, 10 tllat oar proporUoa ot trade baa nr.1< apia to a 

11 ttle lllldtr 12 per coat. Tll~a~ duriD& tlla obola portod tr. 1913 t.IM aet ,.._ 

nl.t l a tbat oar trade baa bcr.Hd a little Mro tllaa tor t.IM world u a 

wbolt. 

ooat 1ntla&ta1J in't'lllnd in tba world war, lncl&od, Pronca, 0.~, ItalJ, Aid 

au .. il. 

Tile tint cOIICluion orldch t.IMH ficuro• ~QUNt 1• c1earlJ, "doa't 

bne oara. • rr .. wbatenr point of rln one •todlea thia portod ot lalotcry 

it falrlJ IC1'001 tbat le110n, So far, ""bappllJ, W ba'fl not bMD abJ.e to 

'fl 
do DCh ebout it. A aecond laaaoa tr. t.IM pertod 11111 porbape be 80ft obrlou 

tr... date tor prtcee at which trade bu booD carr1od oa. Tille baa, ot oovH, 

been a ported ot extraordi.DU)' prtca dlat.arto.ac... ID t.IM war and pMt-ar 

bona, -.d1t1 prtcaa ill thia countzy and Jncl•ncl roM to tlprea .,.... tllaa 

t rl .. 11 hlp u 1.a 1913. ID Frallca, Ita1J, and a nmobor ot ot.IMr -trtM t.1M 

Prlee riM waa tar peater, and Clll'ft!IC1aa wre doftl'DOd. llore recoatlf, Ulore 

bne been rlo1eat prtoa dtet~bi.Doea, and the cwreaoloa ot MilT ooantrt .. ban 

bMo depreciated, - tor tba tint,- for t.IM 810ond or third U.a. lloor, 

tba ltrlJtUc f~t orbicla t.JM date .... 18 tllat 1D apite of all t.IMM diat-'PMOI, 

and 1D ~p1te of t.IM p~d 1Dflat1_.,. atfoete ot depreolotloD ot OU'I'ODOiea, 

Prlch 1D dollara or po1IDda of tba prtaoi.pal o ill tiM •rlllc 1D world trelle 

eboo aa Ma7 docre&Ha u l.aoreuoe rr. t.eat,...tift ,...,.. ap. For .-.pla, 

'fbaat ODld for 86 -ta 1.a 1913, and 611 oe.ta to-clq, oottoa _. 14 -"• and 

- 1a 8 3/4 oeata, ~ _. 23 l/2 MDta, and - 1e 26 l/2 _ta, copper _. 

17 caata, and - .11.11 l/4 ooaw, P.~ _. t;!.SO, aod - 1o tl.04, 
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toli>blr .. 73 -te, ADOS - h 17 -te, •acar •• 3 l/2 cute, ADOS - 1e 

3 eoata, cotr .. •• 10 3/4 oeate, ADOS - 1e S 3/4 caate. 
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It oae co.pttlla a price &ftral& tor tbo" cc,_oll.111.1tiea which 4M1Date 

world trade, the 1Ddu t~ tor 1938 ia at about the - lnal aa in 1913, 

.-surad either 1D dollara or 1D poiiDda aterUac. 

To pard apiDat pouibla lliawderate'"'tap let .. e.plliuiM that 

tbe .. tiguree represent DOt the pneral price lenl., but the pricea ot priD­

eil*l ccaeocUUu ..,'fiiiC 1D export ADOS 18port trade. !1M pDerel IIIIDleaale 

prlee illdex ot the IIDited Stetea DepartMDt of Labor 11 -e lS per CeDt hi1•r 

~ban it •• iu 1913, but t his broad 1Ddu, which - 1Dcl udea Oftr 800 articl .. , 

!loa a eoo.alderable aipt of tiDiahed good a which retleot o~a 1D ....... tea, 
\ 

whereae tho bulli: ot U.,Ort and export co.aod1 tiea are raw or aeai-!tDiahed 

aaterlala. Wage ratea 1D the tht.it.d States ara - aore than double tha 1913 

*"rage, aDd the real ap, after ••HQC all.......ce tor cl»ups 1n tha OMt of 

llrtn& is 50 per ceut hiper. But, ae etat.d before, pric .. of c.-oc11t1ea 

""Yin& iu torelgn t...de are in puaral at about the l.,.el ot 1913. 

lith this aapl1t1cat1on ot thB t...de flgurea aurel7 _,. coucluaiona 

are warraut.d as to the ...aetary policiea ot the period throqh which we heft 

b- paaeiac, for 1D thia period the priuc1pal countries ot the world Mft 

danJ.'Ciad their c~iu b7 u aftrap ot 40 to SO per ceut. !be .orl4'• cold 

resarYea h&Ya baau _....,,..17 1Dcreaaed 1u currenCT nl.ua, not oal7 ~e ot 

tbe eM1lce 1u tha -aura of wJ.a., but alao beoaaee ot pMtl7 au..laW cold 

Production. World ..,.tary cold reMl'ft& ._.,. baau nearl7 q...srapled aiDca 

191), and thoaa ot the UDit.d State& haft haea 1Dorea•ed Oftr al.x u-na. 0111' 

Proportion ot tl» world'a -tary cold •• baau iDCreaaed frva about 23 per 

eeut to about S4 per cant, and T&t pric .. ot cc "tiea 1D tre9 are at tl» 

191) l nal, and olllT aliptlT abo.,. the la.,.l ot 1931 ntore ~ and Jncl•"" 

n ut ·otr pld. . ............. . ······ Regraded Uclassified
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Cl•rl7, CVNDCY depNCiati011 bU DOt yet rNI&lt.d 1a tbe iaorMI .. 

iA prices wbiob its adYocatea propbeaiecl. Siaee tbe doctriJM ot price iatlation 

tlii'Oucl> curreDOJ depreciatioD ..., eo &rdentl7 taQ&bt &Dd widely accept.d, 1t 1a 

worth pauaina • IIOMnt to euai• the Mob&AJ.ea. It wee auppoaed to eperata in 

ewo ,.,... Firat, throqb tbe rel.atioubipa betnn tbe deftl111ac c-trr &Dd 

otllor cowotrlea. lben a ourreno7 depreciataa the uportera ot aood• trca tllat 

coUIItry recein a larpr -ber of Wlita <I tbeir owa C~~UTGOJ for wbat tbey 

oall abroad, 4Dd ao prieea ot uporta ao up. CorreapoD41DC17, tboae wbo wiah 

eo bu.T aoods abroad auat par a laraar ..-..r ot 111lita ot their owa carr..c7, 

allll aport prices are theratore bi.gher. Sioce export &Dd aport c-.dJ.tiea 

t.t1 a large tactor 1a the llte ot aoat coUDtriea thla 1a a couldarable iatl._ \ 

.. ea on the price lnel. But bera 1e the rub - tllat aore than one coWltry caD 

play at tb11 pae, aDd a&7 blll.aed be forcecl to plq by circullateDcea, &Dd 1t 

annal countries bSYe all deftlued by en equlftleat uount, tbeae 1Dtl-cea 

oa tieing prlcee cancel or aore thaD caocel each other. rue 1e uac~ wbat 

baa bappnad 1D recent years, aDd i n addition the whole procedure llaa prodllcecl 

an ataoapbere of UDCert&int7 aDd fear 1D which onl7 the ~ eaaentiala ot 

trade could be coiXlucted. In thla ataoapbare the loooe tuiXla ot the world b&Ye 

nowed froa aarli:et to a&rltat like 1 10011 .,_._ On the deck ot & boat. ODl7 

tha apecul&tor benefits . Tbe aorta of trade coapetition eo created, plu the 

tl't&Uc ao• .. eota ot oapital, ban been a prillclpel - of tbe areotion ot 

trade barrlere, or barter ~nte, ot qutea, prob1b1t1Ye tar1tt1 aDd a.­

•baoce COQtroll. 

lben tbeorlata diaouaa propoaala tor nead.ble curreao1ea •• McbaDleae 

tor lnttrn&tiOMI. adJutMnte, I tb1Dt ot Gelett lhlrll••'• 11ttle Yeree trbl.ch 

100""P&Aled bla dal1cbttul perapeetin dra1dDC of • cart with el11pt1oal wbaela. 
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•a-rtahla trul7 11 artl 
S.. - 1111pt1c&l wbeale on a cartl 
It loolte "rT tair 
In tile pictnre .., there, 
Bat 1Mcl .. the r1.da llhlll 1'1" etartl 

It baft all baen t.alten on juat eucll a rl<Sa • 

.&aide troa the rel&t1ollllh1pe between oountrle., tlw other ft7 iD 

wlol.cb a c1DTaDC7 .Seprec1at1on aicllt be upeote.s to raiN prlc.. 1e tllroUCII aa 

locreaaa 1D the aoD1t7 ftlue ot col.s ruerru whl.cll MJ' be etteotln oe tile 

oco1>0117 tllro"'h eaq aonSJ &DIS cre<Sl t u:panelon. '!'he <Sepreclat101111 ot recet 

,... .. laTe certa1D17 suc:caeded, •• lias &1~ bHD pointe<! out, iD iDore&llJIC 

fOld reaorwu aDIS iD -• .... ve creclit n:p&D.~lon baa been built CD tioNa 

lOllS roaorwea . But clearl 7 -thiDg baa bean l&c:t:lDg. '!'be cre<Slt baa aot 

betn put to actha use. Prlcae !wYO DCt iDoreaeed proport1onatal7 aa<S the 

locre&so 1D TOl .,.. ot pro<Suot1on aa<S trel:la !we bean d1aappo1Dt1Q&. 
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Bore then 1e the p1ctnre ot tlla qoarter centurT, a war ahocted perlo<S, 

a dlaappoint1DC ,rorlll iD tra<Sa, curreJ1C7 .S.prec1at10DI apparent17 ac tlnc u 

depreeeont not ae atl.a'alant when 't'iewed troa a world point ot rl... llb&t 'a 

to be done about 1t t 

C'l.earl7 the broed auwar 11 that a r erlftl ot anterprlae 1a ,.0111&!7 

and tbe tiM 1e ripe tor n ell a re't'i ftl. U we .. ,. rl17 llpOD put uparl•oa 

tbe llllp col<! raM~I ot thia &DIS other DOWltrlee are a net raaerwoir ot -•ed 

power. Oar -.. baak <t.polite whl.cll tile ll1111o1111 ot .s.po&ltore prater to l ean 

rtlat1,..17 liSle, repreMDt. pot.Uil oacpaa~OD ot bullaeae &DIS prlc••· In tile 

po .. r ot tills ao...,. a llant lhe aaleop. Be oan oD17 be aroued &DIS put to work 

b7 b....,. enterprlae, b.,- the w1.lliDpela ot allllou ot buk .s.po&ltora to •• 

tbeir <Sepoaite to bl&114 bu1141Dca, to -=taotara poe~~, to tete rlaka, &DIS b7 

the ril Hn&MII ot ente:rprbara to bo...- Mclit10D&l tiDd8 tor well pvpo~&a. 

1'ban tllle re•arwolr ot poftl" 11 put to work w •llall u.,. rail racc.,.rJ, both 

1o tilla COUDtrJ U.S UrGed. lbell U.t \1M - \M ,_,- 1a M ftR \Mt lt Regraded Uclassified
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•T ~ bard t4 bold 1n abecll:. We &ball iJ>deed hue a probla ot aaldng aura 

Ultt thue ... ~ t'wlda are uaed in •bole-• nya and do DOt again create tbe 

10rta of excuau to ebieb the depth or tbie depreaaion • Y be part1,y aacribed. 

But io tbe aeantiae our problu bare and &Yerywbera 1e to put 110ney to work. 

Tbia 11 not the tille to diseuse at length tba a&ll7 barriers wbieb 

t.o-dq auod iD tba way or enterprise and are boldin• baelt tbe uae ot IIO"*J· 

3ot iD tbe apecitic field we are d1ecuae111&, tbat ia, foreip trade, tbare 

are a~ leut two obrloua handicaps to enterprise which are illpreased llpOD &117-

ooe wbo bet contacts 1n the field . One of these ia tbe inetabillty ot curreD­

du. Vieitor after 'll'isltor ca.ee in and aalul the question, •lhat about tbe 

dollar, wlll it be dnalued further? • •llb&t about starling aDd tbe franc? 

Cables CCIII tr0111 tbe Far East, i'roa South Aaeriea , troa Europe, asking the 

saae question • 

.,... In this atiiOepbere of uncertainty, enterprise cannot go forward freely. 

b oxebsnga r18li: added to other rielul diacouragea uodertel<ings and bolde back 

t:ade. 

Without raiaiog tba !lOCh debated aDd debatable queetioD whether a 

policy ot denluation by the United Statu wae neceseary, I tbinlt we all recog­

ohe tbt.t tbe Treasury at tba United States by ll&intaining a fixed gold nlue 

ot the dollar ateadtapt17 tor now nearly tin ,..are, baa exerciaed a 110at help­

fUl leaderahip toward a return to tbat world currency a tabili ty which i s ereatly 

to be desired. Not oal,y 80, but throucb the Tri-partite acr-ent at leaat aoee 

ebeelt b """ being placed QJK>n ubi trary and erratic ucb&Jiie • onaenta, and 

t!>•ra h fUller wtnal underet.&Ddhg. 

Loolting abaad it aaaa a reaaoD&ble deduct.ion troa the experience ot 

the 20s &od the 110re recent period, that e turtbar re11'111'&1 ot enterprise, &lid 

1 t'ltrtbar expanaion ot world trade, will ba ~re&tl.T aided when tears about tbe 
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tlltiUW ftlue of tbot dollar ou be deth1tel7 Ht at "'t• aJid 1IMD otbotr •Jor 

evnod•• oaa be atabUbecl 1A a nitablo ~tloe tot bot dollar. Stabllba­

Uoo in tbo 20a •• follond liT iaorouecl tr.do acti'ri\7. tlto MiA qaeotiooa 

about t.bat actiOA •• wbottbor tbot rolatlouhlp between tbot cllrrODCioa tbotD 

11tabllabo<l was oouad 1A 'fi- or tbot buic eco~o ~Jida . lfo llut to bo 

nre tbia tiM tbat tbot priAeipal CUl'J'eJICi• are atabiUsocl 1A a ~tlouhlp 

•bi•b 117 ban tbot beat poaaible proapeot of poi:'IWlonae. tbe dittioul. tT 11 

tbat n do aot ltDOw aJid O&DIOt ca.puta witb &117 celtaiat.7 wbat tllat ~uo .... 

1bip ebould be. lfo do kDOw tbat tba poaition or tba UDitecl Stat .. onr aiaco 

tbt nr baa be"" •e17 atroug; tbat tbot balADco pt pa:r-tl baa taJidecl to be 

at.rollil7 in our ta"rOr . Tbo bootbepi.Qc MUUl'e ot tbia poai tiou 11 toDDd iD 

tbe gold .a.-Dt. 

Diacuaaiou ot thla subject are groetl7 cootueed b7 tho uao of worda. 

~~ uao tbe tara •taYorablo bol.ADco ot trade, • to aean an exc .. a ot export., ...S 

bi1tor1~ tbat baa a .. o juatlti cotiou. Bllt DDder preset circllut&Dcoa tbot 

ecat ta"rOrable denlos-out tor tba IIDito<l statoa would be ouo 1D whlch, witb 

ao upanc11DI total trade, our ialporta ot toroJ.cD sooc1a would pia relat ift to 

oil:' uporta. 

Tbot would botlp to aoln MDT probl•• ot toreip tnd• fiauaco. It 

wollld ploce ~ t o"ip coUDtrioa whlch- u .,1101 1A a poaitiOD to aor'fioo 

their debta. I t would help to open up apiA tbot extauaioD of creclit a 1A l •• 

l'ul.l,r <lnoloped -u1.oa. It -w, t or UMplo, tacll1tata tho donl...,...t 

ot trade relatiou witb South Aaorica. It ae•• a bit pan4oxical, bat on UJ;f 

C&rel'lal ~b 1t -- clear tbat ao of tbot boat WJa to SAcreuo export. 

~ tba UDito<l Stat.• 11 to 1tialllate our t.porte. !be tu.or in particular 

oUl boueti t traa aucb a procru, tor larpr s..porta at reo•oabla price• 

t..pro,. bia atand..r.s ot lito aa .. u aa widn tho aartet tor hie exports. Cer­

~ a lituation 1D which n couts.- to drew t'lmda ao bote'filT traa all OYtr 
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tlle world 11 DOt a bealtlv' OM eitller tor u or tor other1. The eppUcatiOD 

to .oMtlr1 pol1c7 ia, ot _..., that w ebcnlld tld.llk ot tbl prohl• ot atabU­

tsation aot ae a co.petitbe •trllcll• with other -tri .. tor Ml'keta, bvt ., 

u attort to tiJid a poeitioD liftble tor all, UDder tddeh total trade 817 be 

lar~lT incre11ad. 

!'he DGt atap ._rd• thia obJectift b tar troa cl-.r aDd I heft DO 

torwl& to otter. CooaideraU.. eboald be shm, boore..r, to tbe poaaihWt,y 

tllet a tollltiOD aipt be rMChad - t pro.ptlJ bJ OIU' etebilbiJ:Ic .SatiDitalJ, 

&I \be OOUDtl'J iD tbe etroDC&It poei tiOD1 aDd let tiDe otber COlatri .. ac!JliA to 

us. Such &D actioD atsbt exert the 1tro111••t pouibla pra81ura tor atabWaa­

tioc bJ otbera, tor I 111apact tbe people• or MDT coUDtr1e1 are pttac a litt.le • 

re.s up with rubbel' ..,,..1• It 1a worth r aaberillc tbat 1D the experleDce ot 

Wa COUDtrJ rapid raeoftl'J 1D bu1Mae t oll...S 1& 1 :l1•tal7 the raorcaptioe at 

apoc1t pt711eDt iD 18'79, aDd tbe cleteat a t tbl polll or tbe Bl'J&D •.tuaDT ..,...,. 

plan ill 1896. 

Beaidee curraDOy 1DatabU1 tJ a aecolld .. Jor obetaola to the e>epea­

aioo ot world tr.de 1a trade barriers. OvrrecJ deftluati oD ia a wbolel&le 

trtetioc ot trade barrl.er1. ~port aDd export dvti .. , quota1, aDd barter 

•~cto a re lt1Ddrad -polll ot a retail IOl't. l orld trade ia - 41rldad 

botoe.D tboee 001mtrial tbat trade with •- -nre ot traadoe aDd~· 1a 

wbich trade 11 1D the llaftl'T ot b&rtar. Tr.de C&DIIIIt pro~par balt lla"' aDd 

halt tne. Io th11 coatuioe- r.e-b)e aDd pa~ft ftiee hal"­

he&r<~J tbe 'tOice ot our SeoratarJ ot State. Pati•t.l7 alld ' penilta\17 he 

lloa pled tor a redllctioe ot trade barrier• ud be hal blpl..;·=tad hia pleu 

wl.tb t he practical MCbui .. ot tbe trade .,..-at. That .. crad r•uu, tbl 

t&ritt, baa ben ta1tea ovt ot tbl rea1a ot lac rolllJtl ed the coDtrol or 

Ml.thb preanre P'OUPII toto a cl-.rer ataoapbere, aDd pracre•• i .e beiJ:Ic ...Se 
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aot 111 spectaOIIlar nys lnlt tollooi1Dc biblical bJ•ctioa, •line upoD 11», 

prec-J>t 1IJIOil precept, bere a 11 ttlo aad t.bere a 11 ttl.o. • 

ln tbeao two ~·• in a-t tonrd. -t&.r7 atabWty aad 1n 

• .,.._dual loftrl.llg of othu barrier a to tNdo, " baTe baeD ll&kiDC procraaa 

tonr4 a troor world trade in which entorpriaa •7 tl.!ld ft7S to axcbaJICa bateaen 

eouatrlea a larpr Yol- of coods tor tile aatiatactioD ot the daairaa ot t.be 

people. But tho goal ia DOt 70t achinod, &Dd tile reapouibllit7 tor action 

rests DOt on goTOrtll811ta alone, tor tbe7 can aon onl.7 with tho INpport ot 

tboir people. .t.t tbat pobt ariaos tile opportlll>ity tor this &Dd lib orpnii&­

UoiiS to into .. tbe people aad to preaa tor thoae distant obJectins llhich &N 

1ll tbo public interest ann tbough at tacos iaediata aaltbh interest& -.;, 

aurrer. 

• 

Regraded Uclassified



INTERHLfiONAL STUDENT SERVICE, 

n. rile Calvin, 

r.tor:o;>tion Circular, 
15.18-}9: !lo.l. 

Genova, Switzerland . 

RELIEF FOR .AUSTRIAN REFUGEE STUDENTS , ----·----------------·------·-------
loo Gene ral Sitllat i on . 

178 

October, 19}8. 

one ot the most baffling things abollt t~e Aust r ian refugee situation 
Is the il:!po18ib1lity of gHting precise information abollt it, Even if one 
,._,find one 's way amo"8 the maoe of logielativo deereoo by which tho laws 
of tho old Reich have beon oxtonded or modified to apply to .Austria, one m~~J> 
•1111 miss somo of tho most important olomonts in tho eitllation, which depend 
on h~ interpretation o£ the laws and other imponderable fectora. Nover­
thelus, 1\ 1a becoming pooeiblo, as tho roeult of firet-hand inforoation 
f~~ visits and f rom innumorable lcttora, to give our readers s omo idea of tho 
~isaoi litioe and diffieultioe which face largo numboro of students who woro 
etodyins in .luotrian univoroit ios b of or e tho .Anseblueo. 

Firs t of el l , who io allowod to continuo studying? Follo.•ing tho prae­
t!co introducod in C.,rmany i n 193}, e strict numerus el~>uaua limite tho num-
b-. or J u.,ieh etudcnts to Z' of the tot al nWIIbOr of etudonte . Tho incidence 
of :bls is ~ggrnvetcd by tbo t act tbet many non-Juwieb e tudcnts aro being 
t<llod up for mili t er y s ervice , with th• r~eult thc t tho t ote! nuobor on Which 
:b, pcreontt.go 1a cnlculr.tod ia s crio11sly reduced . Students who havo ono or 
t1:o J<;;ish grcndpr.rcnts wore pormi ttod t o finish tbo eummor torm, •Jld wil l , 
<s ~cr r.o is lcnown , bo nbl o to continuo in tho c omi"8 torm too; but thoy or.n 
" lonscr benefit by nn:J scbol nrsbipe or eimiler f t.cilitice. l!oroovor, in 
'"•nl ceeoe which hr.vo como to our notice tho pormieeion to f'iniob tho 
•~or tcrc v ea only eccorded wbon tho t orm wee within two weeks of i ta ond, 
:oo ot~onts hcving boon torbiddon to e a t root in tho univorsity in tho intor ­
vtn!ng period , 

Agoin, oven the fiiW Jewi sh and pr.rtly J ewieh students who ·uill bo 
<bl o to complete their otudioe, will hr.ve no chance of entering the profoe­
•to!ls, gove rnment aorvico , tho c..rmy, -:.nd will hr.ve little or no chanco ot 
IU'lliDS a livi"8 in COIIICOrC8, 

Tho nllmber of etudonte who t.ro thue deprived of the right to tinieh 
I~O>r st,Jt.Js ie difficult to ostim:~to r.oo~>rato ly; but tho very f eet thet tho 
~ustrl•n Uni voroit ios woro ovorwoishtod ~Vith Jowieb students , uspocit.llY in 
t~o ovdical end logel fccultios , mot~ th- t ~ho3e effected •~o\lDt to bllDdrodo 
PM oven tholleendo . Tho n11.111bor is .,rolled by those who tor .· .-~ono of politico 
~r C~!'lseionee hevc no plGeo undor tbo now rooi=o• mF.n'J ot thoc ~ooplu who he.vo 
• -~ · =?r:•on•d r~d t.r e role~eed only on condition thet they qu1 t the co\lDtry ~4 ·01 ... !'t e. certain period. 
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Pill!ht <£ the Ref1!1!co Student. 

Lot us next look for e moment r t the position of e student who ia 

rorcod to the conclueion the.t h e muot omigrr.tc . Hia Auetrit.n peesport 1a 

•r lld only until tho Hot December ~9}8; ho mey oxchr.nge it for e CermM one 

•hlcb Ia probably vr.lid for one yor.r. It ho umigrc.teo , ho must eign a docla­

rallon the.t be will not return to Cermt'.ny without the pormiasion of the Corml'.n 

Go•orM•nt . '71th tho•~ credentir.ls ho cnnnot possibly obtr.in a vise. ot tho 

tn• ot the United Str.toa student vi~e, en essuntiel condition cf wh ich 1e 

1~~tt tho evner b<.s somo country t o <lhich bo cu return on cc.mplcting the at~ 

abro&d. He ct.n only tekc out with him 10 lolr.rks, e.nd onc o bo is out cr..n only 

roealvo from home 10 lo!L\rke e month. •:'borons Corl:lt'.n etudonte wishing to emi­

,rr.to could sometimes bonofit by spocit.l clor.rine c.rrangoments permitting them 

to rocolvc lerger sumo r.broed, {e . g . In tho c eeo of Switzerland or Ito.ly) no 

aaeh arrengcmonts exist for tho territory formerly known ns Aust rie . 

But, it mr~ be eakcd , ~h1 does bo nood visas? ~y ce.n bo not simply 

•~•• tho border l i ko ~.ny crdinary t ourist? The inswcr ie tbr.t since the 

!Jleehluu, ono r.i'ter enotbor of Ce rmc.ny•a n oigbbouz-countrioa he.s felt bound 

to l=pase rigid r estrictions on tho immigration of .t.uetriana in order t o pro­

vont thomsolvos from baing overvtholmod by the flood of immigrants, so that 

no• thoro is not a einBl O country into which the ro:fugoo cc.n enter without a 

epoch! visa; if his pe.pors are n ot thue in ardor, ho 18 eimply turnod bacl: 

en tho f r ontier. Tho consulates in Vionne ere flooded with npplico.nta, and 

It orton tnkoe days of welting in quouos before the atudont can avon 110t hh I 
rtq~oat for e. visa etto~ndod to. In the cr.ao of tho United Ste.t os, ao n~:.~~~orous 

llt•o bten tho epplicanta since ll.erch thc:t tho consult-to hns boon f orced to 

&MOUDco that - et t ho 1110et libcrel oeti~~~~: to - r.nyone epply ing "t tho pro sent 

tlao cannot expect t o r oceivo tho vis e. f or two yeera . 

Cloerly thoso e ro difficulties which ce.n only bo donlt with by govorn­

:ontnl eetion, 1\nd 1 t is at loaet ao.tiefnctory to not e tbo.t tho Intorgovorn­

eentnl Conferonce, wh ich mot at Evien in Jul y, hes s ~t up n pe!'I:I8Dont commi­

ttta in London , with o.n Lmorican, Ur Coorgo Rubloo, es ita director, t.nd with 

tu avowed purpose of trying to ovorcomo some vf the r oot r ictions both at tho 

~·~ end end in tho mette r of immigrati on fe.cilitiea. Unf ortun&tely tho 

cooalttee•s work - which wa11 in e.ny cc.oo bound to t r.ko timo - hes bun hold 

up Wlduly by tho wb.ol o inhrnc.tionnl crbis. l.!onnwhilo no gov~rnmont wr.nts to 

be tho first t o open tho flood-getvs or immi8 r P.tion, CJid tho individual 

retaaaos er e crushod botweon tho uppor nnd tho nothor millstono. 

Cuchoalovakia - a new factor. 

The incorpor a tion of tbo Sudotcn e.rct.s ~r Czochollcvakia in tho 
Go~ Roicb bas brought e now olomont into the aitu~ti on described e.bov~ . It 

lo too oarly yet to ostimeto t hv numb, ra #n~ nocds of tho f ormor Czochoelovak 

elt!:ena who will b e driven into ox ilo boceuso ne ithor tho Roicb n • r tho now 

Czechoslovak govornmont will havo thom though it ie nlroody clear tbet s uch 

tOfaa•oa Will f orm C. coneidc rr.ble into;nntiOne.l prOblem. •Ybt.t ie certain is 

thet uny of tho unfortunate studonte who emigrAted from Aust rie to Czocbo­

'10••kia Will n ow ba t orcod t o become r ofugoos e second timo (in s ome Cl\888 
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,cto&llJ a third UJDO , since ""'llJ' of those who be d t o leave Auat r ie woro al­
reed.l' re!ogoes from OormiUIJI) • 

ftl,t W8 CM dO • 

so ~ucb for the fcctunl background. Whet oen I.s.s. do to b olp i n 
tbl• haertbreeking aitlltltion? 'l'bo Asaombl)' , ~cting on tho reco ... endl'.tion of 
the Relief Commiuion et Loa Avt.nt s, wee unanimous in deciding t be.t thoro ,.,.., 
• roal nood which I.S.S. alone could moot. Tbo work of hel ping the moat br il­
llent t o c¢mploto thoir stndies c.brot.d r.nd helping otbore to find r e- t r r..iniq 
tor .. oro prac tical work will bo c nrriod out me inl)' b)' tho !rational Co•ittooa 
of thou countries whor o tho problem proaenh ihclf 1110st acutol)', partio1llarl1 
cn ct Britain t.nd tho 11ni tod States . How mob those co ... ittooa c~.n do dopeU. 
~tl7 on tho sonorr~ probloms referred t o nbovo, in r ' rticol•r, i t 11 olo~ 
11:11~"" I.S. S . co..,ittae•s action is rigidl.Jr r .. tri otod to the linu l aid do.. 
b7 the aovernaent of 1te c ountey: I.S.S. cannot initiato migration polio1oa ; 
II eu only holp t o adapt individual atudonta to tho po liciea established b.Y 
the gonrnmonte. But apart from ouch gonoral conside rations, tho • ount which 
tbtee coulttooa can achieve dopenda on the amount of help, whothor in mono)' 
cr In the !orm of tree tuition, hospitality etc. , which the7 can eeciU'O. 

Retraining. 

Tho oxperlonce of all national committooa who navo boon doln, a ctive 
work t or refugee students during tho paat ! our )'oara goea to provo t hat veq 
•••h gru t or omphaeia muat be laid on retraining then In tho paa t , u the do­
••n4 !or prof oeaional people all ovor the world baa o lmoet drlod up . At the 
hlan Conference, m&n)' govornmonts exproeeod thoir willingn81a t o toke ;younc 
&od adapt able people who knew bow t o work with their banda and who wore not 
qlrlh 4eatl\ute on tho i r arrival in thoir countr.Y of r efuse . I .s.s. oan aab 
It pou l blo t or at leaat a ame.11 proportion t o l oarn a tndo or GSrioultua l 
wort, prowi ded the neceaeeey funds ce.n bo e ccuod. 

tiuAct. 

The following ,budget wae adopted b;y t he Ae aembl;y at L .. kvanta on t ile 
bub ot t he pledgee made on behalf of n:>tional oo...,ittell b;y their ropr~a•­
t&tlvea at the conference: 

!liDs: Sw.Fra. TO BE RI.I S!D: 8wtJrl • 

Great :Srit ain 
o.s . .t.. 
l'rlnee 
O.neva (Coordinat1Jll 

Office) 

141,750 .-
57.750.-
2, 100. -

4,200.-

205,800.-

England 
u.s.A. 
France 
Holland 
Scotland, Switaorl&Dd, 

India, eta . 

126 ,000.-
57' 750·-
2, 100.-
5,250·-

14 ,700.-

205,800.-

(For rousb equivalents, divide Swiaa Franco: b.Y 21 for l a t erllll&, 
b7 4 f or a u.s. 
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11 11 llF to all national OODIIittl8e to eee that these figures are rtaliud, 
.,4 If ~ooaiblt aurpaooad. Soma cou.ntriea can help to receive ahdonh, 
01~1n to ralu t ba 110nay to help in their trainin8 and aatabliehloant 81••­
•~rt. &U ~ help it they only will. 

Hl>&ID Be I !!II• • 

Btrt art brief notea on a few out of tho hu.ndrada or young men and 
eoaell' who art a&&trly r.waitin& our help:-

~· 22 yoara old, Non-Aryan , Protestant, atudaat of meohanice 
and tltctr lcal anclnoerinc. .After 5 euut"ere at the Uninrait7, left 
Vlonna and wont to Ital7. Because of tho new regulationo thera , cannot 
romein In Ital7, alec cannot return to Vienna, Hie mother can only eend 
bls 10 .. rka o aonth, and be baa no other means. Ae be ie a Christian be 
c~ot cot &117 help from Jowieb organieations in Italy. Has tba noooeear;y 
&ff i davlt and ofter of boepihlitl' from tho u . s.A., but u tho quota 1e 
droady full, will not be able to obtain a viu for eoaa monthe, i.o, at 
bee• ouly for tho acadomlo 7ear 1~3~-40. Aeka I.s.s. to belp him to 11•• 
lll eoae countr7 until 1t le poaaiblo for him to go to the U.S.A. Ie 
Yil:.lna t o u.nderteke a.n7 form of work. 

A.D. 23 ysara old, Jew, baa studied medicine tor 10 eomoetore, 
needs only ono aoro atmtater to finieb. After tho Anacbluae, camo to 
Swl t urland. Rtlat1ona livln& in tho Sude ton German regioDJI of Cnoho­
olovatla proalaod bia the ntceasar7 meana to complete bie atudito at 
ZUrich Uni•orait7. Owiftr, however, to the present s ituation in the 
S•lleten Genoan diotrict, tbey wore themselves ruined, and cannot help him 
fur, hor. Rt, therefore, aaks I.s.s. tor a echolarebip to cover hie uni­
••~•ltJ and tzaaination foeo for thia one eemeater (another organioation 
bao proa l atd li•ing ezponoea), after which he hae a poaoibility of eai­
fl'&tlnc t o Sout h .t.aarica • 

... 144 hero art two ozaaploa of atudonto whom I.S.S. baa e.lroedy boon able to 
htlp .,._.,. 10 baYO boon helped t1nanciell7 dneo )ft.rch, hundreds more b7 aci.Yico 
oad lnfGI'IIatlon, neaoUationo, etc.):-

~· A etudent in Vienna, cgod 25, bad manaaed her fathtr' a totato 
IA4 dou tiaht 70aro in tho Unhora1t7 in t be faculty of Law, but woa un­
able to obtain her doctorate u lhl wu of ion-Aryan doeeont, end forced 
to lent .t.utrta. Ber otetor, e Journ&liot in England, c,pper.led t o I.s.s. 
to find btr oo• • place 1dloro oho could trt.in for mt.tkot aa rdenina• I.s.s. 
hAt obtained reduced teoo for her to ntttnd a horticulturnl eolleae. She 
heo no• &rrhod u.d alruq aboom hor oo11petonco in thil work, and bno 
soed proapocto o! f inding 11 aui t .. blo job in Englr.nd or in one of tho Bri­
Hrh Doainlono 1dlon abo hu coaploUd bor trr-inin& in two JOt.!' I' tiat • 

.1..1 . .1. atndQDt of e rcbitocturo In hia fourth J Oar at Yionna 
l'll l•erattf,";u forbiddtn to finioh hla a tudioa. 'l'ht Britiah Co•ittoo 
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hclpt4 hi• to ooaa to ~lMd when be arrived in A~t &lid baa boon ao­
capted at a pQpil in an architect ' • ottica troo ot cbarso. It wae •••an· 
tial that be thOQld aleo obtain a dosreo, and •• 1\ roaQlt ot a arant ot 
tlO troa I .S.S. he will bo able to 10 to a PolJtechD1oa1 School, end 
obtain a 4earea in two yoare. Ha con then find work in Turke7 where he 
hu relatione. 

cue••· 
lf.I.)e. 

• 
• • 

ldward BradbJ 
Ceftaral SecretarJ 

,. 
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October 29, 1938, 

B. u. Jr . called the President at 11:40 this morning . 

H.!l.Jr: 

President: 

R.!l.Jr: 

President: 

H.!l.Jr: 

!'resident: 

R.I!,Jr: 

I would like to have your approval , i f you 
think well of it, to send the following cable 
to Cochran which Monnet and I have prepared 
together. 

Vlhy d1dn 1 t Yonnet leave to-day? 

Because he wanted two more days 1n the 
Treasury . Be had not finished his work 
here and decided, therefore, to leave on 
t he Bremen tomorrow. 

FOLLOWING INSTRUCTIONS FOR YOU ONLY PERIOD 
PLEASE ASK YR DELADIER TO SEE YOU ALONE AT HIS 
HOI.lli WITHOUT LETTING ANY FRENCH OH AMERICAN 
OFFICIAL KNOW ABOUT IT AND THEN IliFOIU& Rill IN 
STRICTEST CONFIDENCE THAT YOU HAVE THE FOLLOVIING 
IIESSAGE FOR HIM QUOTE lAR JEAN UONNET '1/80 IS 
SAILING ON THE BREILk:N TODAY HAS SEEN THE 
PRESIDENT ~>ND MYSELF AND I S CARHYIIIG A VERY 
II&PORTANT AIID SECRET IIESSAGE FOR IIR DELADIER 
RELATING TO THE FRENCH FINA!ICI AL SI TUATION END 
QUOTB PLEASE IMPRESS ON lAR DELADIER THAT THIS 
MESSAGE I S FOR HIU EXCLUSIVELY PERIOD PLEASE 
ADVISE UE THROUGH SAKE CHANNELS OF CO~qJNICATION 
WHETHER OR NOT YOU HAVE BEEN ABLE TO CARRY OOT 
THIS UISSION SUCCESSFULLY PERIOD 

Very good. 

I thought I would send it through your Naval 
Aide. Is that all right? 

Yes, tha t is all right. 

Thank you sir. Goodbye. 
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Then B. u. J r . called Admiral Leahy. 

I have a request to make which is a little out 
of the ordinary. I have just t alked to the 
President - I have a message which i s very very 
confidential that I want to send to Cochran, 
our First Secretary of the Embassy in Par is, 
who is detailed to me, and I want to send i t via 
your code to your Naval Attache and have him 
deliver it personally to Cochran. 

Leahy told the Secretary that their Attaches do n.ot 
have there very good codes; that he would be delighted to 
send a message for Secretary Morgenthau but that it was not a 
ve'r'/ tight code. 

The Secretary said, "It is the only way I have or 
sending this message and I will have to do it this way. I 
1dll send Lieutenant McKay, a Coast Guard offi cer, right over 
with the message. To whom should he give it?" 

