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A~•nd& f or Conftr~not o n th t 8 ttrl1nc 51\ua\lon, 
!IO'I!'IMII•r 20, 19)8 , 

1. I t ·~~ dto\ dtd a t t h t laet oonttr tnot on Ho•e•~r 14 , 
10 ~4 , t lvl t a •tatt!!ltnt lnd10!lt1n! 011r growtnft oonoem o'ftr 
til• d•ollnt or 11 t1trl l rut ahould be pr• • ent td t o • r . Bt•l•:r 
•,.r t rt~n c.,1• ~ lon to th• Sr1 t l • h 'Pr• ttlur y . (On t ha t day 
1terl\n .. wu 4, 711 , ) A d r aft o r t h • pr oi'IO&t d 11h UaM1t 1• 
· ~o•nd!'ct , 

?. . !:•v• r l\1 1\ayn bafort t h l! l!rltl ,h trade Affrun ent ••• 
r l rn~d , ( l t •raw 1lll;n ed on t he 17th) t h e !ltatt Dttp~ rtmf!nt 
cnMmun lont•d to the Brl t L•h Oo•~trnll! ent tll !' oonoe r n ot our 
J~v•rn~!'n \ o• 11r t h• dro o ln a t trllng a 11 rtl&Ltd t o t he pro-
~ned r. r A<l fl D!lrf'f'mMt. (Thfl onnoern • xprtntd by t h• Dtate 

'l•r•• r t r4• nt 414 not , ho-t'lt r , orl!fl na t l! • l t h t h11 t Dep,. r t M•n t ,) 
· n ov~:=~ber 17 , 1935 t hl" Srl t1eh Oo•ern11ent r•pll!'d l n a 
:? t • tn the !ltate De part :unt . 'l'h11 note, ,.h\oh • • • g1•en to 

• "• oret&r )', •~de t h• followl npt po\ nt t l -

(•) The Br\ t lah Go• ernment bad t or aany a ? ntha .. d t 
• t rong e t fo rt t o eupport exohA~II by t hf' u•• ot gold 
re,•r•t~ a a nd t ha t t ht )' ha d e'ftr)' 1nte nt l on ot oontlauln« 
to c1o •o. 

(b) Th• t weaknet a 1n llttrllng wae 4ue o~l~tl7 t o th e 
•lth4r&~al ot wterllng balanof' e b)' non- 8r 1t1ah •ubJto t • . 

(a) Th~ t were tht 8r 1\11h OO••rn• - nt t o atto~~~pt to per 
t t•rl l na 1 t l lo•• ot gold •1gbt bte oMt too c rea t 1n •liiW 
or th- l Ar g ll torelgn balanoee held ln ~nglan4, 

(d) f h '\ t the tall 1n ettrllnr had be-n relaUnl:r a UI!'ht 
Mel waa t a r le•• thaa would ha 'lt IJttn the Mit had t ht7 
'~ t euppor\.a lt l•Yllhl)'. 

(•) 'Ml!! t t h e:r ••• no ,..u oa ·~ attrU .. lll\ou14 not 1tt­
""'• - •hen ttltn .,., .. r11ao•er:r or oo~tt1d-•. 

(~n ~o.,..-.r 17, 1'}8 etarl1nc ... • ' ·70,) 

I) ..... . 
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3 on r.-ad.aJ', llo..-.r 2!, 1"'· '"- SMr•\arJ' preant .. 
~~ 1/r . B.,.h,. a lh\ewat whtell lnel.,. .. toar PPI'"«N:llw 
td~atotd troa t he propo..C 4rat\ wtth •- llltJ)lAna\orJ' oral 
oo=t"PnU . (A OOPJ tJt t'\e atat-nt 11 ap~JI414,) ,.,. 
!tor~tarJ reQu~at•« an ana .. r '" h1a ao-.. nloatlon a• aooa 
u ;toul blt . ( 'ln l'lonab@r 21, ahrllfl!l' al a .. 4 at •"· 10.) 

t , ~~~ ~o•••b•r 28 , 1q3S, ~r . B••ler orallJ' aon•eye« the re­
o p?n~ ~ t1 f t '\• llr1t111h 'l'reaavry t o tba ata t.aent t'i• eeoretttn 
11&4 ~1 n n !\!a " " llo•••~r 22. 'I'll~ 11'1 et ot lfr . e.,. to,.• a tJral ••uas• .... ., 

(a) Th• 8r l t llh ~reaaury Y&l ~la4 t o ~rn lah •• With 
lnfora•t l an ~th regard t o t be gold and oap1t-l ptJa1t1on, 
l he ~tertal would be a •allablt 'l'hara4ay or Tr1day ot 
tl\1a • nit . 
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(b) Th~ 4eoltne 1n rterl1n~ • • • due to beAto •oonoale 
end pol 1t1o• l r~otor1 and (1n B•~l~y ' e op1n1on) no t•ohn1-
oal dPYloea oould BerYe t o obeot the 4eol1na. 

The Searetan aaltP4 ~. Bewley to oon••r t o t h• Br l t1ab 
Tr•' tYI'J the follo• l ng obllt rYa tlonal 

(a) li e "*" ·u ry oonoernfl4 about t'lt oont1nu• 4 deol l ne 
of tterlln~ an4 414 not tepl t hat Pl t he r hP or t ha Aaerlo-n 
•,u'ul1o t~nul4 •• t ob atarl1n~ oon ttnue to d~olln. .,1thout 
d~ln7 aoaathln• to a tt.apt to obeolt l t. 

(b) P.• want~ t o know Whetb~r th~ Sr1t t eh Tr @& WUI'Y es­
p~ott4 to let •••nt r t ,ali:e th .. lr oourae wl thtlut attll'lo tt.a« 
to do aore t~ft t~r .. re dol nc to oheok the 4•ollne. "Be 
u b 4 ~h•t~ r t h • ~1 t1 ~h 1'Naaun lvld any •u~tg.,attona 
~hataoe•er • • t o ·~ t ate~• oould be taken by t hea or b7 
tht 1rn1t• 4 Otatu b'eaeury or Jol ntlr t o h•l~ oMct the 
d• cl1n •. 

5. Th~ quutlon• lHtfor• U« ror !10nll4ar at1on today are1 

• bat IIOrtt oan the 8r1thh do t o p,..••nt t\arther 
lttrllng 4aol1aee ln t ba near t\atur•' 

II there. • nrtMas we ••n do 111 ooopooraUoa wUh 
th~ Brl Uah to .trantrtbea aterll• ' 

!houl4 eta~llag oontlaae to •••~• What ~ 
Ptn4tnt an1011 oovl4 n take t o protNt t be dollar poatUoat 

rn.t .. UCIII ot the pnpoae4 4ntt ot • let ter to 
tb Prea14ft' -•UJ~S • a p.ropeaal to u.po.e u 
rabarp on pl• lat, ... rt •• 
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(a ) Tlle only t ln~ t !'l'l t ~hn4 batt don. t o da t • to 

•uroort ~ttrlln! he• ~en ••1•• ot ~4arat• a.auat1 

.,r rol d. 

•" Prtlaat • th" t dur~ th• pu t th"t aonths t'he 

P.cld r"B~rYfltl ot t ht Br l tt•h Trts•urt._~!"' th • !leAk ot 

-n~land hav• deolln~ r oughly about J2QO al l l l on. Durl~ 

ll; l 1)•r1o4 aterU~ baa dro')pf'd • l>o.t t went y pol11h or 

'""Y"r evr drop ot on~ po1nt fbr every •1o a11 11~ loat. 

In t il\" oonn~ot1on 1t •houl o! ~ '110 lnU4 out (a) th• t 

'-•<:land 1t1 ll h u onr ~ll b1111on •orth ot ~told, (b) tha 

Acr u1red h~lt o r t h l a r ol4 l n tht l "e t t•w YPt r a t hrougb 

orn1t • l l nrlo"' • (o) t '!:a t the lou or go l d 111 t b• pll et ah 

~on tho hA• b•en l)rta~rtly 4a• to o~nltal out t lowe (her 

lo•- on our r ent account l c l eee t~~ f25 a l l l t on p• r ~ntb 

•nd 11 ""P runn1n~ no hl~•r and pr obabl y 14•• than l t waa 

l nO<t Y•~r) , ar.d (d) rroa J uly 1~)5 to 19}8, durl~ wh1ob 

t 1ee t he erl t1eh Trta aurr Ro ln•d ~bout $2~ b1l l l on, t he 

• •• r ag• ~nthly ct~rll~ ra t • va r 1• 4 b~t•••n 4qo and 505 . 

I t thoul 4 tleo oe not ed t hA t ~~ Brltl• h Treaaury 

~r don" noth1nr t o count erac t t he 1nnuaera- 1t r-•• 
r ~ateoen\e ol4.1mln<t t h • t s t ~rl lnv w11a overvtt lu~d , and 

tr~tcuently •rprpaaln~ bo t h t~~ hope end tlrp«o t a t l oa ot 

~ l o• • r 1t e r l l ng ra t e. 

(b) To atr~ngthen 8\erl l ng the 8r l t 1«h Treaeur.r {a) can 

u•e aorP tol d ln 4tlflln•• or t h • r &tl t (b) oan 1n4l oete 

ln an • t t eot l•e .. nnPr Chat , l n l t • oplnlon, ~tPrl lnq 1a 

n~ lo~wr ovtlrYnlued 8t cur r ent lev•l•, and that the 

8r1t1~~ Tres eury •••nr co u• e ~t l • o~r~prlattl ~aaur~• 

t~ lt• ~l' ~ t .. r llnsr u-p : e.nd (o) can ••lt ro r ooop•ra\lon rroa 

t h t Aa"rl~&n Tr•a~ury. 

(o) P.ow o~ ~• f:of • r a t • P\ \b t b• 8r\ 51ah Tr• ••!rt !& 

• t~-ngih•n •S•rl __ • 

1. I r t h• Brltllb Trea• UZT r l .. , •• adaqaata • •­

•• r anoe t tw t u 1"" ~ 11,- aeaa• to do lU •S.O•t to 

pr event turtber 4"11Aal ln at•rll...:, wa lli@flt aon­

el d•r t~• poeal~ll ltr or 1aplo~ • oortlon or o.r 

atabll l sa t lon r.n4 (poea1-1T •200 a1111oa) t o • ..,_ 

port ettrll~ on th~ oon41 tlon t.ba! (a) EqflaM • 111 

• rpell4 a da1l• r Cor tarwerl •-' ln dtltenoa ot 

t he rata, and ( b) t bat aay lou we would 11\ll ta.ln 

r,_ "" traaeaatloe M lla lt .. 111 .-t try !rUUb 

PA.raa! .. to n pply ~14 '- .. a\ • pre-a~e4 IIJIOD 

rata. 
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2 , lfe llllttt reosa&aa tbe 11llot _,ae)'" QlHIIUOil 
w1th a •1ew to ue1eunc eoutrlH loelJI« twJide 
rath~r tbaa eates-aft1111r oved•e• aga1nat a onun .. 4 
acqu11 1Uone. 

J, We oan aoneuU • Uh Enslan4 wlth t he epedtlt 
obJeothe ot lltOuJ"lftt!; an lnt'lln~lll a«reeaent to ata­
b1llse the aterlla« dolla r rate. 8t a b111satloa ot 
thf' dollAr eterlla« rate by &!P"'Ie•nt 4oee not, ot 
oouree, 11ean aay toraal lll"J"&ft«e•nt ot J"1«14 ~r­
enoe to t h e ag ree« wpon rate. n ·~~~~• es..pl)' 1.1'­
ranvenente e1alla r t o that whlah both ~l&Dt aa4 
the Un1tl!'d Statee have l!lada 1n the pad rt th J"ranoe. 
Pos e1bly the •o• e een be aaeoapan1e4 by a t araal 
rnalu,.Uoa ot BrU1ah gold. l'ou1bly t h e &«J'fl•­
aent OII.JI be broadene4 to 1na l ude ee&a11J"f'a to ooa­
trol unwanted oao1 te l flo•• or t o protide tor the 
exchange or 1nfortla t1oa whloh w1ll rac111tate nab 
oontrol. 

(a) Inform t he 3r1t1ah ~reaaurr that unleea aterl1~ 
4eol1ne 1& oheaked you propoae t o publicly anna.nce 41a­
eat1aract1on w1th t he a ourae ot aterl1ng on the grouadl 
tha t elthl' r t he Br1 tlah aef!ll to be unable t o hol4 tht 
rate w1th1a a reaaonsble lla1t or a re aeektn« a coapet1-
t 1Ye ad• antage contr&J"1 to t he ter~• or the TriparU te 
Accord, 

(b) It thpt threP t ta1la to induce t he Br lt1ab Traaev)' 
to hold a terlta«, t h e laaae of a ubllc et~t .. ent by TO• 
tha t the Br1 tleh Tre&nJ"1 hu Y1olatt4 the 'l'r1 partUa 
Accord a nd t hat the uatte4 St ate• cona14ere ltealt tree 
to take whateYer action 11 neeeii&J"J' to defend the dollar 
noa1t1on. 

(c) Ra111e the or1ce ot go14 by ... ••••1•• aaoaate neoea­
aary t o keep the doll&r aterlla~ r ate with1n what we re­
gard ae a reuonable rela tlonehlp. ('rho legal llaU t'llr) 
r our operation la nat, I bellen, 50 pero•t ot a14 par. 

(d) Publ1a1J' 1nYOke t~ exeNn~ el•••• 1JI oar ea-reial 
tr~a\y wUh Groa t B.rltala. 

(e) 'l'ue .. aeure• t o toreo t he repatrla uoa a t porUoa 
or th~ t orelp abort-ten~ hutda bo14 hero. 

\ 
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11 orl ooaoorao4 " \be 4ael1M la a\clrll ... 

1. ftlh 4aol1M 1t U ...... u eo•U•• le Ukelr \41 Nho 
qwettou h Ulto ... ,,., .... ortlac \be ...... alld aM,.luao 
ot \ t e Tl'tparU\cl ........ . 

-.... 

2. Otfta a eoau- ot Ulo PNMa\ ao .. oala .... ..,.,., 
u d t he tao rooM la Aaorlou oo~ '' pai'Obaaoa a~ l.Ualf 
to aoooapaar U, " 4o eo• •• PNMU tla4 la \be , ..... poel­u ou ot tho wo ooa•rtaa oar appaJ"Oa\ taMa-\al Na- tor 
the app,..,ola t1011 of Ulo 4ollar •l \II reforo .. a \cl a\clrllac. .. ... _ 
oYtr, u appear• •o •• Ula\ Chore are tla'lllacaaUal POaaoaa •hr a 
4tollD& or a\orUas •r ao\ 'lila la \be lrUl* lahroa\a. 

) . •• tool uaa• a ooau .... 4oollao .., aort .. alr ........ 
t he .. or l cl eooaoah el\aaUoa J••• a\ a U• whoa ,..rloaa N­
oo" "' to \on4la& \o olloolt \be paoral «oollao o r \rtdo -
at tto\lng aoa\ ooaa\rlaa. 

II . I a 4oallq •l \h UMoo QuooUoao, •• tllld OU'MlYOa 
eo.e•ba \ boa41cap~ '1117 \ho laok or lnfor•Uoa oo .. oral .. Ulo 
tbor t • \ora oapl\al aad go let poet Uoa of lar;laacl oorroapoa.U .. w the taroraatloa wbtoh •• oolloo\ anct porloclloal lr ,.11111.a 
tor tho Untto4 8\a\11 , ancl of lato~Uon ao\ pultlllbl!4 \haS 
It • oulcl bo Sl&4 \41 OliObaa~o ol\h " '.0 a.4h1HIIh Of Ulo '!'rlperU\cl 
Aooor4. 

•, 
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;u.S -r:.RLIIIG l..ACB~NOE. ?..ATE 
, . 

November 29 , 19)8 . 
) :OJ p . m. 

?resent : 

d .• . Jr: 

H. '.! . Jr : 

.·.~nlte : 

•&ylor: 

c .... . Jr: 

T.Uliuns : 

llr . Ht.nes 
:..r . Taylo r 
..:r . Butter,·1orth 
!Jr . tlhi t e 
:Jr . Lochhead 
:.! r . St ewar t 
j r . V•a rren 
Mr . Wi lliams 
Ur . Ooldenweiser 

• 

.. . 

Got e~er1thing solved , Arc hie, f or y~u? 

Nv, I d on 1 t tnink the thing is solved . .1ha t t hey 1 ve 
.;one ls wo r..r. out t .. o thi r.gs : Jne, that answer t o -
taGt lette r on the embargo; Lnd secondly, going over 
tae v t rious points r aised in Harry •:ohitel s memor andum . 
• hey nfve &rra nged t nem ln t he order that ~e think 
tner a re i mpor t ant. 

Go t something written, Ha rry, or \ 

" hy , no . John Williams dictu t ed wha t he t hought was 
t il e concen su s of, or tne opinion oi' many , which will 
be ready in f. bout ten minutes anu ,,·hich will s erve 
,.s a basis f or discussion , because r d on ' t t hink 
evt~ rybod,y here either h eard wm t he said or saw t he 
paper , s o they may or m&y not ~gree ~:ith everyth ing 
ho st~ ted, a l t hough it t ended to c a rry J Ut the general 
ideE . 

lae r evised letter, I t~~e it, will also be re~dy . 

• bat ' s on its way in, or ,yards t o tb' t effect . 

-:an y ou remember 7:h6 t you u i c t t. ted? 

'le found ourse lves this morning discussi ng a series 
o f ~oints , measures thu t might or might .no t b e t aken. 
:1e .vound u p ~•i th the. t 11 t lunch-time, a na sort of sug­
gested .ve put t hem down. And I have done th~; t a nd 
inuica ted the ones tha t s eemed to me just in the dis­
cussi~n we were ~o~t i nte r ested i n . 

And taose a re two . One i s tbo cons i dera tivn of 
Br itish ~old policy, and tnt t i .nvolves the q~estion 
of ho.• a uch &old t aey na ve a nd b O'ol' auch they re 
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d.'.! .Jr: 

H .. l. Jr: 

B.::.Jr: 

L27 

- 2-

willing to give up and whether i t' s bet ter t o 
follow s ter ling do~n or pursue a mor e vi gorous 
policy and keep it f irm or even put i t up . And 
the other measure we seemed to be pr i ncipal ly 
interested i n was tile idea of operating an 
exchange fund f or Joint account. And I had in­
cluded those t wo in the list of seven or e ight 
points we had as the t.vo principal ones, and 
s~id tha t i f you were inte r es ted in those we ' d 
spell tnem out more a t length - those two . 

One, exchange account? 

r irst Nas the gold policy , tneir policy: Are they 
t~iving up enough gold, are t hey doing it in the 
right ~ay, how much ore they pr eparea to give up, 
and so on? knd the other i s the operation of a 
Joint exchange account . 

Vlell, as to one - I ' m vitally interested as to 
the first t hing . 

l had t hese down . I can remember the other points 
I had . I might mention them . 

This is the letter , which I t ake it you want to 
t ake up s econdly . 

Well, we could do the letter first if - we can do 
the lette r first , wor:t .,ith wha t lfe 1 ve got . 

"One of the measures pr oposed t o pro tect the 
position of the dollar agains t further deprecia­
tion of the sterling currencies !s to impose an 
embargo on the imports of gol d int o the United 
StaLes . In my opinion, such u step would tend no t 
only t o nave the opposite effect of the one int ended 
but nould a lso have conse4 uenoes which would r aise 
seri ous probl ems for the United States . 

\ 

"During the past year the demond for doll ar exchange 
has exceeded the supply of do l lar exchange by almos t 
fllJ million a month. hbout ~1 , 400 million wort h of 
gold has been shipped t o the United States so far t his 
year in order to sup~lY t he additional dollars t o the 
f oreign excbange market . I f under such conditions on 
embar go were imposed on t he iM~ortation of gold, the 
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A bite: 

H.:l.Jr: 

Ste.vort: 

1obite : 

H • ..: . Jr : 

-J-

demand for dollars could not be met and the 
dol l ars which are ava ilable in the foreign 
exchange market would become more valuable . 
In other .vords, other currencies, particularly 
tne sterling gr oup, would depr eciate still fur ­
ther vis-a-vis the doll ar . Thus an embargo on 
imports of gol d would be a s tep in the direction 
of aggr avating the v ery condition we are . seeking 
t o alleviate. 

228 

"Furthermore, the declaruti~n of an embargo on gold 
imports would be a very disturbing f actor in inter­
nationul economic relati ons , the full consequences 
of v.-hica c annot be entirely foreseen . There would 
be en atte~~t by foreigners t o ac~uire dollars by 
selling sil var t o t he United Str. tes and we would be 
confronted with the necessity of acquiring more 
f oreign silver or permit the price to f a ll sharply. 
Instabi lity in exchange r ates would be greatly intensi­
f ied, with wide repercussions on the economic system \ 
of &11 countries . The Tr ipartite Ag reement would, of 
course, be automa tically t erminat ed . " 

Do you people feel that tha t is definitely so on 
silver? Is tha t unanimous? 

I t hink it 1 s put there a little more strongly than 
it should be. I think they ' d all agree that the 
snort time we bed to r evise t nis letter consisted 
ltr,;ely in pulling out sentences; so it would have 
t o be reworked over and made a little smoother . 
That point might be open t o s ome 4uestion - whether 
too much enphasis isn' t being given there . But there 
certainly would be some of that. 

\'/ell , it seems over-emphasized t o me . 

'•I ell I think if you w erd prdpared to buy silver and 
not prepared to buy gold, there would be a market for 
silver which would buy up the world silver; as long 
as they c ould create dol l ars by selling silver, I 
think they would . 

They ' d go out and buy silver instead of gold . 

I t n!nk tha t that part could be clearer, with something 
like t h.is: "The ;>otential purchaser of dollars, not 
being eble to acquire them tnrough gold, would be 
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Gold 'r: 

a .:J . Jr: 

Gola 'r: 

G~ld 1 r: 

a .... Jr : 

H. :.! . Jr: 

•bite: 

229 

-4-

driven t o do so through silver .• I mean •..• 

Th~t• s right. 

I mean sort of a transitional sent ence there -
Stewl<rt - huh? 

Tha t ' s right. It would make your silver problem 
much bi gger than it' s ever been. 

I thlru< if you could explain it that Nay - what? 

That 1 s right. It could be s trengthened . 

"Il' we do not ~ccept gold, smeller countries llUlY 
l ikewise res trict the inflow of gold . Uost impor­
t~nt , nowever , would be t he blow t o t he presti ge 
of gold us an i nternuti orwl medium of exchange . 'fi e 
have t oo much interest in t he f uture of gol d to 
seriously e ndanger i ts use as a medium of exchange \ 
among notions . We must not f orget we have al most 
hulf the wor ld ' s monet ar y gold stock end are the 
world 1 s third larges t gol d producer . 

"We would by curtailing the possibility of empl oying 
gold i n 1 t s r ·ole as a compensa tory mechanism in tne 
settlement of internationa l trl< nsactlons be pr omoting 
ddespread r elinnce on exch11nge controls and clearing 
agree~ents . The cushioning effect that gold movements 
exert on exchange r ates would be removed and other 
countries would thus be inJuced t o adopt exchange 
controls for the purpose of introducing so::~e stability 
i n exchange r a tes . Ne11 obst!lcles t o international 
trade would thus be created . Our ac tion would viola te 
the spirit of our trade ogr eement pr ogr am ~nd run 
counter t o its objectives . • 

~.ell , I think there is a lot of meat there, but I -
it ' s got to be smoothed up. 

Ver y defini t ely needs t o be reworked . 

It 1 s not ready. 

I t&~e it tbey didn 't t hink i t wos . It was merely 
s <!Ues tion of doli!l so:~~ethillg i n ll short time . 
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.. nita: 

-5-

I 1d like to post pone discussing this. 

Could I just r aise a question while we wai t ? u0 
the people who are doing the t yping know tha t 
we •re waiting? 

Yes . Don 't toey? 

a . ..: . Jr: ':/here is it being typed? 

LDchhe,d : Mr . Taylor ' s secretary is typing it. I'll check, 
see that i t's coming in as soon as possible. 
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H. J . Jr: to hile we ' re r.lliting . .. I just got this ..,eek ' s 
repor t on int ernational capitnl transactions - the 
wee~~: ending November .. - 1t l s the mo~t recent t hat ' s 
come t o my desk • 

.. nite: Ylhut 1 s tae date? 

B • ..: . Jr : November 21. 

'r.it1te: There s hould be another one out t oday; 28th - there 
should be another one out. 

H .... . Jr : (On phone) Jt.sk Dr . White ' s office whether they have 
a mor e recent report on interna tional capital trans­
Pctions; IllY latest i s doted llovember 21. If t hey 
have a more r ecent one, shoot it in here, please. 

I. bite: 

H .~.Jr: 

Lochhead : 

1his thing here seems t o be definitely - looks a s 
thouch at least f or a week or two we wer e pas t tne 
peak . And I never - there was a net outf l ow of 
capital for the week ending November 9 of 11 million 
aolla rs . 

Two weeks runnin~, I think, there was an outflow; 
then ther e wer e inflows bgain, just judging from the 
New York banks . 'i he New York fig ures, I think, 
ar e there on the l ater period. 

I 'm jus t r a i sing t hat. Ar e we in a period that 
there ' s going to be a net outflow again? 

I think the f igures are going t o show it comes up 
again, because I think the f igures show Great 
Britain shipping gold heavily t o mee t December 
ma turities . They'll sell t he cold and tha t will 
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show an increase here . 

They <~ent t he other way the l es t week, l ast two weeks . 

October 1, ' 37, through to August, ' 38, capital-
net movement of capit a l was out of the country . 

I t hink it ~ould be v ery diff icult, Mr . Secretary, 
i o check that now • 

. ell, I ' ~ Just r a ising lt . 

Yes . r tnink the chances are that capltPl is 
go tng to move int~ the country f or the next few 
months . 

liell, I just mean - I wonJered whether this was a 
trend or whether that ' s t oo ea rly . 

Well, in my Oyinion it ' s t oo e arly. 

0 . <( . 

Wouldn 1 t you think so, Butterworth? 

Brea thing s pace . 

\ 

\•ell no·.v , gentlemen - tr,ing an<i see what ~;e could do 
while we 're waiting . 

Yay I make a suggestion? I think it would be a very 
aesirable thing if you could have a little statement 
from Walt er Stewart on t he setting of this pr oblem 
as b.e sees it . He gave it to us more or less, and 
I t hink 1t would be ver y advantageous if we could 
hear it here . 

Jus t a minute. I' d love t o hear it . 

(On phone) Bello . Thnnk you . 

November 21 was the last . 

Should be ready today. 

At your se.·vice • 
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Well, I don't know Just what Mr . Goldenweiser has 
in mind. Really, what I have in mind saying would 
probably have been much more appropria te aft er you 
have tois document of points before you. 

The one observation that I'd like t o make about the 
rather recurrent visits that I have made down here 
is not 1rlth reference to the particular points that 
we have discussed, but r a ther a question of the 
approach t o make to a problem of this kind, where 
you're dealing with the dollar-sterling rate . 