Admiral 
Leahy: Have him bring it directly to me . 

184 

H.!l.Jr: Please surround this with all the secrecy possible. 
Thank you, si r 
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To: Merle R. Cochran 
American Embassy, 
Paris, France. 

From: Secretary Llorgenthau 

October 291 1938. 

STRICTLY CONFIDENTIAL 

FOLLOWING INSTRUCTI ONS FOR YOU ONLY PERIOD 

PLEASE ASK UR DELADIER TO SEE YOU ALONE AT HIS BOllE 

WITHOUT LETTING ANY FRENCH OR AliERICAN OFFICIAL KNOW 

AOOUT IT AND THEN INFORM BIIo! IN STRICTEST COIIFIDEliCE 

TRnT YOU HJ..VE THE FOLLOWING MESSAGE FOR Hill QUOTE 

IAR J EAN MONNET \'lBO I S SAILING ON TRE BREIIEN TODAY HAS 

SEEN THE PRESIDENT AND MYSELF AND IS CARRYING A VERY 

IMPORTANT AND SECRET J.!ESSAGE FOR llR DELADIER RELATING 

TO T~ FRENCH FINANCIAL SI1~ATION END QUOTE PLEASE 

IMPRESS ON UR DELADIEK TBnT THIS MESSAGE IS FOR HIY 

EXCLUSI VELY PERIOD PLEASE ADVISE liE THROUGH SAKE 

CHANNELS OF CO.JMJNICATION WHETHER OR NOT YOU RAVE 

BEEll ABLE. TO CARRY OUT THIS MISSION SUCCESSFULLY PERIOD 

: as 

• 
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llli.Jr: 

Operotor : 

HllJr: 

0: 

i!II.Tr: 

0: 

H. llerle 
Cochrllll : 

!I!IJ'r: 

C: 

C: 

Bello. 

Monday 
Oct ober 31, 1938 
4: 59 p . m. 

Kr. Cochran is trying to r each you. 

Oh. Well , i s he on the phone now? 

She says she can get h im on right 'away. 

If she can get him on right away all right. 

All right. 

Can you hear me? 

Yes . 

I r eceived a message from you a t eleven o ' clock 
today . 

At when? 

I received a message f rom you a t eleven o 'clock 
today . 

BlUr: Yeah. Now be terribly careful what you say now. 

C: Yes . I understand . 

HliJr: Yes. 

C: Rave you received '1119 replY? 

Wr: No-. 

C: I saw the man at three o 1clock and I sent you a 
reply . 

H!Ll'r: Yes. 

C: And he was very anxi ous to r ecei ve some details. 

HIIJr: y es . 

C: 

llii.Tr: 

And 1n that - 1n the wire mich I sent you this 
afternoon 

Yes. 

. ...... ... ................... .. 

186 
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C: 

Jl}IJ'r: 

C: 

DJr: 

C: 

!IIIJr: 

C: 

l!UJr: 

HIIJr: 

C: 

l!I!Jr: 

C: 

HIIJr: 

c: 
R!krr: 

C: 

- 2 -

I indicated his interest in receiving some 
information as to the general basis or so on 
as soon as possi ble. 

Welli I'm afraid he'll have t o wait - ah -
unti - ah - well , you know. 

I don ' t understand. 

He 'll have to wa it. 

Be called me just a halt an hour ago by tele­
phone. 

He- di d what? 

He telephoned me -

Xes. 

- half an hour ago. 

Xes . 

187 

Say ing that he had postponed the meeting which he 
had planned for t h is evening, -

Xes. 

- until tomorrow, hoping that he would have some 
word from you . 

V/ell, I - it - it's too complicated and too 
important- it's impossible- I just don't even­
I don't even dare talk about it. 

I see. 

He - he'll - he ' ll have to - ah - he 'll have -
as far as I ' m concerned he ' ll just have to wait. 

I only got part of your words . 

lll.:Jr: I mean I can 1 t do anything more than that · I -
I can 1t gi7e you anything. 

C: I see. You can' t cable it either? 

!!l'.Jr: No . I'm afraid to. 
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c: 
aliJr : 

c: 

HIIJr: 

C: 

6)1Jr: 

c: 

188 
- J -

I see. 

I ' m afraid to. 

Because he wa s d isposed to holding his f riends , 
awaiting some word , y ou see. 

Well, of course that was the idea or t he cable. 

I know, but his time' s a little short. 

llell. 

Arr:r«ay he called me back and I thought I ought 
t o phone you - I d i dn ' t l ike t o let it go without 
calling you t o let you know about it . 

liii.Tr: Well, I! m awfuUy sorry but I Jus t can 't - I -
I don ' t trust the pho.ne or the cabl es. 

C: I see . 

HliJr: I 1 m sorry, 

C: All right. I ' ll tell him that. 

HI!Jr: And eh - but I - I couldn't do it - it would take 
me hours. Ah -

C: Because he received me very n i c e and all th.at . 

l!llJr : Uh huh. Well, you send me an answer . 

C: I'll send you an answer t hi s afternoon. 

RI.!Jr: Well, I'll wait unti l I get the answer . 

c: I see . 

RILJr: I ' m sorry . 

C: Ah - shall I hold out any hope for him at all? 

BJ.LT r : 

C: 

HIIJr: 

No . No. Just -

All right. Well, I'll call him back then. 

Ah - 1'11 sorry 1 but 
it in time. Hello? 

- you ' ll know all about 
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c: Bello . 

BJIJr: I'm - well , I'• sorey - I can•t say ~thing 
more • 

189 

c: .Ul rlght. Well, I Just wanted to call :rou and 
tell you his reacti:>n and 1! you wanted to give it 
through why -

BJIJr : Well -

C: - all rlgbt . U not, wby -

BJIJr: No, I can 1 t do it. 

C: All right, sir . Fine. 

HIIJr: Thank you. 
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NAVAL I&ESSAGE 
{Navy Department) 

rroCl ALUSNA PARIS 

Released by X-IC Y-lt 

Date 31 October, 1938 

priority to XXX 

To CHIEF OF NAVAL OPERATIONS 

190 

A03l AFTER RECEIVING YOUR MESSAGE AT SEVEN AM TODAY I T WAS 

DKLIVERED FULLY BUT ORALLY BY ME TO DALADIER AT 3 Pill. IN PRIVATE. 

HE SAID THAT ANY I!ESSAGE FROW SECRETARY WORGENTHAU WOULD BE 

H.APPILY RECEIVED AND THAT HE WAS ANXIOUS TO COOPERATE WITH THE 

U.S. HE ALSO !>AID THAT HE DOES NOT WANT, THROUGH THE DECREE 

LAWS UPON 1\'HICB HE I S VIORKIUG, TO DO AllYTBING DISPLEASING TO 

THE U • . S . THEREFORE HE SAID HE DESIRES TO HAVE YOUR WESSAGE 

AT THE EARLIEST IUNUTE OR ITS BASIC ESSENTIALS. RE REQUESTED 

ME TO OBTAIN THIS I NFORWATION AT ONCE BY THE PHONE OR CABLE. 

RB REIUtiDED !.IE THAT THE CABINET WOULD loiEET AT 5 PM TODAY WITH 

OTHER MEETINGS IN RAPID SUCCESSION UNTIL HIS PROGRAM I S CARRIED 

TI!ROUGB TO COWPLETION. A DELAY OR EVEN A REVERSAL OF POLICY 

VIBICH YK>ULD BE EWBARRASSINO llAY BE INVOLVED IF HE IS FORCED TO 

A'IIAIT THE SPECIAL IIESSENGER LATE FRIDAY OR SATURDAY. 

MERLE COCHRAN 1~ 

TOR CODE ROOK 1~ 31 OCTOBER 

ll.ISTRIBUTION 

LT. L!CKAY • • ••• • • •• •••••• 
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... '•• 1, 1111. 

Dllll" Coo hi' liD I 

Weul4 JOU ple&M lead - "' 

..U a tlMta'ble ot 'IIIla\ bJP•..,, 

biClDDiiiC w1 tll the HM1P' ot .,. oa'ble 

w J01.1 ot OCIW'IIn' l91b • 

lfUb kiDd11t J'ICU'Uo 

81noerel7, 

191 
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. .. 

lira. Henrietta Ootz, Secretary to 
Bon. H1nr7 llorgentllau, :rr., 
Secretary or the Treasury 1 

ll'oabio&ton, o. c. 

Dear lire. notz: 

1 

October 31, 19S8. 

:rust a line to confirm that II¥ office telephone 'I 

number is HANOVER 2-9393, and that my secretary, llr. Frank Mel'eely, 

will be waiting your call. 

Yours sincerely, 

r~ 

I called KdFeely November 1st and gave him the 
following message to send to llonnet, "Automatic 
order received", 

B. S . K. 
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( October 29, 19J8. 'lhis was drafted b)" Vonnet, 

Bernstein &Del 'lrhite and was a SU&Pated state­

Dent to be iaaued b7 "club• llellbera 1n event 

&«reement ie reached. 
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* obJeOU.,.. etat.~ ta u. 0 

' u ... tbe u. u oppw t • tar a 

t1rtMr u' I• ol Uill II 5 U.JI& MUGil o op> llu £# tbe 

cl1rweW ~ .teeHnc _.. ---~ wltll 0 on"• ~ e1 

eepi\al. 

~ • ..all of~ rt WIW W tbe ..,_\1_ .._. S..... 

app0j111Ate ...,.... requirtJtc the n.11nc ot nparie Nla\tw w tile 

boldinlf of jJJ ope l;t 1D ..all ol the ~ '111 •"-a'• ot U. .._ 

• ~n... !ba tJLt-u- tan. obtained w111 ...._ ~ 

a•a!.lable to tbe tbr• DC utft-. lltiT ..U• 1lh1clb _. 11 ='*» ..sll 
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t.Q will ba decided 1lpCIII an.:r corwaltaUCill w1tls the ou.r .., ......u.. 

&lid further ~taU• wUl taft pl.- rr.. t1M to t1M to -.tw 

'lbat .&lit.iaul or dirt~ ..U• ..., 'be MG11111'7 cr apprcilll'iaW far 

IIIII' of the ~ -vi.• to~ 

U 1a 1Jitanded ~t -.~ aot.i.ca ot repatftatica u tu. '111 _, 

- u,. will ba ~ ~ w1tls u. -u- of froM--
IIIII' ~t ~ ar ~Uw oapl.tal wUl 'be repatftated 1A • ordlrq 

-- -ut&tot w1tls tale laclt1.-ta aDd pl'opll" iDtareeta ol tile -viCIII 
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Given to l!onnet October ~. 19)8. 
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1. ODe or t he -t •riCIU .., ...... of dat>en t o the cmt~ 

or t1'M ent.rpri• end t1 adoa or aoUoa 1D - row and fioand&l 

e~>M•~" 11 t he unHevicW -nt.e or • n tsbt capital•. nwee 

110..,.,.nte bJ thei r ••pU...Se and thei r - U h 1t7 t o politi cal end 

eco.-ic eblllp e ftrft to .. akn the aenete17 871t.e of the eo.t17 

looln~ the ca pital , without etre~iDg the countri .. reoei 'f1oc it 

and, t:.e refore, imperil tile aonet.8J7' at.ebiltt:r or ell eo.ot riee. 

2. If t heee ,..o....,ent. ara unchecked they "'a:J' ,.._.,uall:r uftderoaiJie 

tt.e bu ll of the Tri partite Accord. llore Mrloue tb.n that, thaT t.D­

ereaee tlle dan .. r or • • o.,.._t toward autarchy aJld political diot.ato,..... 

ehip , u well e P aconoaie, on t he part of t he partleul.er c .,.,t.,. 11tl1cb 

happene to be at the l!'oa8nt ~toot ?Ulnereble to t heee mo- nte. 

2. .,.n though E!l«land end t.ba Onit.ed St.atea e ra not n rtena. 

rr.- n t•ht of capital t here 1e no certai nt y 11bet t.be fut ure ...,. brine. 

nth t~.e • eehiner>- 1D oparat.ioa which will enabl e eech eouut.r:r to 1<­

tbe for e ign holdin,..a of ita netionda in t he ot.h«r eountr7 it. wwl.d be 

llUch eae1er to t ake etepa in t he ..,..,t eondt t 1one ehould WIIJ'MI'It. it.. 

) . '!'he rreneb fund a 1D lt~~rlend are probe'r l:r one bUUon or "'Oft 

do1l1ro. Theoe C"fld e t o f Yold kept 1n vaul t.a •• well ae ncur1t1 .. 

aal ~anlc da poait.e . Tbe ratnrn to ..,...nee of gold kep t in veulta would 

nnt dhoin ioh the cold holdt.n;.a of the Benl< or E:t~~rleDCI nor t he l!qudi<a­

' i cn 'cr01>nt Cld would , b)" e treart.beniO« the French poeition, H r... 

l ndtreetly to etrerct,bMI et.arlioc . 

The l"rHieh llltbort tl ee should, t herefore , not be , .,..,... to 

rac111tetinot t he repatria t i on ot boarded gold . The bulk ot • old eo 

held probebl:r 1e held b)" tile four hrf • bullion brokers for t he e cc0011t 

of t • . .tr F"lnch clienta. I t. would be a relat1.,..17 aieple .. tt.ar for t he 

"rl t1Ph Treeaory to •-rt.a1D tntorall:r t he extant or aocb bold1Dl •• 

f llippad 'f1 tb that. t ntorutioo, tbe French Oo,..rnoent could eeeil:r take 

e tepe t o n POre t he repet.riaUoa of ~ of the ~rdecl p ld. 

"'I t.b reepaot to t he MaUri t.y boldinge end et.arliO« balanoee, tbe 

fl1thb l're&~UrT would dCNH le•• wiab to be ... orad U..t the rata or w1 tb­

draal would not be euob u would ... bet.entiell:r 1Dcra&oe t he praenre oa 

etarltoc a t tht e t.l•. "'rderl 7• repatrietion e ight ce'll tor a 110re 

cndual H qui de t.ioa and w1 tbdnnl of fuDCie ,..,. Loc>don thaD l'ral t.be 

1l !tad Stat.ae. · 

4. !be praet.ip or t.be Tripe.rtite Aeoord 'IJOold be aobat.ant.iall7 

•trenrtbened . l!llob • etep would 1DCI1oat.a t.be t t.be Tr i partite Accord 11 

• Yl tal inet ru.ct wtlioh to capable or ,..._tb, utenei.., and adept.attoa 

to nn cN'Id1 t.ione. It would eat a precedent. tor oooparat.ioa in eOCMt• 

field e. 
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s. I n 1Jip~ntS.. t.M 11"1 ~ •1 it Sa ded.ntble to 1neuN en 

orclu ly Ntum o• th8 tlmda ,_ bald 1ft eacul'1. u .. or OG depNH. To 

acc..,plleh t bia, it M7 t:. deaintble to call ror t h8 Ntum or a d ..., 
parcont.a<ta of the ouWtonc~1,. holclinge .. ch -tb, acccepM1ae b7 the 

r l&ilt to "'' ' nta1n the hold:1n~e abroad ror lCOlCer pel'1.oda, pro'fidecl tba 

rape t.net.ed t'unds &N tben ...:le wbject to a •t.u• of e ~rate •oant 

lncr .. ainP w1 t b t he t l .. the)' ""a i n oatetaodinc. 

~o f or ae hoarded gold 1e concerned , bowenr, 11!1Md1ate Npetl'1.atica 

can 1-. lnei at.ecl upon 1naemx:b .. th8 count..,. 1n 11b1cb th8 plcl i a eo 

hoorclecl ourrere 1n no ...,. ,..,.. 1te l!!llclden Npetrauca. To 1Ddooe tbe 

ooo .. r or hoarded 17,0lcl to repatriate itf it WIIUld be .,.oe•••r"T to pro'fide 

a ourrl cl entlT eon.,.nlent peri od 1n 'lfhtch h8 aay N t.nm hh tuode and 

-~~In the r"ll current value f or ~ .. cold. AJ17 t'llod Naalft1D« 1-e)'CDI 

~~.at le~th or t 1,.. would toe hen i l,y penalised. ( 1be ANJ1.ean preetioe 

hat been CMN.ocation of the total with a po .. !bla f*IAltT of an 8cld1-

tle>M l a.ount oquol to the nlue of the rold held.) 

H ,.,. • e po8ol ble t o anan~e 81lheeq.-tl,y U.e oxchan"e of addi t l.-1 

ln'OI"Ntion • • to the !oreip holclera of propert)'. 1'ba lmoorledp that 

.,. ,.. and "'"~ l n!o,....ation io t:.ing eichar01ad &ll!OII( t he raapecti .. a •o...,.._ 

rent e rlll make mmere or gold boarded abroad ,.e..,. u...aq a~t the 

ltlluta "' rety or t ho• hoard e . Confronted with the choice or repetr1au,. 

It a t M l .. alua ot once. or lea...U., u- at the r i '* or ulti•ta oonfieoa­

tlon •n~ odditi onal t i na• it 11 quite likely t ha t e l ar p portion of the 

t old boarclad ahroad will be repetr1atacl. 

6. The IM.ti.t. Oo ... rmact M1 be not anl'a..,..abla to the propooal 

In • lew or t i e tact that fai lure to adopt eoce such procedure 8fT •~r 

or later be toll.,.ad by deprecia t ion of the franc aod b7 •UU1'8• wbiob 

oiYe the i"'prenion to people 1n ED!: land and 1 n r rance that France 1a 

~~~ to rolloor t ile pe t b or '4.-.v' 8Dd Ital,y. Tbe prcepect .,.,. la not 

•• r""ota aa 1 t llet!Md a t that t iM tl:alt l ngland h~traalt ra:r t. 1n a 

POiitlon .m. .. aha woulcl dab to talce ed ... nta«e or t he 1ntoraat1ca tbet 

wo11ld 1-e exohan"ed under tb ie propoA l . 

An,tlw!T ad~ntan or ue l n.& tba '!'rl rartita •ecorcl u a ..abicle ror 

thl o purpolle 11 tbat lt will then not "Ppaar u a .. ,. dlo'.atad bT 
•ulc~•• or ,.,.,.,. , but rather aa a ... an N called tar bT tbe gwnat"al 

tnnd 111 1nt emat1onal cooparatlco UIOIIC tha dnooreciae and a tllrtbar 

etrangtbentnc or tbe tiaa and ""tual intaTelh or thcea daeocracl ... 
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..... • an11ebl• .._, tile ,._.-' 1111111\ et eiiPi\al lw 

• pen li..,_r pa1.M Sa ......... a ... , al 'bi))1e clellan. 

01 tlla\ -· ~ )00 wt)lt- .. ,_ .. ,,_ w ..... -- tile 

UalW St.a._ ~ ~ r.-. 
!he JaW "'-h ~t \ Sa tile llld.W 8\at.aa 1a Sep..._ 

1931 <n'n• 4indlx AM l4 a " .. ww SMW> b ..u.w 

w be in tile ~ et t M)]tm dollan, llbciQ\ -...tlftb• 

~ ol bait ~ .. •''-· 

!he •cuaq ol ~ IIMftl ~ et lloaoh ilnw' 1 t.a -· 

200 

b hW 1 •JM' W j I II""'' ~-I A per\lm ot tale 

- no.u, prwtwnd no.u -' t...s. n.o..-cl .. be1IIC beld ~ 

tlla 11111\ed lin.,._, .. tberlaDU IDd SwitMrlJind an oc:aiMe bol41nl•• 

.l perUc et \heM ue doubU.• beld tor Pnaoh elleot.a, A por\l.oo 

of tile 'bell depont.a NOOrdecl u 'beinr -.4 bT Britb h, sn.. •4 

DlaWh ~ aq lJ.kniM 'be 1n IN\ beld 1n. t;awot tlw 81r1t.a.rle4 ar 

rr.o.. Calplete iai ... Ua Sa ....... w ~ d1ftn ,.._, t.a et 

tor.tp -WiN 1a tile OniW st.a._, M ...U u 1-itll o-rlt!Sp 

of -nu-, Sa DO\ an"*'•• 1a ua:r- the ..U..\U et tile 

~-'- beld, per\lftlarq ~ _. 'bel- J-...rr 1, 19;U, -

roa,b. 

Sia'- ..U -viea ~ ._ ,_ - tile...,_ 1nel ' t in tile 

eet••n. ., i.DIW' W ~ ...... W. etber tl.- J'MSMW et ,_ 

.., be *to1 11 ~ ~ - et 1W • • ia-? Me ol J'Niideat.a ., 
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........ -Vie• e\ber tbM ,.._ ..U..Wd to "- \Mea pl.­

IliA• tile t .U ot 19l4. llllr1Dc the PM' to.rr ,.an the 1aporW 

1.11t.o t.M Daitecl S\atea ot up1\al ,_ .....,_ -..w other 

t.n.n Franoe 1e e.U..tecl a\ ..,pl'OdMW, 2 b1ll1c dollan. S.. 

portiOD of that - ~oubq ~\a htMb eipl\al. 

Ia 'rift ot the aw, 1\ 1e DO\ _,,...,T tba\ 1lba ,._. WU1 

!-1£1l 1n .... a1a.\a ill the la!Wd 8\atee UW olo• \o 1 M)]te 

dollareo Qt tb1a 1 MllSMI dolluw 1\ wwld ...,_-~ a\ W 

balt ~ be nprdad u •bn --r', i.e., 1Dda ~ bMw laft 

Fr.. dllr1llc the :un t1w ,....., ' 
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GRAY 

London 

Pattd OctobEr 29 , 1958 . 

secretary or StatE , 

•·ras bington. 

1265 , OctobEr 29 , 1 p . m. 

REo ' d . 9 a . m. 

~·oR Trti::ASURY FROM BUTJ' ,: .. tiO.l'l'H . 

ThE ExchangE market has beEn vErY I'UiEt t oday wit h 

aterllng steady, without suoport around 4 .76i to 5/ 8 . 

Only 56 bars wcre sold at gold fixing all but ninE of 

~hich wcrt suppli Ed by thE British fund . The pri cE was 

unchanged at 145 shillin~s lot pEnCE which was quottd as 

a t prnny p:-em1um at 4 . 76 11/1 6 . rrith the Paris mar\<et 

closed thE British authorities havt steadi l Y htld the 

rranc at 178. 84 in a fa irly restricted markEt . 

RR 
\ 

KE!ii!EPY 
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Till CQ!STROCTIOII Ol ID!-Cglt HO!JSI!!G 

Tbe Problea 

In b1a aessage to Concreas on No~eabor 27, 1937, the 

President saidt 

•The 1011&-continued l.a& in bu.Udin& 1e a drag on all 

induat.ey and trade. This presents an IU'gent problea w!Ucb 

is the coaon concern ot 1nduatry, labor , and g~ernaent . 

All busineea needs the i.o!Wiion ot orders and the d1tfllaion 

ot purchaain& ponr tbot COM when building 1e thri~. 

Great nuabora ot people loolt direct~ or indirect~ to the 

caoatructioo induat.ey tor uplCJ7&8Dt. Tbia induatry, to a 

greater extent than arq other, can put idle tlmda to worlt 

and thus speed up the circulation ot the Nation's aone7 

aup!'17. This , in turn, would incraaae national incoae , 

reduce un•pl.,...nt, &Del u a result contribute t oward a 

balancing ot the Budget.• 

This quotation -7 be suppl-nted by the stataaant 

that 1t pr1'91lte capital does not pronde sutticient housing in 

the l ower inc..a ll'aupe , expenditures ot State and Pederal tlmda 

to .. et an ineiatent de~ will increase the burden on the tax-

P4Jera of the count.ey. 

Ob!ect of the Ply 

The object ot the plan outlined in this -andua 1a 

to induce a rona ot capital, oot now act1w~ eapl07ed in houS­

ing, to inYeat lar&e e- in low-coat houain&· The capital 

... ...... ........... ...... 
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reterre<l t.o ia that wiUcb ia ordiDarily i.D .. at.d at a low rata 

or intereat , and which could not be i.Dduced t.o eQ&qe in pure~ 

speculet1n bnlld!Q&. A turtbar objact ia to Mpl"7 tb1a capi­

tal iD t he rona of larce corporet1oao, eo that the obrtoue 

adve.ntogee or quantit7 buU.diQI and operation -:r be utilised. 

Tha llarlcet An.Mable 

Oenerell7 ape&kl.ng, private capital beo oe .. r arect.d 

.!!§!; dwelling un1 te for rental or tor eale which are planned tor 

i••••liata occupancy b7 tboee iD tba lower i.DcOM ,roupe J beDce a 

large untouched ll&rlcet exiata iD tb1a tial.d. or the 12,000,000 

urbe.n rental tudl1ea iD tba COWltr)"-

4 .U.Uoo P87 rent ot laaa than $5 per rooa per 11011tb 

5 lll.llion P87 rent troa $5 t o $10 par roca per 100ntb 

3 alllioo P87 rent of 100re than $10 per room per aonth 

For tba tirat sr<NP aoee provioion 11 being ...Sa b7 

the actb1.tiee ot the United Statea Houa!Q& Authority, althouib 

the recent appropriation for that purpoae will eYentual~ take 

care or onl,y about 200 ,ooo raa:U1ee. ot the laet ,roup OlllJ' 

about 60,000 raa111e.e are 1.D proepect or be!Q& prov1ded tor b7 

the erection ot rental unite. Tbe .. ry large uode .. lopad u.rlcet 

ie tor thoee raa:U1ea iD tile a1ddle ,roup J)e7iQI rent troa $5 to 

$10 per rooa per aonth- a 1100tbl)" rental or t20 t o $40 per 

faal.ly unit. 
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The Pl!p 

It printa capital, 110t now •DP&*l directq in bldld­

iog, could be directed to the lwp aarut oot now be in& to-ached, 

tho reault on our D&tioaal inc.-. would be equiftlent to tlle 

discovery or a """ iN:luatrJ. The plan propoaed berewi th ahould 

accoapllih tbet reeult . 

It ia nqeatad thet a new tJp& of corporatioo eh.all . 
be recognised ill the JW.,..nue Act. !'or the purpoae ot thia 

.eaorandu. these corporatione will be celled in'futMnt houai.n& 

corporatiooa. 

Securitiea of the illveatMnt bou.ai.n& eorporatione 

would be liai ted to & MX1.ua return or 4 per cent Otl the 

capital inTeeted , a.Dd DO profit could ae<m» to the corporatioa 

or invutor be7cmd th1.e inc.-a either diiJ'inC the period of 

operation or at 11quidat1oa. To aeeoapliah this, it ia propoaad 

tbet twlda inv88ted bJ the corporatioa in housi.n& propertiea 

shall be repaid to the corporation ill aqll&l periodic pa,-ta 

over a period ot rear• pradetarained with reapect to each 

ho~ing properv. 

That 1a to eq, the eorporatiOD will reeeift 1.1111~ 

!'r<a each pJvpet tj u .... A ...-t autticient to return tlle 

e&p1 tal Oftr a period of Je&r• a.Dd Jield 4 per cent oa tlle 

-t or aaaq atill illTeatad ill tlle propert7 in 8D7 OM J&&r· 

llhan the reTeA\18& troa 8D7 p.-.n bou.aiae 111lit haft re.W.tad in 
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the re~nt o! the capital &Dd a w x1• • or 4 par cent 

there0111 the un1t -t be turaed ....... to the C~t)' 1t the 

bouaes were buUt tor HDt&l purpoeea , or to the occupants 1t 

built tor .. 1 • • 

In the case ot a rental proj ect that 1s to be turned 

over to tba c......Uty attar the ret1re ...... t ot the capital, it a 

reasonable to expect that, before the project i• undertaken , 

arrangeMnta could be ade rl th the IIUIIieip&]..1ty, because ot the 

assured acquisition or such a valuable asset , to accept l ocal 

taxes only 1D the &IIOUDt required tor easentl.&l aervicee to the 

property . This aaving 1D current taxes would reduce one or the 

aubetant.ial chargee which aake tor higher rentals , and yet tbA 

arrangeM nt would eT8ntu&lly atrord tbe .unic1pal1t7 a propert)' 

producing tor it a revenue exceeding that ner expected troa 

taxes. 

In other worde, "the cao.unity acquires a capital aaaet 

and a source ot rennue, which together u;r justifY a .arlr.ed 

recluction in local taxes. Tba e.,_....it)' ean, or course, use ita 

discretioa in the C&ee of each bouaiQ& un1t , &8 it Would baT8 DO 

rorced obl1g&tioo under the Federal law. The enntual oomerahip 

b.r the eoaaun1t1ea or properties or th1s aort would conati tute " 

diatioct ad'nliJee 1n aoel.&l control. In r&ct, it would be advil­

eble to provide that the c......Uty ...,, 1D ita dacreti011, 

obtain a propertT &t ~ tt.. &tter lS yea.ra rr.. the d&te ot 
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i ts eo1111trueticc bt pqMftt of tba outatervllft& &IIOWit of the 

iovoated capital. 

The required releue ot tbe ti Ue to tbe propert,' 

el iainatea all daaire Of poteibllity ot fP'C\llttioo, aod in . 
doing ao per-ita lower reota or lowr _,t.hlT ~ta. A atlail7 

of rentel proJeeta now being built bJ pri'oate capital diacloaea 

that the deaire tor apeculatin protit 1• a nrr lup taetor in 

the prenntioo ot low reo tale. 

It 1a propoaed that corporat1ona UDC!or thia plaft shall 

b&ve no 110rtgag .. • thu8 ellainating the nrioua chargee • other 

\.han i nterest aod aaortisation, which ue ineideotel to IIOrt&ac• 

tioancio&. 

Atter prorlding tor current dirtdeoda, the corpora­

tions would be perll1tted to set aaide at the end of f1D;f year, u 

a reser,.. tor det1c1eoc1ea ot aaortioatioo aod dirtdeoda, an 

a..ount equal to not 110re then one-belt thet yeu •a require•nta 

tor aaort1zat1CD aod dhidenda. The reaerYO eo acc...u.lated, 

however, would not be penitted to exceed at f1D;f tiM ao uount 

equal t o twice auch reqllireiMDta tar azr:t current year. AD7 

eeroinge reaainin& attar prorlaioil baa been ...Sa tor th1a re­

serve would be paid u a tax each year to the Federal Gonro-nt. 

It 1a t\lrtber propoaed that, u the aaortioat10D with 

respect to aq houain& property ia caapleted, tha ae~ted 

reaerve ahall be proport1ooatal7 reduced aod tbe -t ot a11ch 
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reductioa paid u a tax to U.. hderal Gcmor111MDt. 111 u.. eTnt 

or dialolutioa or llqu1d&t10D ot ao i.DTelt.Mnt bOUiiD& corpora­

tion, all tuncl.l r 'n'nc attar re~nt of U.. i.D'ftlt&d capi­

tal aDd aonue.l c:liTidenda of 4 per cent to tbe data of 1110b 

diseolutioa or llquid&tico woul.cl be paid u a tax to U.. Federal 

GoverlliMnt.. 

llitb orw:h & plan u ouUiJMd, no epeculati'ft profit 

would be posaibla for tba i.DTe~tor. Tba aecurit7 for tba 

lnvest.Mnt would be aoupt br raac:b1nc tba ..... arbt ot tba 

low 1necea group. Sueb an object.in offara an 1ncentbe for 

capital 1D l&rp blocb to u.a ita fac1llt181 to l00101r buUd1nc 

costa br quantit)" blq1nc of ... teriala, 1&pro-rad .. tbodl ot 

bul!dsna, and ataed;T .. pl~nt ot labor. 

Control ot l!rn'nn 

It 11 propoead that, altbou&b the rate of return for 

t.beae eecuriti&l ~ DOt exceed 4 per cent, tba rate tor anT new 

ieaue u:r, if circUMtancea warrant , be uda laaa than 4 per 

cent by joint aetiOD ot tbs SecretarT of tbs Tra&eurT aDd tba 

Federal Houa1D1 Adlllniatrator . Tbia prOTision would praftllt anT 

possible ccotllct ritb Federal tinanei.D&, and &lao~ alford 

effective ccotrol br the GcmorDMnt if further upanliCD ot 

tbsae ccrporatiOGa 11 c01111doered inedrtabla. 
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Induc ... nt to Capital 

llarln& .. t up tbe .. cbaniaa which 1n operation would 

eer~ prO'rl.de ...., bowliDC tor t.be iDeo. group oot oow beiDC 

reached, it 18 eaaential to include 1D tbe plan a !actor tbet ia 

a strong induc-nt to capital to wake tbe 1Dnateont. Thia ie 

true becauae , u outllne4, tbe plan requires capital to llait 

1 ta return--to &i,.. up all chance ot proti t-to forego llll;f cuar­

antae of ita ioTeat.ent or e&roinga_,.s to offer control ot ita 

rata of return and t'Uture expansion to a &oTeroaental bocl7· 

The induceaent should be conaiatent witb tbe policies 

of tbe Aclllinistratioo and ot tbe Treu"'7 Departeont. It ahoul4 

also be or a character which will actually attract eapitaJ. 1D 

lar11e 8lDOunta and tor eoot1ou1D& pari ada . Tba 1Dduceaant aus­

geatad bererltb coapliea rltb tbeae requireaenta. 

It ia proposed tbet all rennue accruin& directl;r to 

ln41rtduala troa tbeae corporationa aball be subject to all Fed­

eral 1oco• tax. a, but tbat 011 account of tbe public &ood 

reaultln& tr01a tbe 1Dnat.ent a reward or aubaic!;)' be paraitted 

1o tbe fora of a deduction tra tbe totaJ. inc,_ aubject to sur­

tax, tbe deduction to be tbe aaount ot 1Dcoae troa tbeae cor­

porations , but 1n no cue to exceed 10 par cent ot tbe aure&ate 

inc,.. troa all IOIIZ'CM , 1Dolud1Di tu .,..apt aecuritiel. 

1"or ex.aaple, 1t an 1nd1T14ual bu an 1ncoae trow !M. 

&011r<:ee ot t lOO,OOO, and it 1a deriTed u tollowt $40,000 troa 
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tax exeapt boadJI , $10 , 000 11-aa c.-.on a took, and. $50,000 11-aa 

securities of these i .n .. atant houeing corpora tiona , a deduction 

or $10 ,000 ie peral.tted tl-aa the 1ncaae eubject to eurtax before 

calculating the aurtax. It ool.T $5,000 of h1a 1nc0110 ie tl-aa 

these corporatione, a deduction of $5,000 11-oa the incaae eub­

joct t o eurtax 1a peral.tted. 

In the case of a corporate 1Dveetor, it is proposed 

that , before calculating t he Federal cor;>oration tax, a deduc­

tion shall be allowed ot' 85 per cent ot' the aaount rscei~ u 

dividends 11-oa the inTeatllent housing corporations , but 1n no 

caao shall the a..ount upon which the 85 per cent deduct1oo i a 

calculated exceed 10 per cent ot' the aggregate i .ncome tl-011 all 

sources , including t ax exeRpt securities. 

It 1a clear thet these proT1810118 .alee it 1apoaaible 

for corporatiON! or individuale ot' h1gb income to retire behind 

these securities in an eft'art to avoid their proportionate 

share ot' GoTe,......nt expenses . Corpora tiona holding such securi­

t ies do not present any surtax proble• · In the case ot' the 

inYOst.nt houaiog corporat1ooa theuelfta , the •er1 nature ot' 

their operationa would auggut that the Federal GoverDIWint 

require thea to P"T onl;r the tax reaul t1ng 11-oa their earning& 

1n excess ot' the authorised dirldends and reaerTes • 
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It baa been &taW aboft thet the propoeed i.nclucuent 

to capital w<Nld be c011111atant witb Clonornaent pollcr. rua 

statement ia true tor two reuonar 

1. Tbe Go~n.ent baa tound it wiae &Dd nac .. •ArT to 

offer aoae aid to pro110te 'RriOUs housing acti Ti tias . ID the 

ease ot the UDited State& Houa!Dc Autbor1t7 TerJ aubetantial 

aubeidies are ottered. In the cue ot the Federe.l Houaing 

Ac!sinistratioo a contingent Uah111t:y is UDdertaken. The 

assistance or eubaid1 auca:ested here appliea to the inco.e 

groups lTfnl between thoee beneri ted liT the acthit.iea or theae 

t wo agencies . In this cue, boweYer , the operation ot the plan 

results in no diaburseMnta liT the GOYernaent , no cont!Dcent 

liabillt.iea ot the GoYe...-nt , &Dd in tact an increase in the 

net rnanue ot the Trea.&Ul'7. rue inc:reaee in reYenue co.ee 

from Federe.l toea 011 the atiwlated industrial actirttJ result­

ing directq tro. tbe in~tMnt, &Dd thet increue can be shown 

to be greater tban the tu deductioo allowed. 

2 . Granting ot tu deductiona , u propoeed tor an 

induc-nt, 1a not incOlllliatant rltb the Preaident'a •saage ot 

AprU :U., 1938, because the uaual objection& to tu axuption do 

not appl;y. Tbe uaual objectiona to ._tion are aa tollowa t 
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UDder thi:" plu, oa the cootl'U7, capital wO\Ild be 

• ithdram !rc. ao i.Dactift atata to atiiNJ.ata ao 1Dduet..,. re-.11-

ly aueeept1ble ot expaoe1oa. 

b. Tax er••ot.iOD E!ful ta in & decru.ae 1p tht re!!GUfl 

of the Treyuq. 

Under thie plao there would be a oat 1Dcrea.. 1D the 

revenue of the Trt&a""7, not otherwiee obta1Dable .rr .. the 

builil.ing 1Ddua try. 

c . Tax exeapt1oo on IIUD1c1!!!l 1eauea baa a tendeocz to 

briog about IIDDteeaaarx 1ncnaa!f in tile debt of c9!!!!!!it1ep 

because of ease ot borrorinlr• 

Under thie plan no new debt to the 1111Dic1pa.l1 tiu 1e 

iovolTtd . On the eontr....,., thq will reeeift a per.anent aaeet 

and a Dew aouree ot reftJNe. • orecrrer, &DT unearned 1Dc ..... ot 

1D the propertiea will run to the llllllic1pallt1es rather than to 

private Cl1WDU11 . 

d. It it aoctaJJy wrogg that wea..l.thJ P'raona MY COP­

pletely avoid their •bar! ot Goftr.-eot and Stat& expenaea l!r 

investing 1n tax ax••ot bopda. 

Cc.plete or neo a •terial avo1daoee ot iDeo .. taxeo 

ia iapoaaible under the plao propoatd. The tax dtduct1oaa pro­

posed are 1n return tor a direct aociel and ec~c beoefit. 

The deduct1oaa are earned an17 u tundo are .. played 1D the con­

struction and operation nt a.• houainc tor low-iDe,.. croupa • 
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Jn COQcly1M 

Tbe -t illpGrrtaDt liqle IWp aeOIIIU)' to eohitlft 

l ow-coet baldill& with pr1nte oapitel 11 till oreat1oo ot larp 

l.llnati.D& oorporat1001, npl07ill& their ti.auoial reaouroaa 1114 

tecbllical eldll to loooer l:otldinc coete. Tbe propoeed plaA 

ebould brine about tbia dalired reeult. It 11 •• .. otial , bolr­

e...r, tblt all c~ parll be pend.tted to t'IIDct1oo 1D cca­

b1D&t1oo, otberw1n the preeeot unt ... •cbecl ....Ut will oot be 

reaebed. 
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GROUP MEETING 

Present: 

'!."I. Jr: 

Oliptmnt : 

R .. t .Jr: 

Oliphant: 

'l.:t . Jr : 

OliphAnt: 

'!.J . Jr: 

Oliphant: 

H."I ,Jr : 

Gaston: 

H • .I.Jr: 

J.lr • 011 phant 
!4r . Gaston 
Mr . Haas 
t.!r . Taylor 
ur . Ranes 
l.lr . Gibbons 
L!r . White 
l!r . Lochhead 
l.!r. LlcReynolds 
Urs . Klotz 

October 31, 1938. 
9:30 A. !.1 . 

Oliphant, are or aren't you ready? 

214 

I am ready . I have t hose three thihgs that were 
scheduled for today. 

Yes . 

And I ' ve got them here . 

~ell, we •ll do that after . 

That Gertl2.1'lY thing, ..... 
we •ll t ue that orr . 

••• • and something else. 

Swell; I think we'll go right at this as soon as 
this meeting is over. 

Herbert? 
On that document you asked us to hold a meeting 
on, on Friday; we did hold a meeting, and the 
gener al opinion is that it will be worthwhile to 
send it, and L!r. Ranes suggested some changes in 
wording, and we•re all goi ng to try to work out 
something a.llttle different. 

All right. can you be a little definite with 
Mr. Ranes' suggestion. 
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Gaston: 

l(lotz: 

H. !!. Jr : 

Gaston: 

Oli!'hant: 

·t. :. Jr: 

Uotz : 

n.:! . Jr c 

Ol19hant : 

1 . !. Jr : 

Oliphllnt : 

Gaston: 

Oliphant: 

'R .:.I.Jr: 
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A little different, in the form, f r om which you 
saw it last . 

What ? 

Oh, he said !.!r. Hanes made some suggest ions ; v1e 
are going t o try to work it out a little different . 

Vlell , I think that may be t rue , too. 

I did want to repor t • • • • • 

I 've got to give you a funny story . At lunch 
yesterday, at the White House, 
wanted to t<nou 1f I t hought it ~ould be all rigt.t 
for me to take Dano on the train with me. I s aid , 
11Surely, but I didn 1 t kl1011 we were taking Dano 
beck to the farm.• •Oh no, but Dano must have 
his week-end in the country.• 

(Laughter) 

So we •ll have to have an extra Secret Service man 
on the t r ain to loolt after nano, because Dano i s 
she v:as perfectly ser ious . 

You nean she wants to give the girls a vacation 
her e a t the house . 

Go ahead. 

I did want to report one. thin&· There is in the 
shop an apol ication to purchase five hundred thou­
sand preferred stock in the Pat chogue Citizens 
Bank and Tr ust Company. 

Who di d? 

Patchogue - P-a-t-e- • • • • • 

Patchone (phonetic), Long I sland . 

Patchogue, Long Island, and for the first time, 
on Thursday •• • • • 

I can't hear a r.ord you•re saying. 

Regraded Uclassified



Oliphant : 

H. •! .Jr: 

Oli?~nt : 

'l . . • Jr: 

:::16 
- 3 -

For the firs t t i me, on Thursday, came to my 
at tention a practice called •cut -back• and I am 
holdi ng t hat case until I work it out . 

\'I ell , I t ol d Mr . Preston Del ano - well, we did 
when - when was he in here - Fri day - about t his 
cut-back bus iness - that I just l ear ned about it 
t his week. I told him I •1e.sn' t goi ng to do any 
more of it . 

Well , they •• •••• 

If you ' ve &ot a five hundred t housand dollars case, 
tha t would be swell; it ~ould be much better t o 
do i t on five hunered t housand and establi sh a 
precedent than it t:ould be to do it on a hundred -
sevent een. I am glad you brought it up. We just 
got i t this week. 

(Telephone conversation with idr . Randolph Burgess, 
at 9: 35 A. M., attached . ) 
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!-I!:Jr: 
~Bndolph 
Burse sa : 

"'::Jr: 

o . 

E: 

!!:1Jr: 

3: 

D o 

"'::Jr ; 

~ : 

B: 

'<':Jr: 

!!; 

~1:Jr; 

Hello. 

Dr. Burgees. 

Hello. 

Oh, hello, Henry. 

uello, Randolph? 

Yes, eir . 

I read your talk. 

Yet, sir. 

October 31, 1938. 
9: 35 a.m. 

And I don't know how frank you want me to be. 

Go to it. 

Well, I don't like it. 

Don 't you? 

No , I don 't like it a t all. 

Yes. 

And I'll tell you why. 

Yee. 

217 

If I ' m correct - I mean the principal thought 1e 
t hat United States Government should stabilize the 
dollar at the present gold content. 

no, not necessarily. I we.e eimply throwing thet 
out as one pos eibil1ty. 

Well, that's what I get out of it. 

Yea. 
And tor the first time 1n tour yeare I see the 
worde •rubber dollar" ueed. 

If you don't 11~e •rubber dollar" I ' ll take 1t out. 

Well, I haven't heard 1t used 1D e. lor~ time. 
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And -

Jlo , I d1-1n ' t say t hat, I sald • rubber coney" . 

'//ell , • rubbet• money'' · 

An~ I was talkL~g about other oountriee too . 

~ell t~e p~lnt ir this . Th1t ~s why I object 
to it . I ~een - •e lon~ PC y , u 11sked ce , eee -

.Sure, tb~t · ~ rh~t : ~·nted to 6Pt. !'d r ather 
C"t. lt beforeht>nd th~>r~ a fter, ;·ou k."l:>r. . 

You er.~ ! have al~PYt plPY"d call . 

·.ve l l , you Ee.y on J?~ce a - "the next steo t ol"ard 
this objective is f~>r ~~om clear 1'1'\d ::: have n:> 
formula to ~!'r~r 't. 

A.~d th!'n you procePd t? of!pr foroula . 

::o, ! sa!.d th~t. ' s on!' or the poE<!.?ll1t1es !.hPt 
)U£ht t? b~> cons 1dfred . 

~ell, the point 1c thie. This 1r ~ reec:.ion. 

Y~£ .. 

Un~ted St!"tea - well YO'l se...v - • : ~ re stP>_l!.lte 
t~At rn•:·be the other countries rill e;atr.er 
aroun<' u~ and gr!'.dUt>lly •·e ' 11 E"t e steb1li ut1on 
or C'I>Tenclee • . 

YP s . 
'ilell , 'l'e ' v<> done i t f?r five years , and l t hl'sn ' t 

ha:>pened . 

~ell, ! think 1t'c been en influence torPrd it. 

""el1 -
k"ld - of c ourse r e 've done 1t - we've ~one 1~ 
~ ~. but t hP other boys con£tRnt~v reel 

I • 
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~·Jr: 

9: 

u-:.rr : 

..,. .Jr: 

" ' 

"· 

~~ ·!r : 

"· 
~::Jr : 

~· Jr: 

.,, 

- ~ -
that i t i s likely to ch~ngo, that i s we get -

sur e . 

ever y - every day. 

sure . 

Ther e ie a d iffer ence there, ~enry. 

219 

Yee , but you don 't- don ' t a t all mention t he foo t 
that the rlght to devPlue further t e one of the 
ere~teet gssets •e h~ve tn the monetary field 
~tt~ the r.?rld as lt to now. 

Because I don ' t beli eve 1t Pen~;. 

Well - well , then - well then I - just cone out -
Thle whole speech, as ter ao I ' m concerned, i s 
an ar gument that ~e should have etabilt~ation 
de Jure ee well 1'8!!! facto. 

Yes . 
An <I - and l f "e do that , then all the co•.mtrles 
w1ll roll ow. us . 

Wel l , I think t hat ' s one posrible poi nt of vi ew 
that ougpt to be -

\'fe ll -

constantly considere~, ~enry . 

Well , ~1' c . urse , thrt ' s where ]OU and ! cttfer, 
e.nd thPt ' s -

Yee . 
And - I meen - I j ust want to let you know if it ' s 
a trlal bal loon for Unit ed St a t es Treasury -

!lo , I don ' t th i nk that - 1 t ' e a trta l bello on 
ror peoples' thlnkl ng , that ' e all. 

Well -
And I th i nk that moat of the peopl e here , ? r obably, 
agree with your point of vte~. 
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Agr!!l! 1'>1th me. 

Yes . 

Well the point - I mean - that I fee l i e - that -
th!!y 1 r e all the t i me saying we shoul d do th i s 
thing , see7 Well, ~by the hell shouldn't England 
d~ 1t . They ' ve got the float ing ~ound. 

qel l, becauee t hey - they're now Just 1n t he 
poc1tion they ~ere r hen th~y etebillzed in 1 25, 
and the r esult was that stabilit!n£ i n that position , 
that they c~t - they couldn ' t hold 1t. 

~ell. The thing that I - I cean - get out - tha t 
this 1s the th1nr thPt'e uncertain , you see? 

Yes. 

Well, qui te the contrpry ror five years we ' ve been 
better than t he r~ok of Gibr altar. 

Now, let me - I - I ' ll - I' ll -

I mean -

I'll spell tha t out o little more. 

T.el l - and ! - ! don 't r ee l the t you ' ve etven 
enou&n cr~lt to the tripartite. 

All rigbt, I ' ll spell thPt ~ut ~re . 

And - and t he feet t ha t we're the only anchor to 
the windward in the whole monetary f!eld. 

Yes . 

Ever - we - we have been at~ble for five yeere. 

Yes. Yes. 

And I have eaid that the right to stabili ze 
f urther, I consider it a club end not a needle. 

Yes. 

And I fe el that very etrongly. 
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v~s . ~ell t hPre , I thin~ - on t !\Pt oPrt1culrr 
pOint - t here' e rOOW for t~O ,oi n t & Of V12r. 

221 

::lh, yes . Oh , yes . But I J u~t feel th~>t 1n your thin •• , 
you belittl e l':h/lt we ' \•e ~one for five y ears . 

Oh , well , ! don ' t mer.n to do thl't . I - ! 1 11 6'> 
over t he t v ery carefully , Henry . 

Thfl t you 1:el1ttle - you belittle thp t vH~ ' vc helc:'. 
lt !:tee~' - stectHlY -

Y e!: . 

~.~ t~P~ - t~Pt Juct b~crusc ~e sho~l~ fL~ the 
pr! ce end g l,·e u;> thle riEht., ar.d then suddPnlv 
al1 t.l'.!- ot.he :'" . C:l'.!T.tl~ 1°£ ?1 11 r P.lly a~~c.r."' us. · 

"1~1,,! ta:· ~hFt ' e ~ pos•tl:>lt' thing, I' m not 
&dvoc~tlnc 1' now, ! thtnk -

',':coll, I sot - · •ell , o•Jt of t..hP who l e speech th• t ' r 
t'l~ th ~nt: - ! e:e t c\ , "l'/cl1 thrt ' e w'lot !'t:rc;cse '• 
V'!:'!'\tE , 11 

":all, no , I ' l l ,Jut 1n £<?'11~ qu31L"1c£>t ions ?n t h(' t , 
hecpuse ! r·n1t - , .. h~ 1. : v:ent :o do 1s ce t people 
th1n~1ns ebout th~t , thou~h , t~~ t ' s el l. 

'"e ll - l"el'.. , n?body c'lul<\ obj ect. to thot , 

··o. 
-' - ~ .!r": .. Pl 1 1~: :.t~:l }" .. ~~ ! - n~~ : rea~ 1:. t..- !ce -
•nd : r ead it ver;; care~ull;l. 

~nen I' ve ~iseed 1t come~hPre , ~eceute -

Tr.,e pnot her lo :ik f ~ it. . 

I don ' t want to 'be dogm• tic , you J<.no., , 

YP B . 

I th1~ i t l e a go~~ thin(. . People - theee f ellore 
t>re t r Pder e you knO'I' . 

YeE . 

":'!tete !'oretgn - !'ort1~r: tro~e !'ellO'I' B, c.n~ thel' ' l"P 
p~ful aot too l )o~ r t it fr~= the h~£!1 ts:~ff ~oint 
of \'ler' and rroc the poi:lt. of v~e,. ':lf exploiters 
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Yee . 

'.''h:> ·.~u.nt t:> expo!'t nll t ho t l.oe and not 1r.1port 
anything . 
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;.."• - t!lc;, 1 rt> t~O? !'el lowe thP t ! n !.n t to <;l ve r: -
stl ck P needle ur.de r the ribs , "·ou kno .. . 

"~ell , .-e ron 1 t have N'.Y l\r £ument on t het e lt!ler. 

ro, : ~or. ' t t.!:1nit s'l . 

9•lt : - ! - ! :: eE'p co::l.ng bsck to t'l e ~b1n$ thP t 
! don 1 t t.h~!'U 1 t st.oulc ::~\·~ - en"ugh er e<'. it 
t.o thl.e .>.il:linietr~tton t!::Ft l"e h'wc been fixed 
for five years . 

"'1 , oo•c! l ! '.'''"t - ! 1 1' •pel '!. th'\t out mo re . 

(lec~ure tl'>e t ' E one t!\ ll"-8 I want very ouch to do . 

An~ that t he trt~ort 1tc ~ft en - in~trument which 
eerved notice :>:-. the ·vorld th 0 t we •·oul:!r. ' t etencl. 
for any ~ore co!!l?Ptl.tlve dF vPlunt l on. 

YeE . 

So,..., 

Vts . 

! - ! d ? n 1 t th i :U ~·ou 1 Vt' el.rt'e~c:! '!.hat. 

YeE . 

ThRt ' e e.l l - I coulOn ' t be r ny mot·e fr•:~k r1 l.th 
you, thRt. lf -

'''ell , thl't' e J~nt th• rPeeon ! v;anted to &hOY' i t 

to you. 

Rl.f91t . 
And 1 d i cn 't want you to !'et'l afterY"erd~ . rell th i s 
f ell ow hi's done 3 l:>ueey ; ob, anC. 1!' r e h.Pve u:~· 
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d !.f:!.'er ence of v1er ! vPnt. it. noy• , not llft.er...arde . 

\7ell , ! apprec iat e the opp?rtunity t 'lst you give 
e1e , Md that. I ~an t Pllt 1'6 frpnkly as th i s . 

"''ell , I ' 11 go ovPr 1 t ver y oPr~futly ~enry . 
del1~ted to get your point o:!.' view on 1t. 
hPlpf ul. 

"/ell , t.hl'nke ~o much . 

I ' m 
Very 

! rl'.nt t.:> stir fell?YS up Pnd :::eke thee think." 
~·t. ' e - that ' s rhy I ' v e ~~d~ t.~1t th i ng ~~er 
blOP at t1~6t , : want to (et people t~1nk1ng , you 
·m.J·~ . 

! un.if r etenct. . 

ThPn'< you so much . 

Thlln'{s ver y cuch , '"!cnry . 

r.-:>:>C.bye • 

'l??i'bye . 

\ 
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g,;.' . Jr: 

!J •. !. Jr: 

\',!lite : 

·· . :. Jr : 

~.·u. to: 

- 4-

\',ould you say I covered 1 t , Hllrry, without 
(word misunderstood) ••••• myself . 

I agree with you. 

Vlha t? 

I agr ee with you . 

I couldn ' t go any more, could I? 

I think you v;ere gentle ,·,ith his speech, on the 
t.hole . 

(Urs . Klotz and Ur . UcReynolds laugh. ) 
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::cF.c;rnolds : ~;e get an i <iea of hoY> Rarry feels . 

~r .. Jr : 

Oliphnnt : 

H.· .• Jr: 

Loc:,hetd : 

Oliphant : 

l':hi te: 

Oliphant: 

Well , he ' s got the idea . They come a t us -
"Why not get out the twenty-dollar gol d pieces; 
why not do this , and why not do that?" 

Why doesn't he let sleeping dogs lie? 

He says people keep cominu in • • ••.. 

(White House t elephone rings; J.lrs . !Clotz answers .) 

U1&ht get like the rest of them; ,.,e should say 
it i s five dollars , and retain the right to change 
it any moment, instead of on c twenty-four hour 
basis . 

People can' t look c t it in that light . They know 
he ' s had year s and years on the inside, and for 
him to give a speech like that • • . • . r:hy can• t 
he let a sleeping dog lie? 

I ' d like to see just a sin6le foreign trade 
use (or los e) his business - foreign excise fees, 
because of that possibilitY in a trade • ... 
in the export of capital to Latin America . 

hi h ",lhu 

I was t~~ing about v;h8t •s in s speec • • •v 
does he stir the t hing up? 

•• 
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\/ell, he gave me the honor of letting me r ead it; 
I told him what I thought; he can do what he wants 
with i t . I mean, it ' S the first time I •ve heard 
him talk about the rubber dollar . A man - e.s for 

BUrgess to do t hat • • •• 

It 1 s a good thint; to t all< about, t hat instability 
of currency. I've been interested to know in 
\'.hnt way it does . 

:Je too . All right, Herman. 

I just menti oned tha t those first few eases •. 
hadn't been pa ssing through the Legal Division. 
They began passing through the Division about ten 
days ago . 

l'iell, no<• , Herman, you said t hat once before, and 
l'•e went through that . I don• t understand t hat; 
dldn ' t you look into that , \'layne? V/!'lat was 
t he story on t~at? 

Well , what we had been doins in the pest, we had 
a mechanism which was set up, 11hen Jeff Coolidge 
was her e , and to which I added Cy Upham, so you 
had t he initial s of whoever it was - Murphy, down 
from t ha t standpoint. After all the other agencies 
had a great on it . I h~ve t alked t o Ed 
Foley and various other peopl e as to 1·:hat additional 
t hey r.is~ed from the starApoint of l egal documents 
and so on. Ther e is - I don ' t see any difficulty 
in working out that 1!1Cchan1Sc • 

Have yo•J v:orked it out now? 

It hasn•t come back yet . I thi~< we can get 
anything we want from any of these agencies . 

\'iel l , !4ac , will you, in the next forty- ei ght hours , 
work out, as Administrative Assistant to me, a 
mechanism on this t hine , please? 

There is no mystery about this ~uestion of prefer r ed 
stock, and cut-back. 

But I \'/ant :.lac to work out an administrative thing 
which is - I mean, which v.ill be satiSf~octory to 
everybody concerned. 
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I say there is no mystery about this cut- back 
business; I think ever ybody who ' s looked a t the 
preferred stock progr am, and so on, has brought 
out this point about the cut-back. I know t ha t 
I have talked to various people here in the Treasury 
about it, t alked to the s. E. c. on certain aspect s 
about it, talked to the Comptroller ' s Office, and 
F . D. I. C., and so on. 

Could you , for those assembled, describe the 
cut- back? I only htoar<i about it in the l as t week. 

Vlell, it works out about like this : You either 
do it in an original case or a secondary case. 
Where t here is • • •... 

Use fiGUres just as an exaQple . 

For exacpl e , here is a bank 11i1 th, l et r s say, no 
impairment of capital , but they do want to put in 
some nev. mon<;y. They will probably - r:e • ll say 
five million dollars, of probnbly a hundred dollarS\ 
pur value s tock, and t hey ,.,on •t alter the common. '-. 
If t her e i s an impairment of capital, say, to the 
extent of tv.enty- five per cent, you would decide 
whet her you liould make that all in the form of 
preferred, hundred dollars par, or whether you 1d 
leave the common undisturbed in amount and change 
t!le par of the prefer red stock. Cut-back recl.lY 
amounts to changin5 the par value of the preferred 
stock, dividend and li~uidation provisions remain­
i n.:. exactly 'l.S they were . 

Let me see 1f I understand it . This is the t~ay 
Cy expl ained it to me. If a bank needed five 
million dollars - subscribed t o a million dol l ars 
worth of preferred stock, redeemabl e a t five mil­
lion dollars , but on the books it only ~howed a 
million dolhrs . 

Shows a par vnlue of a mi l lion dollars, but is 
entitled to dividends at whatever that r a t e may be . 

But on the bank state~ent it shows as a million 
dollars . 
Shows as a milli on doll9rs . It doesn•t alter the 
asse t position of that bank in any way. 
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And t he r eason, as I understand it, is in that 
way i t didn•.t, so to speal<, "wat er" the co= on 
stock. 

No, it i s t he other way; it really doesn' t change 
t he assets of that bank in any way. But i t does 
change t he way you state it . So t ha t instead of 
writing down the oo:nmon, they chD.nge the par value 
of the preferred . 

V1ell , that i s just \7hD.t I say. In other words , 
t he common maintai ns - by putting in the five 
Dillion dol1ars , you don' t chD.nge - t he common 
mai ntains its saoe r atio of inter est because you 
only put in one trlllion of preferred . 

I don' t think thct is ri&ht . 

Th'l t is the v:ay I understood it; you don• t water 
down the common; t he common keeps - you get the 
same dividend, and everything else? 

No, the pr ef er red is entitled t o priority on 
dividends . In mo:; t of these case you will find 
there will be very little dividend being paid on 
the common, on account of the high dividend 
requirement on the preferred. 

But in the mind of the public it l ooks as thouGh 
they are only getting a m1111on dollars ~orth of 
preferred, and actually, they are getting five . 

That may be . 

\';ha t you do is concea1 an impair:nent of co:11non 
capit al. 
(Speaki llb low) A man buys a shar e of co::llllon; he 
assumes it is • .••• as a matter of f act , i t is 
five million dollar s or preferred . 

\ 

Well as I understood, furthermore, from history, 
J eff 1 coolidge went to bat with Jones on t his t hing, 
and got licked . 

I t hink various other people have . 
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I am not going to ge t licked on this thing. I 
~ just not going to do i t . I am tickled to 
dea t h b e cause I t hink i t i s a phoney ; I think 
it is mi s leading t he public , and if a ba~~ needs 
five million dolla r s worth of pr e f er r ed, l e t •s 
hav e it r i gh t out in the open , nnd I thin.~ t he 
United S.t a t e s Government would be a par ty to t he 
t~ing . I - to me I ju~t can ' t under stand i t . 

If an i ndividual did i t , he ' d be i ndic ted . 

That isn• t s o , not the way it is stated . 

v.ell , it i s s t ateC. lega!ly . 

J ohn :Innes r.i ll bel.r me out on this , I lrnor. . 
You ~;ill f i re l i sted on the securith<s t r af:'ic ...• 
(1·:ords !riSUl'lder stood) ••• listed in countr ies r.hcr e 
you h·ve !):tr value , nt r.hatever r c.te it may be . 
!.laybe i t i s t e n dollars; tha t stock ,·:ill be entitled 
to six dollar s preferential di vidends ; a hundr ed 
d ollar s i n l i quidation, or v.ha t hP..vtl you? As long • 
a~ i t is fully disclosed t her e i s no mi s l e ading • 
the !)Ubl ic on it . 

This sounds to me like you nro not disclosi~ the 
fac t t!'.at you hav e bor r o1.ed five milli on dollar s , 
but in eff ec t , you do , v;here~s you set U!l an item 
on your balance sheet of one nill i on dollar s ; i t 
see~s t o me you are dist inctly ~sleading t he 
public . 

~.hat 1.ill t he balance sheet sho1~? 

The bal ance she e t :~ill s hol7, depending u~on each 
indivi dual case . 

Will 
(Mr . Gi bbons and !.!r . Ha nen speaki ng a t s ame time. ) 

Vlill it show a l i ability of five million dolla rs 

or one million? 

It will probably show a liability ····· 

or t he par value? 
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or the par value; it will also say that that 
is entitled to • • • • . 
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(tolr . Ranes and lolr . Taylor t alking at same time.) 

Well , gentlemen, look. What I •. • •• . 

I am not attempting to defend the practice, but 
I don 1 t thing it is as unusual as apparently 11e 
think, here. 

Well , here is the point •• •...• 

The unusual point , I t hink, i s your statement you 
are borrowing one lllill ion dollar·s, a.nd you are 
r eall y borrowi n& f ive . I d->n' t understand that. 

Let ' s get down to t he Anclo-California Bank. The 
idea on the Anglo-California Ba~< is th&t it is 
seventeen million dollars , and on the statement they 
are going to s'low, I t hink, five, aren't they? 

Vlell , I ... . 

Well , I just ainlt going to do it. I am not 
going t o do it . 

They are only setting up a liability of five 
million . 

Yeah . 

I think t ha t is t he crux of t he r:hole thill6· They 
are not telling the public a t hinE · 

J.!Y Godl The Secretary of t he Treasury, \'oith his 
eyes open, s hould do it? I just guess I am not 
going to do it. Cy says, "You•d better do t'lis 
Anglo- California one; you can't get by 11ith it . " 
He said J eff Coolidge got licked on this thing . 
I •ve got to t hink nbout t his thing; I am no banker 
but on the statement, it would appear the Anglo­
Califor nia got five m.illion dollars when, actually, 
they got seventeen. 

All you need is the balance sheet on that state­

ment . 
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If I can thrash t his out on five million dollars, 
it is much easier for me . . 

List en, Wayne , am I cockeyed on this tlrlng, or am 
I not? 

The impression I get i s t hat 1nost of us her e do 
not'quite understand Ylhat the probl em is . 

No, but Wayne, l et ' s take big figures like the 
Anglo-California . If I am correct, it is five ; 
maybe it •s four - maybe it •s six. On the state­
ment and in t he public press, it would appear that 
t~e R. F. c. subscribed to five aillion dollars 
''ort !l of preferred stock. 'l/ell 1 Y:hat is it? It 
gives us t\70 and a !'lalf to :he AJl!:lo-Cal:U'ornin . 
It \,ould be five ; t hat'S y,l'£ t it would a ppear . 

In the newspapers and counter slips it would appear 
that way . 

I don' t know whether it would . The question 
being, who ar e you misleading ••. . • ? 

Let • s take a l ook at t lrls t hing. 

\'lho are you mis l eading? 

The public . 

Vlho? 
\ 

Well ~~ch section of the public? When you 1ve 
got t hose assets - t he sound assets in the bank -
haven• t you - let • s say that is fifty cillion 
dollars, for r-ent of a bett er figure . !low on t he 
capitalization side, es lon& as those assets are 
there , the only individual you are possibly mis­
leading is a stockholder of the ba~~, or a potential 
stockholGer of the bank, ••• • .•• 

Isn•t t hat enough? 

••.• if you ~re misleading him. 

Lookl I want to buy some stock. 

You are not misleading, certainly t he depositors 
in the ban.'<. 
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I m:ly be slight ly de .. 1entcd . 

\'!hy? 

The asset s s i de is the important thing there. 
You ' ve got , for instance, how you divide t he thing; 
capital surplus, end undivided prof its, , etc ., , 
r.nd • .•• 

v;ayn~ , I ' ve got n hundred dollars, . and I \~ant to 