Fre~uently our discussion takes the f orm Qf activity 
in two centers, New York and London: What ' s the 
British Treasury doing about it, what are we doing 
about the dollar-sterling rate? That's such an 
over-simplification of the problem when youmalize 
the extent to which all these problems come to focus 
in London, the great variety or questions that are 
r aised by it, that even if we were to respond ade­
qua tely to the particular points which you ask, 
we're not going to do today, I would still feel that 
we hadn't adequa t ely fulfilled our function a s out­
siders coming down; tha t you, in on executive posi­
tion, have to deal witn these problems as they come 
t o you, aay by day as t hey come to you; that as 
outsiders, not being confronted with that, the con­
tribution we ought to make to you, it see~s to me, 
is the attempt to get a sufficiently broad basis of 
approach so we understand the problem. And I am not 
confident that tbe a~proach we•re making in these 
discussions is the most ad~uate approach for pur­
poses of understanding. 

/,e speak of the sterling bloc, talk about tbe policy 
of the Bank of England, what are th~ doing in the 
stabilization fund, wbat can we do, and so on; but 
to~ general problem of the whole sterling area, its 
balance of payments within itself, the relation of 
tha t to our dollar area, the common problem that 
we have ••• I t isn' t that I don' t believe there are 
differences between ourselves and the British, points 
of divergence; Just what tbey are and what their 
magnitudes are I don't know; but I also believe that 
we have more in collllllon with them, in the sense that 
»e a lso are concerned about the maintenance of a 
sterling position, tbe sterling area, tbe sterling 
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c urrency . 

~>nd tna t 1 s the l ong of whu t l had in mind; it was 
some s uch observa tiJn tha t !Jr. Go ldenweiser wa s 
r ef e rring to . I cun illustrt~ t e lt, perhc.ps , ~ little 
mor e concre tely for you . 

I ,, ish you would . 

~oncretely , I a m t hlnAing b~ck on our today •s dis­
cu::s i on. IJy gen e r a l appr o!'CQ to thi s, ins tesd of 
r~3ponaing t~ t he ~rticulcr points tha t a re r £iseo 
in t ll!s ..aemor enoua, wou.~.d be to s&y, in :ha t e tti ­
tu.-e ::.!:1 I g ~ing t~ c r ce t thls Brl t l s he r, s ay J.:r . 
Be .. :;.;:,· , wnen he co::t~es over ller.,'/ Wha t's the next 
stt;> lr. tnis ;>rogrb::l'.' L•t ' s ::.sslllile tna t on 'ihursdoy 
)I' Fr i..lr ;; ne coues l n with the inforr;~a t ion which 
tney s~;; the>· ' r e- g.ling t o furnish. :ly inclina tion 
~oulu bt! t<.l s uy , "dell nil":, tlu. r.ks for t his lni'or ma­
t l<.ln . ..e • r e sorry w, e hc. ven ' t had it earlier . It 
.>oulu ha ve been h e l pf ul t o us . .. e 1 r e q uite likely 
to w~•nt :no t·e l nformtl t i.:> n . ~:c noti c e tha t within 
thes e l :c.s t f e.v ciurs you h::. ve t t. .<en t.ction i n t wo 
or tllrce d iffer e nt. ,,::.ys t o a f fect t he s pecubtive 
,JO~ i tion l n sterling. Gl!.d you did thn t . Ar e we 
r l~; h t in a ssll!tling the t you bel i eve thr t was a 
f'n vo r • ble op)ortuni t y - the e ve nts evidentl y ha ve 
S•l':l.7n tnLt it s~s - i n t he sense t hE.t the r ate goes 
ni&h<!r! 'tou =Y be <.. b e tt.or ju i:;~ of t hat ;><> r t i cult r 
r&tt! th• n lie ;;re . I t ::oul d have been our feeling 
over ~uite a long period tnn t you ~ight ha ve done 
b~tter t o h ... ve us eo your cold ~ore g enerously in 
sup,Jortir~ the r~o te . " 

•• se r ies of acid i ti.:m~<l pre.;sures, without &ny 
~~unifEJst&ti .J n o f rn out .• "rd mo ve on your part, 
but r li thEr : r e thcr s t e&uy s Eries of ,.,ressures 
i'or mo r e lnro rm&ti Jn , mor e 11c tion on t~.eir ~brt , 
tnroldng the r esponsibility br.ck ther e, for t his 
r e&son : that as I r e vie.v the s e v&rious things t ha t 
'IC considt!r d oing, ther e vr en ' t mony thing s th6t 

'I.e can ilO l nde;>endently. 

You 1 r t> t to l.t i ng no.< f or y.Jurself. 

'tes . '"s I vie N this si tuation •.. • 
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This isn't a rehearsal . Tba t•s what you really 
think . 

234 

Yes . There aren't many things, as I see it, on 
the dollar - a ctions on the dollar -s terling rate 
tha t we have in our ho.nds to do. There are certain 
extreme measures that one can take . Conceivably you 
could change the pr~e of gold or end the tripartite 
agreement - such things as by their very nature are 
extreme moves and seem t o me entirely inappropriate 
~t t his level t o even be thinKing of - that set of 
moves. ~he other t hings are things we wish they ' d 
do, wish they ' d volunteer; if they don't volunteer, 
perha~s we can induce them to do them. There are 
still a more limited lis t of things we would consider 
possibly doing jointly . 

So my inclination is to s ay tha t, partly in the 
hope "e may have passed the wor s t of this particular 
exchange movement, a series of con~tant pressures 
should be directed on them, v ery much in the 
di r ection tha t the pressures have been exerted 
since your recent meetings here. They no·R get 
some information; you want some more, you're rather 
sorry you haven1 t had it earlier . They've done 
somet hing on short position; wha t next do they in­
tend to do? A ser ies of continuous or more or less 
cont inuous cont ac t s , with continuous pressure. 

?iell, you star ted off and r thought you were going 
tog ive me a constructive criticism, and this is 
wha t I hoped that you wer e going to say: that we 
bring you down here and in a half a day or a day 
.L expect you to a..1vise the Treasury on t his \\"bole 
very difficult problem of international exchange, 
and "we can't advise you in one day"; and that I , 
es Secretary look &t the thing too much from day 
t o day, hour' t o hour. And therefore I thought you 
mieht end up by suggesting sort of a standing 
advisory committee that would look at this thing. 

• ou didn't think any such thing . 

Yes . bOd that "we don't only come down when you're 
in bot water but that Ne want a continuous study, 
being tborou8hly obJective, so that when something 
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does breek we •re ~ courpnt of nhat•s going on, 
ana that therefore we can r eolly do a good job 
for you." But tha t ' s whn t I thought you were 
starting off to say . 

I wr. s going to say, "'llell, I accept the criticism." 
~<nd I think it .1ould be jus tifiable, because t his 
is one of very many very difficult problems that 
Ne have, a nd the dE)' isn' t long enough t o give it 
the ade .uute s tudy . And I thought tha t ' s what you 
were leading up t o . 

If you ;>ut tne matter in th~ t way, Ur . Secretary , 
l ' cl se:~ t t o mr, .te ~>nother response . I ' d s~>y that 
110 .m,; could advise yuu ade,,w; tely on day-to-day 
~perLtion~ except those members of your staff tha t 
t re in -r;ouch .titn the duy-to- dny infor mation. Any­
body tUb t you ;:al l from tne outside 1vho doesn 1 t have 
tha t d~y-to-d~y infor ma tion is just as likely to 
clve yot; tne ::rong .. tlvice &s the right advice. 

Ther e is vne t hing taat your inside s t aff can' t do, \ 
because t hey too are executives , c.nd t hat is to t ake 
u much mor e distant, ob jective viell of the situation . 
Now, that ca n ba done, n Krea t deal of it, without 
knowing your perticular problems so f ar as the 
British a r e concernea . 

••ell, c.s t o day-to- day a uvice, I t hi!Lt U? t o no.• the 
record shows tbat I've been gettint; :.s good advice 
as is uvc. ileble, because we have me t wi th our share 
of success in holding up our end . 1 :~e&n .ve tu.ve 
no particular - t here ' s no particular cri t icism of 
the Trecsury as f er as I know, ~s to i ts operati on. 
~>o I mean as to ttl;. t I feel thLt I •m g etting a s good 
Luvice bS I can get , ~nd I'm not dissatisfi ed ond 
nave no reason to be didssatisfied, end there ore 
no complaints bef or e me, ns t o our day- to-day 
oporL tions . 

But I personally am dissa tisfied with what I ptlr­
soru•lly am tryi ng t o do on the - no t day-to-day, but 
tne trends of over ~ period of years, see? And t hat 
kina of thiDAing neither gy staff nor myself have time 
t o ao &na that' s the kind of advice that we need 
very,'very badly, and that~s tbe kind of advice t ha t 
people who are not i n tne I reasury, but who are trained 
t he NS)' you people arc,. coula give us; that's wha t I 
meunt . 
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••t leust, s ome of us are supJ)osed , by ci t he r eJ..-p er ­
ience o r functi .. m , t o wish to do it, but it ' s a 
f:.,• cry in this si t untion, witil as maey unk ncntn 
fuc t ors as there are, 1\ tth u s many bewi ldering ele­
l!lent::. of a pol i tic~ol kino t. nd economic k ind - a ll 
~no c~n s a y is tha t one is i nterested in ~~ e pr oblem, 
pr~parcu t o study i t ; bu t the Dmount of tha t tha t 
•Gou ld b e useful t o y ou in t he i!Jl!!lea i a te s i tua U on 
is to my :::~ind ve r y d oubtful. 

·i~il , no on e can tell. 

I uetm, a s :i: 1.as s ayirlj, t odur, Oc t ober 1 r.~: s e nis-
. t;,ric;; l date i n the Gorld , bu t it di dn 't all ha.,pen 
o n October 1. 1 met.n t n e l't:ll of pr esti ge of the 
Br iti s h E.Dp!.re in tno: ,;orld - l date it fro::~ the 
ti~e tha t ~r . J ohn ~imon didn 1t ba ck uo Mr . Stimson 
in ~&nC~O. ! thi~ thLt from tha t day on the 
ori tish Empire has been losing its influence in the 
,•:orld . 'liha t WES tht t, I JJ? 

' Jl . 

131. lind t hen wnen t hey r e 1ouuil. t.eu t lleir debt s- I 
.:ac!ln it 1 s been, in othe r 'lord~ , "'" oper a tion of 
~tvcn y~t.rs; ~no tnen suuJenly it all comes t o a 
neua on Octo ber l. No.1, if l C l lled you in on 
t:lctobcr 1 and s a i a , "lion s nould I t ret.t wi tb the 
.>riti;.h l:.opi :-e &S <-f t nis ... .>a.er.t?n - .7ell, there ' s 
t bt .:.-.;r ound o f s~vu, yet r s .vhicn led up t o the 
point thh t necessitated r.lr . Cbu!lberltin calling on 
ur . Hitler. I me~n it jus t a1dn 1 t hkppen overnignt 
or 1n & Need: , d l a 1 t? 

' 

No;, the tn!r.g tha t I •m tell!:ing about h&re is tha t 
i n t his <.ues tion of .vorlu e ,.cht.nges &nd t he position 
of the Uni t ed S t ot es in worlu trade, tne klnc of 
t.d vice tha t .ve 11e.nt ~: nd I wtnt despera tely is on the 
trends . I mean; a r e we gradually slipping i n to a 
~osition t ba t .ve f ound o urs elvt>s in in 1 31 r nd ' 32? 
I f so, wha t c t.n we do about it? I me&n it i s n ' t 
neceosurily visible todt.;y . • t ut \'te he.v"' all the 
fund s necessa ry, f or ins t ance, t o hire people ou~side, 
t o ~ut them a t your disposal . I mean we have unlim­
itea llloney but we neve ve r y l imited bra ins . 

Tlul t ' s true t he world over . 
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~.'ha t? 

Tnf' t 1 s true the world ove r . 

No•u, whut I'm t a l ki ng about - this hel p here is 
tremenaously valuable - r me~n as of t oday - but 

;.37 

it ' s the long-ti me tra nsacti ons ... I •m v ery 
serious , ne ve r more s e rious , thot I t hought you 
wero le~ding up to giving mo u friendly criticism . 

1/ot ;. criticism, only :: rescrv<~tion about 11'hat ,-:e 
c:.n :.cco ... ,>lish &ny o •Y tm t 1e come down, end tne 
... 11'fcrence bet.re10n tnt (,Ues t.loo th:.t is pr esent ed , 
Rn~t • s one going to oo ~b~ut t he immEdiate situa­
tl. ... n , cJ:..,>:.red .11 til tnE ;>t'obl tnll of ho ,, does one 
un;!~r.;tr.nJ th~ problem of thls kind in the l onger 
V ll.o'• • 

Aell , in this parlicul~r ccse I d on 't - I ' ll go 
through the m::> ti~>ns , ;JUtting i ncreasing pr essure \ 
-> n tne British . I m~o~y g ct some r llsul t s ; I may no t . 
! u.m v ery d oubtful if I ge t any r esults . They 
nappen t o ha ve a snort J•Osi tion; we ge t a rise 
for u day of ~. c oupl e cents, tnen it slips bu.ck; 
it ' s one step f o rwt.ro oncl t~Jo stej)s b&ckwa rd . And 
.L t hink ttu.t t h.: present dt•y-to-auy thing is rela-
t.i vely .mi:nporttmt as t o tho: position t nat the 
Unit~d St ttes and the dollur bloc ~re gr adually 
·~rklng tneoselves into . ,nd thtt 1 s something tha t 
s oceboc.y has to sit br.ck t.ru. t ooesn 1 t hh.vE the tele­
~none ringing every mi nute, tnat ooesn't have to be 
Norrying a bout com~laints, th~t doesn 't br.ve to be 
',lurrying a bout e Senate t nd Congress, Uld th&t thing, 
bnci this little thi ng, ~nd politica l a~pointments 
lnd what not, l' nd the nurly-burly of the t hing. You 
Just. don 't get time . Now, I -on a d£y liKe this I 
oevot~ the day t o i t . I t hink I ' m pretty g ood to 
be r.bl e to devo t e a dey to it . Wednesday, Thursday 
una Friday I got my financing, t: nd 11' Barry White 
comes in and t alJts ., bout the pound I 1 m going t o be 
ve ry cross , b e ca u s£ I 've got t o do my finB ncing • 

I t hink it might be s r..id by wr..y of expluu: .. tion -
~ossibly it is not necessary - thrt the O&t e r ial 
y J .. sEe i.s only t. small pu.rt of the materiel we 
;repLre anu analyze . I t simply i sn ' t brought before 
you . 