buy so~e stock in the Anglo-California after t his 
t~nc goes through. I ge t a stat ement rroc them; 
I \.ant to see their liability side. I've got a 
hundred dollars . The libbility side says five 
million dollars , R. r . C. preferred - that is all. 

~ay I put :lnothcr c&se? 

It ls sonething done in th:.t way. If you· - in the 
fir:; t pl :lce, if you boucht stoclt in the Anglo­
California sim;>lY on a counter slip v. ilich showed 
the conditi on or the bank as or a certain date, , 
you ought t o have a nurse . • 

\'I ell , how can I , as a potential buyer , find out 
that t hey ovte seventeen million dollars instead 
or five? 
Go to the conptr oller 1 s report - the publi shed state­
ment s , t:hic h they nrc required to subtlit . If i t 
is listed anywhere , you con go to the S. E. C. and 
get cooplete details . 

Ur . Secretary, I t~link this r.hole ar&U'Ient about 
\'tho is mis l ead iS beside t he point, because it is 
per fectly obvious t'lat unless so:neo:1e is misle?, 
there' d be no purpose in setti~ up this phoney 
device; there 'd be no purpose to it unless you are 
intending to mis l ead somebody. 

l don ' t see - to me, the easiest way to cros s the 
street is to cross the str eet and not go around 
the block . I want to know \ thy we go ar ound the 
block. 
I think t he obvious answer is, you don' t r.ant to 
wipe out the co~on stockhol ders . 
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Jl .!.! .Jr : That ' s ~hat I said in the first pl ace; I s aid 
you don t want t o water t he co'11llon stock, dilute it. 
Dilute it. 

Tnylor : \'/ell , 

'1 . t. Jr: Huh? 

Ci ;>n~ : 

T:lylor: 

.. . . Jr : 

0 . J:: 

H. ": .Jr: 

Oli;>hant: 

"! . t. Jr: 

Never mind . They don' t ,.,ant to wipe out the 
rights or t he comwon stockhol~ers , and t ha t ' s the 
reason for t be cut-bac~ . 

Let's don' t get t~c idea t he depositor isn' t 
hurt. I am in Ca~ifornic. , and thiO:dng about 
opening a depositor y . I ta~e a look·a t it, and 
say , "0h, t hese peoplv ar e in bad shape; they hod 
to get seventeen cilli on dollars from Jesse ." 
I \";ouldn•t t ouch it . 

They o11ed the seventeen million to Jesse some 
time; t hat is a liability, i sn• t it? 

He ' s got a stoclt investutont in that bank. 

v;ell , any->:ay , you t hink besides the ethics of the 
think, you think t here is legal doubt? 

~uite . I · ~ havlng a l egal ~emorandmn prep<-red 
no1:. I t hi!ht it is - I t 'Unl: you viol<- te the l av •• 

l.ell ..... 

Don' t misunler sto.nd me !'bout tills; I o.m not 
a tte.apting to defend it in any v.ay, but I think 
it is necessary tha t 110 understand what it is and 
whht it 1neans . 

• 

Viell , when we get down to t"U.s five hundred t housand •• 

That is i n my of!" ice now; I ,,ns going to holrl it 
until I finished that study. 

Tnnt •s a~l right ; finiSh your study, and I •ll ask 
Wayne to write me a memornnduo, in view of 
everything v;hetMr he t hinkS 1~e should or shouldn' t 
continue this method , end give oe your r easons . 
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Hns this device been used befor~ , or is it 
socething nevi? 

No, . it ' s been done ever since we first started 
making investments in these banks . 
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I ' d like to sec a balnnce sheet or one bank t hat ' s 
done this . Then you could tell 11hether or not 
you are being deceived . 

The only time you r eally deceive anybody, as r ar 
as I have been &ble to deter~in~ , is r.hen they 
publish the counter state~ents and these things 
i n the pa!)er, which do not shor. the actual condi­
tion - whe~e they r.ill bulk all their ca~ital in 
surplus capital.; t hey will sny, •Capi tal. surplus 
and undivided profits,• all in one ite~ . 

Practically - that is the only source of the 
tireat mass or t he public ' s information is ~~~t 
llJl?C:trs i n the banl< sta t ements published in the 
p~pers , isn' t it? 

As I say, it depends upon ,., ho you nre v1orrying about. 
Tile depositor is perfectly protected. 

I don' t think so; he is - I t hink he i s misled . 

I 1~ant tr.o thlfll:S out of this discussion. First, 
I v:ent a ret;U].ar cal endar of orocedure. After it 
is prepar ed , before it co::~e:: t o ce, I ' d like !!r . 
Taylor to go over it and be satisfied; and then 
brine it to me - see if I ac sa tisfied, and I 
want it done regular - end that ' s got not.,i ng to 
do ITith the thing we ar e t nlkillll about. But I am 
tickled to death to do a five hundred thousand 
and establi sh a precedent on t hat basis instead of 
the seventeen million. Let 1 s t;o ror1·.ard , but I ' d 
like all of these things . r •ve not - only r arely 
I 've paid a t tention to the Comptroller ' s Office 
since Labor Day. The more I go i nto i t , t he less 
I like it, and the f act that v:e •ve done it for five 
years doesn't ••••. • I ' d like to put up a hypothetical 
case to s. E. c. - just on the question of the state-

mont. 

I have already done t rot. 

And t hey nnve approved it? 
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Uh huh. 

Bill Douglas a pproved it? 

I didn't put it u p to Bill Douglas · I out it up 
to the peopl e Ylho were in the unli~ted' s ection 
the1•e who wer e tryinu to find out if they could 
do socething ab out thi:l practice .' 

They ,,anted to stop this? 

I tried to get them to do it . 

To sto!' it? 

Yeah . 

\,ell, the place to stop it is ri&ht a t m:y desk; 
your desk. Your desk - before it co:.1es to me . 

The thin& you are tryir~ to stop is mis l eading 
s t a te1aents . 

Yea:'l. 

Information Y~hich is made for the pur pose of sell­
inc s tock. Is thnt riLht , Hanes? 

It is , yes • 

It can be sto:>.~-=d ~ t Yv'.ll e., ' t u1 it can be stopped 
at my desk, either plcce . r.c dJn ' t need s . E. c . 
on ';'1ls t~ng . Thct ' s tho ,-,ay I see it. It can 
either be stopped in your rcco~gndation to ne , 
or in the action I take; either place . But I 
again repeat , I am tic'tlod ~o death it is five 
~undred thousand dolla rs; it ' s much easier than 
the a r &ument is if you do seventeen million, a nd 
suppose t hat you 'lre goin.,. to 1·uin the ba nk. 
0. K. 
The thin::, I !Un not sw ·• r bout is that even if you 
don ' t go in for cu t - backs .• . .• 

on t hese countcr-statccents , and so on; suppose 
the) • .lo'l'led in the cr.se of the Anglo-Cali£~rn1a 
that they s"'owed at th" f ull :a.ventee!l· --en you 
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'1. •• ._ ~~-ese little cou-:ter- stnt- 1c:1ts t ·,e;· - t <>·1~ , 

l": • :'llch t!1~:y bul\: ~n t!1e1r ca.Jital acr:c·-:1• .::1 
.)ne figure . In ot'1~1· •.;Jrd::, it r.ill ~'"01 fifty 
.• illion dollnrs capital sur pl us cr.d ur.liivided 
p1·ofits . 

\'.ell , aside f r o·n ev 'l·~t · .1n& else, - w~:ll , I 
t. 'U.n': r;e ' v<: spent enout.h on 1 t now; but I 1. ill 
\.a1t. Tone t he thing is ve ry, ve r y simple . I 
~ve to si,;n a re~uczt for cevente£:1 nilfi on dol­
l=s 1 c.r.d I v:ant to ca:l it •, h:lt it is - seventeen 
nil lion dolla r s , c:-..d I v.c.nt seventee:1 ni.llion 
dollar s wort'1 of prcf~rred stoc:< i::sued , a:xi not 
!'ivt . .Ant. I don ' t need ::n a1·.!'ul lot of advice 
on t hat . I nean, it is just - to nc t hat see~s to 
be t:.e strai,;!:~-fon.are t hin , :me to be a p:: r ty 
to hide the f a c t t:v. t sEventeen - in a~· we; , 
t'-rou.,h 8!1)' piec e of !K,per - I ju~t ;on•t do it . 

HoY: ebout if t he)· just chanee it - r>Ut u;> seventeen 
Milli on dolle r s on the liability or.d tv:elve million 
doEar s good 1·.ill on that c. s an ass et? Ther e is no\ 
asset th~:re . 

There is good money t hat ~oos in this , see , and 
t:~:..t -.:1 sho1.s in t ho aose t oide . 

~hey orr- set !.t ·:.it:l c l i ubility of ;>ref erred stock . 

All ri(~t , r.e •ll tO into t:U.s . :lost l:.~cly Taylor 
t;ill be Just as •rehoment as I :10 t o sto;> it. 

I j~t tal~ you ~ !ittl~ or t~~ past e~erience 
t:tere . 

\,ell , o::c >u.ve cover aC: 6' aT.l'ul lot of ~;ro~ s i nce 
Labor Day - t lle ,,hol e set- U!l of t ?ds thint; . 

GEor gie? 

(Low to H. l.t . Jr . a t desk, with c hart. ) • . . · • gain 
jobs; f r om her e un it leaves it . It ~ay be useful . 

I see . I ' ll t allc to you s.ftcrv.ar d . You •c better 
hol d it; I can ' t do this . It ' s t oo importal>t . 

T'~e other thing is that Ruml asked ::e ~o eo:.~ over 
to his hotel l ast ni&ht; he ..-anted ~0 .t.:'l0t7 T.!l2t r 
progress 'l>e 1 r e ma:ting on t -..osc t ".ree ~ssign::>ents o 
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t he Treasury; and I d id . He hnd Del ano there , a nd 
Gar dner Means . !Jeans is making a similar r eport 
for the National Resources. 

H. t.! . Jr : Whenever you peopl e ar e ready, I ' m ready. 

!!ans : He is e xpecting a meeting this morning at ten 
fifteen . 

p,,{. Jr : He is? 

!lass : You announced 1t last time . 

~cneynolcs : You made a date for this mor ning a t ten firteen; 
it ' s on my ca l endar - another Fiscal Co~ttee. 

Klo t z: (Speliks lof, t o R. :.t . Jr : ) ••. 

~1ns : He is al l set, and came down here . 

R.:t. Jr : I s it down? 

Kl otz: Oh, you switched 1t from t en fifteen to twelve . 

f\ , 'I ,J r : Have we got anything for him this morning? 

qaas : He ' s got something . 

i . ; . Jr: \',ell, you people better go on. 

:Uotz : I v.ould have reminded you ll=.d I I'.Ti tten i t. 

'! . l . Jr : 

Taylor : 

!! • .i. Jr : 

Taylor : 

ll . :l. Jr: 

f,ell , they are coming in a t ten fifteen. All 
r i t;ht . 

(Points to Ur . Taylor . ) 

I ' v e got t hat o t her. \'/ill t ha t ten fifteen 
t hing be over by el even? 

I hope so . 

Because we ' ve got this r e fugee thing over in 
State a t eleven. 

\'/ell now the only thing i s t his: I d id want 
to do this thing - a coupl e things Her man Oliphant 
baS got. I'd like to do t hem right after . 
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I have been over t heir preliminary r epor 'C -
recommendation to Rublee, which has been read justed 
a s a result or this rQooting we had t he other day. 
Ther e is only one suggestion I have in that, r1hich 
is that they eliminate oven the s uggestion or the 
t ype of t r a nsaction tha t we ar e - t hat you a r e 
wor king on about a barter thing . Other wise / I t hink 
i t is perfec tly 0. K. Archie has been - I think 
Archie followed that . 

Can Archie go over? Because I •d like to have you 
stay, because I ,.ant to do this Ger man barter 
thing right ar ter that . 

That :i.s t he one. 

There r.ill be somebody f amilia r l. i th 1t besides 
Johnsen over there , on that? I knor1 t he gener al 
idea, but 11' t here is any discussion on it, I •d 
like someone else t here too. 

You know about i t? 

Oh, yes , I knol'l about it. 

You agree? 

Oh yes . 

As soon as I can I'd like to have Heroan come 
in with his !'ltilliOrandum. I ' d like you to s t ay, 
l'iayne. 

Archie can cover tha t other thing perfectly. 

John? 

Nothing this morning . 

( Nods to Mr . White . ) 

Captai n Cul~ens came to see me a t your r equest , 
or McReynolds, I can ' t t ell. Tha t c an Vlait until 
l a t er in the day. Appar ently he i s being pushed) 
by vi rtue of the fact • • . • • ( t~ords misunderstood · • . • 
to dump wheat is narror;inc down bef ore t he Ar gentine . 
Sometime in the next day or t wo I think you ought 
to make a decision. 
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tcilc:;nolds : If the time expires ~;ouldn • t that dispose of it 
a ny\.ay? 

" · .. Jr: I don ' t know . 

;.'lit<~ : I •ll have a roeUlor undum fo1· you today . 

" , t. Jr : Some time a fter lunch. 

(Nods to !1r . Gibbons . ) 

~· . .Jr: 

Gi. ut : 

(!lods "Nothinc. ") 

Anythinc ne\, on your friend , Juege Lauer ? 

I •-ant to· tal!< to Herbert abou t the' publicity. 
Rarry Durnit!G ~;as a 11 t tle bit upset . 

" .• Jr : \','hat v.as in those trunks? 

O.i.~bon. : The fellor. t ha t brou"ht t he thin!;S in has served 
t ime do1.n south, somcl'.herc . I think she "a s born 
in France and I thin!< he married her over t here . 
I have asked Customs to l ook up her record over 
t '1ere . 

" · :. Jr : They took t hose t r un!<s down; •·. r.at •. a s i n t hem? 
Could you l e t me :m01.? 

i.:1 boru; : Yes , I wi:l. 

. .Jr : Herbert? 

C .t~n: No, I haven ' t a nything else • 

.. • '! , J r : (l!o<is to Ur . llcReynolc:is . ) 

:crcy •. olds : No . 

" · :. J r : Now who sits i n on this thing? Geor ge , Ta ylor , 
Ha nes , ~ac , a nd Bell. \'/ell , Bell can't - I 
wonder i f he knows there i~ n mee t int: today . 

(Over t elephone: ) Tell Bell t her e is a meeting of 
the Fiscal Committee a t ten f if t een - whether he 1 s 
coming . Please . 
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nSPE.C'!S llF IIATIONJ.L RESOIJRCI:.S October J l . ' 
1J : l5 a . m. 

19)8 . 

!Jr. Ilanes 
t.t r. Tuy lor 
:~r . l!.:t.:; 
h!r. Eccles 
!Jr. Ruml 
~r. Del~; no 

nll r ight, :ir. Del.:no . 

,iell, l.lr . Rll!!ll anu I anu one or two others "Here in 
s~~siun for three or four hours last evening, ~;nd I 
think that 1mile lle h.:ven ' t go t t he ens,.er s to all 
tnese 4uestions tile t weru propounded - I think .1e 
h~vt w~;ue a st~rt and I 1 11 let Dr . Ruml tell you 
abJut it . 

.. lr. Secretar.y , I might jus t r eport what we did af t er ' 
our meeting a week ago Thursoay . Mr . Haas end I spent 
friday mor ning t ogether t rying t o , in u so.nse , get the 
uense of tne meeting and list some of t he pr•ob l ems t ha t 
came up for d i scussion, us a point of gener~l oriente­
l. ion . Do you t hink 1t would be e good thing, :.lr . Baas , 
to put tne list befor e t he group her e that we worked 
up on Fridcy morning? 

'tes . 

No,.; , this is - t nis by nJ 'Deans t ttem;>ts to be com­
.at- te, ana lt ·1s nothing more thun, in a se.nse , 6 
aacmo r &naum of our aiscuss ton orgcnh.ed in the tet'ms 
or r. possi.ble investigation; :;nd the ne_mes of tne 
ugenc.Les we simply put aoPn t o be definitive for only 
\.he ::eek until :te got t ogethe ri in or de r to inaicate 
now we olight ue t st.:rted . lie i n t ed in t he beginning 
what we unoer s t ooa t o be t ho objec tive of poli cy for 
t nis - tnat is, toe objective of f i sCE>l policy : to 
increuse nat ional income, produt:tion and employment. 
Very loose phr aseology, but it geve us our orie nta tion . 

•.nc! I might explain tne gener&.l u r cnitect ure , if you 
weD t t o call lt t hat , o f these investigations . Ther e 
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are seven of them here . Let me read them off. 

First, the amount of the national income necessary t o 
balance the budget, at different price levels. 

Two, the amount of national income with full employment, 
Ht different price levels. 

'l'hree, principal bottle necks under one and two above. 

Fourt h, effect on na tional income of principal budget 
cl4ssifications . 

Five, effect on nationnl income of Feder~ fiscal 
operati ons outside the budget: (a) Actus~ and 
(b) Proposed . 

Six, possibilities of increased flexibility in 
expend! tures and r eceipts . 

And seventh, transition or timing problem . 

!low, in a sense, the first three hang together; four, 
five, and six hang together; and seven hangs all or 
them together, if you put it tha t way . 

~he general conclusion, or the gener~ demonstration, 
tout you would want out of one and two, I suppose, is 
t o find out whether with reasonably full employment the 
budget can be balanced, at whatever price level seems 
reason&ble within tne next two or three years . 

If number two is l arger than number one at any reason­
able price level, the nation is solvent in a realistic 
sense; that's meking assumptions w1 th respect to our 
existing levels of expenditure and our existing charac­
ter of taxation end revenue. 

Number three. The principal bottle necks or restraints 
would indicate the points at which some attack would be 
desir able or perhaps even necessary in order to realize 
two, which would make one practical. So in e sense 
the three investigations hang t ogether logically, in 
that sense . 
Four , five, and six hQng together · in this sense : that 
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til<,~ lnve.stigc \.ions f rt m.ce931 ry in ortier t o find 
ou" wnr t o.ction on the pt rt or l'isctl policy cr.n be 
h6~n ln the job o r lncre~stng ntltlonul income , pr o ­
a u.:tion «nd employment. Firs t is tne e ffects o f the 
bu~s~t .. ry operttions tnemselves ; second, the effect 
~n n: U utK 1 in<.:or:;e of f i SC~Jl opert· tions outside t he 
buueet, l'nJ then - six - tnc p.>ssibUlties of flex ibil­
Hy , li J>PlYiO£ both t o f our end five , redly indicete 
1ntt m~nipulL tive pussibilities there mey be with 
r~~p.c t t o fiscbl policy . 

Tn .. timlng proble::~ , the severitn ,Jroblem, r eally involves 
t 11 six r no is the stully of tue indicators and mctnods 
f .>r t n,; ty ;>e of a..: tio n tue L ut·Y be sho.m !X>Ssi ble unuer 
~lx t..l ;:n·o ... uce tne e fl'ttc LS you wtnt Wl<ler four Lnd fiv., , 

i. -.~.: , tuGt't way bt 1.1 goou ~ny othtr thint'S tha t st'lould 
btt uont , but tnis in t. sense SUIUJ.ll rL,es ·,;het we under­
s tood t o be t he discussion o l' ::. wee!< ago . ;:e 1mr.ed1ately 
cu:l!JI.tnlco ted ;, 1 tk1 thtj VIJ r l ous ~ t:encie:; , ' sked them tf 
tney would , : t le~st until tilts meetine this morning, 
~ss llllle le&aer ship ·1:1 th r espect t o making a report of 
l)l'Ot; l' 6SS for toa;.y on e< .:: ll of th" ~even , and I t llink 
NC t. re ;>repareu t o 1~t Ae ~ t lel s t some sort of r epor t 
~n tl l tne Vbrious ltbmS . 

" tll , t.n. flr'>t is tht r .. port of progress . If tnis 
s ..... Js t ..l b o. a satisf ac t ory general agenda, why, 
t.n .. t: •• •• 

•tll , lt;'t 1 s 

P<.rm .,s tru: t 1'/oula be - t~.otCrl!t. 1> s 11e •ent along. 

::ell. , who aoesn • t tniru< this is the s:cy to pl·oceea? 
An y ..l u s t.t!sfied , !.!t.rriner? 

Yes . I 've been ove r tnis ..•. 

Fine . 

.. . c uring the weeA • 

.. ell, is everyboay st.tiSfied t o so along t nese lines? 

All right . 
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Nell tnen, if r.lr. Haas woul.J wvnt t o discuss the 
first item . 

r nave a memor a rdum here, llr . Secr e t &r y, "hich goes 
into a good deal of detail ana tec~micalities . I 
think I can briefly SU1!11!18rlze i t. The statement of 
t he pr oject is tne "Amount of nu tionul income to 
balance the budget at differ ent price levels . • 

One t hing th~o t we are immedia tely confr onted with is, 
wha t level of expenditures i s contemplated? Once that 
is de t ermined, whether it• s eight billion or nine , or 
whatever it is , we can .vork out .<ith e. r a ther l a r ge 
amount of ••ork a ci:Ulrt which will snow, s ay, on one 
side national income and &l ong tne bottolll the price 
level . Rod t hen if t he figure Nnich is a ccepted, say, 
is eight billions or so, you C6n r ead off tb.e chart 
~ny combina t ion of n~tlon&l income ~nU price level 
which woula produce the eight billion . But that ' s a 
tremendous t-1now1t of work . But that can be done, and 
1 think that ' s whe t wa s in mind . 

In doing this , there • s vari ous t echnicul assumptions 
and so on, but I thiM those - probably those could be 
mor e profi t ably s tudied ister t nan a t t his sta£e, be­
CllUSe even the staf fs aren ' t t ogether on them. So I 
thiDA 1 t would be Just •11as t ing time t o t ake a good ma ny 
of t he:n up . 

.Eiut t here • s tNo t ni~ s I 1 d like to i mpress . One is 
thbt it ' s r uther a l a r ge job1 it ' s clmos t equivalent, 
unless we find some real short cut me thods - it ' s 
a lmost equivalent t o the calcula tion of t wenty budge t 
r evenue estimates . The other thing is that I .vould 
not like t o huve t he impres~ion conveyed that the 
expenditures ore any s imple function - rather, the 
r eceipts , Feder~l r evenue r eceipts, are any simple 
function of notiona l income, because we don ' t t ax 
national income . 

But we can work out an approxi mation which I think 
will s erve the purpose for which i t is intended. 
The only question involved there i s that assu:npt1on 
as to what level of expenditures is cont emplated . We 
can make some assumption about th6 t and go ahead, or 
this group could give us a figure, either way. &ut we 

.. must have that even before we start . 
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•lhbt uo you think - I mem shoula we - I mean should 
.ve - Whbt instructions sltould we give Haas? 

•·ell, :.tr. Secr etll.r y, 1f I might suggest that .1e take 
the prelimina ry report st1•aight down the list and then 
sec vm!l t - then what should be done after we have the 
whole t hing before us? 

.hll right . See, I'm getting my - I mean I haven't 
tal.ked to anybody in a dvance of this meeting, so I'm 
~ettlng it cold. 

I think it .voula be bet te r to get a picture of the 
.•hole t hing . 

I ' m getti ng it f or the first time . I mean I haven't bad 
a chcnce t o discuss it i n advance of t his morning . 

Well , I might t &.ke the prellmlrw.ry r eport on number 
two; t hE.t ' s the level of n~>tionul income with full 
tllnployment a t different price levels . 

\'le h~.>ve ovorked out a chart here that I will leave 
dth you f or s tudy. I'll shoiY you just wha t it is. 
Now, m~y I have a pencil, Ur. Secretary . 

Lrsy . 
·lh~ t we have tried t o do here i s to t ake different 
price levels - per cent of 19)8 from 90 to 1)0 - different 
levels of national income and d i fferent assumptions as 
to t he n~ber of unempl oyed . For example, if tbe price 
level were 105 "'nd there werii s till three million 
unemploy ed, it would produce a na t ional income of 
about 94 billion dollars . Well now, it ts possible on 
this thing to read uny colllbinatlon that you want to 
ann find out what the probable income is, with an error, 
I should say, of three or r our billion dollars . 

The general facts thut are shown are these . A~suming 
a three million residual unemployed, a t the present 
price level you get a oat1onul income of arouna 88 
billion dollars . Now the broad f acts that come out 
of this investigation that should be tied up ~11th llr. 
Haas ' s investigation- there is a considerable mnrgin, 
I suspect, in terms of any cont emplated expenditure, 
as between what is potentially pos sible in terms of 
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pro~uct1on, ~d a balance fs f t r P.S tne budget itself 
ts concerned . The budget wUl blllance l ong befor e 
th .. rl.l is full empl oyment, us 1'8r t•S P~one can see 
on ,>r esent cssumpt1ons . Would you ouree , Haas'? 

-

~·t •= At the present level of expenditur es . 

..• "l: Lx;,ct l y . I 1 m t a l kine t.bout tne current situation • 

. t. • s : I t nin>t S!> , yes • 

•• ..;!:~ : •·nd taen you can !l!Odify frotl tha t arul see what the 
possible conse~uences fi re . 

• ~ . J . J 1' : 

.\~1 : 

" · • Jr: 

.... . :. : 

H . .. Jr : 

.\..!.l : 

~her" ~re some r efinements tnot a re necessary here in 
" ne ond two , and the firs t t •o investiga tions need to 
b~ brought together, but 1~ s~t tnem up in tats form 
bc.:c.:~use i t seenej t o us that th~ essential pr oblem, as 
I ~tL teu before, is t o find out Nhether the thing can 
btl t!Jne . 

"ou tJe<. n fr ;:>ul the stt•ndpolnt of ae t tlng it on vaper, 
0 1· .met her .:e c t:.n accompll:;h our goal? 

·•heth ... r ,,., can acco n;>lish our go~<l. Th~>t is, 1'1Dether 
tnls CJuntry has the pr oductive cap~city and resources 
t ;:> t aKe care of toe present l evel of Federal expendi­
tures, " r .oatever level, on ~nrtever ass~?tion with 
resp~~t t o the t cx stru~ture; beckUSe if you can ' t do 
ti1:..t , tnen j OU really are in tr;:>uble; if you can do 
t h• t , th~t • s a pr oblem of org~niz~ tlon end ad:Jlinistra-
ti.:ln . 

&u t y?u think it cbn be cone . 

Lv~r, tning we have so f a r , Ur. Secret ar y, would indicate 
tha t; and the further studies tubt l.lr . Haas will make 
on v~rious assumptions as t o whet the expenditure level 
wUl be would i ndicate a t wha t point the balance would 
t ake place under this t ox structure or some alt er ed t ax 
structure . In other ,;or ds , it i s possible to tie t hose 
t 1Yo t hings t ogether . 

No1•, what ' s the next t hing? 

ll1e next investigation is the bottle necks , ond there 
I shall simply put a memorcnd~ in your hands after 
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havi ng indicat ed tbat this i s a very preliminary 
analysis and requires a tre~endous amount of work 
by ma ny agencies . The bottle necks or barriers 
have been cl a ssified in three kinds . First, physical 
burr iers , such as defi ciency of pl ant and equipment; 
second, deficiencies of purticular skills in the 
lfbo1· f orce . Those are the physical. 

Then there are the bl.rriers to fUll Pmployment in 
tne inaustrial field, such a s nrbltrary price increases, 
l~b:>r conflict, t oo great increases in hourly labor 
n tcs, r.r..J toe "evelopment or unAieldy agricultural 
&urpluses . 

• nis is, as I s ay, a v~ry t entative and ~relim1nary 
r~port on so~e vf toe prvbleAs thut re4uire investigo­
ti~n . I ' ll have t o send the others over, 1 think . 

. ell , the el~ctric one is being t~ken care of, isn't 
it'? 

l.es , the 

Or isn't it? 

•;tell , wtlat I wr.s golng t o stoy is tnat there ar e really 
t~>o cla»StS of problems . 1hn t is, are there L ny 
bottle necKs ta~t are likely to arise in t erms of a 
motional income tha t .1e ure li.<ely t;O r each within a 
ye~r? lnen, are tnere any that we bLvc t o take further 
ste~s on in terms ••.. 

'•en ye .. rs . 
•·ell even three years, i f you enticip::~te so!lle incresse 
in n~tional income after the follo.,.ing year, which I 
think should be necessary. 

Mac , come here . (Whlspurs few Nor ds to !o!cReynol ds) 

E.xcuse r.~e . 

NvN, vn number f our •••• 

~verybocy got 3 copy of this? 
Well, 1 unfortuna t ely didn't have many copies . Perhaps 
I ' d better- i t's so sort of pr eliminary . 
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"P r.Lncip~l barriers t o pr actica l full employment and 
high nat i onal income . 

11 •he principal b&rriers t o prt<c tlca l full e mpl oyment 
l'• ll int o three main g r oups, physical ba rrier s, indus­
trial be rrl~rs and fiscLl b a rrie r s . 

11 Pnysical b:.rriers can arise s uch as : l. Deficiency 
vf )lrnt t nd e..,ui;>ment in ~~ rt.Lcular industries . Hove 
tut: rtil:-oads sufficient et,uipment t o c a rry t he tonnage 
tnt· t ,, .,ula develop witn full e oployment? Is there suf­
flcient electric p.Jwer g ener c. ting capacity? lias t he 
$t ecl in~ustry sufficient plc.nt?• AnJ so for th . 

I ".light sey parentn~ticblly tha t a ny b a rriers t hat e re 
:ruport1-nt e~aough to r e11llY be signlficEnt on e c c n locate 
:.l:nost by tniMing Lbout tacca; thLt it isn't B matte r 
of curry combing the c ountry t o f ind tne barrier s some 
place or other. 

11 2 . l.leficiency of perticu.Lur skills ln the labor for c 10. 
In wha t fields bus the une1npl oyment o f r ecent y ears 
re:~ulted in a l ack of trt~ ined workers? \'/hat a r e t he 
inuustries ln ~:hich r~opiJ expans i on is like ly to call 
for mor e tr .. ined ..-orkers? " 

Tnen the b a r riers t o prac tical full eClployment tha t 
ctn arise 1n the industr ial field , brosol y defined 
t ? in~luue agricul t ure , such as : 

• 1 . kr bitra ry price 1n~re~3es li~e the rise in steel 
prices in BJ7 . 
"'- . 'l:h~< breleitdo,.n of collecttve b&rg~oining and result­
ing ~trikes a na loc~outs . The posstbility is increa sed 
by tne c . I.v . -li . F . L . conflic t . 

"J . The d evelopment of t oo g rl!ut incr eases in hourly 
l ubor r a tes Vlhich pu t currt:Jnt labor costs t oo high in 
r elation t o current prices . 

"4 · 1:he Jeveiopment of unwieldy agricultura l sur pluses . 

" B~>rrlers t o practical full employment can also ~rise 
in the fisca l field , such a s: 

•1 A t .endency t o ove r seve in relation t o inves t ment 
opportunities, ther eby providing insufficient current 
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expenditure on consumpti on . 

·~ . Onbhlance in the couposition of investment funds 
in relbtion to t he r isk char acter or investment 
~p;ortunities . Funds see~ing senior investment cannot 
be absorbed hS e~ulty capital &nd in excess could 
te es much of un impediment to full e~oloyment &s 
overs>:ving . 

"Tne above list tBakes no a t iempt a t completeness but 
does inJl.c&ta t he types of b&rrier t o full employment 
1:h_;_ch exist or cun ar i se . I t suggests the need for a 
tecnnic&l Jtudy of each possible burrier, (1) to est ab­
lish its existence, char acter, and if possi ble, t he 
=•gnitude of its influence, ~nd (2) to br ing to a focus 
oll of tne possible ways of oealing with the particular 
barri~r so tru t the uakers of policy c&n survey the 
hl t ernrtives ~nu develop & coordinbted yet f lexible 
syste~ ~r ;oll~ies covering all of the major b• rriers . 
Thi:o; i !l neccssnry bechuse thP methods or dealing wi t h 
.:>ne b~nier ~ r11 so often devenuent on t he me t hods 
aooj)tea to dt:bl .11 th other b .. rriers . 11 '• 

C~n I huve th~ t plc&se? 

Yes . 

You s :.y L l .:> t in one pr.ge • 

. :ell, i t ' s te.rribly prel imine.ry, llr . Secret&ry. 

Now, whn t el5e hbve yo~ got? 

o'lell , v.e come to number f our . 

.c.xcuse :ne . ,.nybod,y mmt t o a sk unything about this 

,.ege? 

No, !lOt 1- thing . 

r.lar :'lner? 

No I don 't have anything t o say now . I ag r ee wi th 
yo~ t h1- t he ' s cover ed an a•.1ful lot of very l mo>ortant • • • 

Well, all I ' m trying t o do is build a t errificallY 
broad picture her e, and i t ' s t erribly har d t o do it 
without some ••.• 
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'I here ' s ll lot of self- evident tilinf)s s~ttd in tile r e, 
th .. m~tl . We 1 v.: been through this . 

.. n .. r. I' d .lo l !> thls, Nt.ster: this stuff - see that 
tnese bentlcmen L~fter~uros are given copies, s ee? 
~ne people b~re snoula be s u pplied Ki t n cooles or 
tois . · 

No11, ~n mlrllber four , H I might, I s hould liKe t o 
&not; yo.>u ~ little char t th~>t I drew up . And tne 
pur..,ose o f thl::l c nart i s no t to give yo u anything 
f!lct\llol , but jus t t o show wh~o t happens in d ifferent 
types <>f budsettd'Y s e t - u;>s , d epomaing on the relative 
.• ei(lht o f toe va r i ous items ~ s they uffect purclwsing 
;>o11er - tne v&rlou s iteos in the budget . 

• 1e .rnor. tn<.t. - 1f I =Y use the tera v elocity w1 tb 
res;>ect to expenditures - so~e kinds of expendi tures 
clr<.:Ulhte more r~<piuly t non o thers . We .mow tha t some 
,{inas of tt xes a r e drawn out o f l'llrc,u;.sing po11er . the t' 
::o .. l d be spent f as t e r tna n o ther types . •<nci tnis , 
I t hiru<, you• ll f ind r a ther interesting as showing 
wha t - <low 1mpor tt.nt tha t type o!' consi de r <l tion i s . 

I can see it . C~n e verybooy set. it? 

1\o• , I' ve tL~keo ner e - tnis belt\{; tile Fec..er .. l budge t 
::m ::. very si.nplifieo b~sis, £n<. not tdtir.g into 
~c~ount L lot~· ~~::~plexities- I 1 vb t~~~n three 
cl;.sscs o l' in<.:<>..'le , X, Y, £nci .<- 1 tnu two classes of 
expcouiture, ri anJ B; end I ' ve tiSs~ed th&t in 

' 

doll a r s per y et r tne income fro~• X will be f our, 
from Y til<> 

1 
a nd !'rOill ~ l)ne . hnd t nen I• ve made the 

;..ssUl.lp t i on of the velocity of t his t ult , ~ nd by velocity 
I meLn ~hn ~ it wo ula ha ve been i f tt hedn ' t been col­
lected . You see , i t ' s a nesL tive velocity in c sense . 
Tner e • s two .. ou three aoo four . So the effect oil u 
nt.tio~l income of tex X is t o reuuce th~ income by 
eignt billion dollars; toe e ffect of tax Y is t o reduce 
the inc.:>::~ tl by s l x, . ;.nd the eft'E:ct of t a x Z is t o r educe 

it by four. 

0 n expemi ture, let' s s ay thL~ t the expet.diture in 
clcssif1co t ion h l s five , with ti velocity of three, 
a na therefore expenditure h 11dds 15 billion oolla r s 
t o the ns tionul .l.ncome; and expenditure B &dds four 
billion: two , wi th a velocity of t11o . 
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l<,JW tne interesting t nlng ln prin~lple is tnis: 
tn• t tne butillct nere (ot some point uesigne t ed 
,JH i ne cu~>rt) is bula nced >.n<.l ~ t the Shme time one 
billi,Jn uolla r s i s l<lued to tho D~> t lonul income . 
• uc tnlne thll t .1. t lt ink the clwrt .... 

. I ell , it ' s v~:ry pret t y , if you could r.,a ny Nor& 1t 
vut ln tt:l'f!lS of - well , conc•·ott: f oc ts . 

I' ·3 just 6 oing t .:> snow tni~ (t.nothcr similar chal't) 
n.> 1, ;;!', 3eocret &ry , to shon no.: 1 chl'nee of tnose 
vtl:>d ties ?till t;.>~:e tne sr.mc b1.lanced income but 
tner~: "ill be ~ deficiency of !tlx b illion doLla r s . 
In otner .vor us , tne operu ti Jh of tnls balanced 
buc13tt .till t~ke six billion Jolln~s out of ~tioml 
l!'lco."t:l • .. n .. rees tnis bt.ltnceu b~.oug.,t (indic .. tea on 
;.~: · .,vi.>US cnert) .vill odd :me billion dollars t o it. 

l(,J .• • I JU3t .~u;tcv t o !llbd:e ,JOe oOI jor poin t llere: tha t 
trw s tuuy of tnese v&loci ~illS is abso Lutely e ssential 
ln ~on:.lJering ~;ne t .. u-fola rsp(;c t of ~· budget: (1) tns 
r el1 tion to i t s b~ lenco: , 1 nu (/) what it 6oes to .,ur- ' 
c•U:• sing po11er. ~o~ see , it •.•oulu be possible in t nis 
bUo!lt:t , :Jr. Secretsry , to actu~Uy incre~se this by n 
blll.ion uollars . Dut ru vln~ 1 aeficiency of one 
billion uollsrs n~re , do you s ee , you ' u nev~ c deficiency 
• no t· t t "" s!i!Ile t ime you' d be r.,<iucing purc,1asine po•·;er, 
in s.ite of your deficit . 

:.o.:, I tniOA thet i n tne ;>ubllc mina there is < generbl 
feelinf t hat a deficiency bU.!S to ,>urcnPsiag po,;cr , tht t 
" bt.l~nce<l budget do~:sn ' t do unytnlne to purchEsing 
;~o .. er , r.nu tn<'t " surplul> tLl<es & .. ~y from it . But 
1.lt:1ough ther e i s t r el!Jti.>nsnip b~:t.~eeo tnose things, 
it ts 1. r elati.:>ns.liP tn::.t • s cfi'e:ctiv.: only in ter •os or 
tnd r'"la t1 ve v eloct ties or tt1e vl'r i ous oa jor claaslfi-
ch i ions . 

Glvb &n ex~mple or two . 

r •lt give you a n exLr!!ple . 1 suspec t, if you .'/On ' t hold 
me to it , tn;,t this is obout ine s ituation of 1~37; that 
t t '" s lt!SS a bt.lancing of ino bu<~get tha n ~t1e intl'oduc­
t t .:m o f a ta)o. of r!J tner loJI volUllle but o f n.~.gh vt~loci ty, 
m mely the t t.x on w~Jges the <>ociRl.Securi ty t lix; 
tl'U t ;>rociuce<i " much mor e: l•n~"rta.nt de~ idency in 
ru t1otu.l tncooe tnan woulc~ be 1.!l<lica teu by the cash 
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l'l~; ur ~;s tuemsel ves . 

nnuther e xc.mple might be t o indica t e - well , for 
~xumpl.;, tn.;re t. r e some e xpend itures thut ha ve 
pr11~ticu liy u zero veloci ty, ond those, for e xampl e , 
u r u the ex;>endi tures tht~ t ar e tnude t o bolster up the 
Ct•Pi t1 1 of bt.nks wno u ·e n-.>t lending any more beca use 
tnt.lr cc.pital i s bolster ed up then they .7oula have 
v.:th no bolsttr i ng . I meLJn it' s Si'llply u 11-.uida ting 
situ~.otion r a ther t nan u s ituu tion th~t produ ces pur­
<!<lu;;int. po«.;r . So }OU noulJ h&ve 11n e xpendi ture here 
•. ttn pr;..cti.:::.lly zero velocity. 

;;.,.,
1 

to give }' ou Jus t o 11 t t le coru'i dence t ba t t his 
l3n t t vo f ::.r drawn - as .... s~oiu lt..s t time, economists 
in .;ener 11l , a ,;ood cany of th~rA , t ake E. fig ure of 
l! •>1ae plt.ce bet.veen t•o e nd t nuu· c.nu tnree and a 
ut lf t.s ln.,Ics ting a ve r uge vel oci t y ; ~e mi. i t isn't t oo 
g r ct.t t.n assumpti.:>n, I thin.< , to feel tha t the differ­
cn~e between, l e t ' s s uy , thu cesoline tax and the 
income t ;.x in higher brackets ls :o r a tio of one to t wo ., 
Nor i s it t oo g r eat a s tre tch of the imagination, I 

1 

think, to feel t ha t t her e i s a subs t antial d ifference 
be t ween P'I:J, expenditures , or t he purcha se of agricul­
tur!l l l~<nds , a nd WPJ, ana thi ngs of that sort. Tha t is, 
we kno..- that t here mus t be . But. scientifically , of 
course, the pr oblem i s still v e ry gr ea t to de t er mine 
tne a c tual suzntities . 

hn~ JUSt tnis otntr one t h:ng . There is one assumption 
tou. t we .tno,. is n~t t.ru.;, cnu tm.t is that they ere all 
e•:U~<l, r·lhl tru.t •s tnc one tru t ~ll o rd in11rily \'lork on . 

[ .>t.l; . 

1.eJ.1, t. Gover runent expenui turc t h£ t .. auld tend to stop 
priv~ tt expenaiture , sucn ~s - you t ake utiliti e s ; say 
~he Government spends a billion Oo)llar~ , and thet 
""uld in effect displace pr i vr ~c exvendi ture by a 
bi l lion u nu you•ve got 11 neg~tive veloci t y . It' s 
tue slim~ with your Soc il l Security; if you pull " 
b11 lion doll~rs in i n t oxo9 tht t o therwise 1'/oul d ha ve 
been s pent anyWby , you haven ' t accomplished anything. 
You'vE decreased in th€ one source the billion merely 
t o transrer it t o some o t ner source . On the other hand, 
if you t bi<e e billion ou t of tha t expenditure - those 
fun~s that othe r .. l se woul d lie i d le, uninvested , becuuse 
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.Jf ton unprofi t &ble field !'or investment, ;ou nave 
toen j)Ut into velocity i'un11s tillt t. other1~1se would 
U<)t. be . Th t.t ts , of cour so.. , where .ve cot tne ide• 
.Jf tt :ting - instbe<i ·~f J'Utt tnc m<.lnPy ln a t the top 
lli<<l it. wu1 being done in tne Hoover r egime , the ' 
l11t:t 11ts t o ,>ut it ln u t tno bottom, on tne bottom 
ln consu:.~<Jr buylng po.:er, tnd ere~ te t he greatest 
vo..locity. I me:..n t ht< t ' s tlle Clenert. 1 •••• 

.. ~ c . '::at t ' s toe g enert1 thing. hn\1 the only addition to 
to ... c.:nen l t hing is tht t 1 bel teve thl> t t he ma tter 
1~ l:l;>.>rtant en<>~n so ttl:.. t toe buugtt stlould be 
Lm 1; zeo from tru. t ,.oinl. of view, ,,uali t a t.i vely ss 
.t.lt a s fro:n tae i)Oint o . vi"'' sioply on the dollars 
t .• ., ... oselv<:.s . Tllut ' s to .. ~;.encr~l Jltuat!on, ;: believe . 

d . .. Jr: 

rl~ . .. : 

o ..• J r: 

··-··· 

"ell , I.lr . 8~><' s ht.s ml!ae some explorb. t ions of point 
n.mbct• f.)ur . vf course, this r..v;lies n<lt only to 
o::.<,>enll~tures witnin tile bu1jlet but Dlso those out side -
H!J, &nd all t he r est - .. oere fit~ures can b e E.nt lyzeo 
from exr.ctly t tie s ame po l nt of view . 

V;;r), ve ry intere3t1ng. Georgt:o'/ 

.. oulo )'OU wt.nt w6 1;0 r et.o.i thr t stt tement? 

rl . loug i;; it'! 

. : I ¢:n r""" t.ilb first ~ace to gtve y~u so::e ides . I ' :n 
1 l~r~ ~~ s frou tnose figure~ tne~e, but. ~s ~r . R~l 
.ti ... , 116 ~no .. tn~t fr.,.L tnl. ,»lnt :If ViE.': ~f the effect 
~f ~Ap6r.~itures t.nu recei~t3 ~n r~tiontl incoce - ~e 
.cn~v1 tne vt.rlous items &re not e<,u&l. I oePn thut's 
.:trt~ inly a .,uestion of f!.nuinr out ex .. ~tly whb t tne 
.• .,1zh1..» ~.r .. , "' • - t1t(; 1Jr.,blcm th&t. 1 s still ahelld o.r 
us . 
" from toe s t andpoint of t.ne e !'fect.s upon the notional 
1n~ome of the vt. t•ious clussen of government"! r eceipts 
~nd expenditures , toe mo~t. us~ful immcdi ot e b.pprot.ch 
ls to up ply tile touchstone : Dve" this class of 
l'(;Ccipts tend to r eJuce current consumpt i on or docs 
it t.en<i t~ r educe .,ecuniLrY ct pitnl Eccwulation; 
~nJ ooes tnis cl&ss of expenditure represent e true 
cost of government or does it r epresent merely & 
trt.nsfer of incoce from one clt.ss to a nother; tnd in 
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tha lr. tter case, does this transf er s timula te 
consumpt i on or pecuniary cr. pi tel a ccumulc tion? 11 

"ilY ' pecuniary capital accwnul11tion, ' as t he t e r m 
is used in t his memorand~~ . i~ meant t he a mount by 
,lhich the money expenditures of a ny ln<i ividual or 
~:orporation f all short of his or its money income . 
'I he 11moun t so s ave<i from current consumption may be 
inv~s tea by the inaividu~l or corpor a tion i n physical 
c~pitvl goods, or it may be allowed to accumul a te in 
~aney or ban_!< deposits , or invested insecurities . 
In the l a t ter case, it ~ay or may not f ind final 
1nvest!'lent in physical cr.pitol goods , depending upon 
the ections of the bll rutS , of the parties f r om whom 
the securities are purchLsed, and of others gor e 
r.:wote . 

"In tl raes of f ull empl oyment , mos t or all pecuniary 
~vpit~l accumult tion r esults i n investment in r eal 
cupi t ul goods . In times of wiuespread unemployment , 
a l~rge por tion of it m~y •run to w ~<s te ' and sa f urther , 
aggn v~ te th~ exi s t ing depress i on . The indivi dual or ' 
corpor r. tion accwnulL tlng pecuni~ ry C~>Pl t a l can never 
kn;)w t.na is not lli r ectly concerned \11th the final social 
r esults of his or its accumulati on . The Government, 
honever , is vi t hlly concerned wi th these results, and 
f or this r eason an &nnlysls of tne .,ffects of different 
ct tt!gor ies of r eceipts e~:d expenditures in stimulating 
or repressi ng cons~ption ~nu pecuniar) capital 
LCC~ulation, respectivel; , is of vitel i mportar.ce 
in tue Gdoption of appr opr i a t e and flexible fiscal 
&nu gener~l economic policies f or the treatment of 
booms a na d t!pr essions . 

"The , ues t ion of wheth.,r a dollar of deficit -fi nanced 
Feaer al expendi ture creates more tnan £ dollar's wor th 
of national i ncome wt1en expended in al l or i n c er t ein 
channels - - i . e ., the 4ues t1on of the •multi plier ' 
so-cal led - - has been r eservcd for fur ther study and 
is not treated i n t his memorandum . 

" In t he f ollowing outline and discussion, convenience 
dictates t he use of straight dec l a rative sent ences , 
when in many cases the statement~ should be r egarded 
us contentions to be established, and pr eferably meo­
sured quantitstively , or disproved, r a ther t hen s s 
pure a ffi r mations . 

Regraded Uclassified



253 

-15-

"Ttx Receipts 

"Fr om our present . st~ndpoint, the princip~>l Federal 
tutes au,y be di vioed into t NO clr sses : 

" (1) 'l'axes t hat tend prim~>rily to curt~>il current 
consUDption: 

~
~«) E.xcises . 
b~ ? r ocessing t axes . 
c Customs duti es . 
d Pa~roll taxes . 

" (:t) Taxes t hh t tend primarily t o curtbil pecuniary 
cq>i t~;l &Cctmulr-tion: 

~
a) Death ~;no gift tr:..nsfer t axes . 
b) Corporation income t axes . 
c) Indi viaual income t t.xes . · 
d) Undi str ibuted profits t ax . • 

I don ' t know just ho1v much time you lfllnt t o spend on \ 
\.his . Now I t t. ke the expenditure side and discuss 
some of it . 

Go t.hecd . 

O. K. 

"Lxpenuitures . 

"From our pr esent st~>ndpoint, the ,>rincipal Federal 
expenai tures may be aivided into the f ollo•ing classes: 

•(1) Regular oper ating expenditures , exclusive of public 
works and i nt er es t on and r eauc tions in the public debt: 

"The orainary costs of gover nment, consisting prin­
cip~>lly of sal aries and s upplies , do not significantly 
affec t t he published figures on national income 
during periods of f airly full employment. This is 
because, under such conditions , employment with or 
sales t o the Government may be consi dered a s sub­
stitutionary for r uther than additive to corresponding 
employment 1n or sales to priva t e industry and because 
the published figures &lways t oke the services of 
government i nto the ru;.ti oMl inco:lle a t exactly what 
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Lnt:t co:;t . In times of •iu. .. svreull unemployment 
1 ~ t..xpr;.nsion in t he orJim.ry CO!lt:: of ,;ov£rnment 
.. ot.lu incre&se the published figures for t he 
nr tiom. l income . 

" (t shoula be clel'rlyborne in mind , ho,o.ever , th~>t , 
Lv t tlc e >..t ent tnut tne expenses of J;overnment a re 
, x 1J~ntlt~o vr ft il to bt cont.rt..Ctt..c. bec~:ouse of 
:nd"f!.ciency , the ref 1 nutlom 1 inco1ae in terms 
..>1' consUL.crs ' s vtisft ctions, is not rc~urately 
''vress~u by the cvm~ut~u n• t.ionr;.l income in the 
c· tcu'.1 t.l.>n of whi~h 11. is t. nE;cess• l""J st;tisti.:al 
· r Vl•rati 'h to ~~n~it..u;l" tne v., luc of t.ne services of 
-~v .. :t .... ~ .• ~ t..> be e .ULl t v their cost . 

'' .u ~ent::''-1 , tne o r ... im r;, service:: of govermnent 
,,rL~tr. t an U..1;Jromising f1L lo.l for t oe consci ous 
ir.trv~ouctl n o r' flu~tut>i,iuns in curr .. nt expenai tures 
•. itn: vl" ·' t o lni'lueh-'ih,; thtl ru•ti:m~l in~owc It 
1:.. best tm. t tue vnl~ cvn:.iuEoi'to tlc·n~ snoulu be the 
Ile.!<':JSl"t) of tne s <.r vice:s , or ~oklr velue t o the 
~Ubl.ic , z.nu tne costs of romucring tnero, t. nd tnn t 
ti'l~) s noul<.l be r enuert:o in the most effic ient --
Lt . , lo\\ cost - - m< nnt>r possible . " " cx,n·nslon in 
t.no.. cos t of gentln 1 govern:uo:.nt <'l'U..I!(ht ~.bout durin& 
1 

1
•Lrlvu o1 aepressi.>n for ' pwnp-jJr i min(, 1 purposes 

•u~lu be liKely t o ~rove tn incubus during~ subse-
.• ~ent periou ol prosp~:rity . LV<'n ln t.ne fiel(. of 
uruin~ry governDtntLl cost51 ootevcr, ~ cert~in minor 
u~cr~t of tlex~blllty is ~ssible, LS h&s been 
o:.viutnceu fro.:~ tia. .. t o t i<Lt: in tht! 1 rt!< sury ' s policy 
of bunching oraers f or most of ~ yet-r ' s supplies in 
i·erious of acut e v.eH<ness in busine ss . 

n (;c) Public norKs f.nd purcht Sl.lS of c~opi t"l goods : 

1'V1 r i< t.ions in t.he cx;Jenuil.ures on ttlese items to 
1 c t in such f ashion ", t.o compt.llSL te ln some ;net. s ure 
f or ooposite fluctuat i ons in priv~ t e indus try a r e 
c let riy d esircble . In periods of f~ irly full employ­
mont, expenditures by the 1· eder~< l Gov ernment in the st. . 
1'ielos m1y f f 11 t o ecio ont co..nt to the netion~l income, 
.hercrs, in o the r perioJs, L very large fraction of 
tne entire gross expenditure m~y conceivably constitute 
:.. :ltt ~ua.!.ti·.>n to the m·tionLl inco:Jc . 

"(.>) Iutercst on tne ?~>bltc dt::bt. : 
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•This type of expenditure la r gely re~resents & 
t rtnsfer of income from one class t o another . That 
part of t he int er est on t he public deb t which is 

:!55 

p~io t~ corumer cial bnnks may for some purposes be 
r cgt rdea us a cost of n•~lnta1n1ng the banking sys tem, 
and so ul t imat ely aiverted i n l~rge pert to consump­
tivn tnroU3h t he medium of a i sbursements f or banking 
expenses . The r est t ends t o promot e pecunia ry capi t al 
LC~umul~ tion, whether l t be p~id t o i nsurance compan­
ies, Sf vings bLnAs , or to .ve~;ltny inuividua l r entier s . 
In eener~l, so long as f sienilicant fraction of the 
public r evenues is aer i ved f r om t~xes on consum pt ion, 
tnt. gre~ter t he amount of int er est pay•ble on t he 
.ublic debt, the g re~ter i s the s t imulus t o pecuni a ry 
Ct:jlital a ccooulati'on; for the ~aya~ent of such inter est 
tends to const i tute ~ 'tr&nsfer of inco~e from the 
loNer income grou~s to the upper income group~ of 
society. 

" (4) Debt retirement: 

11 hc t ua J. ne t expendi tures t'o r d ebt r etirement out 
of cur rent t ax receipt~ t end to divert na tional 
incorne from current consumpt i on t o capital accumul£­
t ion, wnen any s i gnifica nt fr~ction of the ~'ederal 
r evenues is obtt.ined from t he ttxes on consumption . 
!Jebt r etirement swells the vol UJlle of funds avAilable 
f or privat e capitbl investment. I f such additional 
f unds ar e made availcble dur ing periods of s tra in in 
the capltc l market s , the effects upon the national 
income are pr obablY favor able. If, on the other 
nLnc , de~t r etirement takes place pt t imes when a 
large vol~e of additional i nvestment f unds a lready 
~xists , t he effect i s likely to be 6 di~inution i n 
th~ o~tion&l i ncome . The timing End vol ume of debt 
r etirement a nd t heir rel~tion to t he national income 
aemand the mos t car eful study . 

" ( 5) JJirect r elief a nd l':ork r cliEif expenditures : 

"Under a bal anced budget, expenditures f or these 
purposes t end to promot e current consumption, end 
ther efore under conditions of subnormal business 
t<C tivity, they t end to increese t he national income . 
In important measure, under such conditions, tney 
r epres ent tr&nsfers of the n&tionHl income from 
meobers of the upper i ncome cl asses t o members of 
toe l ower income clLsses , or toe payment to the l ower 
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!nco1ne classes of nat i ontl income which mi ght 
othtH' I'tise not have existed . lhey should not be 
consider ed as true cos t s of government . 

"When t n'X revenues ure iMde4uute and such expendi­
tures arc financed by b orrowing, their direct 
effects are s trongly in the direction of increa sing 
the n~t1onal income . This i s true even if the 
3ecurit1es issued are sol d to bona f i de savers, for 
th~ l&tter in many cases would other wise. have mer ely 
not. rued t neir pecuni&ry suvings . The effect is more 
,.rllnounced •. nen the oblig&tions issued to firumce these 
expenditures ere purchaseo by commercial banks, f or 
in this case t her e is & nel exp~nsion in the volume 
of effective currency ~nd substanti ally no diminution 
in tne volume of funds av61lable for investment . 

"The inl.iir ect e f fects of deficit expenditures f or 
direct ~elief and work r elief ar e more debatable. 
I t is contenoed by some that o deficit so occus ioned 
exerts no net s t imulating effect upon t he national 
i ncome beccuse il inhibits 1nvd~tment expenditures 
of the same or even greeter 11mount by priva te business . 

"'lnc contrc.ry i s &lso contend eo . It is held by 
some th~t capital investments r espond f er more 
cirectly to 1mmedi&te consumption demands than to 
remottr psychological influences; ano t ha t the 
increLse in consumption Nhich is engendered by 
oeficlt spending tnerefor e stimul~tes c~pital 
investment . 

•Varying measures of truth no ooubt reside in both 
content ions as appllea to utffertnt p10r ts of our 
economic structure; Lod bot h mer it careful study." 

lio11 tnuch mor e you liot , Georee'! !io.v maey paces? 

I 've got jus t a ha lf a poge . 

O. K. 

"Borro·Hing . 

"'!he na t ional economy is affected not only by the 
sources of Federal t ax receipts , t be kinds and emounts 
of Federa l ~~enaitures, and the amounts of Feder ol 
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oeticlts ~nd surpluses . 
.::mrt.c ter of tne Clef lei t 
ln the ,Jrecedint, b' th( 
t' t!Urt>ments . 
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!t is ~lso influenced b~ t he 
flnbncing , Ln&, cS suggested 
tlmi tlt,. ~ nu volll!lt' of debt 

"!n tne Yc~rs 1933 to l'JJ5 , inclusive , the t:a tion ' s 
ec ".1omy was suffer1ut: from " s hortt !l e of cur r ency 
.ul:~,; ~a bec&. .. se o f tne pr e vi<>US dr tstic red~,;c tion in 
tne vol~e of bt.~ JE~oslts , t. r educ t ion occtsioned 
by the ;; ro&. t c.efh. tion of uLnK l obns . Unaer such 
cir..:~.U~Stt.nces , it w~:.s h1t;i1l) desirvble for t he 
re~,;Cri..l IJOVtlrtu:ellt, .iT. iS;,Uil'll, s~Ct.::"ities , ;;hetber 
f ..>r nc. .. ~..>ney or f or rc~fwluin~ pur poses , to issue t ne::t 
in •. ucb f o rm ar.d .. 1 th s wch o~ turities ~<s .?ould ~t rticu-
1: dy 1.. ttr1..::t ~n.= lnvestwent . 'l'he j)W"cbl.se t.y ' commer­
C~t~ b•~<s of Gover~~nt secw-l~i~s would ada to tne 
voll.lle of b<.ru<: ae.,osl t s . Und£r such circll!!l::t~.nces , 
it w:.s :t:. turLl , t n.:t•(;!'Orc , th:.t tl1e Tr easury met ll 

tu·t,e ,Krt of i ts needs throuch the oft'erine o!' short­
t .. rc s ecuritio>S -- in tnis cnse , 'J.re; sury notes and 
bills . 

" • little l ater , wnen the volwuc or bt.nk deposits •us 
rc.s~ortJ to 1n9 levels, ond it .i!Js desi r ed to t op por t 
~r tilt l~<t" be volume of iulc ~no friehtened investment 
funo~:> of institutions and ;> rivt. te ln..tivil.lu&ls , l ongcr­
ttr...- s t,;Ct,;.ri ties .;ere offur~u ." 

'l.,u t ju~t g:.ves S.;>me iueus o f tn" probl""' · 

1 just WL r.t t o st.y f o r Jl:fJ<!lf I tilin.t it is ve ry r efresn­
ing ~" t&.Ke " loo« t. t tnh buo~;ct from this lillgle , h nd 
I ' ll s<Y that in the five yerrs tn~t I 've been here ~e • ve 
nev~r looAea at i t frolll tha t angle . ! 1 m t al&ing just no~ 
for my:;elf . ·:;e g c t oJo,,n to 110 .. mu-:r1 w .... hac& off •::~:llsce, 
.Jr u;~ .. xu.::h uoes tne 1 r my ncea, s o forth a nd so on . And 
I tnil".A I cC~n incluoe tne Presiueut in """" I •m s r.y lng : 
tut.t ue ' s neve r taought of it from this st ... ndpoint . 

1 m~• n i t gets uovm t o ,;;;r rymhnuerlng - nn expedition 
ou the Hill . I mean I t old tht: s t ory lest night, which 
is as good " s t or y as I llno.v of to i llus trate tnis 
p~rtlculur ~oint - the ~tory ubout tue 40 milli on 
uollar s ,;e collecteiJ b yea r on the t.~o-cent t &x on 
Colccks . No .~, it wasn't consioered t nut - does th• t 
nelp nation~l income or uoesn• t it, but it go t Jown 
to u point th&t t oEre Hts ~ c r tLmcry in Bob Coug~t~n • s 
uistric t e nd t his fellow huo to bire " 6ir l , pliia 11er 
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a couple dollar s a week t o toke cer e of these checks . 
It wu s very annoying to tnis f allow. He made Bob 
Ooughton 1 s life miserable . bo Bob uoughton came ba ck 
ond sai a , "No more cneck t a x ." Vi e lost 40 million 
Cioll l\ r s revenue . Yle los t it . Bob Dough ton says, "I 
don ' t car e what you na ve ; I won ' t go along unless y ou 
pr omise to r emove tha t 40 mill i on coll a r tax on cnecks . " 
By Goa, IVe did . Able t og et our pr ogram through . SuJ)~·ose 
if I got somebod; to p~y t hut fellow to write those 
checks, I coula htve saved 40 million collars . But 
tnat ' s tne kina of - th~ t • s the wGy a r evenue bill wes 
m£de . nnd the r e isn't ~ s~uorer f e llow on thE Bill then 
bob liought on . 

Eut r me&n it ' s never consiJered, is 40 million dolla rs -
will it ,:H'oouce f our billion Jollllrs .vorth of na tional 
lncrJLll: , o r ls it a i;OOd t vx o r is 1 t c bed t~:x? But it 
ju.t Wl>S "- nuis:.. nce t o one little t:reamery f el low in h i s 
<Jlstrlct . It ' s£ tru& st<>ry. 

[ t •s c wonderful story . • • 
I t' s ~; true story . il nCI thb t ' s t h" way these things work 
o ut . But if a fellow - I hope tha t you gentlemen will 
be ~ble t o proceed h .s t t<nough tha t the philosophY which 
.ve are t a lking a bout wil l b e uble t o be introduced into 
the Pr~sident• s budget message, bEcause I tni1~ this is 
great .3tuff . As a mLtter o f f act, I sho.,ed the Presi­
Jent H&us ' s me:llor t ndum o n Vth& t you're working on t oday, 
:.nu ne .v:.nte<i the s t s t ement for ais Frioay press confer-

ence on tuis . 

(He&rtr lbughter) 

.. na VIe all triea t o do it ~nd I " '-sn't satisfied . :ie 
nt. ven•t given hi.JI anything . But he ;·.~ nte<i to announce 
tills committee ,.nd l<&nted t o t blk about !' hundred 
blllion aollars and wa nted to shoot tne Ytor ks rignt 
nwt.y . But I don ' t think .v e • r e r eady . But he was Just 
crazy ~bout i t and he wanted to pop it right off the 

bnt . 

But t his - I Jus t want t o SLY t his , Just talking for 
myself e nd I think I c cn say, because of the way he 
grabbed this t hing t he other dey , it's - it ' s ver y , 
very worth Rnile . Explor e t his to toe v ery limit - ! 
mean Just t o s ee .•O-' f~> r 11e con go in this t hing . And 
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this - Hell , I mean it gets down to - take the surplus 
t a x and the fight .. e wuged on tbnt . Now if we bad 
figures to s ay , • We l l , thts will produce ' s o much no tional 
income ; now, gentlemen, this i s why we want it, " e ' ve 
~ot to get i t f or t his r euson, 11 we can build uo public 
opinion, because by t be t1t~e we try t o explain· t his 
t hing to the ma n on the stre~t , it ' s impossible, but 
y~u can e xplain that . 

You see, i t' s so inte res ting - I mean suppose you 
tr~msf~;r tbis one from nere t o h.:re (indicHti ng on 
,;n~.rt) • 

• aiJ is the mos t exciting mor ning I 've had in P l ong 
tt ... e . 

Xou ~au two billion dollt r~ to tne nLtio~l income by 
tr~onsferr ing from Z t o X. .:Oimpl) ano ther question of 
d ii'fe r entif.l velocity . 

Tbls is the most r efr eshing morning I 've had in a long 
time . 

I d rew tnis t bing up on Tbursdlty . I've t clked to one 
or t wo business men just a bout the principle of the 
thing , 11nu tne r e action l s s imvly astonisning . \'/ha t 
is need ed is a lso a program of !>Ublic educa tion that 
"'ill & et some o~ tnese people convinced; beca use it is 
so r eassuring t o kno" in the fir st place 1t c&n be 
uone , in tne second pl&ce t lu. t it ' s a scientific problem 
t o f ina out ho* to oo it. 

I meun I a pprecia te we • ve jus t turned over the first 
spadeful on a new builaing, but I just went to let you 
know how it a ffec t s me . 

Th~ t • s ve ry encourbging . 

Wha t? 

·• .., rribly encouraging t o me . 

I wa nt you t o know bow it a fl'ects we . 

Well now, this fifth point, Mr . Secreta r y, is simply -
I'll s imply tl&no it t o you . I t ' s a statement as to now 
.ve ::ould go a bout the pr obl em of find ing out the effect 
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of fisc•il o~eratlons outsiue t.ne budget . I don ' t 
t~inn I neea to r er.d it, because it• s 11. statement 
01 tlOW you woulo pr oceed if you w er" going to begin . 

Go on. \"/ell , all right, you ' ve got enough copies 
t o &o around . 

~t:e~l : .ie 1 r e per suaded that A very l arge are< exi sts of 
possibiliti es outside the budget, r nd they're terribly 
i oportant, considering any totel picture . 

g • . Jr : 

3\1'..1: 

H.' . J r : 

t\<J::Il : 

l illy don • t ;;ou r ead this out loud? 

;,iu:.li I? 

~ 11- yuu ple~se? 

~>11 right . 

"'fhe effec t on IU1tion~ l Lncome of fetier a l fiscEl opera­
ttvns outside the bud~et . • ' 
"Tnis proble•D involv .. s t.wo so3p~1·ate set s of considera­
tions, 1) how can you got tnt: mcximum effect on national 
income of " limiteJ '.u&ntt ty of direct federa l expeodi­
turt:s, ~~ ,;hst l)rocedures 1'111 1 be 11ost useful for this 
~:nu? 

"'l'he stuc.y .of to.l:; jiroblem will involve s everal s t..;:es : 

• a) Listin; of feder&l agencies now conducting fiscal 
operations outside the buagat, and collecting information 
on the: manner ana extent of tnt:ir oper<. tions . 

"b) hnalyzing t ae way these agencies oper a te, end 
~ossibly developing several different classes according 
t o the effect of their operntions . 

"F'or example, F'.fL A. largely is limited to facilitating 
(through pooling risks) the direct investment of priva t e 
fw1ds . F. C. A. sells debentures on the open market, and 
i t self invests the f unds . It receives some appropria­
t ions to ma intain low rates . o.s.a.A. depends on annUbl 
a ppropris tions to subsidize below-the-market interest 
r a tes . ltha t are the effects of e ach of these alterna­
tive meth:>ds on national incooe? Whet are the effects 
on the credit of t he Onited States? How far con each 
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sucrl method be expand eo .ti tnout future d r ain on the 
feuerul treasury? 

" c) Summtrizi ng the extent o f oper a tions of each class 
.. nd t heir tota l e ffec t on the economy , in compc rison with 
~i~ect f eaeral spend ing . 

"a) Stuaylng f eder al fiscl.tl auencies which noiV oper ate 
,·;itnin tt1e budge t , selecting t hose :thich mignt be shifted, 
in .thole or in part, to out s ide-the-budget position, a nd 
"ev~lop1ng for e &ca such agency t be methods of opera tion 
outside toe budget :thicn seem most appr opriate for its 
.. ct1vit1es . 

" l:.x~:lples of &gencies tha t r.Jight be shifted include the 
Posj; Jffice, irr igEt!.on ~tnd p011er districts, T. V. J..., 
il . .c:. . l •• , :tur£>1 3eaabll1tntl.or1 loans, Farm Tenant Loans , 
ton.:! ac.,uislt.ion &nd hJmin1str ~t t1on of national f orests. 

" e) St-l..t) ing desirable now public f i scal activities tha t 
,ulght be est-.blisheu on ~.t n out:1lde toe b udget basis , and 
uevclopll'l{! the 1nethocls of <Jper a tlon which would be mos t \ 
&.ppropriute f or e .. ch . 

"Exa.JlplES incluae tne vroyosed FeJer~ol Rlii l way E.quipment 
.;o r por~:.tion -.no Toll .~o11d i.utnorl ty . 

"f) S~~rizing tn~ extent of operations possible under 
u} and e) , ana tae effect or suca 09er eti ons l) on tne 
n~tionLl e conomy , Z) on tae f ederal budget , and J) on 
tne f uture cred it of the Unl.teJ Stt. tes . 

" hs these sever~l s ta~es of an&lys1s a r e completed , 
inter:L:n reports CliO b e prep&reu on tne signl.I'icance of 
such oper a tivns , &nd ~s to possible or desirabl e exten-

sions ." 

J u s t excuse me - I ' ll t alk to Mrs . ~orgenthau . 

(!i . l1. J r s t eps into .VIAS II room) 

'l:iu t r ailroad e <Juipment is another t hing , of course, 

tha t 
Isn't it true, ~r . ~c~les , t~t tbe English Government, 
perhaps other governcents , bsve pro t ec t ed t heir own 
federal budget 6 goud aecl b) doing those very things? 
'J. ne) 've d .:me things - for lns t t.nce , I know, in some 
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~~s~s , gUEranteed int erest on bonds, but not the 
prin~l;!&l ; guar t.nteed interest for c. c ertfl in number 
o f y e~> r s on these c,u,sl-governmcnt~ol activities in 
oraer t og et t hem sto rted . '."/ell, vte 've tried tha t 
ln this country but we 1 ve u~uully c ome to g rie f on 
lt bt.cuuse the corpor ~< tion comes t o g rie f and Congr ess 
ut once feels s orry f or tncm t<nd pr oceeds t o gua r a ntee 
tt1e whole works . 

tf - go 1..head . 

Of course, .-e ' ve go t t o a void gove rn:nent coopeti tion 
unless t hey 're going to usurp entirely t oe fie ld t ha t 
they 're going to compete in. Government expenditures 
Hhich compet e with privGte expenditures , of c ourse -
I C~>n ' t i oq;ine &ny exptnaiture tlut does less to 
increus~ the n~>tion&l income than t het t ype of expen­
uitur e . Tht. t ' s the one type 

Ltlc:.. us"' noboay kno>:s ho~ f t.r i t' s goin& to go . 

I•'or f.very coll a r tne Go v;, rrunent spends you may likely 
CLuse v l oss of tHi Ce AS much in private expendi ture . 
'lh;. t ' s cert~inly ;~ossible . 

l til iM th!>t ue 've ove r lool<ea .vm.t •e might have gotten 
~s ~ result of lever~>ge here . I've been stressing 
lcv~r~&~ f o r a long •hile. I 've been over her e trying 
to ge t for et.co dollr r of cov ernment expenditure - t o 
tr)" tog et a multiple exp~.nsion of that. 

Tlu.t• s y.>ur top llne over t uere . 

Yes, that ' s right . nnd I uon• t t nink we •ve commenced 
Lo explore tna t fiela c. t ~>11. 

'ol ben you go outside the budget, your multiplier mvy 
be eight , t en, or t .velve . In F. H. h ., for exa mple, 
yo ur multiplie r is ve.ry nigh . There , of 
course you ge t int o the bottle necks ; yo u talk 
hbout your skilled labor. Of cours e , I d on ' t think 
there i s a nytning especinllY ne• .. in this , !lr. Eccles . 
It • s set in t e r ms of t he whole picture . I was try­
ing to show that it is r e l e va nt . 

llell , there i s thll> much new about it, tbe~ it's com.ing 
in now in en orgcnized Wt:J.Y; tha t if the buaget 1S 
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- ~vr~Lcneu f r om t nis s tandpoint, as t he Secr e t ory 
~oys , it .1111 b e tne fi rs t t l111e tn~:c t .. e •ve been 
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l• bl <- to e ven g 1 ve any consi ue r l' t lon to 1 t from the 
s tumlpolnt o f jus t in wha t w~y this ex,>enditure o r 
tnis tux l.s going t o !urlue nce nb t ionf.l l incotne , :1i1ich 
is <t l'te r &11 t hG i1npvr t:n t t hing , :.nd it ' s tne right 
spprOlJCh; y e t it ' s the f i r s t t ime I think it ' s been 
tp,>ro~ched in t na t Munne r . 

( :5ecrett.ry r eturns) 

Are you - bm I int er r upt ing you? 

I ' m all tnr~ugh • 

''"" t 1 w6nteci t o s &y on tnis thi ng , i nasmuch as you 
;Jeople a re m~kin& such good nec;dl~ay - I'd li<te you to 
t1~e on so~ethinz that 1 have n ' t been able to cra ck f or 
fi ve yea r s - be '"orth doing - fo r five yea r s ; befor e I 
came here ..-i th 'Jr. Roose vel t, in Al bany, for f our y ears, 
we t a l ked a bout ove rlapping t~xes , Fede r al , s t a te a nd 
munic l pal, and >~e 1 ve ne ver done anything a bout it . 

No\'1 , my is it a 1' tscc. l policy? I 111 give y ou on 
illustr £ t ion . ~r. Str~us nus been bedevi ling ~e , 
t'lght fully from his s t aoopotnt, to .;et an ans.-e r for 
ni•n l ttL t ,;m tne ~J percent tne co.ltLluni t y - can t hey 
;;o t.uebo &nu sell tho t locL lly , because i f t ney sel l 
it loctcl!y i t ' s t"tt.lly tu.t-~xec,.,t, if we sell it for 
tne.:. i t ' s subje::t to t M: surtfx . I h~ci a clThnce t o 
... ention i t t o t he President yes t erd('Y &nd lle s ai a , 
"~bsolutely , no . " out I ' m givin& him a f or mal 
~e~ort.nduo, bect.use S tr~us says e ven i f I s &y, •No ," 
ne cr.n 1 t, unner tne locol tlo using ~outllor 1 t y - t hey 

1 
ve 

.;ot l rif tl t t o sell t hem brtyw~y. {:hicll brings up the 
voint tnu t if it ' s done locf.lllY to~re would be dJJ 
lJltllion dolla r s wo rth of bono s solo wh i cn ;,ould no t 
t.P>'t.~>r in the buuget . ·:e 1 d .,i v~ tnem t he velocity 
t es t : i s tn&t s ooetnin& .vnich i s g:ooc. or which iSn ' t ? 
.knd 11e might go t u the Preo; i dent and s ay , "Not wlth­
s t uruing your message on tux-o~xempts, tnis is s uch 
u wonderful tni ng , adds so much t o the na tional income , 
a nd they're entitled t o the t :.x-exemp t fea ture · " 

JJUt i f it's a loca l thing it ge t s t nt::> this .. ilole 
-.uestlon o f ;;ne r " 11e shou ld l ook f or add itional 
revenue . '.'.tell , if you 're going t o t e ll us, •llell"now 
JJ or 40 per cent of your r c vunue i s aefl&tion~ry , 
lo t ' s say - I oeen I ' m jus t using tha t for a rgument ' s 
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St.>te - then you ' ve sot t o look f or new sources 
1nu then i f yo u look for new sour ces maybe >le ' ~e 
uoing to go ove r ~ore into the stuf f t hat the 
.,t::.tes and .:•unicipolltie:~ art! t aking, or .,e s houlei 
relerse this a na ve sho ultl rele~se tha t . 1-nci if 
Luis group woulu be will1nt.: to t uke i t, I'o tike 
to u wn.J it i n t •teir lup os u fi!lco l pol i cy , because 
in loottlng for ne,y s ources - d1scurd1ng pr esent 
revenue , we 've got t o loot< f or new r even ue , .;ood , 
'b· "' c:.nJ indifferent . ..nd nobotly f or :.lr . Roosevelt 
ut s e ver :H. t <W•7n an.1 t < ckl"d tnis o.,ues t ion of over -
1< ,,in~ texes, E~~ !t1 s on~ of tne big t nings f eeing 
toe countr)' . 

t:o,,, t.1'!.s fello\'1 Toll - is tnt t nis name - out in 
vntc~~o beggea us t o 00 i t . I 1ve tal~eu to nOS 

:.g .ll t!~e <on" Ell& in . bl=> 1 ns .v<:r is, n,·:eu, Henry , 
:.r.:: t~:ne Y,) t: t;::> : !"'to such c:. <~&eti.ug , m"ke up your 
1~in1 J .>u ' r e goin,: to l.:>:~e y»ur sbirt, becFuse tney •re 
.;oirot \. ~ tr ire mor•e ,liLY fro,n you thHn you ca n give . " 
..,~ wt " " r :J ,md ~nu r ouno unu rounu ~c.nd we naven ' t 
c o t ! 11! ,v(lere . 

Nu.:, lf Mr . Delu n» w.Julei bt~ wllUng tha t t nis g r oup 
lo ll.l tne r est ol' you tLt<e tuis on, l t wouid c er tein ly 
lJe uoii~ tne country , I thlnK, 1 g reat service, :.n<i 
l don ' t se~ ~ny it doesn ' t fit into this ~icture . I ' d 
li>ttt t o tlet.r i t aiscus:~ed , b .. c~use certt<inly I 1 d li.te 
in toe next t.vo yea rs t~ s~e sorneoody t &ke nold of 
this .vita t .vo fists t nil u " this dnu of" Job vn i t . 

.. el . , I tniM it ought t o be aone by someone, but I 
£lso a ,ree .:i tn you tn:. t 1 t ' s loE.acd :.1 th dyru>mi te. 
I llle&n~if yoU jUSt said- let it te knosn t lu- t you ' re 
mcidng s uch a stuoy , y"'u ' d ""vo; tht~ er.tire t iling in£ 
s t : te of friction. ,,nd t nc stt tes won 1 t gi ve Uf.l eny­
tnint; , < nd as you s~y , tney ' re eoing to try to g ra b 
more t nan t ney g 1 ve up . 

• e l l , l et me • . . . 

'let 

I 1 1l sorry . 

'l.et tau t's not •m a rgument t.gt-1nst '- s tudy. :.here' s 
no 

8 
rgu:aent q;tinst .lltl: tn,; a t h>roUib s tUlly • Tninking 

;e»ple in t ne stutes must s .. e ttu. t t her;;, ' s got to be 
~o ~ tuoy of thiS ~uestion . 

-

• ' 
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·•~ll , I !:lean, tt.ke for extnple tntl collection of 
&a S.)l lne tax . If tue ~'eden.! Government coulo collect 
~ild g~soline t a x for the s t ut es a nd tnen r eb~:te so 
tht.t tne Lig compt.n1es aoinf u n& tionel busines~ 
u LJn ' t na vt! to make o ut 4c! r etut·ns a nd do all the 
p• pcr .vvr«, .-:ny , th;, st vlnz~ to th.;se co:nj)!lnies would 
b-. S<lo~ctning ,;nor :nous . I 1 w j us t ~.tslng tna t ~ s nn 
.. xtmple . 

.. ., .l ... t'" kl«ing cbout thut . It ' s very e ssential. 

Ju~t .,nJr oous . hOJ it ' s ju~t ~crfe~tly silly tht t the 
~J~;.<nies- tne) 1 Vt. .;;o t t.:> ru. ve l~eyers , got to have 
u..:counthnts, got t o h&ve e vcrytn:nt in eaco sta te; then 
~,,._y ou.v" to •jo it for toe Fc<.!trul GovtJrn;;~ent besides . 
J.r:-. the Fc.;~ert.l Govtorn.::. .. nt could do 1 t ~ t toe source 
u:.u , .. k,Jtlncting on 11h~. t e ach stl t e ;~en teo, it could just 
rubt.tC it . 1ie 1 o S<•V" m1l . l onM 0 1' oollars . 

I tnln•{ th~ t thu t is just ~<5 l m11o rt"nt ~n item ns 
thi~ . J.s & ma t te r of fuct , I thln:< one is a corollary 
of tne o ther . I don ' t thtnk tha t it is possible t o 
ua•l<e ~on int elli gEnt upprouch to this whole yroblem 
c.purt rrow the r eht.ionsni.il of Feder ul t "xes and s t ate 
t r. xes . 

Tht t ' s the point. 

I just ~Jn' t think it ' s possible . The national ~ealth 
~s n ot e..,uully di villtoJ. ~occor.-1ng to s t~o tes. We know 
thh t . hnd it ' s be~n ~y i dea f or a long Kalle that t.be 
inherit:.nce t :.x ar.J the incooe t £>x ~h.)ulV. be solely the 
,rerog~t~VE Jf tht Fe~er:.l Gov~rr~ent , t~t it :nukes n' tens~ t o s r.y t~t bcctuse 6enry Ford live$ in the 
s t.~ t"' uf Michit;t.n tho t the s t.l te of l.licnit;f. n can t Lx 
h~J ... nneritl'nce ,;.,. tn .. r-'• ;,,~om uts 7eolth ls f r om all 
ovot· the Uni tee .; t~ t~s . Thcr <l t re s o::le stf tes tha t 
11<• ve :. hi.,;n inn"ri t o nee t~x anu so:ne s tu tes heve no 
lnneri t~;~ nce tux . 'fbe stme thing is true wi t h the 
inco'lle t c x . People lee ve New York a nd go to Floridu 
lJec:.use Florida o t tne pr<.Jsent time s ays , n•,;e• ll hllve 
no income t ax . " It ' s 11 hell ol 11 note Nhen ll c itizen 
con shift from one ~l11Ce to the o ther LOd ~void tha t 
type o f t &x • 
.. nd. it see!!ls to me .• e col:.l..1 control the s tt tes in tais 
th.!.ng if you s .. y, •Will you g ivE: up this t .. x? You ' ll 
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,:~ ttt so much buck in the t orm of road construction 
or ln this field - educutional fiald, or in this other 
fltolu" t hat t he Feder&l Government can al loca t e bnck 
t.:J thew, if ttley ;vill not wi t hdt·aw . 

! tnlnk, ~arriner , it ' s a pert of the thing, because 
I don't see - ;~ell , t ake your payroll t ax ; that ' s 
your bes t ex"-l!lple - your stttte a nd Federal. If we •re 
going to do this thing, t nd instead of havi ng t his damn 
fool !Jorris TrellWine all tne time shooting &t us - I 
mean we 1 a have an nns.ver t o him, and ;~e s illlply say, 
• No·.: nal t '- minute, ·•hat you' r e t alking £bout - this 
eit.h .. r does or doesn ' t fit into the whole national . 
picture . • .hnd tills •vay - of course, I campaigned with 
uiro six years ago, I don ' t went to burt his feelings, 
! don ' t want to s ay anything , but I - I think ••• \':hat 
uo you think, John - I mean aon •t you? 

,,ell, thi.> is right t..l ong the lints ·ye have been dis­
cus sing witn Ros !.!&gill 1..bout getting - you remember 
11e s et aovm the n<>mes of inJlvluuals who are familiar 
.vlth this , b oth Feuer"l anu stute , hnd worked out a '. 
comta1tteu ::>r gr oup that woulu ~tudy the coordination 
of Feuet'll l bOd stvt e t axes . I think that is highly 
desir !'ble snd I 1m d elightE:d 11ith this approach to 
tnis i.>u->ge t situntion . 

but this approach in connection Nltn wbl.lt is defla t ionary 
:.nu ·vhnt is lnflstl onnry from the str.ndpoint of t axes, 
I JIOt.n, ::no tnzt "e ' d c.pply tne sace rule to s tatm end 
munici.,>ali ties? 

;/~:11 , I • ve used tne expressi on severel times that .1e 1 re 
just in the process of cnnsing our tail ar ound every 
time «e need more revenue end we run up ~nd t ax something 
Ni thout any idea of its implications or impact on the 
economy as a whole , jus t as our capital stock tax was 
put on becausE: we needed 15J million dol lar s of revenue . 
Never gave a thought t o the abili ty to pLy, because that 
thougilt doesn't co.ne into it . Your corpor ation pays the 
tax whether you earn or not, so your deficit corpor a tions 
are paying whether they earn or not. 

What do you think, Wayne? Would you add it? 

I •d certainlY add it, :..nd I think it' s - this is the 
first semi- intelligent discussion of tnis subject that 
I've attended since I've been here in Washington . 
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.- ,...7 
.!. I) 

Geor ge, e.re you equipped t o contribute on tnis thing, 
or .vould you have t o cull in speoibl people on this -
1f 11e took in this overhpping t axes? 

I think, lAr. Secretary, on this whole problem tha t we 
vusht t o have at another sess ion - the pr oblem was set 
up t oday; the nex t j ob is , whe t type of organization 
co you need to do it? You see , ma ny of these problems 
a r e v ery e asy t o sta t e but very difficult to work out. 
Hv1:, my s t sff as pr esently const1 tuted has some very 
go.xt men in there, but it ftould mean - it would Just 
bury t helll oo«n wi ttl a ll this ~ r.d cut t tl em off from t he 
r&gulEr Tr e&sury actiVities . I don't tllink NO want t o 
co tha t completely . 

lhey •re useo ~o th~ t . 

•hey 1 r e used t o that. 

As l ong a s you cut t hem oi'f, we fe el happy. 

"ell, e.s fer as I 'm concerned- I mean you 1ve got a 
oeaoline here f or the middle of December if you want 
t o introduce t ills philosophy in the President ' s budget 
mess&ge, so I'd say cut loose and put everybody to 
wor~ on this thing. If there are people a r ound town 
tne. t ce.n help . • •. 

we ' ve go t to draw some in. 

,:e can either ge t the Pr esi dent or llr . 
somebody - get a little chit: "Release 
:~hoever it is, so he can do this work. 
done, can' t it? 

Surely. 

Delano, or 
this man• or 
That Clill be 

I think I got this . I think I ' d like to include this 
thi ng, beceuse we •re only t oking care of - I mean •.•• 

Wel l you :moa ther e ' s one thing, Mr . Secr etary: you 
con't haN-boii a n egg ln two mi nutes by increesing the 
fire under tbe pan . 
flt.it ~o minute . I don• t ,mow .. lle ther I like tha t or not. 
nnere uo I collle in on tbis? hm I tbe egg? 7•a1t a 
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IUJ.nute . ""•n I the fir e or t~1e egc? 

':{ou• r e ~ae fello1~ th<•t Cbn )JUt thE fire under the v<>n · 
tona I ' m afraid tha t yuu'l. t .nel t t he oot a nd t he ee;g ' 
Hll t soon be soft . ! t hink v:e ha V tl t o s tucy procedure 
u li t ile bi t on t hls th int: i n or uer no t t o t ry t o m11ke 
nr.st.e t..>o r ~.st . Thto es~entln l l og i c of this thing is 
very simple , but yo u huve t o cur ry .ti t h it, 1 t seems 
t..> .ttl , not ~nly the convictl..m of the t<iministn. tive 
orar.cn, but of " l ot of ::>iht!r t t!:>ple t s "'ell , together 
~ith ~ cert~in countLnL~clr.!l of its purpose . hnd if 
) ou •re Joing t o go lnto this ttx t nin&, )Ou1 ve got t o 
~"t it \..j) .:>n such L bt :ilS tnr. t it uoosn1 t seem t o be 
~.>t·bitl'H'Y • I don ' t ;tno . l\OA th£ l'est r eel , but it 
~"" ~.~ to mt t ne mos t ,;e c~< n do t nis mol'lltog is to agree 
t., -Lit~ " ;r..>pos:?. l cs to ao., ~£ 1 :i so Lbout studying it . 
J.ou h.,;Je thr:t :;ou1d t;tt rt:3ultJ b; the mi .:idle of 
uece.ober of ~ oefinitive cht.ncter. I ' ci be tickled to 
(18[ t n if ·.e 1 ..i eet tnt;;Q ,, ~eu r from no.v . 

I 1 on t~; lking a bout tue philosophy , introuucing the 
ph tlo so phy . 

It seeons terribly import~nt Nnlle t he President now 
feel s ,;s be does ubout it t nJ wa nts to «P!>ro&c h titis 
to1lng, th; t if he in his mt:!!ltge - he can do mor e by 
th· l t n; n:essuge t " gc:t the tntire ;>ublic discussing 
tois ~ot~pro<.~ll than 1n any v th6r ' " Y. 

'l rue . 

, ru t:t:.,.t ro u:u ,u:l:> us in )ur further .,ursuit of tnis 
thlrl£ · hn'- ~s you s Ly , U' y.;u csn gEt it in a ye~r , 
l'l1.e - or ,., . ., yeEr:< ev~n . But yo~o ' re n ot going to ge t 
i t , t "ll unless y ou fll' St e_;,t ~ rt!coenition of i t on 
to" p1rt of the Au~lnis ll'~ tion ond tn~ t~ublic; lnd if 
tne Prt!~iaent s t Er ts ou t, nt blu~es the tl'&il for u s , 
tmm i t ' s goine <;a b<.: a at rn sight easier t o follow 

u p . 

'/1.,11 I misunderstood tll e l:iecrllta ry a little bit, 
becu~se o11 

m.;vect froto the t cx muttel' t o December 15, 
.. nJ I wr.;; tying the two tog e the l' . 

1 misuntierstood the Secretul'Y too . 

• • 
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No , £>11 I was trying to s~y "'"' th& t in his message 
snould be introduced this new philosophy . 

::e .:>1Jl$ht t o be fer enough so tnt t he can .••. 

<.lh yes . 

Tht.t. ' z :..11 . 

Th~t certeinly c ould be done . 

,. "9 _ ... 

'l"m. t 1 s all, and I'm tnrow..1.ng into your lup f or consider a ­
tion toduy tne .,uestion of .vheth(;r this group couldn' t 
i ncluue in its stuay the ~uestion of overlaoping tcxes 
wnlcn Llso should be a )art of the message . · ' 

Part or tnE. mtssege a na tne philosophy . 

Bec~ust i t a ll goes t ogether . 

1\nJ it .:~l:l:>ula be mort: tnan saying Just "Let• s s tudy 
~n ts t hln,; ," whl.;:ll i s what Ne 1 ve uone before; because '• 
y ou •v., J utlineo:! & pattern ha re which gives you some 
pl~ce t o go . You wa nt to see A'here the impact comes 
t•nu ·:.ner& it .•.. 

:.ell now, nu ve .ve gone ubout os f&r as we c&n t oday? 

.. ell, I think .ve cc.n just r efer in passing to nUDber 
six, Mr. Secret vry, becLuse n~ber six is the question 
of ~tutying the buoget to see &t whe t point you can 
&et fle~ibility, ~:.nd ttwt• s en e>.tre:~~ely intricate 
subJect tlt::t I tninit .e ctn only report on briefly 
t od<-y to tne e ffect tru .. t -ne ht. ve found that 1 t is 
lntrlcbte and tru;t prob~bly sonvtning can be done, 
ho .; ~auch we don ' t knou . 

Is tn~t about right, BLus? 

That ' s ri&nt, and on thd expondltur~ side I think 
th~re is no doubt a grea t denl of I•Ork can be don e 
in ;~orking up a whole portfolio or plan of expendi-
tures in a dvance, which is uv~il&ble to be t apped , 
benring in a~ind tne relationship between the stt t e and 
local gove r nments and the Feder a l Government in partici­
rution, tnd so f orth. 

The engineer!ng anci leg&l pl&ns should be dr&wn as wel l 
~s th~ f~sc~l plc.ns , nith rt~pect to~ l o t of stuff . 
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:-low .'ltUJ t else, Mr. felt•no? 

'-'o you wan t t o t ouch on numbe r seven? Tha t ' s the 
transit i on a nd t he t t ml.ng . 

1.ell - y es , wel l t 110 t of c our se ls - tha t ' s ;:~ soo•ewht t 
~ver-t ll tying t ogether of th~ t hing , and it i nvolves 
ihe ~uestion of not r educing expenditures too soon and 
n ... t r.;Jucing t n e wro ng kind of expend i t ures . Ann ther e 
: .. - .ve 1 ve d one soCle stu...y on tnis before, and t nis 
il' .; t ••E>td: :got ~urrie t.nJ sdve r:..l others »orking ofitb 
uia. ~noJ •e 've go t ten out 1.lre: dy <.uite a nuober of 
clu rt~ snohifl6 ~nf< t<ffect o f timi~ , sno.ing tne 
~.o it'f~<rel t tyjles of ex;1e1>diturc going b&ck t o ' 25, 
: '"" _ t ' s brouc;ht fortll so:::c v e ry , v ery int e r es t ing 
r~&ults . I ' ll ne ~l&u, l.f tt tnt ntxt me e ting >ou tre 
intet•este" in going into tn& tning fr rtner , t o bring 
so~:~~ of thes e c h<>r t .> o ve r t nu to snow j ust "'ha t bas 
lllj)!)t.nc u tnu ho,.,. 1.e tJECo e mlsil kcs , how tney s t~nd 
r tght ~ut , an<.: h~N t!.e .., ues tion of t iming • nd t he 
wcthotl of tre~ting thls t hi ng i n the pt s t has been 
guess wor ..c, as v1e know, oJ: course ; tha t •:1e jus t 
JiJn •t ~~proech l t fro~ tnis s t undpolnt . 

llell no.v, let ' s jus t s ee v.hut - I t hink t hi s 11as a 
coou meeting . I <cno;; I g o t some cncourvgemen t, and 
1 ne edeu i t . Let ' s see, t nls next .. eek is elect ion 
.. ee>t . .'1oul<i yo u ,eople "'""t t o ::~e .. t on Fric&y? :.ell, 
1<. t ' s see, Fr iosy t he 11th 1:. .. rulis tice I:ay , but I 
.• or~t j us t t ne s;: !l!e . J r NOuld you .nmt to mee t :.!ondfly 
tne 14t h? 

I t' s l.m.:ln t e rial. .'/hr t do you t link, J: r . Delano? 

:.londvy s ui t s me as ~<ell ••• 

•·ell , it ' s just • ~uesti ... n oJ: 

'.I he - I .. . 

:.l • .mu<y wvulct be bette r f or me, /.l r . Secre t a ry . 

:.:ond:..y t h e 14th . 

It .. ~ulu be for .ne . I lwu 1. p1·e vi vus ensagemeut 
Fr : ... ay . r ~,.r ,.ed t o go do.m t o Atlt>nt &. Eu t I'a 
U .te t o get out of ttwt; I 1d j ust r.s soon. 

' • 
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il\llll : ! huve lln est~< te* meeting on Thul'sdsy and Friday . 
I can come i f th&t • s the best d&> fol' everybody else, 
but .... 

ri . :J . Jr : 

'l d : 

!.eeles: 

Jerl : 

tceles : 

H • .! . Jr: 

H • . l , Jr : 

:lWll : 

d . .. . Jr: 

Ruol: 

aaas: 

t! . !.!.Jr : 

1\\C!l. ; 

* 

No • No, t hls is - we 1 11 tu!ll<e it Monday the 14th a t 
l J : .l5 . :.t~tc , see th~t ever> body gets ~ formr, l notice, 
incluuing myself . 

Yes, sir . 

Yes . l'ihs t is tnis now - you s ay this is llonday? 

Aond&y the 14th, 10:15. 

~>rme time . 

! s tna t e goo a ti•ue? 

That' s fine . 

Ought t o have a l o t of stuff . Tnis is all very 
r efr eshi ng, bec~use here I ' ve got this picture of 
the j)rt:sent budget, and, looking 1 t it through my 
olu eye-~lasse~ it gives me s stomuch ~che; maybe 
tnrougn the new gla sses furnished by this ~ommittee 
it moy looK c little rosier . 

I wonder what we ousht to try t o do, !lr. Secretary, 
b)l t 11o w eelts froc now. 

I ' d SIIY c ontinue what ;rou are doing , only get it more 
fuctutl; t oke that thing (lnco.,e , elCpenditure, and 
velocity chert) and get it aoan - get some examples . 

I 'II onder i f it would be possi bie t o en£lyze last 
ye&r ' s budget from that point of view - just an 
approximation- where you•ve got t co~plete record . 

rleully don't l<now until you get into the job. 

VI ell, would you mind, /lr . Ruml , sort of going into 
a huddle •ti th George now? .Vhnt? And then - you 
fellows have done so well th~tt as f ar a s I ' m concerned 
you fellows get into a huddle and ta l k it over. You •ve 
go t two weeks . 

;.but we've done is essy ns compere~o whet ..-e do from 
IIOK On . 

Not clearly understood; might be "Stbndar d" Accor di ng 
t o '1/ho 's Vlbo Dr . Run! is connected l'lit h two Rockefeller 
philantnropies. 
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ObJect1.,. of poliCJI 

I DOl' .... of aational illeoM, production and eiiJ)1o7Milt 

lnYett1p.t 1ou requ.1red: 

1, ,AJ~o~U~t of aat1oaal illcoM to 'ba.lance 'bwlcet 
(a) A.t Wterent price leYeh 

2, -=t of natioaal illeoM w1 t.h tull e~lo)'Milt 
(a) A.t different price lefth 

}. Pr11lc1pal bottle necks ~r 
1, A.boTe 
2, A.boTe 

4, lttteot en nat1oaal illcome of pr11lc1pal budget 
ole.od.t1oat1on• 

6. Po•e1b111t1•• ot 1ncreaee4 tlexib111tT ill 
(a) Zlpell41 tuna 
(b) Booeiph 

1. frane1t1on prob1ea 
(a) fl.aiDc 
(b) llet.hoda 

('l'rauuq) 

(Kational 
Boeourcee 
Co~miitee) 

(freuur7) 

( h darel .... ". Joan) 
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·.· Tr : 
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~·Jr : 

'.:"' • • 0 . . r . 

Hell? . 

ThPnk you . 

'lo "heed . 

" ello . :>el 1.:> . 

'<ello . 

;Jo :·ou :ner-..r :to? 