' 
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Al l this question of the balance of payments 
bet•een the Bri t ish ~mpire ~nd the United St a t e s 
r.nd the sterling countries - we huve tlult e nd a 

"18 L v 

lot of other mt.ttoriul. So it m&y be quite true 
thu t you are no t h e r e l ong enough to see tha t. 
There is no attempt t o present tha t t o you, because 
of the l ack of time. 1ner~ is ~ gre~t deal of that 
going on . 

Th a t ' s toe ~ the r e , J r . Secr e t ary, if you .•••. 

:,ell, I hlive a ve r y d ef1n1t~ r ea son for doing tuis, 
a nd I jus t •. a nt t o l eave 1t with you people t.nd l e t 
tn~: three of )'OU - und t nere ' s 8Gnsen 11nd Viner , ~<ho 
t> r e u;> i n Ott1>11a - I .:ish the f ive of you would think 
1 bout 1:hat I 've b e en s bying tnJ .. ha t you ' ve b&<;ll s nyi!lll 
1'or the last t en or fift.een minutes . BecEuse t he d it­
ric~lty , tha t ~e find ourselves in, end I guess it ' s ­
y vu c on t r e fer t o any t ex t book, a nd .vhcn I a sk the 
VFr i.:~us · fello Ns l'ihe rt. t here is some felloN tha t I can\ 
brin6 i n nere - NOere t r b t hey ? - and the people tha t 
knoN this stuff o.r e t h e pt~O jlle that rea lly h11 ve seen 
t he Tr easury .v.:>rk fr"m the inside . <~ncl outsid e of thu t 
mos t of i t .ls guess .vork. 

But .;: ::ish sowe of y ou woulo. thiru< about Rhltt I h::ve 
b~en t Elking and th~ ~osslbllitl~s of for mins a grou~ 
t o tt.l!e the lon~ d i stb.llce vic~; on this t hing j,nd not 
just come <io.m o.ben "e ' r c in trouble; becEuse I don't 
.mvw .1·h~t ,;>osition toe Uni t ed StE.tes is slip,>ing into, 
1111u I can certEinly SltY - ln tile .vorld ' s m< rlte t - &nd 
ns fe r as I know ther e ' s noboJ y in 'lr~> shington the t 
kno.vs . 

Take Agriculture , for ins t a nce, ~~th all their world 
mL rket and their t echnicul business; t hey have nobody 
ov er there who is an authori ty on wha t ~e•re t alking 
abvu t h er e toaay . Is tna t right, Ha r r y? 

I d on 't know whe t yo u mean by a n authority. 

Well, who kno.vs ills stuff . 

I t ' s u highly s pecialized field , end a me n either 
ho s t o be with 1t all the time in his work or in his 
academic NOrk . 

::ell, Williams e nd r:arren and Stewart, will you t hiilk 
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over ,•;ha t ~1e • ve just bee n sayill8 t.he l a st ten or 
fifteen minutes, huh? 

239 

".Cha t ' s agreed mutua lly, t o think a bout i t, because 
yow· point is somewhat different from my point; 
but I think both points arc good . 

Tha t doe s n ' t mea n I don ' t want you to come down when 
I• ru in hot Ha ter, but it does a lso mean tha t the 
Uni t ed St a tes Governmen t Nould have " real asset 
if tney had a group who Mus wlllill8 - tninld.ll8 and 
mee t ing occasionally and d i scussing these things 
• ncn t ne r t! 11as no ;>res~ure . 

I &gr ee wi th ::,rou tht. t tne r e is 1 poss ibility of g iving 
L gr~up no t 1n the Tr easury, ou t s i de, a somewha t bette r 
bt.sis l"or a cont i nuation of a c:msi dera tion of the 
r>r oblems in tne bror d ·Na y you •re thinking about . 

It •s Jus t what I t. sked t hi s morning . How many people \ 
in the United States f oresa w the position •:1e slid into 
in ' Jl and 1 J2 ~o nd unders t ood it? liuh? If t here were 
so.ue , they we r e very r a r e birds . Maybe the people -
or maybe - I don ' t - as I s a y, maybe you people tha t 
a r e in the room did for esee it a nd ere on r ecord a nd 
e ll that , and most likely i f there is a nybody who 
f oresaw i t, tney a re he re in the room no~ . But I 
wusn ' t here and I do n • t know. 

~ne 1 s et i s tbat a t tha t time, Mr. Secretary, lolcllillen 
was Lbout to come a own, t nd ~r . Keynes was in this 
country, e nd they ha d jus t s a i d tha t tha t problem 
,,a s now over ana "·•e •vo got to prepare for the next. • 
"l'he c;uestlon of returning to tne gold s t a ndard e nd 
st~Yinb on it was no l onger Ln t he pi c ture. So the 
bes t British breins a t tha t time missed their point 
completely . 

11e11, as I say, I wesn' t in the Treasury, I wasn't 
in this fiel d in those days, so I don ' t know. But 
I ' d feel lots more comfortable end happy if I .mew 
that I hud a group outside wno wer e looking st it in 
t er ms of years and not in terms of hours . 

And i f the r esults of tntd.r thought were collected, 
synthesized, and put on paper. 
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And as I say, there is money available t o provide 
you .tith a staff of people to do aey wor k that you 
11ant, and I think you &11 know by this time that 
I ' ll listen and that my mind is open and that I want 
t o listen . Will you t hink about it? You•re (Warren) 
not going to be a professor after the first of 
January. 

All right . 

'!:here was that November ::!8 statement , if it meant 
Bey thing . 

Oh. Report of Int~rneti~nal •.. -net inflou of 
cepit &l, 21 million. 

(Distributing co~its of &tt~cbed Memorandum t o 
Secr~tary ~orgenth&u) This is a very short statement 
and pretty limited, but it pretty well indicates what 
we talked about, and I think it indica t es where we 
came out . 

{Group reads memorandum) 

\lho wants to t al K to this memorandum? 

••ell, I don't - in the first plece, I' m not sure -
I wrote it up , t the l os t minute - whether we ell 
asree that that is where we felt the main emphasis 
to b~ . Some of these ~oints we really didn't care 
f or very much . For example, 1 under Roman numeral 
II, the loan of gol d or dollars agains t gold, we all 
fel t Wvula be inadvisable , temporizing with the 
sitUb ti0n, and t her e i s a r a ther bad history behind 
ull th~t sort of t hing anyway . r think we ell felt 
t<lht that 11ouldn •t be auvis&ble. 

'Ihen as t o Roman numeral I, number l, technical 
measures to curb speculation, perhaps Ar chie would 
know better than any o!' us whether it i s possible t o 
go much further along that line . They have done cer ­
tain things yesterday end it seems to have had a 
salutary effect . But i t ' s pr obably pretty limited, 
isn 't it, i .n i t s effect? 

Well , t hey haven't got the same legal powers, for 
instance a s we would have t o deal with that. They 
probably ' coula go further than t bey have now through 
certain oth er steps; probably could get the banks to 

' 
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cooperate . But after they get t o a certain point, 
they will meet opposition thllt will defeat its own 
purpose . 

Then rloman numer al I, numb~r 3, t he suggestion or a 
committee t o supervise capital exports, it seems to 
me is thor oughly in the tradition of the British 
They can do things i nfor ma.Lly . And perhaos the f act 
tba t they are dealing with a smeller number of b~o nks 
.vould suggest this t yve or thing. But I think lir . 
Butter worth f eels quite oifferently, tha t 1t woulan• t 
worlt , owing to the f a> c t t lu. t tnese funds are non­
ori tish funds and it •ould be pretty difficult for 
the Bri t ish to impose limitations on the outgo of 
t ha t kind of money; and t hat seemed t o me to have a 
good dea l of f orce behind it. If we reached the point 
Abare British capital was t aking flight, tha t wo uld be 
another matter and I would think pretty f avorably of 
t his kind of thing before going into the more drastic 
and pr obably much more diffi cult controls of hot \ 
mo ney, such a s t ax meusures and so on, on which we 
have always had a l ot of difflcul ty when we have 
talked about it . Per haps the British could accom-
pli sh & good deal in t n!s informal way. I recall that 
Fred Kent a t one time was undertaklng 8 somewhat 
s1c1lar function here; j)rObllbly work bet ter in the 
Brltish market than in ours . 

But the recommendation seems t o me at any r a t e t o 
come doan to two meln points . One is the gold export 
~olicy. No~, aren ' t we confronted by the f ac t that 
the British have taken in f ar more gold in connection 
with in!' lowing funds than t hey have yet been w 1111ng 
to give out? I hear statements now to t he effect that 
the e~uali~ation fund ' s ~upply of gold is being ex­
hnusted , ana you get the suggestion that the British 
either aren't able t o go very much further or they 
aon•t reel t h1.t they should . It seems to me there is 
a subJect that mighL well b e explored . 

There is a lot of techniccl ground to be covered: 
Just wha t is the best way to r estrain the movement of 
the exchanges? Is it better to follow it l i ttle by 
little or is 1t better to confront it boldly and 
spend ~ lot 1n a short peri od of time end give the 
impression of stability, or even put the exchange up 
somewhat so tha t the psychology will be on your side 
r a ther than a ga inst you? It is, I think, 8 very fruittul 
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fi~ld for discussion; it could be entirely sympathetic 
a nd ::e might all learn s omething by it, we as l'lell as 
they. 

l. nd then the other roain point, the main point under 
cooper a tion, seems t o me to be the use of a fund 
fo r s upporting the currency or even putting 1t up . 
No~ , o f course, t hut ::ould hnve to b e , I sup;>ose, on 
the ussumption tha t you were dealing .: ith G. very tem­
por t.ry s i tuat: ion. It »OI.Ila c.lso have to r ecognize the 
~OS$ibil1 ties of l oss . 1h~re mi ght be some politiCk! 
re~~r~ussions . v n t he other hvr~ , if you put s t erling 
u. or interfereo :lith its going lo11er , tnere might be 
a vury f k vorable r eaction to tna t, thtt s omething had 
be~n &cc ooplishea t o overcome t nis f ear that so mh!lY 
,)COJlle non f eel as a result ol' declining s terling -
~brlcul tural interest s , for exum~le , ~nd s o on. The 
t.mount of t ne loss , I thi nlt , would not be very g reat 
l:; • .~eE<sured ~ gE. ins t other sums tna t .;e have t o s pend 
i n onO; .vay or unoth~> r . I think the risk i s r eally \ 
r ather small " n<.i could btl definitely limited. 

but I t hink the chief feature of sucn " mea sure would 
bE: tha t lt woula bring cooper a tion out into the open. 
!t im~lies L certain amount of obligation upon ~he 
british. It must be based Uyon En assumpti on that 
;:e both share thPt it i s unaesirable to see sterling 
going donn a nd t hat ther e is no economi c justification 
f;>r it, cnC I t hin!< it would be very desirable to bring 
that out . 

So th11 t those seeo t o a~e to be tne t .,o po~nts, ~nd I 
t hin ; the t ' s t he r ign t o rder for these t wo i)Oints, 
the gold policy cominc firs t Lna t his aft er. 

liON, if t hey f eel t het - if t ney tu.<ve good re~:. sons 
for not letting gol d go, 1f t ney t hink it uould llB V e 
baa effects , then the r e is this other . But it seemed 
t o me tha t tha t g ives you a definite pr 9grem for dis­
cussion . 

.. ell, I can s ee, if theY're s till t aking mor e gol d 
und they 're losins it, their ne t position is still 
gc· in!ng 1 t • s a good point to argue with them, a nd 
it m.lght or might not have some effect. I mean SHy, 
"Well, whe t are you worrying about? Your net position 
is, you're stillgaining ." 
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.tnen it comes t o Joining tnem in buying paper cur­
rency, I ' o be very reluctant to do that . I mean I _ 
tllt.nA heavens - I had the job of l!c,uidating what 
wus left of the Farm Board; that left its ma rk on 
me fore ver . luld I see this admlnistra t i on doing 1 t 
no.v in so mucn Eo bigger wu.y - I raean this l oan - what 
· .. e gut, e ight milli on bales of cotton no''' that we 've 
got lou.ns against? 

'len million . 

Ten, yes . 

:.ht.tever it is, i't 1 s Juot u bot t omless pit. And .,.e 
once o .. nea fi ve million doll&rs worth of sterling 
u.na , believe ~e, it ' s L na rd piece of mercbLnd ise 
t J sell . It took us ubout ~ yeLr to sell it. So 
I •J go into tw.t ver y , v ~ry r eluctantly , because I 
don ' t - well, it would be Jus t , utttng a corn plaster 
ove t· the wound, :..nd I think the wound wouldn ' t heal \ 
or it wouldn't even nelp it heal. 

:.ltly I ~t. y , Mr . Secretary, I ' m ln complet e sgreement 
.vith yuu r t.ther than ,•lith the t.dvisers on tha t point; 
I ilt.U an exception on this . I ag ree completely with 
you. I wouldn't touch it . I wouldn't have any form 
of joint account on th.is bt..sls, because I think even 
if' you t ook the most f a vor&ble viel·t, t•le .:n::.;;nitude 
o f a:oney that one • oula be prcpcrea to risk is too 
smt.ll to have ~ny e ffect; it tneref'or e takes on the 
cn~or~cter o f 6 gesture, the ft.ilure of l"lilich is serious 
t o botn ;>E. rties . 

I'm not u.fraid t o l ose mon~y if it ' s worthwnile; b ut 
~;:: I s u.y, I SE.W what the Fa r m Bo!il rd lias , I ' ve seen 
llhli t •. gr1culture is doing todt.~:r 'l>'ita cotton, Lnd I -
I w&s only Governor of t he Form Eoard five weeks , I 
think, but th6 t was enough. I mean my - everything 
tJll r~y instincts r ebel agains t dealing in paper cur­
rency • 

I ... . 

l.et me just finish . Now, after all , :;e get back -
we believe t hat this money tha t ' s coming over her e 
is no t British capital, it ' s flight capital . hnd as 
l stLY , I'm willing to ao oll of these things - I 
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t o tile British t ha t t hey should 
and all that . 17e• re doi ng t hat . 
a l ong time it ' s going to do any 
trend is ugalnst us , a gainst them, 
r mt.y be wrong, but that' s wha t 

but a!Jt:n ''e ge t t hr ough, £ S I see t he t hi ng, 1t •s 
t his fl ignt of capital t ht. t 1 s her e, and I wonder i f 
~;e can't go b~ock and r eexamine everyt hing that we 
ha ve studied in making it ver y unpleasant for t hat 
KinJ of money t o be ht r e, nd j ust begin t o pile 

.on ~ne ~in~ of - if you ta l K of en incent ive t ax, 
if you can ;; e t the <oor d f o r ;. j)eru:ll zing tax, \'/ne t ­
eve~ - s~~etUin& to )~nuli:e tne~e people tn£t want 
t o put t neir ~oney here, make it just as unpleasant 
f or tnoCJ - j ust begin to o~ile on~hing aft er vnother 
.. m tnodse people t hat wt<nt t o ,)Ut their money here, 
and let them ~nofl in no uncerta i n t er ms, • As f e r ss 
this refugee ~roblem is concerned , you keep it a t ' 
home . " And ! •d like to r a i se t he t'Oint of reexamining 
t h11t wnole thi ng I'll ov!lr ago tn t o see Nhat .ve Clln do 
t o m~k:e it unpleasant f or these ~eople to keep their 
money here . 

No.v , that ' s tne m.:lney t.hat ' s bothering us ; it ' s t hose 
~eople t hat ~re sell lne ster linG ~nd b~ine uoll or s 
~nd converting into gold ana brincing it over her e • 

.. nd selling tn~ gold after i t gets her e . 

" no then selling the golo •· f t cr t ney ge t it over 
he r e . ~no one sugges t ion I ' d like t o ~• k£ is t h£ t Ne 
stuuy th~> t . 

nell, I thi nk, too, :.lr. Secretcry , that t ha t ' s t ne 
1nos t rru1 tful fiel o f or the immedi ll t e pr ogram. 

!'a r don? 

I think, t oo, that that ' s t he most fruitful field -
t hing that you can do , I agree entirely w1 th Mr · 
St ewart ~bout t he futility of a joint account, and 
so does Butterworth. 

\~ell, may I jus t s ay one t hlng a minute . r; 1mmed-
1s.te l y puts me in the mos t embarrassing pos.tion tha t 
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I 1ll do i t for England but wby won ' t I do it for 
France? 

Ther e is a very excellent reason . I think there is 
something th~t should bo pr esented on t he other side 
uf t e r it is m~de clear tha t those who felt t her e may ' 
be some aJva nt age in considering that ~ere divided 
t<mong themselves . I think John was of t he opinion 
I know definitely I am of the opinion, that it sho~d 
be under taAen only if the maxim~~ loss was known 
to neao of time £nd deter.uined r.heao of time; ~:nd it 
coulu be deter.uined ahead of time in a very different 
WLY tnan in any of the o ther ente r prises tha t you 
rta?~en t o a~ention, so you would kno~ r.nat you were 
l e tting yourself i n fo r at mos t t o start Nith; and 
tha t a further ,>r el1m1""ry condition of anY sucb 
undertaking would be a coa~plcte satisfaction on 
yo~ part tha t the Lnglish ~ere desirous of maintain­
lilt: ~o~>. t r a te ancl ,;er e co111pe t ent of maintaining tha t 
r a t e i n the future curing which t his thing would last. \ 
I t couldn 't be a positive thing, but you could f airly 
fle.ll. be certa in . And the !unount tha t you could set 
uv, if you a dopt ed tho priucipal of having sort of 
s t ojl-losses, if' you like, could he v ery l arge and 
could be very effective . 

::uyne Taylor believes t ha t you coulan•t go in with 
a stop-loss, have t o ~ut in as ouch ~ s you decide 
a nd rwve to use it.t.ll .. ithout th1, t stop- loss . I 
thi~ th~:t • s his position . But I t hink if there is 
a yr eliminary understanding th~t (a) toey ~ant to 
s t op it - you have to b e convinced of tha t - and (b) 
tht t tocr e .. as so!le reasonrbly good !>Ossibi lity tha t 
t hey could · and (c) tha t tu<~r e 11as " stop-loss a rrange­
Ilent , which Clill be 4uite si:~ply a rranged, I thin:.< tnat 
1 t nas much to b e said for it, if in addition t o the 
o ther meas ures you have ~lre~ay sug~ested . 

'.Vell, Berry, I • d put 1 t ut the end of t be r oad, because 
i n dea ling wi th somebody - I mean every instinct I 
n~>.vc rebels against it . 

r know it's a risk, it ' s an unpleasant alternative, 
but tne l' lternatives might be .vorse . 

well if you don't mind - I mean we're all human, we 
all bave feelings , 6Dd wha t I s ay is take t~at thing 
and all r s ay i s put it over he r e a t the ena of the 
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desk and l e t' s stort with something else . I d on ' t 
say knock it off the desk; Just put it a t the last . 

I merely want t o pr esent tu& t there wc.s another s i de 
t o it . 

I .<now you c an wr a p it up ·.;i th pink ribbons - "l'ie t r e 
n.:>t buying tneir cotto .• , v1e 1 r e lendL'lg money a gains t 
it" - but don't let ' s was t e .nor e t ime . All I ' m 
SbYl~ - I'm no t disc~rdine l t, but I would ~ut it 
c.t tne enJ of the r oLd rnj see if we c~n • t think of 
.:> ther t~ngs ~hich woula be more pal~table t o me • 

.. el-, I trd.nn: tile sugo;es ti.:>ns ,\ll!Ch are being made 
t.r.. just exactly th.,ae :10iCh you a re following r.nd 
:1h1c:1 na \'e been r ecoJLDended. 'IhL t is, :;·ou a re 
bringing ~ila pr essure t o beer and increasing its 
str ength. That ' s going for11a r d . If thrt is suc­
cessful, why, obviously not hing more is re ... uired . 
uhen ,;e get ~dditionlll infor:nation, ,\nich. you will 
get Thursday 9nd Fr iday, rs to the extent of their 
gold losses snd t llelr ct~pita t position r. nd gold 
holdings, you •ll be in u little better position t o 
be .,ble to d i scuss with them ;:hether t ney feel they 
.night lose '!lore gold o r lihe ther you feel t ney have 
been aoing ns much as t•tey c11n . Th&t 11111 cover 
tm t. point . Then there !s t ne t~iru suggestion .;hich 
li&S .t&.le, for c. rtexaminc t l on of hot :n.lney . 

:...ut tur.t a ll leaves y.,u with the .Jositio:t, s upposing 
n~n~ .,r tnese r. ~ e successful ana s till sterling con­
tinues t:> decl ine; because tnese things ere going t o 
ta~c ti~~ . If it doesn't decl ine subs t antially, you 
h~v~ n o ?r:>blem; tna t ' ~ fine . But if i t does decline 
S•lCrply toen I t nink y;,u t.re confronted with ~nother 
~r.lbl e:n; • nd tn~ t' s the problem that the gentlemen 
n"re •ish d efl nitely to t< VOiu considering , wnich I 
on the other hand feel .vould be ~~e ll worth getting 
their opinion on alw:.ys wi th the wtders t anding tha t 
it ' s a n "if" youlre confrontad with tha t si t uo tion 
and t h&t you don ' t intend to ~pply a ny of those dras­
tic measures unless the situati on is such that you 
feel it is called f or . 

But for tne~ t o bo away - a na toa t was the tenor of 
this morning ' s discussion; they did not .;e.nt to 
consider &ny of these drastic meosures on t he ground 

\ 
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they were not in order a t present . Tha t ' s comple tely 
granted, but I think you want t o get a head of it, 

'llell, l e t me ask t hese gentlemen this qu estion now. 
~e 1 ve t aken e l~ok a t this thi ng as it is of today. 
l'ie 1 ve brought you up t o da te . I 1m al~tay s very hesi­
t~:<n t a bout a s.ting tno>m t o .:umo down too frequently, 
because r know they 1 ve go t lots of o ther responsibili­
t ies . I f over the next week or so this t hing again 
be~omes very w e~.<k and we l'illd ourselves not being 
~ble t~ t~lk t he English into aoing anything core, 
.voulu ;, ou ,:.eople be willing t o come down a gaill within 
t. .ree.t or so? Do you s ee? And ill the meantime we 
could dig out everytlung .ve ' ve got on hot ~oney &nd 
re'pollsh it and take a look Lt it, &nd have it ready 
for y ou , do you see? 

.. ere any of tnose me&sures, !Jr . Secret a r y , of t he 
kind tn&t could be ,:.ut into effect fe.irly promptly? 

I t h ink so . 

I h 6 VIl ... 

I t hink so . 

I have long thought that th~> t is the ans•~:er to the 
lnternat1->n&l v:-oblem. .. e used t o think of it in 
trade terms, but it ' s become c snort-term capital 
movement pr oblem primarily; I 1 ve felt that for a 
l ong t1:~e, but I've nev~or llod a ny v ery clear idea 
of what could be done, a nd it never go t beyond the 
s t age of discussion before, as far as I ~ow . 

.~e s pent about s ix months ..• 

bu ,Jposing :1e get it a ll out and repolish it and 
then if tais thing gets stebdily wor se I get i n 
t ouch wi t h yo u people a nd ask you i f you'd come 
oown ~.<galn, s ee . Be all right, Warren? 

~es , s i r . 

'l•ould 1 t • • • 

(Nods yes} 

' 
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I see Bewley; or ;;e can woi t w1til it comes in - if 
.ve can snow t hvt their net golo pos ition is still 
Lncr e t. sing, b e a t alking polnt. 

'il&ll, t here ' s " misunaersta nu.lng &bout tt1a t. 

No , we o.i dn 1 t Cletcn tho t • 

• that ' s that , 1/e.yne? 

~Liu tnet a uring a bout L t hree-yee.r period, or wnotever 
1 t ... s , •by , they ghlned o grea t c.~eal of gold, a nd 
.mtll tu~:y lost wna t tuey 1111 lnea during tnat period ••. • • 

.. ell, c ert&inly 11nothcr .tee.t will snow whether these 
two tal.ts or t nree t a l.ts we 've hed are go i ng to have 
~ony effect. Be ' s going t o bring b ack another answer 
1nursday or Friday . 

You na ve a l l the hot mon ey stuff, ha ve you? ' 
I ' ll vut i t t oge t her , bring it up to d a te , and we ' ll 
h~ ve S.Jmethi ng f or L ,;eek or so .vhlch 'llill b e ll summa ry 
of 11h11t .v:;s gone over . And i t must be remembered that 
Lt thllt t ime there w&s no completely s a tis factory 
conclu:;lon arriv.:a a t, but vtc did L g rea t deul of 
Nor.t o n i t . 

rona t here r.Ls n:>ne thLt Nus even modera tely satisfac­
t ury tn~t dia n ot re~uire legisl~tlon . 

iVe U, <.:ongress isn't so f &.r off llno . •. 

Yes . 

• • llnJ 11' by next Uo nday or Tuesday tne poWld i s very 
wenklsh, yo u mi,;ht expec t a telepaone ca ll and we •ll 
t~ke &nother l ook a t it . 

Now b efore we break up, l et 1 1l go aroW1d . Wayne , 
do you wa nt t o s ay something? Vient t o leave it t he 
• ay it is? 'ilhat? Got onyth.lng? 

(Nods no thing) 
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~hel't: is just one thing I ' d like to se.y, o.nd tha t 
is - prob~bly it is impl ied in s ome of the things 
thu t have been S&id, but ! think that e.n important 
tnlng t o fino out definitely i s where the British 
wr.nt the j)Ound . ..here do tiley want it? I think 
to.,y O\l60t to b e a ble t o g ive y ou a clearer ind.i ca­
t ion '-> 1' i t taan - otaybe you ha ve it, but I baventt 
go t it from en:~t.ling I h a ve he&ra here . Are t oey 
satisfied to have it go down l oNer, or a re t hey just 
as r e lucta nt to ha ve it decline a s Ne e re? I •m 
1ncl1nea t o think t h&t they do n ' t Nant it t o fall, 
bu t I t hlnk 1 t 110u!d b e a good thine t o get a s much 
commit ment on that as y ou C!ln . ,/e f eel - I think 
Ne a ll felt that for the s hort run the pound is 
now l:>w, tha t there isn ' t a ny - need be no e xpect a­
t ion of it going down in the snort rtm, and t hat 
pr oba bly they don' t Nant it t o f a ll . But I would 
be E.wfu lly gl ad if that a ttitude of thei rs wa s 
clurified further . 

\'/ell - and would you &lso , your oYm staff who ha ve 
s o t i n on tb;.t bot money thing , tb.ke li look a t it? 

Yes , s ir, Ne'l l do tha t . 

"ig up t ne old ho t money a nd t a ke I' l ook a t it . 

Yes , 3ir, we ' ll do tha t . 