~~~~ber Cl, !P3~ . 
l '):l'i l' . C . 

~::> J I C?n 1 t . -~Y'C" you 4.• t y::>ur office? 

I ' 

I ~oni~- 1~ 1~ ~:>uld be b~~ter ~:>r you - 1Ft ce . 
l "'t - t'.:> you hePr 3.1'-l' l:t't te :- n:lr• 

YPe . I we~ t s l !tl.n:r • ~th t'•e ?ree 1oent abou~ th1o 
b~-t t; r t.h1ng . 

1'11lcox, 1"hO hR£ b!'E'n \"01'/:lng wl th Peoples on th1e 1 

1s ~o1ng ov~r to Engl~nd the day eftDr tomorrow. 

Yea . 
~~d I'm wondering 1f you could see ?t>OpleG, Wilcox 
and ~self before he leevee . 

Sure . sur e. 

\ 
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What t1tle woul d you &Uf'~eet? 

Juet a minute. How's ten-thirty tomorrow 
morning? 

Fine . 

Ten-th irty toD~rrow morning. 

ThAt ' s a ll r 1Sht. 

On th1a berter thins. 

Thet 1 r; right. 

All r1ght. Be glad t,. 

Fine . 

Thent. you . 
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St~vf'rt. 

:·•c•?Ml d: 

:::·Jr: 

.. . 
:.:·. ,.,.. .. 

w •• 

... 

t:··_.rr: 

'i:'Jr: 

~:.!Jr: 

P.ollo . 

ttr . Ue~cdonP.ld. 

';?o~ morning, ::r. S~crPt~try . 

Ho•· are you St.4War\? 

I'm fine, than~: . 

~<:me t he worse~ 

October ~1 . 19~8 . 
10 : 2~ a . c . 

Ob , ::.:; no . I I"I&B up et the Sud:;Pt o!'~ice at 
nino-fifteen this morning. 

215 

Ste•.!art, ! 1 m sleepint: -,ver this thing of - of 
Lambert , b~t I'd liY.P to tf'll you and Lambert . 

Yec. 

I ' d like y?u t'l put your Ylhole orgt>nization, if 
it ' e agreeable to you to try to sell thie to the 
thirty seven states rhero they have laws that they 
can organize houeL~e authorities . 

Yes. 

And then come back ~n~ see ~e after thf' firet of 
January, but tPke the hi~ pressure off me until 
you can see whPt you can do . 

•rell, maybe thet ' e a 600d GUBfeFtlon. 

I meen, you put your orgPnlzntlon - all the 
publicity that you've got behind t~ie t~ing and 
put people out 1n the field - let - l et s Gee 
what we can do . 

Le t me m~~e up a plan first and t hen I ' ll talk the 
plrn over with you - in e day or so . 

Wi ll you do that~ 

That's thf' best thing to do. 

Do that. I may go away "'ednesdey r.ig.ht . 

Regraded Uclassified



!J' .Jr : 

- 2-

~ell, anyway, I ' ll tPke cere or it ~hen you get 
bi'-Ck. 

Put -

'Vhen ere you cor.11ne b11ok? 

Well , I ' ll be bl'lck the dPy s ftPr election. 

Oh , t hat' s r ight. Well , 1111 right, 1t - i t 'll 
t~ke so~e little t1ce to ~ork it out , you know, 
t<:1YV'!\J. 

~76 

3ut that ' s QY t~ought - then cooe beck en~ talk 
1t over. 3ut, I'd like to see V'hBt you ooul~ do 
~~der the present lar.. 

hll r1sht . o . K. I ' ll do thPt . 

Th,nks. 

G?odbye . 
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·- ..,_\ , u :r..;;.,r·:::t.TIJN AGn!I15'1 
. \:..,, r • .... J-i..H.;i:. 

v~ t~b~r 31, 1~~~ . 
l:C : J5 £1 . n. 

. . . Jr: 

;:; . . Jr: 

" .~ :. tto: : 

.. . . Jr: 

•. .• t t t: 

tl . ,. Jr : 

Jr . iibnes 
... r . 'It...y l or 
tA r . J.lipru.nt 
14r s .<lot z 
l r . l.h i t e 

No•.l the Cer:n"n t ll ing tiC WE:nt ov~r ~ nu r-olisbea DS 

you su.; t:es ted , ~ no th& itlct ,,oul(> be f or t his iette r 
t o go over t o the Secretor:, o r .., tL te, t no t t:u:. t I .:o,;l<l 
ct.ll :.ir . duc:rnortn and SU)' t hls letter .. c.s cooine over 
ttm.i St01. .1-'.CI " CO?Y , t nd - or I NOulv ,;o ove r ;;nd t l'ke 
hi:ll L C~i>Y • 

Just rest~;te tnis •· uol" tn ir~~; agein on this Cer.:~an thing. 
Jus t let •s stLrt - wnt. t li r t: . .. trying t o -.o? 

.. nut we ' r e ,.>r o,>osinc t o uo i s t o im,Jo.e Jutles on thE: 
t; r ound tilL t tney ' r c gr un t ing ~ - pt y ing t- bounty on 
~l1dr ex;>orts t o t his country, t no their Wb' ' they 1 re 
doint! 1 t is f or t m~n who we nts to buy j e11elry in 
Ourm~llY t o ..:ull ~ Lr okcr in ..:ot t on downtown in New 
~ o ro< t nu get from the bro.< or e price L t .1hi ch thllt 
cot t on cr.n b E: sold; t nd then figures out the r mount 
.:>f \.h E: relllitt;,nco, and bl<)lll tnt\. mudt cotton, End the. 
c.>tton is sola in Ce r m• uy u t l ili~h~r pr ice l n mPrks 
ln vie~ uf toe f~~t the proc~e~3 ~rt u sed fo r tne 
;>t:,uent o l' e ;<;>.:>r ts t o the Unitetl Stt tes . 

•ell n->·• , l e t -"E f· s.< y->u to is . u!-. > ->U incluue in 
t•u>~ thin& toe pr o,>or tioru. t" bo.~sinEss btir..; done tnis 
.. by, 1.clico Ha rry no.: nhs? 

No , i t ' s not incluaeJ ln this . 

ht.ve y ou t old hi m h.:l .. illUCh o l' tn~.- Lu~iness is being 
dvu~ .. . 

I h~ve no t . 

Wtll.t. , t &l l him no•:: . 

Pr eliminary r eports of one raon th th& t tao::y rJ. vt a lre&dy 
gvne tnrough inaica te t >•O-thirds of our i mports ~o re 
undert~~en - arranged tnrougb t his b6rtt r &rr&neement . 
That ' s only one month . ,1e r.u;y huve Lnotbt r :Donth in & 

couple days . 
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Oll;>hunt : 

d .... Jr : 

ll li;>h1..0t: 

H. • · Jr: 

H. _,Jr : 

- 2-

I ' d ratb&r no t include t ha t in t his memor anduo . 
Rb tber use 1t in di scussing 1t .vi th Hackworth . 
R~tber not put i t in t his memor andum. If, on 
the r e- examina tion of the whole ma t ter, we find 
that the pr ac tice does viol ate the l aw, we ought 
to s top it whe ther it 1 s 1> l argo vmount or small 
~mount . 

278 

You (Taylor ) have no question a bout sending t his to 
!.lr . Hull? 

tlo . I t hlnA t ba t 1;'8 have t o be pr e t ty c oreful on 1 t. 
In ef f ect you s ay tbt.t 1> Je~eler or anybody else who 
l est week wasn't in the cot ton business, can' t go into 
the cot t on busi ness in Germttny . · 

llo , 11e don' t s ay that, bec11use if u j ewel er would go 
into the cott on business, he ' d go into t he cotton 
business for t he purpose of mLicing - this i s impor­
t~ nt : if a je~eler was gotng into t he cotton busines s, 
he ' d go i nto the cotton business f or the purpose of 
making u pr of i t on co tton, or the purpose of getting 
~otton to manufacture something out of it. The 
Jeweler ge t s t his cotton and onl y g~ts it when he i s 
sure ha won't make a profit end won' t suffer a loss 
on it. He gets the cotton, typical l y gets i t, after 
he hlis a " put" f or it i n Germany . I t is i n no sense -
be in no sense goes in the cot ton busi ness . 

llell , t ha t ' s what he ' s going to say be ' s doing, Her man; 
that be ' s found it ' s profi t &ble f or him t o go into the 
cot ton business as 1> side-line in Germany . 

No . I f after be gets thro~h wi th his cotton deal 
ne bas the same nuober of dollar s - befor e a s af t er 
and alwbyS does and wants only t o have t he same 
number, t hen he ' s not in t he cotton business . 

Vlell the thing that you f ellows are arguing about 
is the thing we want to g et settled, isn•t i t ? And 
we ' r e sending this to Mr . Hull f or his comments . 
Now, you (Taylor) have initialled this letter t o Mr . 
Bull . 

!light. 

I ' m not asking you (Hanes) f or your comment, but I 
wont you t o ~ow ~lit I ' m doing in case it comes up. 
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.. ~ 1 r tl ~end lng t his thine o ve r . It says : •Recen t 
lul'.>rm< tiun .:omlng to t.he 'l ret~s ury DE-vartment from 
r~oavousiblE- ... uer t ers , intl lc~ tin~ tha t pr ac tices in 
~unn~ction with exports from Ge rmrny to the United 
~t~ tes involve s ubsiuies thlt re~uire the applica ­
u~n of counterv~oiling o uties under section J<JJ of 
the TLrlff /.c t o f 19JJ, he s led the TreEJ sury Depart­
.... n t t o ino.uire into current procedures anG. reex&fline 
tut «uole me tte r. 

"'ln .. ,..r esent s t.::.& e o f tllis ext olllllt i on is set f orth 
.n tne enclosed oemorLnuua, «hich is submitted t o 
y ·~u llt. tnis t imt f or Lny con.uent you m~;y ca r e to 
rDt. tCe . " 

Til l>~ is to :.ir . Hull. You s eu, woo t oa ppened il'as , 
" " f ouna they were dl<.,lplng t. no we got out two orders 
two ye&r•s aeo - t hen they ~vi sed t hem - making it 
pos s ible f or t hem t o do" cer hin speciE-1 way, certain •1 
k l nd ol' pr ocedure; a nd I do think the Ge r ma ns ha ve 
outsmarted us in the sense they have taken this device 
uml no•1 !.re doing t wo-thirds of their business on tha t 
b~sis . J.nd the •·tho l e thing hl l gets down thr. t t hey us e 
z. r oundabout way t o muke u se of a devLlUi!ll; of their 
currency without d evelul•ting in f act . I s n ' t th&t the 
~i;;,,>l est ::~y of expb ining i t? 

J ~got ,lUt 1 t taat ar.y . I t ul :b< myself tnis is ;>robvbly 
L li t tle blt less d~ftnslble , prob~bly sore accura t e : 
tlu.t t nt> • r e usin:; tnh devi.:t t o t;t t around L prohlbi­
t.ion .:hi::n 'IU: S o,nnounct:" ,..rlo r t <l tue initia l document . 

.. ell , a ll I ' m ~<>1116 t o do i s seno this over t o ldr . 
uu"-1 L llU tnen I IJS.t for his COCl!Rents , ana I t nink 
th..t. ~ s tne way t.o proce~o . You ('il ilite) a r e s a tisfied , 
6r en 1 t you? 

locuite . 

L>o you we n t me t o follow the i dee we hed 'l(nen discussing 
the matter before: tha t i t is u lega l matter and I should 
ge t in tou ch wi th Hackworth a nd soy this is being sent 
o ve r - you a s -ted me t o c&l l him - b nd I would send him a 
.:opy? 
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Yes, I oo . 
I think I ' ll s end it to hlm. \'lon• t teke it over . 
! ' 11 cull tdm on the phone and send it t o him. 
The original will go right to Hull, right? 

Thut• s right. 

280 
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OCT a l 1938 

-..., ........ ...,. 
-.... w-u- .-.. "' -. "-"17 ~ 

,_ ,...., r•~ .-n-n, U.U•U.C *' ,....u- 1a -
..U• tolta. ........ tna .. .._.. "' \M IJatW ....... inalft 
a hiii!S• ._, ~.un \lie ...U•U• • t _._....ut .. uu .. 
.... _ _._ J03 el \M tultt , .. ., ltJO (0.1.0 uu. 19, 
- ~) w 1M tM bau_, DIJar-t••• .. s..•n late 
--' ~II I4N ... IW ·pt .. \M "'-1e •"-• 

'file ,.._, •• ,. _, thU -t .. uoa u "' t ... u 1a \lilt_, .... _.,..._, Willa t. ..w"" "'10•"' •~.t• u. 
rer.., _,,.._, .. ,."'..a.. 

'•17 ~~. 
(SigMd) H. ~lorgculhnu, Jr. 

'file ...... -..w 

..,, 0 

tnN 1a tlMl ,_ lA/ztht • 
I ol tlo!ed by Hunt ington Cairns . \~ne 

!' 8l'l:IIW 011 ph811 t 
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... "••=-•w .., ~ 
u.., ... Sill•"-"-., ~ _ .. .,..... ,... 
dMte iate .._ 111tW ...... 1lae - W M t1Mnd ...... ~ 

.-ti• et .. ,.n .. ._...... ._....,.. a. -Ual ,_.._ 

ef all ..._ un•~a.-•u u M\ fwtll ia .... tal Cbwlar •· ~ 

.. etMr atte)'le 18twa\ta ...., ..... '--7 • ' 1 '• -

(1) fte pa IJUI\lft ..U. Slilll'ta' ef 0... 

..... --..• - et a li.t.W _._ of lda4e et w 'm 

41M (M\w er IIJIPU' ia liM\, U M\ .u, -> fer 

-.n -.. .,, ., .. 11r .._ •1w-• ...,_. -Vel atlleri.u .. , 

_. _. us coal u IIVlu\JF li.t.W te a ...,. f .. ltS.ulde 

., ...... 
(2) • - a M .. u ••a I ..... Qw " M'liac 

• uWwu ..._ ..W te a lwl 1 pa ••- tw hue ...U 

(*1411, U ...... 'llal8u, an t Ue\elJ "'' I 11) a\ a 

tri• ........ ~ -·- f' ....... aft ..-1~ et .. 
w ;;;\ .. tale -. ,, u ... ;;;\ b _,_, ..... , 

.. _, ettS.uia1 .... et t .... ftU ...... -

.,, paul .. (••• ,.UU) u ~ »-1/JJ, ia .. -

ef M\Wo h \U ..... ~ .U- .. ·-'\r ..... 
Sam , .. .,._.,...,_. xa~---

-- ..... ,.u"' tale·--· .... -' ...... 
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-·-
,..ur .,, osal tr ..... _. -.,.n -Vel aatMri.U... 

()) a. -- ,.W tr ..... _. Y ' I Aft ~ 

w 1oe ,.W law fjl tel a1rr aw laGer e 'llaab, .... , 

u -\UHM ....._, ~ an llel4 •• 1\111'11 t• • -Vel.W 

,... ,., ..... -~., \M pi'IIJIIUYI. ,_ 1&;1 ... 

_u.M ...... . 

(4) a.w.w • 1-.1. uawu.u ,... *- .t 

.. _ •• ,_, .. ,... tr -.u •n--..... ~ 

..q ,...U-.1 .... 11 la ,....~ ,_ ·- poU w .. 
••ae 1 n w \M ln1W ftawa. fte '~lade et ,.... lw 

*1* Alii N I \ .. loe .... Aft -vi.W W U... 

.. , ,._. 1a .. \PU 1a • an ,.w ... tr u.. a.... 

,_ .u an an, &a ,.....a1t 

(•) ArUelN _. -...suu.. &a *la Ow u 

.... ~ SMaM"'-1 •• ,., w ........ 

--~..u '"'"·'----'~.._ 
~ .,..U...• ......... 

(II) Qee'a e1 .s8 ~ 11 a •rrt p 

la Ow , .. *' tMU ...,n 11 - ,., ... 

tr tllle Ow • ..... '" 

(•) 0ee4a 1 t 11r1 '• aWfah ., Q II P 

ta -. •Ow-• Cllllli"r•=-•' l rr • et ..., Mia • 
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I J f a f f ~ r i J ~ i l I f f ] 1 a 1 f 

i i : t ; i r r 1 J J ! r 1 i t • ; t ~ , 
~ ~ ! I i ! i J I ; ! i ~ ~ ! 1• i i l 1 i ! i 1' I 
l•a~fr.t:l!'ff11 ! (i~ ~ 
c f r I ; ~ r f I t f f r I ~ i I I i ( ~ f ~ I 
II f i I i i ! I J ! ~ ! i I i ! J ~ ! f I t i f ! 

t ~ f l ! ! ! f I f : I ! I i f f f ; I ~ f ' 
l 1 ' : i ~ ~ ! , ~ ~ ! t ! ! , 1 ~ i r ' i ! ~ 
l 1 I r ~ ~ t • J l l • 1 f t f i i f •. l 1 f ~ 
! ! ~ 1 ! r i I ; 1~ 1 ! ~ i r 1 i ! ; 1· i ! 1 i 
,'•tH! 1 d~~r:,q t,. 

_. f\) 
Q) 
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i 

f i ~ ~ l ' I ~ t 1 \ ~ i I 1 l 
;r' 1 sl lfti ~ lliJ­

f I J ~~ i i i I I f rl • i f l 
• ~ • t r f I - ~ f 
. r I f • f ~ , I l I ~ ' t 

l l ! f : t I f ~ . I : l t f 
- ~ r J f I I J i l I J ~. lit.! 

; ' f i l f l r r ~ ~ f : l ' 
; i : li f f [. II. ~ ~ ~ .. ~ 
p ~ ~ I I : i ~ f f ~ 5 l f 
! ~ s r f ~~. • ~ • f ~ 1 • ; ~ l f t I f i I I I f II. 

~ i f 1 -
1
. l i : : • 1 , l , 

~ ~ ~ r l i t I • r t 
fSjli i 1 ll 'ji 
~ ~ i ' t I ' • 

~ 
'-' 

<X> 
(7) 
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~)1. 19JI 

11J dear Ill'. ......,v.q, 
a.-\ iatoz.Uoa eoai., to tM ~ ~ 

troa ""JIOUi'l•le ,-.n.re, 1AdioaU., \bat pn.U- 1a -
.. .uoa with apoi'W rr. Ge~ to tile VaiW haw bftl" 

aU.1d1 .. \M\ "'\lire tM appl1MU.oa ot aoa~ d.U .. 

aDder aoetioa )0) ot tho !aritt £a\ ot 1~ (v.a.c. U\le 19, 

'"· UO)) ._ W tho !raaeUJ7 ~t to U..uira 1ata 
avrea\ preead- ... ..., 'M tile n.la •tw. 

'l'ba praaoa\ 1tap ot \1111 1 •utioa 1a 10\ toMb 1a 

illo •aloiN -l'UIIa, w111-" 11 1-.!\W to 7011 at \1111 U.. 

t t>7 .., _, ,... -:r - to .... 

~-

,,.,. tnl7 70VIIf 

(~ 1. llorpa\11&., 1r. 

loero\01'7 

!)JJM 1a l1al ten »//ff'JJ 1 

Ial\i.alet ... • ICT - • 
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'M'''" 

o..!er nrrnt ntul&U.- ot Genu ,......,_\&1 aldbol'i-

u .. , ~ laponaU.• ot •*'*-U.al -•'- ot .aq a. ..... pro­

d.-w law "• DaiW 8\e\ea llaa- w be t:lpee-.1 thro'OIIh ~ 

aMiua ot eo vlle4 •'b&nar" ar......,..au, '!'be -u.al taat-

ot aU theM ansae-'- u aat tortb 1e lpMial Cireular l o, 426, 

1 .. -s b7 the OaiW 8\e\ea Departeaa\ ot c-roe oa JulT 15, 19)8, 

u4 otloar nllabl.a 1ator.aU.oa W on \be tnu1117 ~t, ana 

(1) '!'be proapaeu ... .&.81'iean U.ponar ot a. ...... 

'*- ~· ,.. ot a llJd W ••ber ot ldada ot ••n­
diaa (oot\oa or ooppar la aoat, it not aU, ou .. ) tor 

dollar. at tJoa worlAI pl'i... '!'be klad ot Ml'Ob&Ddiaa w 

be e4a1 tW iaw O.r.u;r tor the ~· ot tJoa "'b&l'\er" 

_, loa approftC! b7 the a. ..... !aport aoatrol autbol'iU .. , 

&ad auh &pprOftl. 1a a\l'ieUJ' 11111 W w a '"1'7 taw k1Ja4a 

ot pada. 

(2) 'I'M MNbaadiaa 1a ahlppad lew ClerMIIJ, baT1aC 

\be...Wton liMa aolAI w a Cler.aa parobaaar t or tree MJb 

(whlall, u .,.,...... ~. ara ~awlT blMDI) at a 

...,. .. ••'-tial.lT blPir tiiiA ~ •n ..,Uftlat ot tM 

w\al _, w \118 .....Sor, it au.ah _, 1a aalaulaW at 

\be.....,_, ott1aial nw ot .,.....,., fbla.,...... er 

.....,..u• (.......,rl•) ia ualtonl.T ))-J/Jf> 1a \118-

ot •''-• It baa Mia leu 18ltom lie\ -
11

J paawr 

1D __ , 1a \118- ot ...,. ... la .... .,. - tM 

prl .. w lie pa14 'r \be o...-.. ..,.._ _, J'M&lw 
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,ur ~ liJ ta. a.- bpon -Vol au~onu ... 

(J) !be IMrlla paU "' -- CleJ'MII ....... '" "'ulrM 

to be pa1ol !Ato .,..ul ---- 1a o. ..... llalob, n.", 
u ..U~ aboft, \M,J uoa beU u ~dtoe• or -Voll.M 

tllllda tor the ae~a\ or \tao preepeo\1.,.. .... 1'1..., t.ponar 

-u~ aben, 

(4) l'bo\aT.r the toi'IIAl Ua1\a\1- apoa \tao - ot 

••ll -Uolle4 ru.ta liJ \boir .... 1'1 .. -"·817 b., tbe1l' 

oal.1 praoUoal u.tl b 1A pa.raea\ tor a..,... CW. to loa 

all1ppecl to \1111 IID1 w 8\a \el. !be kb4a ot 1004• tor 

whl.olo a'M!l pa.ra ·t 817 be _.. an rM\11.1\ad to \lloea 

ae\ t onh 1A d1\ail. 1a a U a\ p@Uallllol liJ \tao CleftUI 

... ..,1 -t.rol. au \!Iori Uaa oa lvJ.:t 1.9, 19)8. lbullllilaol 

r- \IIU Ua\ uoa, 1A ....,-.11 

(a) ArUolea Qld •• -oouuu .. 1a wblolo Cle1'MIIJ 

-. a 'finial iA\al'lllt.ioul -poll to aaalo ex\ela\ 

\bat \Mir upon at the ourra\ hl.lh O.a.a 

pri- "''lir..., u.t•"-• 

(lo) Goode or W!liell \llltn ia a aborlqe 

1a 0.~ ao \11&\ \beir upon 11 ao\ taoroi'M 

"' the o. ..... Gcrft-'-
(o) Oooda ...,oeool or tonip •wrial.a w 

..U a lal'p ada\ \lla\ \boil'~ U olojoo\1-lola 

to \Ill o. ..... Qon-\ '1 •••• ot \M olft1a • 

• 
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o.~·· ren1p .. 1e .... 'lbieh 'lOud nn1' r,.. 

\M jiG ' M f4 \Ill MtuiW .... 1a .. lr -llt .. tare0 

f-. ut. r .. uu or t.M alloYe de .. rlW qat.a wouU •- to be 

U.t., to \boH 'llbD aftll ~.,.. or u, .. crut. or a ftl~able 

prl'l'll••• 11 be1q beato'led - t.M o. .... ao ... _, 1a -et.loa 

111\b .. upor\&Uool tr. Clen&JQ' to t.M OaiW Sta\N or .a. MleoW 

ldllda or MrobaDdiao -raw 1a t.be abne •atJ.....S U1t.. I\ apr 

pe&r~ U>&t., "¥ ...,•t.rletJ..aa illporte, tu1a1 b•port ¢_, ftC\IlaU.. 

t.a. Mt.bod or p&1i.llc for ~rt.a, UICI -Volliaa t.be 411polltJ.• or 

.. proen.S. or w-t, t.a. rel"l&tolr7 11•t..:a ot t.be a. ..... ~ 

_, bu pro'l'ldecl a _.. 'll>llrelio' -aitJ.ea (oot.wa u4 ..,.,ar) 

.W.t.abla for t.M pwrpo•• ~ be UM4 .. • lpM1Al 11141a ot l"haep • 

tor ooa.nrtiea dol.l.an ieto MJ'U oe \be buia ot u ualiftd p~-

at IIIU'b, OD ..U.Uoa \bat. t.M total 8Ub rweinll, 1Mlw.ta& t.M 

~-. 'be ..S for .. ,IIIU'O)aaM ot t.M Uat.ell aooU t.o be QpOl'W 

r,.. CleJ'Mair to .. lJII1 w ha\N. 

f-. purpoau _. ...,..r~ ., ..... ot t.be rec>llato17 I)'IWa .,.... 

t.o be s.-t.erlal. It t.M reaul.t. ot tiM I)'IW. 11 to '-"it. apoi'W 

1a aa ...,.t. w!du _, 'be 4et.em1•" or .. u..w •"" 1a ••~ -• 

t.lat. t.M po4a ~'be 1014 t.o t.M IJII1W l t.et.el tor 1 .. 1 t.Me ....U 

ot.Mrw111 'be ,.ulble, 1\ •- ollar t.llat. t.Mro 11 a ••• or pat. 

111~ t.M _ ., .. of ov .. ~ ftV lD. ftlt t ...... ot 

t.111t q~t.ea atu "'" w \II& ._rl._ iepel't.er eertaiav u t.o * 
..-t• nt.a a\ w!>iell 11U .. llarl .u1 lie -•wW btl ..... 'r * 
- or 10\We OJ' ........ 11 &a iet.aii'M41&\I ... 1JIIIi11 .-ti• of 
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291 _,_ 
-baiiPt ud ..._ f•'- llld.a IW\rh\ \he- of \he •!tsmn• 

..n poned1 of till nelillllp ~ ... would •- \o preel.UIM a 

~.-1• \11&\ till pnaJ.• -~ 1A ~fora of 7U'U \o be 'Mid 

ror ,-UTe aport. 18 a pratt\ aa \II& 11&11 of \be •''-- or ..,.., 

lll Gll'IIAIIJ 117 \he AMI'1oaa U.Oner, :ra\O.r ibu a lllbe1c!T a11 \II& 

upon of O.I'Mil cooc~a. 

61aM \:.. a1111l ud ordlauy ren1\ of tM -><•'- ia i\1 wn-\ 

opel'l\iOP ..,.,.. tu be ~ patu11i or bee\owal. or a bo1111t)' or 11'17\ 

upoa ihe •xport :>t O.NaA •robudtaa i ll \he fora of u UIU1'Id -

111 ..ru for "'- Glrw.A axpor\11' 1A eddit.iaa io ~ aqui"nlla\ of till 

1WY•ateoelli Mde lrJ' \he ....,1'1caA U.Oner 1m v-..u- dil'MW IOlaq 

\o pqMai for \be Clerw-A 10041, 1i 110uld - ~leer t.bat aula 8MM 

Width are du\ia'ble ...S.r \bl 'lari.ff .t.ei of 1'i)O a1'l .U~H\ \o _._ ... 

ft1Uac clla\!11 ,.._, IH\iaa )0) of U.\ .t.et (u.a.o., t.iU. 19, -· UO') 

b \II& __ , ~ \II& pna~.-. ~ •• !!•""' ...... (190,) ,..., .... 