.i.!aybe you c oul d get in touch with White and comp11.re 
no t es . 

ies , sir, ve ry glE.C. t o . 

nould , ou do tha t? E>ecnuse you people did a lot of 
••or l!: on hot money . 

Yes , we ' l - b e very bvppy t o do that . 

I just would like t o speok of one thing tba t I would 
be very reluc tant t o do a t t his time - is t o use t ha t 

\ 
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H.:.t . Jr : 
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hundred percent reserve against foreign cap! tal, 
because I think it would b e a mis take a t this time 
from the s tandpoint of the Fed to bring up the 
rese rve 4uestion. 1 1 m jus t throwing that - you 
may disagree with me , but I 1d ha te to see the 
reserve tning brought up a t tnis time. Woul dn 't" 
you? 

.. ell, 1f y ou mean a t this time - you mean within 
the next few days? 

tl&xt oonth • 

.'ll th1n tbe next oontb. Yes . 
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I just - maybe I ' m '"rong, but 1 1 m just - I mean that's 
~device that I haven't g ot very much confidence in. 
I meun it pen~lizes the banks end not the o~~ers 
o f the hot money . 

! t ' s no t a very good device in the hot money scheme \ 
anywa y , because all they need to do to escape that ia 
to transfer t he1r money to some other short-time 
s tuff . 

1/ell , trLnsfer it to a priva te bank . 

From a bot m.mey po!.nt of view, there iSn ' t much in 
it . 

They coula put it with J . P. Jo rgan . 

'l h..,y c oula bu;,r Treasury currency bnd put 1 t in the 
v&ults . 

I t isn ' t a good hot money device . 

1•11 right. n~•thiog else, Dr . Ooldem:eiser ? 

No, sir. 

Butterworth? 

No, sir . 

1 have nothi.ng a t all . 
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! j ust h a ve a memoran dum here that- it ' s the summary 
of the London commercial attache ' s report on the 
effect s of sterling depreciation on American expor t 
tr~de . They made a very lengthy s tudy, and pr esum­
ably v e ry comprehensive . 

Ha ve a c opy made a nd send it t o e a ch one of these 
gentlemen, \'1111 yo u? 

Yes . I t ~erely indicates varying l e vels of NbAt 
they thought the l oss in t r li.de to American exports 
woula be, a nd accor ding t o their estimates it ' s very 
substantial , if it should go down . 

·•ell, have copi es made and mail t hem to each of 
these gentlemen • 

I'll do that . 

nnything else? 

Dr . SU:rre n? 

Just ,jne footnote to Mr. White ' s rema rk a bout t he 
unwillingness of the group co olscuss these very 
crli.s t1c proposals a t this t ime . I think that was 
because they we re drastic and because everyone f el t 
t h!.t tney would llke t o hava k little rnore time t o 
tnir~ about them, thLt there was r~t an immediate 
emergency a na that I don ' t toink very many of us 
felt p r eparea to offer an Oyin1on on a d r astic pro­
;osal immediately . 

I You ana I both. But I' m fe1.rful that lYe re going -
tna t the thing is going to get worse . I ' m very 
discourbged, v ery discouraged . I mean I t hink 
the whole trend is against us . 

But it may not b e tiS pr eclpi t o us us it ha s been, 
let' s s ay for the l as t t wo weeks, which means that 
we do hav~ perha ps ~oc certain amount of time to think 
them over . 

I think that ' s right, but I - i n these times ••• 

I hope it ' s rigbt. 

' 
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I hope it 's right too, but in these times - I mean 
for sterling to jump up and down two and a half cents 
a day is very unhealthy. 

Anything else? 

No, sir . 

Thnnk you. 

/.rch1e? 

I thinA Re 1 ve gone as f a r ss we can today. 

J otmny? 

I have no t hing . 

'Hell , I'm very much obliged. 
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Pr~tl1a1ft ll£Y PnO tC PnH!!4 Ltt\tr So l!!tt Pr.-ttl 4tnl 

Cntt or \be •aevu propoee4 to prot"t t he poaH1oa of 
t he dollAr a~ltat r~~rth•r 4•pnob tlo n or t b• aterUn~ ftJ'oo 
r•nolu 1a t o 111!)011e an e111be.l'go oa \he 111!)01'\a or 1"014 lnte 
t~~ Unlttd 1t&t•• · In a y op lnloa, .. oh a at•p •~14 tea4 aot 
nnl y t o h&..,• tM o onoel tl' ert-et o r t 'l• one 1ntea4M at would 
allo hl\•e oonaec:v•no•• Yhlob would rala• aal'l nu probl- tor 
tt.t: lln1t.ct 5ta t .... 

ourln~ t h • pa8t ~ r t h• 4ea~cJ tor clnlla r e~ohanRe haa 
•xo ~ ·cJ~d ~he supply ot ~oll~ r exoh~n~e by ~lnoet ~110 ~11-
H on a :aontb. About ~1 , 1100 a llllon ~r"" o f goU hu bun 
eh l r p•d to t he Un1tl'd Bt o te• 10 t ar t h1a res r in order to 
~u oly t h fl 11.01C:U. tlonal dol lar• t o t ht> t orl'\gn • x"h an r e auorll:et. 
If tmder auoh ooncl1\1onl a n ~abar~o ••~ 1~aed on t he 
\n;>ort~tlc:>n o r 110111., t~ clt>llland t or .Sollltr' could not be ae t 
and t~• ~oll~r• Yh\oh a r • ~•alleble ln t t. a rorel~n exoh&ft«e 
' •rk• t • ou ld ~oo,e ~r· •alv~bll'. In o ther • or da, o t her 
cur r t nol,.e, pOU" U oul"rlr t h<t eterl1rw ,.r oup, ~uld dt p reob te 
fttll l t'u.r t r. .. r Yia- f\.-•1• t h l' llolla r. Thus an e!ll'bcr ;:ro on 
l~porta o r ~ld .aul d b• a atep 1n t h e d l reot l on of :r~ra-
Yit tlne- t~ ,. ••r'! t'nnd1 tlon .,, •r" ••• lt l n,. 1.<1 R 11••11> t11. \ 

i urth,.r~re, t h • d,.ol• ratlo n o r 'n ,.mbftr go on ~ld l~rt~ 
-o~lu bf' ~ T&ry d laturb \n1 raotor l n ln t~rn• tlonal aconoo1o 
l'•l• t1"n• , tht fUll cono ,. ,.u~noel! o f "h lch cannot b• • ntl r a l r 
roruun. '!'~,.. ~ul4 be an att~t by ror,.1Rnf're ~ '10qu l re 
4ol !ArJJ by ltllln<:" •1l•er t o tb• United !!t• tf' a and "" YOul d be 
eon ri·ont..d wl t h t 'ta n.oeaal t r ot aoqu1r 1ng ,.or• t oN ten ell••r 
or r> • rn1 t the :>rl o e to tall qrplT, In~tab111ty 1n I'X'!h.onr.e 
ra t111J , .. ..,ultl be groatly 1n o;e nt1t1f'd , n lth wl d f' r • l)l!rouu l on• 
on u,,. f'Oonoal c e7e te:11 o r a ll oountr1•e. ':'h• Tr l partUe AFT••aent 
~uld , or oour"•• be auto••t lo~ly trrmln,. tecl . 

lf T • do not a oeept ftO l cl , llllt!lll• r ooun tJ•1f' • .. ,., llk.,..,lte 
reAtr1ot t ht 1ntlow o f ~old. Uo&t 1apor,ant, how•ver, •auld 
b• t h• blo• t o th • p~•t\ge o r gold •• an ln te r na tlon•l -.ell .. or noM nli•· ... h&vt t oo auoh l n ter•tt t n th,. !'utu~ o r ~ld 
t ? •l'r\, v e l:r e ndang-r tt• u ae • • • t11 Pdl \PI of I!Z'.!M.nre .-o~ 
n~tlO!ta, 'Je ... t not ro~t •• hATe alaoet half t h t '<'O rld • 
IIOnttarr 1:,;14 ttoek " nd are t M world' • t 'l lrd h r« .. ' ;oolt 
cr~uoer. 
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,,,., ,,. .. , ..,u __ ,. onn • ~· ,.., •• -u ... 
r•• "' all4l ottlu• ••h'too wwlA ''-• be Uft81A .. llhpt 
u:ollftn ~t eontrola ~,. ttle ,.,.,. .. ot 1"\roAaelllft •- ata~llltJ' 
111 u .oMnJ't ,..,... lfo• obotuh• to btonaeU._l lrt~Co woult 
' hiUI 1M! or l!• ttA, o.r aoUoe wowllt •lelato t ho eplJolt ot ._, 
'rA4t "'r•Pt:~•nt PJ'Gi l"SSI AnA nD _._,. to t ta o~JooUfto. 

' 
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To, Soo1·ot&ry lolorgentlw.u 

In dealing with the problea ot eterli.ng there are tbr" po11iblo 

l l.Jl4e ot aot1on, i.ndopondent Brithh t.otion , ooopert.tion botwen the 

Erit b h and ouroolYee, and i.ndopendent A.drio&n t.otion. Tie all teal thet 

i t ...,11l d be pr-tllre to oona1dor t.t thil tJ.u t.ey M&IUI"OI Of 1Ddep811deDt 

.bllr i c&%1 t.otion , Suoh acti cn , "" teel, 11 bolmd to be dra..t1o and to 

roproaont o. virtllal bree.kdom ot attempt• to deal with tho problem in a 

•1"P"t hot1o o.nd oooporativo op1rit, 1'hil memorandum, therefore , deale 

onl y with mo ... uroe t hat might be taken by tho British independently or 

1n ooopor~t1on w1 th our Treasury, 

Tho moaeuroa wbich are haro auggootod t.re baeod on the asaUJCption 

that thoro 11 no ooonomic r eason tor a turthor doolino ot oterling, &:~d 

tr.at w1 th tho continuance ot our rooonry, etorUng ahould by next apr ing 

t ind 111pport throllgh a more faYorable Britieh tra de poe1t1on, 

255 

Tho followiug -•uroa ore lieted Mroly a e a baala for diao11u1on, 

J.t a later point 1n tho ...,.,randlllll wo w!.ll 1nd1oate thooo llhloh illprou Ill 

100ot favorably. 

I , Independent Briti ah Action. 

l, l'eohnioal M a auroa to ourb opeoulation, ot tha aamo general 

oht.raoter u tboae ta1cen IIOYember 28 , 

2, J. more rlgoroua gold uport pol1oy by the Britiah Dt.alisatica 

Flmcl. 

Te Me DO rea..., ~ thia aubjeat ahould DOt be diaouued with 
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tho Br ithh intormo!l y , It raiaoa auoh quoationa ao tho 

amo1111t or gol d available , tho IUIIOunt which tho Britiah are 

1Y1lling to give up , whether it 11 hotter to follow ot erl1nr; 

down graduAlly, or to attempt to keep it atedy or oven to 

raiao it. 

3. Intonoal auparvision or ahort-tena ot.pital export& from 

Londcm by a Br 1 tioh cOlOI:Iitteo on exohanr;e. 

Thio .1o.Ud involve informal cooperation betT,.on such committee 

and the English banks deair;nod to favor trade transaction• and 

to restrain ohort-toro capital movomonta. 

4 , Other etopa to contr ol outgo of "hot" money. 

II , Cooporation between tho llritieh lind ouraulvoo . 

1 , Loan of gold or dollara abainat gold, 

2, Operation of exchange fund tor joint t.COOlmt , without 

oonveraion into gold. 

s. Exploration of possible joint action on "hot• aoney, 

ot thoee ve.rioua moasurea, tho onoa wh1oh find ""'at favor 

among ua aro I - 2. The Brl tiah gold export policy, and I I-2. Exchange 

cpo•·ntiono for join•t account, \7e feel tht.t theae two ahould be Dildo 

tho subject of ,. more extensive mem•n·andum. 

256 
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Washington 
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FOR THE TREASURY 

Gray 

PARIS 

Dated NovonbEr 29, 1938 

REO d 7 : 17 p. m. 
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. . 
.. 

Confi denc E that the Government will maintain the upper 

hand in the general strikE callEd for tomorrow was agai n 

manifEst today in thE strength of the franc on the exchange 

market and in the good undertone of the security market . 

Sterling opEnEd on the unofficial market this morni ng at 

178 . 58 and gradually rECEdEd to 178. 54 . It opEnEd at t his 

rate on thE official market and is now 178. 48. ThE dollar is 

at 38. 35, aftEr 38. 48. ThE fund has been able to acquire 

very substantial amounts of sterling. The forward rate for 

one month sterling f ell to 30 centimEs and to 1 . 75 centimes 

for thr ee months . 

On the security market all Government securities werE 

in demand and rcntes gainEd from 30 to 60 centimes . Other 

French SECuriti ES WErE f irmo 

The ParisE Bours E and all banks will be open for business 

tomorrow as usual . 

The press today pub~ishts a aCD!-offi cial statement 

denying 
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CA --2--2016 fr~ Paris 

dEnying rumors that gold shipmEnts were msd£ on Saturday 

l ast. It 1s statEd that on the oont rary EntriEs of gold 

cont i nUEd at a sat1sfaotory ratE. 

END SECTI ON ONE 

WilSON 

OIB NPL 
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Secretary of State 

Vlashington 

Gray 

PARIS 

Dated November 29, 1938 

Rto 1 d 7:32 p. m. 

2016, llovcnbcr 29 , 7 p. m. (SECTIOII T''.O) 

The impression seems to prevail i n many quarters here 

that the Anclo- American commerci al agreement contains a 

secret clause providing for a lo'!er r ate for the pound and 

that this accounts in large measure for the conti nuation of 

pressure on sterling. !lany financial writers contend that if 

this impression was dissipated tht rate would immedi atel y 

move upwards . 
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Financial quarters arc closely following reports of steps 

the t "'ight be takm at \/ashington to halt thE flow of capital 

from Europe and it is thought tha t new f iscal measures arc 

being considered in this connection or that the Government may 

propose modification or cancellat ion of the Johnson Act. 

AGENC E ECONOMIQUE thi s morning carries a tel egr am from 

its New York correspondent to tht tf t'cct that Secretar y Morgan­

thou rcfus td to di scuss rUMors that thE author! t i ts at •·lashing­

ton wert studying the possibi lity of a furthrr drval uati.on of 

the dollar . This paper also publi shed a story quoted from the 

International N~s Servi ce that tht ~ashington Government is 

actually 
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actually considering a nEw devaluation of the dollar. ThE 

statonent appears that "In reliable quarters i t is believed 

that the Government has i nstructed i ts experts to study 

the possibility of an increase i n the price of gold to 

41 , 34 dollo.rs per ounce , " 

Such ru~ors art being consi d er ed gith caution and 

rEsErve hErE , JOURNEE I~DUSTRIELLE observes in this connect­

ion that Pari s i s becoming accustomed to devaluati on reports 

from the United States and suggests thnt t hey ar t now regardEd 

as "instruments of pr EssurE, in onE direction or another, 

and very usEful undEr ocrt!lin circumotanccs , " 

(END SECTIO!! 'riO) 

l'/IISO!l 

HTM NPL 

' 
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SEcrEtary of Statt 

Washington 
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PARIS 

DatEd NOVEmbEr 29, 1938 

Rtc ' d 7:06 p. m. 

2016, NOVEmbEr 29, 7 p .m. (SECTION THREE) 

ThE account of intErviEws giVEn to thE Editor or tht 

LONDON FINi\NCIAL TIIoiES by Paul REynaud and Blum publiehtd 

today 18 being given some noticE . Tb£ :Unistcr is quotEd as 

Expressing thE bEliEf that as far as his mEasurEs of 

financial construction wErE concErnEd no othEr workablE 

altErnativE could bE producEd. Blum is quotEd as having 

insistEd upo.n thE nEcEssity of ExchangE control in FrancE . 

Statistics wErE published today rEgarding thE projEct 

ot thE 1939 budgEt . Appropriations ot thE ordinary budgEt 

total about 66 , 317,000, 000 franc3 and EstimatEd rEvEnuE 

about 66, 345, ooo, ooo .. ThE spEcial armamEnt and public works 

budgEt totals 28,400 1 000 1 000 franca of which 25,551,000, 000 

arc earmarkEd for armamEnt . It will be recalled that 

rtsour cts for t his spEcial budgEt arE provided almost EntirE17 

by loan issuEs . ThE mEmorandum ot thE GoVErnmEnt which 

accompaniEs thE budgEtary proj Ect is mainly a repetition ot 

thE gtnEral rEport which was attachEd to thE rEcEnt dECrEE . 
laws . A compnhEnaiVE SUIIIIDB.l'1 ot this gtntral report was 

F'!!lb4iM 14 
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HRE 2-#2016 Prom Paris Nov 29, 7 p .m. (SEc 3) 

Dlbod1£d 1n th£ Embassy's despatch 3272 ot Uovnlbtr 

15 , 1938. 

( END MESSAGE) 

WILSOU 

llPL :ROW 
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FOR TREASURY. 
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One. In reply to a queation in Parliament this after­

noon Sir John Simon announced that the GOYernment would 

bring in legislation next year to provide for additional 

oorrowing for defenee. Be said that the problem was not 

i mmediate because pounds 320 ,000 ,000 of the pounds 500 ,000,000 

provided for in the Defense Loano Act would still be available 

after the end of present fieoal year !larch 31st and that 

he could not anticipate the budget or mention figures but 

that he made this announcement to remove uncertainty as soon 

as possible. I ncidentally, there have been many suggestion• 

in the press f r om the TIM!S ' O the HERALD and in the financial 

dai lies that the budget should be anticipated to tile extent 

of a general statement by the Government on tbe policy for 

financing the armament program becau .. uncertainties breed 

heoitanoy in home business and foreign mistrust of sterling. 

The statement waa received with cheers and some home indue­

t r ial securities gained in the street market as a result. 

Two . The dollar opened at 4.65-1/4 bid and after going 

quickly to 6¥7 /S j ~aped to ee. It waa la1ier bill froa 

New Tort and the aartet deteote4 ealee of dollars by the 

!few Tort authoriti .. e.t 65-1/S. It 1a the belief of one 

lltobell&l 
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e:~:change source that this morning dollars were bou.pt b7 

the Briiieh ~unc!. at 4.68 to .ft.S&-1/.ft in a roundabout way, 

A number of other dealers belieYe this aleo, but it baa 

not been possible to trace or confira this. The rate now 

stands a t about 85- l/2. 

Three. 361 bars of gold were sole!. at th~ fixillg at 

H9 oh1ll1ng11 3 pence g1Y1.ng a pr•iua of one pennr at 

4,66; 65 bare were married the r eml\inc!.er being provided 

by the British ~d. 

Four. The ~ranc baa been otrong all day w1 th the Bank 

of France buying sterling he&Yilr at 178.55 and later at 

48 and the three months ' forward rate was bid up to one 

and three-quarters. 

UWDJ)T, 

EA:Ln 
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X11nains , Yunnan, 

29 th Novomber, 1938. 

Tile Ronor11ble 

Secre tary Henry Morsentbau, 1r. , 

Treasur y Depar tment, 

lfaah1D4!ton , D.C. 

Dan It-. Secretary, 

r eneloee r eports typed trom notu just received !r0111 Dr. Buclc. 

Respectfully , 

:!1114 St~undera 
Secretary to Dr . Buck 

............ . ....... ······ ....... . 
····· ·...:· - ·· ······"' ,.,. .a u'"' . :-. . . . . . . Gl ~,. '"" 

= '1!11 ·a coillnss 
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To Secretary llorpnthau 

From 1. Loaaillg ~ole 

l 

Lane how, Nonmber l2t h, l9:l8 

RUSSIAN INFLUENCE IN NOR'!B11iST CHINA 

269 

It hea been 4itticult to ascertain tho character ot the Sino-Rusaien 

relationahlpo ill Northwest Chille because 1t 1a n1le4 nel')'1fhere wtth 80 IIUCh 

secrecy. Until yeaterdey I tailed, in spite ot ""'llY att""J'ta, to obtain the 

t1ll:lber ot Ruuiana in Lenchow. l"ortunetely at a dinner in ~ hqnor b:r Ullinrait:r 

of l!e.nl<!Q& elw:mi I cet the Co!r::niesioner ot l'qrei8Jl Atte!ra , Who offered to or­

plain everything to me on the baaia that so much seoreoy hsa led both Chinese and 

foreigners to exe&&erete Ruae!eJt help end influence; he stated thot in reality 

Russian help bee not been very much. 

I am elao wiring you through campbell the following statement, which io 

a general aW!Illllry: 

• November 14th, 1938 

l'orei8Jl end Chinese visitor• to Northwestern pr ovinces only allowed by 

official pemiation ea RusaiBlla desire aecrecy aoc! Chinese ala~ intreste4 co.ntroll-

bg extone1oo Chi neee Soviet intluenoe. Ch!neae oftlcial a ttl tude here welcome 

Ruoo!en eoaiatallca but not their political !eitb elld preoeutiona taken by lceepina 

Ruas!en avia tion oorpa in auperviae~ gueat houaeo. Ruaaian ott1cial attitude ia 

Ch1111 not &ivins enough ill retiU'D. Average nwobor ot Ruaaiena Lanchow one hun4ro4 

forty, aize ot guoet houaea givea cre4enco to thia DWIIllor. Ruoa18Jl8 only pem1tte4 

by Cbioeao to trade with Chi.neae gove...-nt, othorwiao tba1 curr:r tavor by ottor1na 

rtTOrtble pricoa purohaeoc! products. 
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KUomintang three moutha polltlcel achoola Xanau have tralDed 2500 

teachers atudents . Oenerallaat.o•a eo-called Blue Shirts orsanlzation very 

active bore. Kansu Ia • battlefield or political faiths With Kuomintana 

apparently "ell in the leod. 

Coamiuioner Kansu toreisn atteira ate tea Brl thh former plotti.np 

t111'11e4 Co .. rnor ot Sinlciang to favor Ruseiana. Ruaalan Influence SlDldan& 

e~parentl: great. Covernor or Slnkiang permlta no torelgn or Chlneae viaitora 

~lth exception ot Chen, the Kanau Cocmlaaioner Reconstruction Bureau, who vislta 

S!nklang often and Who nesntlated Sino-Ruaaian barter agreement. Chen urging 

Cblnese governmen t build railroad Russi a to lenchow and possibly Szechuen and 

Pooch! terminus Lun&hal railway. D1atance Russia rallroed to Paoebi twa thoua~ 
seventy mil ea. Chen's suggeat1on China aupply l aber, Rue ala materials and On! ted 

Stotes equipment aa credl t to Russia . Mi.ne concua1ons possible. Cornml.ea1oner 

ro:elgn Atro1ra aleo des1ree American invee~nt ltortbweet China to balance In-

tluooce end atatae Russians are not in poll Uoa to oppose. 

I have been wa~y welcomed and wfts only torelsner present and on 

plattor~ at ceremony SUn Yet Sen's birthday, November 12th. I am ravorebly 

lcpreuad w1 th new Kensu ott1ciala, all trom South • 

Q' Cent ral Government control silver sold collection end pricee evident 

here . 

1.t.a. 
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Lancbow, Novaabor 15th, 1938 

~ Secretary Woraontbeu 

1'ro111 J . Loui na Buolc 

WOPl'ICIAL INTERVD>W ifi'lti COIIMISSIO!m! P'ORl!!ICJi A71A111S 

In addition te the item. contained in tbe above eablo, so=e turtber 

detalle or the internew wUl ba or 1Dtereat. 111e Ch1neee eaapl.ain of the aue­

pleloua atti t ude or the Russians, but tbe Chino•• ere also susrieioue. MY 

lllfol"'llllllt sta ted: " '!'be Chinese Reds stron£ly demanded extension their terrlte1"7 

to Len chow, but wore met WIth tlat refusal. At proaent they oro trying to ox-

~end their Influence westward into eastern Kaneu, but the erteetivoneaa or the"' 

cooperation or tho ~ermera• Bank baa won the termers to tho Kanau aovern:ent 

rotbor t hen to the Collllluniots. 

"Tbe Chinese Rods ere doing ell they can to strengthen tb-..ehoa 

and to extend their influence. They ere not doina a~cb rightin& now. There 

wao ou attempt on tbe pert or the Ruealone to aupply IU'IU directly to the 

!lgbt b Route Rod Arrtlt, but th1e wee prevented, end the Rueaiane were tolcl tbet 

all Sl'IU a:uot ao to tho Central Govorii!IIOnt for cllltribution. 

•we are nry v1a1lont in prnontina eolu ot cOODUnietic 11 torature, 

and tho Now Lite Book Company, WbJ.ob publlehoe euoh book& , baa a toted t hat Kauu 

Ia tho moat roeot1onary or all proYincaa. 
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"SI:r Germans h~t'fe juet eoaoe to Lenchow. We know t be Russ1an1 don 't l lko 

It, but wo teal thet It " • keep people out I t will only create more auaplol on or 

:te extent ot Ru.eslen influence. 

"There ore several mi l i tary and poli t i cal training schools In Keosu , 

ul>!er tho .l'hampoa codat Influence - the C.C. corps - i n other words , under tbe 

~oere11ss1110 · The so- called illue Sblrt orgenl:!:at1on , ""i cb 1n real1ty 11 not 

Blue Shi r t, os named by certain foreign writers , 1s etrong here . lt Ia true that 

It t s the Cenerellsslmo ' e organl zetlon. lt Is not a ruclst organizat i on . 

•The Rues lens here ere perm! tted t o 1!5> to t he ahope to make purchases. 

They eM eepec lally fOnd ot buying Metcbee end lea ther gcoda , es their government .. 
penrlta them, as volunteers , to bring the~ back Into Russia . The sha p keepers 

hove been latomed tlu> t they are only to t alk business wl tb the Ruaalsna, e!ld 

since they are bare to help Cblna, not to uk e higher price becouaa they are 

torel;;ners , • (During the seven days hare l have seen about thirty Rueelaaa in 

• 11 on the streets , or in JllOtor oara . J.L . B. ) 

"Tbe UohOI:I:Iedan canerals are a problem. Their forces are not •err 

strong and. even rear a Jepeneee attack 9ie N1nahe1a to Lanchow. However , t.he 

relotlonahlp ••1 th the Wohammadano l e Improving. The 19lat D!vla lon ot Central 

Vo>ernoont troops Is being aont to Nlngha le, and ee t he Ceneral heppena to be a 

!b~edon, the Mohammedene wtll accept him. The 87th Dl •lol on or Control troopa 

Ia betns aont to eeo t Kenau . Sane or t he old Kenou generole ln charge or d1Tialono 

are bei ng promotod 80 88 to 8,.,. an opportunity tor tba OellerellaallftO 'a men t a 

tntn aDd control tho d l 1'1a1ona. • 
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'l'o Secretary llorgentheu 

rrcm 1. Lo81ing Buolc 

fliTERVIE\'1 7/I'I'H CHEN 'IE-Cl!ENG, C(IIA[ISSION 01 !'!ZCO~IRUCTIOB 

Mr. Chen wse formerly in charge ot t he llhiaion ot R...Sa ot the 

Notion•l Econoodc Council. He recei•od bia trainias in America, aa4 bel 

procUcel axperiance w1tb the """'r icen Bri dge CoapeDJf. He dld c.-ndabla 

work in tbe road development ot China. 