496J 11•W• •· IliUM 1¥W• (1919) 249 u.a. l4J (19)6) J8 0,. ' 'V• 
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s,ne rx stat t • Cmmttm.iliy Dut.itt 

S.Gtion 30.3 ot the 'h.ritt Act or 1930 proTide& tor the 

111posi tion of countena1lina duties whenever there ie paid or 

hestooed di.rectl.y or i .Ddirectly e:t bounty or grant upon tbe 

..,utacture or production or export or e:t dutiable erticle or 

cerGhandiae 111Allutactured or produGed in a foreign countey. 

Order ot Jupe 4· 19.36 

On June 4, 19.36, tbe Treaauey iaaued Dll order Dlll10iliiCiD& 

the application or countenaillng duties to certain German products. 

This order was basad upon intormation in possession of the Department 

dieclosing that exports rro. <leno&ll,)l to tbe United States or parti­

cular co~itiea were baing aided b7 tbe tollowill& three deTieea• 

(1) Payments of direct cash bountiee b:y Cenoan 
industrial associations. 

(2) Scrip and boDd procedures . 

(.3) Currenq u.nipule.tion.a. 

The first deTiee requires no ea..ent. 

Tbe second procedures involved the use of certain foreipl­

owned Cenoim bond eoupona and securities. The foreign creditor 

received aubetantiall7 leas than par 1u foreign exehang&J the 

Germa.n debtor paid hia tull obligation in marb into a Cerm&~~ hankJ 

aDd the difference waa used to aid exports. These procedures ap­

peo.recl to tbe Treaauey to aao,.t to tbe beatoal of a bo..,ty or grant. 

In tbe eaea or tbe t hird daTica, controlled arlte were ll&ed 

. , .. 
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in ~ant tor good a exported from Oerman;r. These urka were puroheaed 
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117 .berican exporter. at aubetant1t.l discouate. It no the Tret.slll7'• 

rl• that a bouatT or gnat ... beatowed in the...,unt ot the dieeoUDt. 

Tbe rlewa ot the 'l'rMI\U7 wore auJ.itted to the State Deparboent 

1.D the SprlD& ot 1936, aD4 on .lpril 2, 1936, the Secrete17 or State 

adrlsed the Treaa\U7 that, in hie opinion, thare waa considerable 

doubt w1 th respect to t he aoundneae ot tha TreaaUl')'' a lege1 poei t1011. 

On April lS, 1936, tbe General Counsel ot the freaa1U7 concluded 1.D 

a tol'll&l. opin1011 that a bo1111ty or gnat wu bestowed w1 thi.D tbe 

-nine ot the atatute 1.D all three caoeo Mnt1011ed ebon. 

293 

On April 16, 1936, the Secretecy laid tbe •tter before the 

President, togethar ri th the letter trw Secretel')' !lull, dated .lprll 2, 

1936. The ~~~&tter na referred b7 tbe Prelidont to tbe Utome7 General, ' 

who adwiaed tha Secretel')' on .1une 2, 1936, that the TreasUl')' Decision 

aubaequently ieaued on luna 4, 1936, wos withi.D tbe requireMnta ot 

aect1o11 303. 

Thereafter, durill& the •-r ot 1936, a Genoen lliseion ae 1.11 

thie countcy to protest the order ot June 4. Tbe Geman GonrDMnt 

later acquiesced 1.D tbe order b7 qreaill& to discontinue the three pro­

cedure• deal1; nth therein . Tha lliaalon aourht tree tbe Bureau auuee­

tion3 ot aetboda ot bandlill& tbeir exports which would be w1 thin the 

law. Tbeee were c0111iatentl7 retuaed, 

Tbez.aftar, tbe Bureau reoeiwed n~a~eroua inqu:iriu troa .beriCOUI 

iJoportlD&, exportill& aD4 benld 111 interest& aakiDC whether ftrio,. 

lqpotbetict.l procedure• ty1D& up <lel'MD iaporte to tbia coUDtcy ri til 

Regraded Uclassified



D 
- 3 -

294 

the export ot ....,rice products aDd illwolYing old holdings ot .arke 

would be w1 thin tbe law. 

Press Release oC Dtgepber 23 . 1936 

On Dtceaber 2), 1936, the Treas1117 Departolent issued a press 

release holding tba t certain .procedurte in connection w1 tb imports 

t roz Gen.ny did not i nwolve the p81llent or bestowal ot aey boiD1t7 or 

ir&nt 11"1 tb1.n the purrln of section 303. for present purposes , tbe 

principal import procedure approwed illwobed the J>aY'I&nt or the pur­

chase !)rice ill whole or in part 11"1 th the proceeds or the sale ill 

0el"llliUlY ot mercband.ise exported from the United States, proTided thet 

the proceeds so used were continuo1111l7 owned b7 the person tor whose 

actual accoi.D1t the Aaerican merchandise wu aold in Ge"""'7 aDd the 

Oennan good a were purchased in tbat coi.D1tr)' . 

Dececber 21 , 1936. to Present %1• 

It now appeare that the pl cture bas radicellJr changed aince the 

1eeuance or the preaa release or December 23, 1936. The principal import 

p.roce.3ure abon described baa become a e taodard deTice tor rt nancinc 

import& trom Ge1'118.!17 at reduced costs. On Jul;y 15, 1938, the United 

States Depe.rtolent or Cooorerce published Special Circul.o.r Ro. 426, out-­

lining t he procedure tor the intorution ot American traders end g1T111J 

an English translation or tbe controllitli Gennan regula tions. Tllie 

publication, recent illdieati.,.. ot the eurpriel"i wo1.- of trade 

carried on I.D1der the procedure, aDd new intorution troa our Treae1117 

Attache at Berlin han led 1111 to reexuine the •ttar ill the li&ht ot 

the CllM'IInt situation. 'fbia ree:r.udllation ind1eataa tbat whet ae..acl 

in December, 1936, to be onJ.3 an opportw>it;y, in a limited claaa ot 

\. 

• 
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cas .. , to utU.ise co-rcia.l proti ta to ottaet bi&b Gal"'II.D price a baa 

been deYeloped ioto 11 .,.ateu.tic dance wbicb 1a operated to eubsidhe 

1zporte to tba Uoited St&tea, 

A rea ul.eted over-price ia peid on tbe two Aae riean arti.Ueo now 

extenahel.T 1111ed in tbe procedure . On cotton tbe over-price is tm1toral7 

33-l/J~. and on copper it rengeo !roe so to m. 'rbllll tbe se.leeted 

ecuoditiea pertol'll tbe CW.ction of 11 epeoi&l Mdiua of excbengeJ 1o 

rea.l1 t7, tbay &IOOUDt to a fora of -1 and are ut111sed u such u 

lddi tioo to dol.lara and .&rb. ! bia over-price 1'\lrtbara exporta b7 pe.­

aittiD& a reduction 1D tbe coat of tba purebaaiDa ~~~rk. In essence it 

io a suboti tution tor a aalective or diacrilllioatoey devaluation of tbe 

... rlc. 

Poaaibl• future Apt!op 

Before &D)' action is taken, we should secure a 110ra detailed 

deeoriptloo of present practices and additional endeoce or tbelr use. 

SpecW i"'luil7 aloJI& t baae linea baa been ll&de of Enrin G. llq, !reaa1.117 

.t.ttacba at Berlin, wbo bappena to be in tbia country at tbie U... 

It and wban it ia proposed to Mite 1D7 or tbe present practice• 

t he bade of !raaaury action iJoposiJI& cOUDtervaillD& dutiea , tba procedure 

followed be.tora tbe !nuance of tbe order of .Tune 4, 19)6 lllight .. u ba 

uead aaatn. 'rbue a letter would co to the State Department indioatuc tba 

Trees....,. •a news, and, wben ita raeponee w.a received, tba !reaaucy woul4 

advise tba Praaident tbet, UDder all tba oirc ... ten-, be nght wut to 

••cure the opinioo or tile .lttomey General before t1nal 1111t1oa _. ...-. 

\ 
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October 31 . 1938 

I spoke to the President last night at 6:30 and 
told him what had come over the UP ticker at 5: 51 (Attached) 
I said that I had told Cochran that I could not comply with ur. Deladier•s request that I indicate to him what the message 
was that Mr . Monnet was carrying; that I felt that this was 
such an important decision that I wanted his approval. The 
President said, "Bow much time bas Deladier got to get out 
his decrees?• I said, "Until November 15th•. The President 
said, •That gives him time enough". 

At the time I spoke to the President, I had not 
seen the OP story indicating that the French were waiting 
to hear from the United States. 

At lunch the President told me how be told Baron 
de LaGrange, who used to be in aviation, all about the French 
airplane situation and that this Frenchman said it would be 
crazy to build planes in Canada and that the pl ace to build 
them was Morocco. The President said, "He is right". I am 
very suspicious that the President told this Frenchman the 
whole story because he told me that he had gone so far as to 
tel l him that the French had two alternatives - (l) To 
become a vassal of Germany or (2) To rearm and take the chance 
t hat while they were rearmi.ng Germany would jump the gun and 
try to destroy the French. 

At my suggestion, the President is gotn& to invite 
t hree of t he leading manufacturers in America who are not 
interested in airplane activities to come down at a dollar 
a year and later take full charge of production after the 
Army has turned over to them the blueprints of the model 
that they want . 

-

• I 
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PAIIS••TH 6.'0'fi[~I~Zii~~IT~IEC~I~I!li~T:!•!l~C~I!!T_:T~·~AS!!It~I!~!JI!.!I!ICT!!_! .. ~•t~A~M!l~CI 
AI'I"RO'IAL •r n• III!I!Tm """I • na lteOftH Htchl IUOU -ITS~ 

AN AUTIORITATifl SOVIet IAll Tit CAIIILT 11CII11 TO lOLl 1P FIRTIII 

tlSCUSIIOII UITIL ' Pole, TOBORIOI, PrMIIIC IASIIICT•I'S RlPLTo 

0111 CROUP OF CAIIILT lliiiTill no COISIDll Tit IIOILTART tUIITIOII TIE 

~Ul OF THl RECOfERT PROCRAI, PtoPOSEI TO IECRlE RECULATIOII SlllLAR TO 

THE PROHltlTlON 8Y TKE UIITEI STATES IN it33 Of PRIVATE COLD IOLDINCS1 

ttCUL~TINC FOREICN EXCMANCE TIAMSACTION$1 CRlDlT TR~MSFERS AND CURRENCY 

THIS CROUP CONTENDED THAT SUCH llCULATIONS VlLL NOT CONTRAVENE TIE 

Tii·P~RTlTE IONETAIT ACREEIIEIIT AIIOIIC FIANCE, UITAII AND THE UNITED 

STATES, IM~SKUCM AS IT WAS EKPLOTED IT TNE UIITED STATES AND IS .OT 

•NTENDED TO CONTROL EXCH~NCES 8UT TO PREVENT FURTHER CAPITAL FLICHTS 

AND FORCE HOARDERS TO DISCORCE TIEIR COLio 

10/31 01'2" 
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HIAOOUAfltT&M 

TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON 31 October, 19311. 

J'rCIII lpacent, llol~C)toac, CllWia. 
fo 1 .. cret&ry of tM ~. 

KM-.p troa Mr. c-pbeU. 

lll1clt lett tor CheDcft October 28. Jl:r;pect. 
Mtunl c>mncldnr; in \hrM nU:a tiM. IIU CheDcft 
a44Nea 1a Depart.ct ,A£ric:aliv.ral k oncalca maber 
•U\- Obien u., ban«· 

Regraded Uclassified



october 31, 1938. 

Delll' Abel 

I a wr1t1nf: th1s nry cont1dent1al letter 
which I •uccest that 7ou tear up attar you baye read 
u. 

Of course, I baYe kno~ ot certain personal 
d1tt1cultiea that 7ou ha4 1neral 1110ntha aco and I 
had aincerel7 hoped th~t there would be no further 
recurrence. 

301 

I aa terrib17 d1aturbed because the tnerttable \ 
Waab1ngton crapertne bas been hll1~ ator1es ot what 
happened at a dinner at Which 7ou were present last 
weolt. 

It bas occurred to •• that it atcht be 
adYiaable to chAnce 7our a1aignaent. Baye 70U any 
auueat1on• to aalto? 

Adairal c. J. Peoples, 
Director, 
Procureaent D1T1aion, 
Waahinston, D. C. 
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lf. The effect on national inoO!IIe of fecierU 
outeide the bu4&et. 

filoel operatlone 

Thio probl""' inYolvee two aeparate .. t, of oonalderationa , 1) how can you 
sot tho 111f,Xl.m\llll eftoot on national income of a limited quantity of direct federal 
expenditures , 2) whAt proooduroa will be moat uaeful for thia end? 

the study of thia probl<ml will involve aevoral ata&ea 1 

a) Listin& of fodorol agenciea now conducting fiscal operationa outside 
tho budget, and collecting information on tho manner and extent of 
~~oir operations. 

b) Analy•inll tho way these agencies operate , and poesibl y developing 
aovoral dU'foront classes according to tho effect of their operations. 

for exaoplo , F.H.A. largely is limit ed to faoilitating ( through pooling 
risko) tho direct investaont of printe funds . F. C.A. sella dobenturea 
on tho open market, and itself invoats tho funds . It receives some 
appropriations to maintain low rat ea. u. S.H.A. deponda on annual ap­
propril>tions to subsidize bolow- tho...,...,.ket intoroot rateo. Ylhot are 
tho effect s of each or these alternative methode on national income? 
\That l>ro the effects on the credit of tho United States? How for can 
ol>oh auoh method be expanded without futuro drain on tho federal 
troasuryt 

o) Summ~>ri&ing tho extent of operations of oaoh olosa, and their total 
offoot on tho economy, in comparison with direct federal spending. 

d) Stuclying federal fiscal agonoloa whioh now operate with.in tho budget, 
aoleotin, those which might be shifted, in whole or in part , to outsido­
tho-bUd&ot poaition, and developing for oaoh euch agency tho methode 
of operation outaido tho budget which soom aost appropriate for ita 
aotivitioa . 

•l 

&xa.,.ples of agencies that mi&l\t be ehirted incl ude tho Peat Offioe, 
irri&ation and power distriota, T.V.A., R.B.A., Rural Rehabilitation 
l oans , Farm Tenant Loana, and aoquilition and administration of 
notional forests . 

Studying desirable new public fisoal activities that mi&)\t be establiah­
od on o.n outside the budget basis, t>nd developing the methods of 
operation which would be moat ~>ppropriato for each. 

Examploa include tho propoood FederAl Railway Equipment Corporation 
and Toll Road Authority. 

f) SUI:Ill&ri&ing the extent of oporationa pouiblo under d) and e), and the 
effect of ouch operationa 1) on the no.tioaal ooon~, 2) co the federal 
bucl&et, and 3) on tho tuturo credit of t he united Statoa , 

Aa t heeo eevoral atogos of anal:faia are ooapleted, intorl.m reports can be 
?ropored on the ai&nifioanoe of ouch oporo.tiona , and aa to possible or desirable 

n ten alona . 
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~yoati ;ation Requiredr 

} • Principal Barrien t o Preotiool Full Eirlployaent and High Jlat lonol 

lzl0011e. 

Tho p rincipal be.rriera to practical full •plo)'IIIOnt tall into three ain 

croupa, p~sioal barriera , industr i al barrier• and tiacal barrier • • 

fbYa iool ba rriera can arlee, such ao 

1. 

2. 

Der1c1enoy ot plmt and equi~nt in particular 1nrl uatr1 .. , 

l!&n the railr->ads auttioient equi~nt t o ca rry tho tom~age 

that would develop with tull eaplo:i1fllmtf h there outt1o1mt 

el eotrio power r;eneretinr; capacity? &a the eteel induatry 
s utt1o1ent plant ? 

Det i cienoy or parti cular akills in the l abor ~oroe. 

"' ' 3 v U 

lJ1 what t1eldo h&a tbe \llle:aployant ot recent yeara reoultecl 

in a lack or trained workora' What are the indUetritl in which 

rapid expo.noion ia likely to call tor more trained wortcera f 

Barriers to praotioal full emplo,mont can arise in the i ndustrial tiald 

(b...,odly detinod to include a r;riculture), ouoh ao , 

1 , Arbitrary pr 1oe inoreaao a like the rise in otoel prioea in 19~. 

2 , The breakdown or oolleothe bo.rgaininr; and resulting strikes and 

l oolcouta , The possibility 1a increased by C. I . O. -A.F.L. oontliot, 

} . The deTelo~nt or too r;reat increases in hourly labor retu whioh 

put current labor costs too high in relation to ourrmt prices, 

4. The development or unwieldy a gricul tural aurpluaso . 

Barriers to praotioal tull erapl o,mont oan &lao arise in the tiaool tiald, 

suoh as, 

1, A tendency t o OYeraave in relation to inveatment opportunltie a, 

thereby proTidinr; inautt1o1ent current expellll.iture on oonau.pti..,, 

2 , llnbal~U~ce in the oompooi tion ot in••• trroont tunda in re lation to 

the riak oharaoter ot invutraent opportunit1.,, Funda -Icing .. nior 

innotlllent cannot be aboorbed aa equity capitol and in exoeao could 

be aa auoh ot an iapediaent to full _l.,._t aa owrantnr;. 

The above Uat - · no attempt at oompleteneaa but do .. indicate the typea 

ot barrier to tull .. plo:yMDt which exiat or can arlee. It aur;geoto the G8ed tor 
• toobnioal otudy ot each pouible barrier, 1 ) t o eotablioh ita exbtcoe, oh&r­

aotcr, and it pouible , the aapitude ot 1h intluODOe, and 2) to br1nfl t o a toouo 

allot the posoible wa:r• ot deolinr; with t he particular barrier ao that t he u.nro 
or polioy o&n surny the ol tern& ti Teo and den lop a coordinated yet flexible •1et• 

ot polioieo ooTerins all or the aajor barriers. Tb1a i s neoeosary becauee the 

a~thoda ot cleolinr; with one barrier are ao ottec dependent an the methode adopted to 

deal with other barriera. 
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·'- 7• X-t.>.Ui"l FLATURE ON LOCI.L 
r. o:;..,r:.G /u'II!ORI'fY BONDS 

October Jl, l yJ8 . 
11 :45 a . m. 

n . • . Jr : 

Jll:>hont: 

!r . ..t~·nes 

lt· . • t 1 L>r 
Jr . U ll!Jil::n t 
.r~ :\lotz 

";.{y d et. r llr. Preslaent: 

•1 .,isn to ma:te some observt.tions in connec tion ,,i th 
tnt ..,1. 1: submitted t o y ou by ll r. S treus f or f'!nanclng 
low-rent nous ing f l."Ojects b;i the sde of t ne obliga­
tions o f l oc6l housing Luthorities t o private inves­
tors instead of to the Uniteo St~tes Housing Authority. 
Yo u w.i.ll rE:cnll tha t th<! bonds of the local housing 
~utnorities .voul o be exempt from e ll tnxation now or 
ne r etf t e r i mvoseo by the United St&tes, in contrast 
with the United States Hous11~ Authority ' s oblicn tions 
gw.r onteed by the United States which a r e subject t o 
the Federal s urta x . 

"Consi der a tion in connection 1. 1tn this pr oposal should 
be ~;iven t o the q~:estl .m 11htther the o.dded subsidy to 
low-rent h~using vmich i t involves in addition t o tha t 
o therwise Dlre~t<lY provideu snould be gr &nted . This 
subsi dy , :~bile difficult to appraise < ccurately, is 
es liwe ttu to be sou:e;thcrt~ b(. t.<een one- lwlf "nd tnree­
-. .. arters of one p" r cent on t· fifty year three per 
cent bJna . ~x9ressea in t erms o f price, this would 
unoun t to between .i>lou lOa $25J on each tl , JJJ bona ." 

Ro1v much? 

" ... betvteen ~loO a nd t>~5J on each !' l , JJJ bond"- n 
three percent 5U-year bond . ioe boys didn't have a ny 
t ub les going beyond 5J year s . 

"The cost t o the Goverruoent., noweve r, 1n lost revenues 
from i'ull t ax-exemption would be even greater tbvn i ts 
value t o the market . The extent and character of t h is 
revenue-~ss cen be s een r eedil,y from an exr.mins tion 
of the attached t wo t ables where a comparison is made 
of the value of full t ~x-exemption to indivldur. ls in 
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various tax brackets . It is Yifficult to s t ate 
tccur &tely t he amount of this revenue loss but it 
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may be regerdea LS reasoru..bly c ertnin t ha t the loss 
to the ¥ederal Governoent will exceed the ~aunt o f 
the intere~t saving t o t he l ocal housing aut norities . n 

Paragr aph. llo,.., , that• s point number one . 

Point numb~:~r t wo : 11 Regurdless of the f cct tha t the 
t~:.x exemption ,>r oposed is now ful l y authorized by l aw 
any such l&r~:e incr ease in f ~c t in the amount of out-' 
s t tntiing tcx-exempt secur ities snould be considered in 
the light of tbe spirit of "nu t you said to Congr ess 1n 
your ~esstg& on tbis subJect of April 25, l 9J8, copy of 
~hich is a ttached . " Th£t 1 s point number two . 

?oint DWibtr three - anj t his is the mos t import~>.nt 
o ne, the .me I WLntea to cneck cat·efully with you: 
" h furtncr consider&tion in this connectivn is the 
ei'l'ect of tne loClll issue a na sule of <> ny such amounts 
of tnese bonus upo n the c r edl t & nd the good f ei th of 
tne Unltea ~t~tes . They could be sol d a t the r a tes 
ana in the amounts pr oposed ouly if ; r ospecti ve pur­
cm•sers t hougnt ttu. t the credit of the United St a t es 
11ss pledged to t ne pE<yJJent ol' the bonds of tile l ace l 
a~taoriti~o::. , 1.., . , tha t Con.,res$ .. auld eve ry year , for 
toe full term of toe bond~ , ma~e toe a nnual appropria­
tion uf tnt. subsiay involved , anc tn&t it v.·ould be used 
to ; &y prin.:lp:::.l and interest on the l ocal bonds. If r 
particul~r Congress failed to make such appr opr i ation; 
o r if the Uni ted sta tes Housing Authority for good cause 
ilithheld payUlen t of the s ubsidy; or if the locli l housing 
autaorities f~iled to use t he subsidy to pay principal 
~nd intE:rest on t heir b onds, t he r esulting <ieft.Ult woul d , 
i n the minds of the i)urcht.ser s of these bonds, be deemed 
;. def ault by the Government of tl:le United States . " 

.l.nd r•ve put tha t in bec~;use his plun is, r.hen he gets 
your approval on tnis , to ;; e t the opinion of the 
h ttorney General . 

Vlhose pl e n? 

I f he gets your approval - their plan was t o get tl:le 
Treasury • s approval a nd t hen e et the opinion of the · 
Attorney Genorel . 
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" llo present a dmi nistra tive or legal determination 
c£n r emove this uncertbinty . Future Congress i onul 
ano administra tive cct ion is, tnd will be, cor.di­
t ioneo upon Sb tis f &ctory perfor mt.nce of numErous 
future ~cts by the loc&l authori ties involved . I t 
is tne future wi thholding of t he subsidy by the Uni ted 
S t a tes !lous ing J.uthority, not its vosition ls c. c lnorlty 
bondholder, tht. t w .. s int endea us the s a nction t o co•avel 
tt1e locv l a uthorities t o act in the future as they 
s ho uld .u 

:iovt IA6Y .I ex;J lt.in Nnat I met.n by that . 

I WlC:ers tt.nu . 

lie intendeu to nolo & f e.v o f the bonds t nd huvt a 
~os~tiJn as a minor i ty bondholder . 

"inus, t he obligation t o maKe f uture appropri~tluns 
~rui paywomts 1>< :;ub ject t o substnnt i::.l condit1<J ns , • nd 
.tence these bonJs s re not toe cqutvalent of Government" 
glll..rtonteeo bvnds, elthough tne public would no t bey 
them > t " l o :1 yield on any o ther basis . 

"Sincer ely your3, •.•. • 

Nell , you .;..,n • t end Ujl •Tn;,rel'uro: , I r.,c.,.illllend t h::.t tle 
s noulan 1 t . " 

I 1 U be glue t o a ad tnat . 

"The r ef o r e , I r econuaend t o you, in vie" of the a bove 
sta tt!ment, tllu t !Ar . Str11us be d irected no t to sell 
these so-unj-so . " You see? 

J.nci then I .v~nt aown s t tile bot tom the usual tblng : 
".l. j>pr oveo by the Presiuent of the United Stbtes. " 
;, place for tne Pr esident to rite, ".kppr o ved : Fra nklin 
D. Rooseve lt.• 

Do you thin" you ~ould bave th&t within &n hour f or 
me , just tha t l us t page? 

Yes . 

Ar e you ( Toylor ) with me? 
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1 bsolutely . 

••c ' r e t ogether . 

•· b~vlutely . 

'rt1e lt s t poge snoulc! hvve " Ther &f or e , :!r . President, 
in vic:: of t his foregoing - so f orth - I r ecommend -
•ler cby r eco.J!Jlen... t<l~< t tile thing .•.• n 

" tblit this plan be disLpproved - t ha t you d islip;>r ove 
tnls phn . " 

" tm:. t tne plan be ais&pprove ... . • 
corner & pl~ce f or t he Pr esident t o 
~y le tter - f OU se~? 

~.ncl down in t be 
s&y "/,ppr ovo;d ." 

Jd,Jhtnt: Yes . 

H. : . Jr : 

Oll,,h~.<n t: 

H. :I. Jr: 

.1 •• Jr: 

.s . • • J r : 

Ollph~nt: 

H. ·.: . Jr : 

•<ht. t? In the co rner , you knoll . 

Sure . Now, Str&us has ••. 

Now, jus t a second , H&rmlln, b~:cau:;e I •m fighting time, 
&nd I wa nt t o get . . . . thure 1 s u - in the pr epar a tion, 
you huven ' t b een hurried , nuvc you? 

Ob no . See, these t hines Ncr e scheduled for ~onduy , 
ull of these things . 

So t her e is no doubt in ~our mind . 

nny in yo urs (TLylor)? 

No . I tsl.ked to J:.d Foley a t greLt l eng t n about this , 
anJ i t ' s - r •a entirety •.•.• 

We •11 do wb" t ilb s &iJ we ' d do , l e t Straus see this 
bef o r e ... 

Now Stra us i s out of town, unci wha t be did - he tried 
t o g e t i1old of it Saturtlvy , but ,,e wer en • t r endy yet . 
And be sent a note t o the President - be sent a letter 
t o tbe Pr esident a nd sent 8 copy ove r to you with a 
pencilled note on it, somebody said . 

I naven't seen it. 

t 

• • 
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l!o you Nant to s ee 1 t? 

tiave you s een 1 t? 

I huven• t seen it. 

(On vhone) Mr s . Klotz ple~Jse . 
Mr. Oliphant tha t ne sent a lett er 
S~ tw·uay . Fifteen minutes 

Just came in 15 minutes ago . 
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!Jr. St raus told 
over t o us on 

~a bot tn~ot from some suborairmte of his . He ' s out 
o r to.;n until thursday • 

.. c tut lly toe si t lllition is this . 'i'nis is Keyser ling 1 s 
lu~~ . ~eyserlin£ is h~ondllng it . ~eyserling is so 
upset about it:, oe left 'littgncr , c ame do"n uere Saturday, 
m>vint, to g et t oe let t or . 

,,lcl!, i t ' s funny, I sr.i d t o Mrs . l( l otz, "The one 
yerson L don't want t o hbve sit in on this thi ng is 
Keyserl i ng; because I smel l Keyser l ing . " 

·;,.,11 now, in gooci f 11ith t o Straus , do we nave t o show 
1 t to !lim? 

Show it t o ~eystrling . 

Have t o show it t o Straus • 

:;ell, I can't sbow it t o ilim. 

In t c: r ms of timing , I tltinK ei tiler you ought to Cl!ll 
him up•on the telephone ••• 

• his ts pretty dishones t trickery. 

(Mrs Klotz bri~s in l etter 
f r om Straus) 

~ell now, wait a minute . 
iie ulon•t show it to me. 

But you dia t ell nim •••• 

Straus writes the Pr esident. 
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11 ell, l e t Keyser ling come on over . 

t'ey~erling went back . 
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"This :ts a copy of the lutter I am sending the 
President on the s ubject of the sale of local 
h~uslng ~uthority bonus to priva t e investors. 
The Preside~t indicLted his Lpprovul of the plan 
~nt~n I d iscussea it N1 tn n im brit!fly at Hyde Park . 
I hope he sees no objection to it now. " 

Tn:. t • s a dlr ty trick . Be sits here e nd he wri tes 
the Presid ent first . hna be for e I sent it to him I 
s& iu !'d send~ copy - l' tt sho~ it to nim . 

Tht. t ' :; the r e&son I wt:nted you to .mow about 1t. 

Th~t • s a air ty tric~ of StrLus •s . 

I ' m not arguing !ibout tht> t , but I thiru; t hat you -
you c ertainly told nim thr t you would let him see it . 

r 1 11 e e t him on the telephone . 

(On phone) NathEn Str uus , wherever he is . 

Uo you wLnt t o discuss lt •.•• 

Snould I ge t tne env~lope? 

I f ;p u ple::se, b eccusL 1t 1s dt tc<i October 29 . 

(J.lrs .O:lot2 zoe~ out) 

~o yuu wa nt to discuss it Lt lunch with the President ? 

Yes , becDUSe I s&lO I w~s go ing tnrough ~:;.<.a it. ! 
thiM 1 t • s ~o ul r ty piece of business . Tht hell d t n 
o tra..., . 

Buve you (Oliphant) hou ll ch&nce to s tudy t his , to 
see it? 

I •ve neve r seen that . Tell you what be did . He s ent 
a co ' of that, I l ea rneo t h.is mor ning - E.d le&rned 
thisp~or~ng, from some subordinate over tnere - sent 
that to the President 1 sent you ll copy · 
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Ttu t ' s a d irty piece of' bu s i ness . 

It ' s a dumb one . 
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I t ol d h i m b e f or e I wro t e my l ut ter I' d sbo~1 it t o him _ 
th~ dirty so- a nd- so . 

(~rs Kl otz r etur n s wi tu enve l ope) 

oent ove r by messenger . 
see . 

:;en, it just cc.oJJe ovt.:r . 

Th~r~ ' s nothing on t her e, you 

I lliELO I t urn eu uround Lnd to .. re it .. ~s . l!c.) b~ r chn 
as~ Chauncey . 

I 1 ll nt vo; bet• come i n. 

(On phone) T-.ll Ch~> un<.:ey to c .:>me in he r e pl ease . 

1 openeu this myself' . 

(Hanes comes ln) 

He s~ys : "But in oro or t o Cl eterminc ·t.he ther t his pr o­
;>oseo plc.n 11ould conflict ,.ith Lny general policies 
of Government finLncing , I ha ve discussed it ~1th t he 
decretE r y of tne Trcusury . The Secret;ry r aised a 
~u.estion LS t o whether t he new plun Rould be i ncon­
sistent .•ith your messE.t;e to Congress of A.Yr il 25, 
1'1Jd , d ea ling wi t h t he elimination or t ax- exeopt 
fenture of ~ecurities , a n~ I unuerst6r~ tha t he wi ll 
cove r t nat ~uestion in ~ let te r to you . 

"Let me point out in this l e t ter wha t seem to me t o 
be l he compelli~ advant~ges of the ; r oposed pl an . " 

He ' s j ust a aouble - crosser. He ' s jus t " d.:>Uble­
cro~ser . I t old Na tht. n Struus t tl!< t "'e' d HitE< a 
le tt .: r to the Pr esi dent (lru befor e .l'e 1d cio it we ' d 
show it t o hi tll . He , wi tn.;,ut sllo11ing 1 t t o me , wr ltes 
the Pres i dent a letter . 

(..:haunc ey comes in) 

Do you (Chauncey) .!now .. hen this came i n fro!D !l~; than 
St raus ? 

\ 
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"ell, j ust before noon . 

ToJuy , ; ou mea n? 

Yes , a s f a r as I ..:now .l t come ln t h i s mor ni ng . 

.. ell, j u s t go back a na ca l l up Str~<us ' s offic e a nd 
:.a.t them wh" t t i me . lie Nant to ..:now wha t time t ha t 
l e t t e r l tf t his o f fice . I Nl'n t t o .mow . 

(:!iss .;h~ unccy goes out) 

rle • s Just ~ jouble-crosser . 

:>h, s ure . llo , ne n:ls no a ns••er . I N&s t o snow him 
wy lett.,r .... 

( On ...,hon e) Bello? un1 t obout Nt t h: n Str<. us? 
l•nere is he? Cr.n •t ,;et his office? His 
of f ice ln Washing t on? Who 15 this? ":he r e ' s 
Miss Spanc:lEOr ? Put he r on . \'/hy can 't you 
get Nu tn .. n Stra us? You met n you c~:. n ' t get t hr ougll 
t o his office? 

lb , 1 t • .s Jlerfec t ly cleRr .mut. he ' s done . I .. ,csn' t 
bo rn yest er ciey . Be .<nows I' m going t o vtrite the 
President, so he s i ts down ana "ri tes the Pr e s ident 
a le t ter firs t . But I tol d hio I •d sho.v hi m my 
le t ter befor e •.•. 

And ~eyserling ~as in to~ Srturaay , ~hen the lette r 
t<hs WI' i tten . 

~eyst:rling WG.S in to110 Su tw•<:it.Y , wuon t oe le t ter was 
11 r 1 t ten . Thto t ' s h ls brit:ht 11.1~1. . 

29 th . It w&s d& t ed t ile =9th . I met.n t he l e t t.t!r . 

• h:. t • s S~o tura;,:; . r'ey stlrling .. us h"re SE t urdhy . 

"';ne Pr esi a ent 1nli1c&t eJ his &!Jpr oval of toe pl t; o 
Rhen I aiscus s ea it Ni th h im brie f l y a t Hyde Pa rk . 
I hope be s ees no ob jec t ion t o it now. " 
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.h•ybt~ ne wlsunt.ie ~stouu yo u . 

Nu , no . 
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t< o, they we r e " I'ter the letit!r on S~tw·day ; ttltY uncJ.cr­
.; t l.lv<> tne:, .v ;,re t o s ec t h<s l etter b.;f<.l r e it .:cnt over , 
t. nJ t hey W<>nt ed t " g e i hul d of the letter Sa turduy 
b".;uu:;t! avparently Key~erlinr I!OulJ come do m S~ tu~dLy . 
t :>u see, •te 1 s working .vitn .'it..gner on hls c~om,.>uign . /.nd 
our flf>ures ju,; t ,,.~ren • t r e1.dy . 

;:,.11, wuile .;e •re .. r.1t1n., for l:itr .. u s , l e t ' s te.te up 
v cr""' ny nex t . 

(On pll:me) !:lello . CL::lbrlage? Yes . I d on ' t 
tn.lw 1hetne r y :m c c n l o.:r te h L"l thcr~ . ,·:h~ t? 
Ju:;t " mlnute . 

Do yi)U &now ::hether Keysel'llne l s i:t to.•n? 

Key:h. r ling went b~oc,< , I think . B«Ck in Ne,~ York, out 
o n the s t ump . tie • s in Ne 1•1 York Clty •.:ith Wagner . 

"'ee .1hether Ne ttwn St r aus l s up - see whether you 
ct n loca t e him, where ver he is . (vn phooe) 

I tni~ ht 1 S in uetrol t . 

ri e• s u9 in ~b~bri~ee . 

(~,!isS vn, uncey r t lW'hS) 

It left uis o ffh:e Lt ~: JJ tnis mor ning . 

(At tnis point o tne•· sub ject mt. t ter 
w& s brought up, d i scussion of nh.ich 
is transcrib~<.l sepur~s tely . Di scussion 
r e housing u&uin ~ooK ploce ns l'ollons : ) 

(On phone) Hello . nll rlgnt . 

tlo H, Str a us isn • t the r e . I t hin!!: .:anus h»s double-
_, Now I t hiM to s ay - he h&a absolutely 

crosseu we . • · h h t:> sit 
no business, after the meeting Ne aa ere, 
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down end send t he President a letter . And he says , 
"This is a copy of tbe letter I am sending the 
PreHldent on the subject of the sale of local housing 
a uthority bonds t o private invest ors. The President 
1nuicated his approval of t he plan when I discussed 
it witb him briefly at Hyde Park . I hope he sees no 
ob jection to it now . n 

Now, :<e soJ.d we ' d snow bim our letter and he could make 
any suggestions . But instead of that, oe isn' t satis­
fied - in other wor ds, be doesn't trust me, so he *rites 
his own letter t o tbe President . Now, I can do one of 
two things. I can .say I ' m mad . I am, frankly, very 
much annoyed . 

Uay I volunteer o suggestion? 

Just & minute . Just let me .•• 
Wnat • ••. 

You(Banes) sat here. 

He couldn 't misunderstnnd thut, no . 

Could he? 

.Vnen he left here, ypu said, " VIe ' ll d raft the letter . 
You'll. be shown the letter . If you have any suggestions 
to make, we ' ll be glad to change it in accordance .••• " 
Tha t was the .••• 

Were you (Taylor) here? 

Yes . 

1'here couldn't be - could there be any arlsundersteoding? 

There coLUdn' t be any misunderstanding about our showing 
hl.m the letter on this one . His wri ting the Presiden~ -
I think be • s probably got a technical out in which he d 
say "'llell I never told you I wouldn't write the 
Pre~ident.~ I mean it's a technical one. 

But that isn' t the thing. 

It' s a technical one. oh, he ' s doing j ust what you say 
be is. 

All right • 
• 
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but I mea n 1I he wants t o get into a d eba t e on i t, 
I t hink he c ould s ay thLt "I didn 't do it tha t way .• 

ioel l , the question tha t I •m r ul s ing i s , no t having 
bean able t o s how h i m my l e t ter, s houl d I go , head with 
li 1< t one o 1 ..:lock i ne wpy I Sll i d I woulo , or s hould I 
Ill! it? 

11ell, does t nis n;, v., any b eur ing on it? He ' s a pr e t t y 
nice f e l low, we ' r e going t o nave t o work with him, end 
it ' ~ i:Dpor tant, I thin~! , to bear i n mind t ha t his writing 
tne Pr.,sident is largely t ne A'Or k of Keyse rli ng . Now, 
! 1 <I be incEned to C &r l"y :>u t ny promise, >"ne thEr he d i d 
ills o r not . 

Well , tha t's my i nc ltru. t lon . 

'lhree or four d s.ys e r en• t going t o ma ke any differ e nce . 

'.l.h~> t ' s my inclinn t ion . I sai d I' d shon 1t to h i m b efor~ 
I ' d sena it . And pt r t icular ly in view of t he fac t tha t 
ne hasn ' t .tept f ai th with me, tm ti r s a i d , 11\'iell, I 
won 't do it - now, I ' m not going io do 1t until you •ve 
got a cha nce t o s ee it." 

I•a s now aim my l e tte r ami I 1d f or ge t t he o t ner one . 

I won' t f or get it . He' s going to get right str aight 
bet~een t he eyes wht:. t I t n.Lnit . 

You can t ell him et t he t ime you' re play ine it a littl e 
di f fer e ntly fi"om what he does, but tna t's •••• 

OrJinar ily i n going baeeti I would fo r wer o a copy of 
thls lett~r , pr oposed d r &ft, t o n1m wher ever ne is . 

I ' d s end it o ve r by nand t o his office snti say, "Pl ease 
j!e t this t o ~l r . Stra us as soon as possible, because" 
he didn 't t e ll us - we ' d like to ha ve hls comments • 
5ee? 'IIlla t ao you thinK, Jonn? 

h B I think tha t 's t he \Y!lY to nnndle I ' d agree wit erma n. 
it . 

hS l ong a s I 'm gn1ng t o c i ve h i m nell, I might be a 
little extra nobl e about it, huh? 

All l' ight. 
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lf there ' s anybody i n this tow n tnbt tn1s office has 
helped ove r the bUIOps, it ' s Str a us. 

Tha t ' s right . 

Tha t ' s why I don't - I meun t hat •s why 1 still NSnt 
t o leave one little •.. 

No , I g rew up with h tc, lJrs . Klo t z . 

He •s CULnged, m•ybe . 

••11 r lgnt . ."/ell, y<>u (Olipuant) nt>ven ' t seen this 
yet . 

N~ , I ~ven • t seen i t. 

.Vell, tht t cle<.rs the decks as of now . What do 1 t ake 
o ver t o the President? Noth i ng do 1? 

! •ve got tha t J~pcnese thing . 

Yo u c an t al;.; t o hirn if he wonts to t a ll< a bout it. 

1 t<. l,.eJ to airo . I &skea nim yesteraay . I said, •How 
do you reel about this thlJ18 , :J r . President, with 
Straus?• 

"What do you :ue~: n?" 

I scia, •Do you want full t ax-execption?" 

He saia, "I wouldn' t he&r of it . 1 wouldn't helir of 
it f or a minute . " 

i.nd Nathan Straus , \\hen he svt here , Jidn• t S&'f t hat 
the Pr estdent s d <i he could go ~het<J , und in the 
letter he says he uid 3ay so . He never told us when 
he sat her e tha t the Pres ident app roved the thing . 
Does a nybody r em ember tha L he said the Pr esid ent gave 
him the a pproval? 

I got the i~presston tbat he s~id ne only bUd a ten 
minute t::lk with the President, and tbe President 
gave him not a complete clearbnce, but the understand­
ing of a clearance- be didn't hbve it ~uite clear; 
a nd yet be aoded one mor~ stLtement, ne sala , "I don•t 
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w:.nt you to get a wrong impression about the 
J'rllsioent o. ~proving this t h i ng, but I do .vant t o 
give yo u the impressi?n thll t i n my ten minute 
c onfe r e nce the President tllOught well of it . n 

You ' r e not c onfus i ng uiru Nitti Lambert? 

No , no , t n is was the f ello .. that s~ t right here . 

'lht· t ' s the w~.:y I r ecull it . 

Lik~~ toe idee - the President li~ea tne i dea . 

llile t .... 

.. e c &n get that out o f toe notes . He referred to it 
t.vice . 

l:le ct<rt., inly didn ' t inaicbte complete -.pprova l. Thnt 
.vii S tue impression I got . 

·•ell, O. K., we ' l l send it over t here a nd we ' ll be 
extr<t noble about this thine, because, believe me, 
fie tha n :;traus is going t o get a lesson . 

Remembe r .vhen I tolu you (Klotz) I didn ' t nsnt that 
s o - r nd -so Keys <crling to come over here, and !said , 
•Tel l him not to bring Keyserl i ng wi to him," when 
y~u were m"king toe ~ppointment? 

( liods y es) 

tie • 5 running .o c.g ner • s C '-':llJil i:;n. :J~ ybe tha t• s w!ty 
.'itcner •s do :.ng s~.) btul)' . 

~11 r ight , gents . 

Regraded Uclassified



TO 

SubJ eot: 

TREASURY DEPARTMENT J:JO 

INTER O FFICE COMMUNICATION CONJ'IDENTI.AL 

Seore~ary e t hau 

Ur. Haa 

The B ainess Situation, 
Week ending October 29 , 1938. 

Conclusions 

(1) 

DATE Ootober 31 , 1938 

The f oundation tor further buaineee recovery ia being 
strengthened by a rieing trend or national inoome resulting 
from increased taotory employment and payrolls . This hae 
al ready begun to retleot itself in inoraaeed buying by con­
sumers, as shown by a composite index ot consumer buying, 
seasonally adJusted, which we have recently construct ed. 

( 2) 

A proapeotive further improvement in durable goode 
product i on ~- steal, automobiles , lumber and cement -- is 
suggested by the tact that production in these industries 
hae not yet increased to the estimated level or demand. I n 
text iles and leather, on the other hand, production reaohed 
the estimated demand level in Auguat and has since shown 
eome dsoline. A recent rise in the general level or basio 
demand provides additional evidence ot i mprovement in the 
underlying buaineaa situation. 

(3) 

The continued depre ssion in commodity prices, wh1oh 
remains the major untavore.ble f actor in the bua1nesa outlook, 
hae tended to moderate the recovery by reetraining specula­
tive buying. Recent greater atab1l1ty in foreign cur renci ee, 
and an iiDproving industri al demand tor oommod1 ties, have gone 
tar t oward removing the t hreat or a turther pr ioe decline which 
clouded t he industrial outlook earlier 1n t he tall . 
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secretary Uorgenthau - 2 

The general eituation 

The current business picture is one or continued gradual 
i mprovement, following the sharp gains or July and August, 
with a foundation tor further improvement during the coming 
year indicated by ris i ng t rends or employment and consumer 
incomes, and by the prospect or additional gains in certain 
i mportant industries, notably 1n building activity and auto­
mobile production. 

The rate or business i mprovement alackened somewhat dur­
ing Seotember, a 2-point gain i n the FRB index during that 
aonth comparing with a gain of 5 pointe in August and 6 oointe 
i:l July. An October index or about 94 aopears likely, wl th 
; res t er than seasonal gains in steel activity and automobile 
:>roduction orobably orrset i n part by reduced textile activity. 

In Chart 1, the trend or the FRB index of industrial 
oroduction through September i s compared with the trend or 
the New York Times index or business activ1 ty through the 
week ended October 22. In the lower section or the chart 
t he individual components of the latter index are shown ac­
cording t o their respective weights in the index. Owing to 
differences in construction, and in the statistical sarles 
included, the FRB index currently 1s at a somewhat higher 
level than the New York Times index. 

For the week ended October 22, the New York Times index 
mai nta i ned its sharp gain or the previous week, holding un­
chenged at 87.7. Declines 1n the two oarloadlngs figures and 
i n steel and electric oower oroduotlon were offset by a marked 
rise i n aut omobile or oduction and by gains i n the indexes of 
l~ber oroductlon and cotton mill activity. 

A rapid recovery 1n businese such as that or the past 
five months would ordinarily tend to carry production above 
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the oreva.111ng level or demand , due to speculative influences 
and business momentum, and be followed by a temporary setback 
as in late 1933 and 1934. The September business data wbloh 
have Just become available show that, except 1n certain con­
sumer goods in~ustrles, production so tar has not increased to 
an excessive level 1n relation to demand. The continued depres­
sion in oommodity prices haa apparently acted to restrain 
epeoulatlve buying, and thereby contributed toward maintaining 
an orderly recovery trend. 
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The bueineaa outlook 

In appraising the outlook tor buaineaa over the next 
aix monthe or longer, ooneideration muet be given to two 
~or tactore: (l) The extent to which producti on detioite 
have been made up by the recent inoreaee in industrial pro­
duction; and (2) the underlying trend or ooneumer demand. 

The improvement in busineea activity trcm an FRB level 
of 76 in May to 90 in September hae been only partly in 
response to an i ncrease in induetrial buying. In part it 
has retleoted a depletion or manutaoturere' inventories to 
the point where orders could no longer be tilled trom stoolt, 
and mille had to be started up to meet the current demand 
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tor goods. According to our baeio demand study, production 
during the firet halt ot the year had been running materially 
below the level or ooneumer demand, due to the continued 
liquidation or distributors ' etooke and manutaoturers' etooke. 
At ter the former had been reduced to more nearly normal levels, 
ne~ f actory orders began to inoreaae, but it was not until the 
excess atooke or menuraoturere had in turn been largely 
liquidated that the increasing new orders could be rerleoted 
in increased raotory production. 

Production det1o1t not yet entirely made up 

The level or industrial production, according to our 
analysis, is still somew~t below the general level or basic 
demand. (Bee Chart 2.) lfhile the production or certain non­
durable goode, notably textiles and leather, has reached a 
full adJustment to demand. and in tact has tended downward 
during September, the durable goode industries have still 
somewhat turther to go betore they reach the current demand 
level . The greater than seasonal upturn i .n automobile pro­
duction in recent weeks retleote the strong basic demand 
situation ex1eting at the end or September, ae shown on the 
chart. Steel, cement, and lumber production must also increase 
further to reach the eetimated level or demand. This strongly 
points to a continued improvement in the general business 
trend, in the absence or developments that might unfavorably 
affect the trend or baeic demand. 
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Demf,!!d hae begun to improve 

After industrial production hae rieen euttioiently 
to adjust itself to the level ot demend, any turther healthy 
i i!J!)rovement in :Production must come about through an inoreaee 
in demand. An encouraging feature ot the present bueineee 
situation ie the t act that baeic demand, aa ehown in Chart 2, 
is already turning upward. The riee in the combined index 
during September r esulted largely t rom a marked im:!)rovement 
in beeic demand tor steel. 

Underlying the improVing demand ia a rising trend ot 
factory payrolls and ot national income. The BLS index ot 
p~Tolla rose i n September to 80.7, as compared with 76.8 
in August and a low ot 10.6 in July. The national income 
has been rising gradually einoe May, according to the seaaon­
ally- adjueted mont hly index or income payments compiled by 
the Department of Commerce. The September index ot 83.3 com­
paree with 82.5 1n August and a low ot i'!o . ~ in !Jay. 

Consumer byying increasing 

We have recently compiled an index to measure the com­
bined volume of consumer buying, baaed on data tor various 
products or product groupe tor which retail ealee figures 
are available. The data are expreeeed in terms of phyeical 
quantities and adjueted for normal seasonal variation. This 
provides in one index a coaxpoeite picture of the rate of con­
sumer buying as reflected in department store ealee, rural 
retail ealee, chain etore sales, automobile registrations, 
farm implement ealaa, and various other data, each wei~ted 
according to its apparent importance in measuring the offtake" 
or manufactured goode. 

The index of consumer buying (See Chart 3) ehowed a 
marked upturn during August and Bepte~ber, tending to confirm 
other indicati ons of an increaee in underlying demand. In 
ooooaring t he oreeent trend with that of the FRB index (upper 
section or the- chart) it will be noted that industrial produc­
tion hae not yet risen to the consumer buying level. In 1933, 
1934, and moat notably in 1936-37, a rise in industrial pro­
duction to a higher level than the index wae followed by a 
business eetbaok roughly proportional to the extent or the 

exoese ot production. 
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In the lower eeotion of the oha.rt, the consumer buying 
index ia compa.red with an index of total income payments , 
to which it ahould be closely related. The effect of the 
veterans' bonus payment in 1936 on ooneumer buying ie shown 
clearly hera, indicating the extent to which the actual pay­
ment was anticipated in earlier monthe. An increase in 
installment ealee was doubtless a factor in bringing an 
increaee in buying in 1936 out of proportion to the increaae 
in i ncome payments, and a corresponding contraction in buy­
ing in 1937 and 193S when automobile finance companies 
tightened their credit terms, and buyers of various kinds·ot 
goode were committed for a considerable period to pay i nstall­
oenta on earlier purchases. 

Commodity orices remain depressed 

The commodity ·price situation r emaine the weak point in 
the busineee outlook, though increasing industrial demand and 
recent greater stability in foreign currenciee have gone tar 
toward removing the threat of a f urther price decline which 
clouded the bu81neea outlook earlier in the tall. During the \ 
curt•ent week, sensitive commodity prices have held generally 
steady, though Reuter's index of prices in Great Britain has 
t ended slightly downward. 

Industrial sentiment remains cautious toward commodity 
pricee, which has apparently tended to prevent a speculative 
business boom, and must be eat down as a favorable factor 1n 
the longer term outlook. The business survey committee of 
the National Association of Pur chasing Agents, in its current 
~ontbly review, states that moat purchasing offices •are 
orooeeding on a most cautious basis pending more definite 
evidence of further quickening i n business voluoe•, and that 
"ther e is entire absence of speculative buying at the moment, 
88 the opinion persists that price changes during the months 
to come will be moderate in scope , and conditione do not at 
the moment warrant extensive commitment s ahead." With busi-
ness recovery to date showing little evidence of speculative 
buying, any definite upward movement in prices would be likely 
to orovide a business at1mulue sufficient to bring a further 
advance in industrial production. 

Increase in new orders 

our index of new orders tor the fourth week ot October 
(See Chart 4) recovered much of 1ts loa& of the previous week, 
11ith textne orders ahow1ng a marked i mprovement. New orders 
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tor eteel, •• reported by the U. 8, Steel Corporation, in­
creased elightly to the equivalent ot ~ per cent ot capacity, 
as compared with 45 per cent the previoue week. fhle corpora­
tion has apparently not ehared llllcb in the increaeed volume 
ot light eteel reported to han been bought by auto.,blle 
companiee and other• during the tempor&rJ period ot price 
weakness. 

Rumore ot a probable inoreaee in tiniehed eteel prioee 
tor deliverJ atter January let, it oontirmed by a auttioiently 
early ottioial announcement, would doubtless be followed by a 
heavy increase in eteel orders, which would aa1nta1n eteel 
producti on at rela tively high level& during the remainder ot 
1931!- . . 

Ouprent business news 

Steal operatione thie week roee to a new high at 53·7 
per cent ot capacity, more than recovering their 2-point drop 
to ~9 .4 per cent laet week. A further 1noreaee ia expected 
in the trade during the coming week, ae eteel companies work 
on the inoreaeed ordere tor light eteel received during the 
recent period ot price cu:ting. 

Construction contract awards, atter rieing verT eharply 
during t he laet t>eriod ot September, held moat ot their gaine 
during the tirat-halt ot October. Awarde t otalling $181,194,000 
tor the t1ret halt ot October compare with $11), 604,000 during 
the same period ot September, and are nearly double the tigure 
ot $99,914, 000 tor the corresponding period ot last year. 
Privately owned projeote show a eubetantial gain, the total ot 

!
"1!2,~)5,000 tor the tiret halt ot October comparing with 
60,142,000 i n the e&llle period ot laat month, and with 
6),169, 000 during the oorreepcnd1ng period laat year. 

Department etore 1alee improved with more favorable •hop­
ping weather during the week ended October 22, showing a reduc­
tion ot 9 per cent trom the eale1 of the oorreeponding week 
last year, which comparee with a reduction ot 18 per cent dur­
ing the week ended October 15. 
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HI!Jr: 
!Iathan 
St1'8U8 : 

Hl!Jr: 

S: 

¥;!Jr: 

S: 

~!:Jr : 

S: 

H!lJr : 

S: 

"l.!Jr: 

"' -· 
H:!Jr: 

S• 

';'J!Jr: 

S: 

HI!Jr: 

Hello . 

llatb.an Straua. 

Rello. 

Hello, Henry. 

J 
Oc~ber ~1, 1G~9. ' 
2:2e p.a. 

Go ahead. I 
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Hello, Nathan. Well evidently you don't have very 
much confidence in ~e. 

lfh7'• that7 

Well, ~hen you -

I - I o~ly run a~ay and go up to Boston when you're 
looking out for things. no , not much. 

No, but when we left here I said I'd write a letter 
to the President on your problem and before I'd 
send it, I'd show it to you. 

Yes . 

But 1n the meant i me, you shoot a letter over on your 
own . 

Oh, Renry, I asked to see your letter end was told 
I could not see 1t because you rere not there, ~ 
boy. 

Well, 1t wasn ' t finished. 

Couldn 't eee 1t. 

Well, it wasn't fini8hed . 

It was sa1~ that the Secretary was away and I could 
not see 1t,and therefore coming up here today, I 
thought the thing to do was to writ e out what I 
would have put 1n yours 1f you'd let me, and send 
you e. copy. 

weu ·-
You were ee~t a copy befor e i t went over to the 
President, didn't you? 

Pardon. 
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You got a copy or ~ letter to the President. 

I got a copy th1o morning. 

You got a copy before the President got it, because 
I wee given those orders. 

Yes, but I- I didn ' t send mine bec!l.use I told you 
I'd show 1t to you before I sent it. 

Well, that was Just it, end I wasn't goi ng to be 
there, and I di c.'ln't know what else to do. You ~ere 
away . 

Well there' s - I was here. 

I coul~ have stayed over today, but I d11n't want 
to do 1t. I didn 't want to come back. 

I was in the office Seturday. 

Well now they called up and asked for the l~tter . 
They spoke to your man, I think Foley, and the 
word came back to me -

~ell, why d i Cn 't they ask- Foley isn't running 
the office of the Secretary of the Treasury. Both 
!.Ire. Klotz and I were her e SP turday. !lcReynolds 
was here Saturday. 

now, I - I didn't do that myself, to tell you the 
truth. I asked them when I could see t he l etter, 
becauee ! ~ee £Oln£ to ~ait over . : d i nn't leave 
unttl tive ·o ' olook, pnd t he word ca~e back th~t 
Foley ~as draft1n~ t he letter for you, or was 1t -
it wasn 't Ur. Oliphant, 1t wae Foley, end that be 
could not show it to me beo&use you ~ere not there. 

Well, I ' ve explai ned often enoueh that if you want 
something from me come to my office . 

Oh, well I do but they said you were out -
you Ter e out, I' m awfully sorry. 

No , they - I was bf'r e , ~:rs. Klot:r. was here, 
llcReynol~s wee here . 

1 did not cake any effort to do that. I wss there 
the whole day ' til five o'clock, and when I heard 
I couldn't see the letter I got thee to fiX up 
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this th1ng which I woul~ have ~ut 1nto youra. 

Wel l, the letter wasn ' t finished. I only aaw 1t 
th1a m.orning. 

I get you. Well, that may have been the 
explanat ion. 

But when we agree thet you're soing to see a letter, 
you see a lett~r. 

~ell, or course, then I would have had to stAY 
over, that's true, which I didn't want to do. 
That ' s true. 

Vlell, ! feel very badly about 1t that - having 
agreed - to shoot a letter over to the ?res!dent. 

Oh, gosh, Henry, I'm awfully sorry. 

Well, so - I mean I was very much upFet about it. 

Oh I'm terribly sorry. 

Yes. 

'Nel l now whet - vrhnt should ! have done? You mean 
I should have stAyed over end seen the letter 
r a ther than r.r1t1ng. 

Well, or else get- call oe up and say I'm not 
going to be her e , ~hat - what ~ould you suggest, 
or ask somebody r.ho'e attached to me- in QY 

office. ~ Foley is - 1 s an assistant to 
Oliphant. He's got noth1ns to do with cy - this 
ie - this was a man to nan agreecent between tht 
two of us. 
But you told Oliphant, 1n my presence, to consult 
with Foley and get the l etter drafted Henry . 

That ' s right. 

You'll find that in the record. 

Yes. 
And then on the basie of that I said I wanted to 
eee the letter. Foley said to our pe~~l~ ~~r;~ood 
wasn't ready or that you were away. 
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it, you were away. I t h ink that's what he said. 

Welt - well , the letter raan't f inished . 

Oh , then I didn't get 1t. 

It was· t1n1shed this morning, and when y~u were 
here, we d i dn't know you weren't goi ng to be bore 
!.!onday. 

No , but you told me, 1f you recell t t 1n the 
r ecord , that you' d show it to me on S~turday 
morn1ns. 

Well that I don ' t reme~ber . 

Becauee ~therwiae ! •~uld surely ~ave stayed over. 

But before -

The thi ng that worries me about 1t 1F tbPt you 
shoul d feel badly , but I' m terribly sorry . 

VTell , I f eE'l - I was very much upset to thinlt t.'hat 
after we. had en agreement t hat - you ' d go and 
eboot a letter t.o the Pr~sident . 

Sut !-!enry, you roo.:~ ted - ?~bat ' s the good - 1f you 
f eel that ~·B;J about it - I ' m terribly sorry, I 
cen 't eay any oore. 

~ell, it' s over there. Well ~e!1 - re ' ll -

What do you want me to do about it now? 

Well t here ' e nothing you can do about it now. 
~e ' a got the letter, I don 't. knor what he ' ll do 
~ith it, and r-e 'll go rhead and f1n1Eh our letter -
1t's f1r.1ehed now and I'll send it over. 

Has your l etter gone over . 

No. 

I thought 
I thought 
with h1C, 

you were going to take your l et ter over. 
you were g~ing to discuss both lettere 
that ' s ~~Jt you said. 

r•o I said that I wouldn ' t ser.d e.:lY letter over 
~til you had s een i t , so I wasn't goinS to take 

1t over. 
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That ' s correct. I thought you were going to 
take it o~er, you eaid, at your luncheon on 
!.!onday. 
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Yee, and I haven't done a thing. I didn ' t bri ng 
up the subJect bec~uee I hadn 't had a chance to 
ta1k to you. 

Well, I euppooe the mistake I made was going aw~y, 
I didn ' t ~ant to break th1e date. 

Well, I mean -

I hope you get it settled up, one way or the other, 
because it 1 e much core importa~t to me to have you 
sat1s~ied than there 1s to do anything else. 

Well - I ' ll - I mean I don 't knoT when I'll see 
the President again now, but I ' ll h&ve to wait, 
that's all. 

Well, I 'm awfully sorry because 1t'e very 
embarraeP1ng farme to have this thing delayed. 

Yea. Well, you ' ll hsve 
all, at least as far -
you pointed out, I mean 
about it anyway. 

to be embarrassed, that ' s 
ao a matter of tact, ao 
I've got nothi ns to eay 

I know Henry, but that isn't my attitude, either 
toward you or to~ard the Secretary of the Treasury. 

Yea. ~ell, we - I ~on't know when I'll eee hie 
again, but ! tried this cornL~ and I couldn't -
and so I - I told you the letter woul~~ · t go until 
rou had seen 1t, so -

\~ell now, I 1m - Henry - I'm goi ns· t'l be here 
tomorrow on this speech with senator Wagner. 

Yes. 
I'm going out next day to Detroit t o dedicate the 
project out there, and 'I will be back in Waahlngton 
on Thursday morning. uay I call you up then? 

No I won't be- I sent your office a copy of the 
letter and told them to get it to you. 

Yes. and what am I to do when I get it. 
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You can do anything you ~~nt ~ttt 1t. !~u c~n 
tell ce you like it or y~u don 't li£e it. ~o 

anything tha t you want with lt . 

Send it back to you t hen. 

Yee, with your comment&. 

That 1 e swell. 

I'm not goi ng to eenl! u. over until I ret yo•lr 
comments. 

~ell that ien ' t at all ~hat I thourht. I thouGi t 
you de!1nit e1y were coi ng to ehor 1t t, ~~e 
President today. 

No, I said I wouldn't until you had seen 1t. 

Yes, s1r . 

so after I get your comments I ' l l eten lt rr1 r 1nd 
1t over. 

All right . 

All r16ht, Nat han . 

I' m awfully sorry Henry . 

So am I . Goodbye . 

Goodbye. 
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~ello. 

Then 't you . 

lo hefld. 

Hello . 

Hello, ~. SecretPrJ. 

P.,., 11re you? 

Fl ne , how Pre you? 

I ' o very wel l. 

~ctober :51, 19:59.349 
~:0:5 p. m. 

When I - when you opokc to me l es t a~out these 
rree d i nners on thee~ boat s -

The whet? - Oh, yes. 

I lt>ft it t his way , th• t. if you cH•n •t hear from 
me aeein t here woul dn ' t be eJcy more . 

Yea. 

!!or, thiE is what happened . A :npn by t he neme 
or t:c::orm1ck -

Thnt. ' s right. 

In Adcira l Land ' s offi ce, - he eeys be 's fixed 
it up .,ith a f ellow by t he n~e of ~cKenz 1 e -

Yea , t he dock com~1seioner. 

That there will be another one . 

Another one? 

Yee. It will be given on the Ar - a ship by 
the name or the Argentino . Now, that ' s the 
meeeage that I got, end inasmuch ee I' m very 
careful about how I g ive ~ word, I wanted to 
mske sure tha t you under~tood that. 
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I - I r&w ,._ l e tter from !:ccon::lck to - to 
!'cXen~le , 1n r·>ttch he said th•t t he u~. 
v•oultl. be the l•ct one . 
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•::ell now they roy they 're !:Oint to g,l ve a dinner 
on t he s hip called the Argentine . 

"'ell, they 1 d better tpke lt to !'oboken - we're 
going to cancel the lease . 

'7e l l, nor )I)U - you - tlo you c1nd - cPn ' t !cr.enz1c 
flsht thie out r1th Admiral Lpnd ' s of~lce? 

Sure. 

I cean ee l'Jne ~s they reemed to hlwe t'!:;reed. 

Yet. 

But yo:J.r mnn ::cKPnt1e C.et1n1t.el)l hPe agrePd t? 
thie . 

Well 1f bP has, i t 1& sll r lgnt . 

But !~cK - they sa)l - O.t\mirs l LCJne • e of'tce Pe:; 
th~t !:cKenzle h 0 0 def1n1tE'l:; eereed to a d lnnPr 
on the Arcent1ne . 

I Pee . All 1'11lht, thrnks , :·r. Secl'PtPry, I'll 
t el!:e it ~1:> ••1th ·.he Colt!:l ir :-toner qt once. 

:io:o that leeveo t·e o:Jt., nor.? 

~ut hereafter 1t 1 ~ 0. K. rlth -

t<o , you'd better- no, y-Ju ' d bPtt.Pr - you - if you 
don 't mind this 1E too - I don ' t - dol~$ ~uf tneP• 
through a third p~rty , you aee? 

~es . 

And 1:1' you e::1~ to me , "Uorgent heu , will you or 
won't you•, I coul d g ive you c yes or no. 

Yes . 

Sut. this 1s !lcCorc1clt to :lcl':enz1e to y ou. 

~ell, I' a !.!By or, I csn call ·~;>~n you ::-or extra 
custom guerde, se ! - I cPn ' t. pollee thoEe docke . 
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You can ca ll on tae f or !l11Yt b1ng . 

All r i ght, I ' l l aek for extra custom guards beoauee 
I can ' t pol!ce t he docks . 

Wel l , I - t he way I ' d like to l eave it with you 
llr. !.!Ayor, i s this, I 'm not goi ng to do anot her 
dar ned t hi ng, ur.!ees I hear from you agR1n . 

O.K. 

I ~ean , 1n other ~rds, I ' o ~sh1ng Qy ban~s of 1t. 

Yea . 

And if you r.ant ec, I'rn here. 

Yes . 

How ' s t het• 

All r i ght . Thrnk you so much . 

You 're rrelcome . 
\ 

Regraded Uclassified



., 
EDA BERLIN (P.\RT AIR) 

Undo t ed 

352 

A portion of this tele­
gram mu~t be clos ely 
parlphrnscd bEfore bE ing 
communicatEd to oryont (B) 

Re ceived October 31 , 1938 
7,:10 a .m. 

SecrEtary of StatE 

Washinuton 

581. 

29, FOR TREASURY FROM HEATH, 

(GRAY) SEptEmbEr figures ore not yet avoi l ablt but 

during August t hE rEcordEd notional debt increased 826 

million marks to a total of 23, 762 million marks . This 

last figure doEs no t include tax credit certificatmout­

standine; in t hE a:nount of 118 million marks . HE1ther doES 

it includE thE total of unrecorded "special bills" billions 

of marks of which were issuEd u;> to :.:u-ch 31 of this yet>r 

to finance incrEased production and roployment. So f or the 

in·junction to secrecy regardi ng the = ount of •sprciol bills" 

outstor.din~ still obtoins . The l :at of thtst bills matured 

in August and :::11 of thEm unless renc11ed s"ould have bttn 

passed to thE Rtichsbank or its subsidiar i es . The press 

asse rts tho.t thErE arc no mort "special bills" hEld by tht 

pri votE bnnl!s . "SpEcial bills" undoubtedly constitute a 

l argE , possibly thE grea t er ~rt of thE bil l ho l dings of tht 

Rtichsbonk and Gold Discount Bonk which on September 30 

aggrEgated 10. 5 bil lion marks . 
During th£ first fivE months of the Reiche fiscal ye~r whi ch 
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which began on April 1st thtrt has beer an increase in the 

recorded dtbt of 4 , 664 million marks . ThErE i s an offset 

to this increas e in thE fact that during th is timE somE 

338 million m&rks of thE total of 2 , 230 million marks of 

tax credit certificatEs issued during 1932- 1935 wErE rEtirEd, 

ThESE cErtificatEs havt nevEr been included, however, in 

the statement of thE total national debt , ThErt is also 

undoubtedly some offsEt of nn unknown ~ount in thE redEmp­

tion by thE Govtrrm£nt of spEcinl bills . Also it m:~,y be 

arguEd that thE issU:~,D CE in JunE of 376 mi llion mnrks of long 

term bonds in exchangE for tht stock of thE Austrian CEnt r al 

Bonk was offset by thE assets or thnt institutipn. 

MAking l argt a llowances for this rtdtmption and txcn,ngt 

transactions, however, thErE muD t hrlVE l>EEn a nEt incrtast 

of the Government d Ebt durine the fivE months Ending August 

31 of at least 3 , 500 million ~~rko or rouehlY 55~ of re ported 

revenuEs for thosE months fhich totaled 6,291 million m~ks . 

Of tht Aueust debt incrtnse 525 ~illion mar ks was in 

short term, 301 million marks in long ttrm debts , Tht 

GErman financial press assErts that in OctobEr thErE will 

bE a dEcrEasE in short term debt welch has bEEn mounting 

recently a t thE ratE of 500 million ~rks per month. 

As prEviously reported provisional cstim~tts put 

Government revenuE for thE slx months period ending 
September 
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ScptEmbtr 30 at 8 , 304 million marks an incrEasE of 2z,% ovEr 

thE oorrtspondin~ pE riod of 1937 , 

Whil£ in part thE incrEasE in to.xEs shown so far t hi s 

yt ar is duE to bEttEr businEss conditions it i s unquEs tion­

ably in thE mo.in duE to n:orE EfficiEnt collEctions nnd in­

crEaSES in tax r atEs rtpor ttd in prEviou= tElEgrams. Tht 

Gt~n GovErnmEnt is taking a steadily incrt asing percEntagE 

35( 

of na tionul incomE in taxEs and in cocpulsory invEstmEnt in 

GovErnmEnt s EcuritiEs as WEll . As rEgards compulsory invest­

mEnt it is to bE notEd that OErmnn municipalitiEs wErE ordErEd 

to 1nvcst in thE REichs loan just floatEd . It is r EportEd that 

during thE fiscal yEar thEy a rc EXpEctEd to acquirE 500 million 

marks of lonz tErm ntich issuEs . 

SEcrctary Brinkmann pointEd out in a rEctnt speEch nt 

DussEldorf that Govcrnmcnt taxEs and soci a l contributions 

(old agE unemploymEnt insurancE, ct cetEra) took only 11 . 3% 

of the 1913 national income of 45 . 7 billi on marks ; 22 .~ 

of thE 1925 national income of 60 billion nr.rks wherEas they 

took 23 . 8 billion mar ks or 33 . 5% of thE 1937 notional income 

of 71 billion mar ks . 

According to figurEs just issucd savings dEposits dur~na 

thE first ninE months of thE onlcndar yEar incrcasEd b7 ! , 237 

983 illio -~rks for thE first 
million mnrks ns comparEd wi th m n ·~ 

thrEE 
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three quarters of 1937 . (I n 1928 such deposita increased 

2. 38 billion marks) this inorease was obtained despite net 

withdrawals of 156 milli on marks in September. 

Employment at the end of September showed an inorease 

of 15 ,000 to a total of ao,aso ,ooo an increase of 1 , 200 ,000 

over September 1937. Unemployment reached a new low of . 

156,000 of which only 78,000 were fully employable, Un­

f illed positions totaled 318 ,000. 

Despite the gains listed above , the millenni\llll for 

the working man in Germany bas not yet arrived, as is 

shown by the Wi nter Help organization ' s annual report. 

This organization was obliged to c one to the aid of 8.9 

million people last winter, spending 417 mil lion marks 

in giving such assistance. For the period 1936-37 10.7 

million recei v;ed aid. J. fUrther reduction in the per 

capita butter ration of Berlin householders was put into 

effeot this week, being reduoed to 180 grams; after the 

Czech-SUdeten acquisition it was decreased from 250 grams 

to 200 grams. 
WILSON. 

II.:Lft 
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LOndon 

Secretary of St~tt , 

'Vashington . 

1257, OctobEr 31 , 6 p. m. 

Dated 

Rcc 'd 

FOR TREASURY FR>.: BUTTEiriORTH . 

October 31, 

3 :30 p. "'• 
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1938 

In connection wi th Nos . 1210, October 20 , 6 p. m., 

1189, October 15, 1 p . m. and prcvious r£ftrtncts in 
the TIMES to tht dol l ar - sterling situation to-
/dnyts TI~S comment may b t of interest , 

"RecEnt reports of a protEst from Washington con­

cerning the dtprcciation of st Erling would appcar to 

havE got the mattcr sanc,mat out ot pErspEctive . 'Yhilt 

thE Unittd Statts authorities a:ay naturally ilave shown 

some concern ovcr tht rccommEnccnEnt of a sharp decline 

in s terling only a few days afttr tht Uunich Agrt cmcnt 

and may well hnvc givtn exprEss ion of its anxiety around 

that till'.!. thErE i s no reason to btlicvc that therE is 

any diasnti sfac tion wi th t he t rtnd of evcnts since 

that decline was arrested or that thtr£ is any dogmatic 

vtcw 1n Washington that stcrl i n: ou@lt t o stand hiehcr. 

Indeed tht policy ot our own Exchange account sincE the 
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End of thE dEclinE has bEEn one to which 'Vashin{; ton 

could hardly take exception. '/hilt thE authorities 

IM7 in any case have eonsidtrtd that a substanti al 

recovery in the rete would be the best ll'.tans of rc­

establishinf confidence in the currency and preventing 

any renewal of a run on sterlin:· there wert signs 

that they went out of their way to fulfill the spirit 

357 

of thE Tripartite Agreement in the fullest possible 

degree . IndeEd the control has in recent weeks desisted 

from buying dollars even when circt~stanccs have temporar­

ily aris en in which the pre-crisis days such a policy 

would probably have been followed . It YIOUld certainly 

be very unnatural 1f Ylashington 17£ re to start cxprcssin& 

dissatisfaction with London's behaviour at this stage. 

Tht cxchan~E account's policy has been far from un­

successful 1n checkint; the r tm on sterling and conserving 

gold reserves . The forei Gn exchnr.~e market has returned 

to normal and althou:h support f or oterling both by soles 

of dollars ond by sal cs of gold in thE bullion !Mrkt t 

hos continued spssmodicslly it hns been mod erate and on 

a dccrtnsi~ scale . Since the major decline in ste rling 

was arrested in fact expenditure of tht account ' o reserves 

has 

• I 
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has bEEn very small. UorEovc r it mus t be remembered 

that the exchange account continues to replenish its 

gold reserves constantly from i ts regular sources. 

In this connection it is worth not ine tMt the amount 

of South African gold which the account has accumulated 

which has not come into the import figur es -- mny ~e 

substantial , Since thE South African Reserve Bank 

first started to restric t shipments in Early August 

prior to discontinuing them en t irely i t has probably 

had somE thint in excess of ~12 ,000 , 000 of cold sold 

to it by the South African producers. Between L2, 000,000 

nnd b3, 000, 000 of this has been added to tht reserve 
' 

bank's own eold stock but i t may be presumed that thE 

exchange account hss acquired most of tr£ rEmainder 

and likcwiec that the account is still acquiring from 

thE rEserve bank thE bulk of thE current output amount­

ing t o well over ~1 , 000 ,000 a week as it always has done 

in thE post. How long thE nc\•lY mined gold will continuE 

to bE retai nEd in South Africa is naturally uncertain , 

But for the tim£ being -- although there were of course 

special reasons for thE shipments bcing discontinued-­

it moy be regarded ns sn interesting development of the 

policy 

.. 
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policy of kttping a part of t hE LXOhang t account ' s gold 

rEs ErvEs in thE dominions on strat cg1cal I)I'Ounds , • 

Wi th Paris still closEd thE volumE of t r adi ng 1n thE 

for Eign ExchangE :narkEt has bEEn S!:tall d EspitE thE ExtEnt 

or thE fluctuati ons , ThE dollar optnt~ at 4, 76 1/2 

somrwbat bi d and movtd to 1/8 during g~ld f ixing at which 

point thE Briti sh authoritiEs i ntcrvcnt1 . Afttr the 

absorption of thE r esultant dollars th~ ratE moved to 

4 . 75 '3/ 4 at which point thE Bri tish author! t1 EB agai n 

intErvmEd to push it back to 4, 76. But !lEw York oamt in 

a buyEr of dollars and thE ratE movEd back toward• 4, 75 1/2 . 

Gold was fiXEd at 146 S l/2D with t h t Briti sh fund supply­

i ng ovEr 200 of tht 294 bars , 

Tht franc was offErEd until ncar thE closE and at 

onE timE thE thrEE months ' frnnc movEd to over 6 frnncs 

discount , NtvErthtlEss thE ~1ty dots not in g EnEral 

tx~Ect a further dEValuation at this t i mE. 

wwc 
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