The moat import ant point ia Chan's 1ntereet in buildina a railroad 

connecting Lanchow witb the Russian railroad, and hie euggeetion that t he \ 

equipment be tram the United States on credit to Rueaia . Chen would like to 

see eueb a railroad extended into Szeehuen. Amerioon participation would help 

to pre•ent excluei•e Rueeian influence and would be welcomed by the Cbloeae. 

It is e propoaitlon worthy ot consideretlon. Chen auggeata cine coneeaaloGe 

lo Slclciang it neceaaary, end 1a lntereatod ln tbe denlop~~M~nt ot aueb ainu. 

In Kanau he has macadag!zed the Lanchow·Sien road to Ptngliang on 

the Lancbow a i de • about one helt the distance. Ro boa allo been tn ctarp 

or tho new road weet or Lanchow through Sinkiang. Not more then one-tenth 

or thla road 11 macac!SIIlized, It 11 entirely e.n earth road thr.-·•&h linki..,.. 

He doaerlbee the r oad aa •paeaable" . Tbie I judse la a cood deacrlptioe, •• 

• .. ·halt the dlatance tram Ianchow to Lieqcbow 1a atlll en ol4 oar\ r.,.. • 

and i t taku two d-ra to tranl the dlatenea or 160 all••· hoe IAnalloor to 
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Sl nt lO£blla I a a dlataaoe ot 711 lll1lu. Slnllncbsla 1a e border town or Kauu 

and nt nkians, enll 11 t he place wher e the Ruuiane talce clellvery or the Chineae 

wcol . I t Ia appar ent lr the border f or Rueelen entry into China . 

At Ha1111l OTe r the border In Si nkiang I t a big assembly aircraft plant 

or.J 01llo e tra lnlns center tor Chineas p\lote. 

Chan I a building a new rood along t be Yellow River to Sinning, the 

••?I •I or Tatoebal, whi ch will shorten t be Ume by one day over the preeont 

,.,.4, Ano t her road Is near i ng completion t o connect wl t h the road ~ Sian to 

Ctene:tu . Thla roed le .-Ia T1enshu1, and meete the Chengtu rood near Paochl. 

Chen Ia lnt<trutod In e cllreot road to Chengtu f rom Lenchow, but I t must ps aa 

o dl l tlouH mountain . \ 

Cllen ate tea only hend l ere tta and smell eeale Industry can ba devel oped 

In Ko n•u uncla r preaent conditions, and some e ffor t Is bei ng mode in t hat n>:rec:u·on. 
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Fro111 1 . Loaei ng Buck 
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Lancbow, lloumber lOth , 1938 

The Kenau ProYinclal IUnt wu clo..,d by the order ot t he C..ntrel 

CO•ern=ent When t he managed currency system wee adopted. It has now been 

roo,ened tor t he ml.nt1na or the n~t1onel one cent copper colna . The ..,ch­

lnery Ia entlqueted , but by Ingenuity e coordinated plant Is now In operetlon 

with • production or 150 ,000 coins per dey. r attended the lnepectlon or 

I te tlrat dey or operation at the I n vi t~tion or the Commies loner or Finance. \ 

About ritty people were invited, and the Oovernor oleo attended. This Is 

anot her inatence where the Chinese have d one the beat possible thing with 

tha ""'ana et band. The crucibles are or Amoricen a:enut'nc t ure, and more are 

needed. 
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TO Secretary Worgentbeu 

!'rom 1. Loes1118 Buck 

iiOOL 'MAREI!OOSJ: 

Today J visited the wool werehouaea or the Foraisn Trade eo.-

mission. New warehouses or econaaicel but ,ood construction beva been 

erect~ on the edge or the Yellow River, where much or the wool ia delivered 

i n ratta or bullock skins with wool packed tightly inside. The wool is dri ed 

1n t he sun on the bank of the river, an~ then carried to the waretouae. I 

ssw thirty men packing sacks or wool to be carrie~ by camels. A buncb ot 

came \ seeks was packed ready tor shipment, ood just before I left the camels 

up tor loading. I also met there the Rueaisn wool expert who inspects the 

shipments. The aacl<s are made up at the warehouse r rcm aack1118 imported troll 

Ruaa\a. 

I wu tevorebly 1lllpreue4 witb tho outf it . I expect to be able to 

aeod photoa l ater. 
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To Secretory llorsenth4u 

From 1. Loalins Buck 

9 

JroOL !'ACTORY 

277 

TOday I Ylslted a wool rectory operated by the military tor woollen 

blallieta t or aoldlers. The factory h4a been out or opera tlon tor ten years. 

t;ost or the achlnery la 52 years old, partly Carman. The output le eishty 

blankets per day. The quell ty aD4 colour are good. The slgnitlcant thlns 1a 

that t he factory baa bean put into Operation under great dlffieulttes , 88 

or the machinery bad been removed. 
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lAnetow, llo• ... ber 12th , 19:18. 

To St crotory llorgontbou 

Fro:n 1 . Lou lng Buck 

INTERVIEW II'I'lll ~IR. irn, PRESIDE!iT OF not KANSll PROVINCIAL BANK ~ID OF Tl!l'! 

!i..'l:m!S' BAllK , A!;D WIT'n S<:Vm O'm:ERS IN CHARCE OF COOPERATIVE LOANS TO FAI!laRS 

Mr. SWon , graduate ot the t wo year agricultural course ot the Uni-

nrslty or Nankin.g, did excellent work tor tbo llni• ere ity 1n org;!lllldng 2 ,000 

ranoer s into tamara ' unions and in organizing cooperatives at Wukiang, 110 

niles rrom Nanking. Be usee hie rarmera• organization to obtain or preser•e 

tha right a or farmers, !lnd he bod oppoai tion trom the ll'ulciang magistrate but 

"•• out with the backing or the tarmere In threotenlng the magistra te with a \ 

lawaul t . 

Mr . SWan haa even lncreeeed hie anergy in Kanau , and wi th Mr. KU'a 

cooperation 5,600 ,000 yuan han been loaned t o ltanau cooperatives during the 

r est year. He st .. tas loans sre being returned on tl.Jlle, and both S>ren and l'.u 

tePl coopera tive work is reaaibla a nd auceeutul In Kaneu. A good crop this 

year raeilltatas such ratuDding. Farmers in Kanau hitherto hove only kno"" 

otrlciela who have "milked them dry" eo they are surprised tha t any .,:>vorruoent 

•ould help them. Thie cooperative work i • checking the apread or Communlam 

In east ern Ka.nsu , 8D4 C<mmuniata tbemaelvu ateto they bon never heard or 

Kuaminteng people working so hard· Cooporot1Yo or&&nlzoro walk inotea4 or 

riding horau, oo that the:r can be ooe with tho farMre. ca-D!at organizer• 

rldo borau. Tbeoo cooperative loono appear to be a dot1o1te utbod of roro­

ataUing ICaneu soin« Red. 

Regraded Uclassified



' 279 
ll 

1be heed oN' tee or the hn.re' Belllc reel that Ku end Swe.n ere 

proceeclin& too r apidly, and reer the loene wUl not be repaid. Swen and 

KU out ot experience have no tear in thia reepect, and are chatin& beoauae 

of the oheoka trom the heed ottice. Swen 11 e remarkable man, end ~ery 

enorseuo. 

\ 
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To secret8ry lolorgenthau 

!'tom J. Loeaing Buck 

u 

CELEBRATION OF sm: YAT- SEN' S BIR'1110AY 

280 

I was invited by the Commiaaioner ot loraisn Atteira to att end t he 

cerecony tor Sun Yet-sen's birthday. The attair ••• held on a dr ill ground. 

About 18 ,000 people, representing .arioua grouoa, were present. Theu Yerie4 

rrooo monl<a 1<> sing-song girla who ere recei vtng nurses' training, end ware 

present in thia lat ter capacity. l wa s invited to the plattonn With the other 

otficiala. I woe t he only foreigner there . No Russians were present , and th 

ottic1al or the Central Bank who accompanied me remarked: •No Rusaians wou ld 

be Invited, they belong to another political faith than the KUom1ntang.• 

per~apa beat axpreaaea the attitude of many Cbinoaa toward t hese Russians. 

They are tolerated t or the aaaiatence they stu, but their political faith 1e 

not "elcome4 . 

The imoi htton t o me to attend thla 10nice 11 en evidence or the 

COrd\el!ty or the Chinese towards Americana. Thil bOO 8180 been evidenced by 

the number or dinner tnvitat tona vor ioua otrtoiola beve extended, including 

the tlrat invitation by the Governor himaelt. There to every evidence or a 

friendly teol1ng. 
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To Secratery Worsentb&u 

Pro• 1. Louins Buck 

ooVER!ll.!ENT PURCH.\S!i or mAIN 

281 

'!'be Central Government 1a purcbeeins 2 ,000 ,ooo yuan or grain troaa 

the rarmera to prevent tallins pricea , t o accu..u.lete atoeka tor military pur­

pose•, an4 t o ebeorb aurplua r esultins trc. eboli Uon or opium growl.ns. 
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To Secretory Yoraenthou 

Fl'oCI J . Loaaing lluolc 

t.Dchow, NoYember 14th , 1938 

SILVER AND OOUl 

282 

Mr. KU of the Provincial Bank stataa that a1lver reaervea are a bou t 

25 ::UUion yuan, but that it would be aaay to collect s ix lll1111on yuan tr<111 

tho people, He at ~~tea tho t tho C..ntral Government price of eold is eo 1:1\lch 

lower ~ban t he market price ! hat the price muat be raised b efore it can be 

collected . 

l'leeor gold is found in moat atroam beds or west Keneu and Taingho\· 

Present methods, as t he saying goes , "can keep gold aond washers tx-olll starvin • 

There !a some feeling that wi tb encouragement the production or gold could be 

greatly Increased . 
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To Secretary Morsenthou 

From :r. Louing Buck 

KANSU REVENUES 

283 

Loncbow, Novo&ber 14tb , 1938 

Tho Cammiaaionor or Finonco atotoo tbot 70 per cent or Kanau•a 

reYOnuoa oro from land tuu, and tbe cbler otbe.r source 1o Uldn to.xoa • bleb 

have ou·or boon abolished 1n this province. Land rnenuea hove docreaaed 

becaus" t horo 1a no I!Pod syotem or land reg1atrat1on here, alld now thoro oro 

1~ m1ll1on mow ot land loa a paytng to.xea than f ormerly . An attempt will be 

made to remedy t his , but registration ot lend 1n western Kanau, which ia 

controlled by General Me , 1e not roaalblo , ae Me bloods tho farmers so thot 

t hey leave tho l and and aoelc new l ands 1n Monsolla . 
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To secretary l!orgenthau 

FroQ J . Lossing Buck 

16 

LAN CHOW 

284 

Lanebow, No•cmber 15th, 1936 

Lenchow is a city or 90 ,000 , at an ele~ation or some 5,000 teet, 

and auuated In " •Ialley about two cdlea wide an4 ten cdlea long. Surround 11>8 

1~ sre ~a,ren loess ~ountaina. Thla part or the pro•lnca Ia a maae or loaae 

billa, e~aolutely barren this time or tba year , but mostly cultl•ated. One 

•••• nothing but gray or yellowish earth everywhere. It Is the spring wheat 

area or Cblna, and now that opium Is suppreeaed , wool , e small quantity or 

skins and rur , and some tobacco, are tbe chief exports. \ 

Tho population of Lancbow baa Increased from 90 to 120 thousand 

since the beginning or the war . Prices ere bigh and houses difficult to rent. 

~Is is the time or the year wben the sun shines a•ery dey, so It Ia favorable 

f'~'Jr ~vlAt lon practice. 

'> 
• 
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'l'o secretary llorgent hau 

From 1 . Loaalng Buck 

1? 
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l.allchow, November 15th, 1938 

Th1e morning I arose at 4:30 AU to take the Eurasia plane to Chengtu, 

A!ter reochlng the airpor t I was asked to watt . I t waa still twilight, but r 

round e aurprlelng a:DO\Illt or activity. After !In minutes I wes asked to hurry 

Into the bue to go to the plane on the field. The field Ia a mJlltery one. The 

airport officials asked the dri ver to hurry , and then I eew the plane taking orr . 

The dri ver continued driving straight ecross the field , peat t raining and mili­

tary planes , ond into a gulley between the loess hills . I aeked whet i t wee \ 

ell about , end the r eply was, •an ai r alarm• . ~1111 tary trucks and ai rport 

su• rde were going I n the same dir ection. ~arda dotted the hillsides . lie 

st opped by a dueout of the avlet lon company In tha loees hills . ~e billa 

were full or dugouts and guard stations wera along the road . These loess hllll 

arrord an ezcel lent protecti on. 

I had a good view or the plane• going up , or their ~ke scraena 

eru! their manoeuvres . The l argest number or planes which could be seen a t any 

one time waa twanty-tour . The release alarm did not sound unt i l about two 

hours l eter . On ~ way back I aaw t hirty plenea on t he grou nd, mostly of t he 

tre l nlng t ype, and If t he edge of t he fi eld tor i t l entire l ength wer e equally 

popul•ted with pl&nea the number would run Into the hundred.&. I think , however, 

that tbare to a concent r ation of planeo at that and or t he field. As we apo 

proaebad one big plaaa Wi th a Rusoian and oeveral Chinese pilot& by Ita side, 

• 
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one or the airport ottieiala &ake4 the ebeurreur to dr1 ve taster M thet the 

Rusaian would not see the foreigner in t he oer. Tbia ia enother or several 

direct avidaneas I heve had th~t Ruaaiene object to tbe presence ot ror e1gnera. 

Tho explanat ion tor the deperture or ~ plene is t be air alarm, 

•nd tbe pilot would not even Wai t t or the peeseneere to reach tbe plene. 

t ~~lnlc there " ftl sOille i nefficiency in tba ottiee, ae the aLrport ottie1ela 

.na• nothing or the reid until on~ or them waa told by t he pilot. Appa~ent ly 

a se~ant ~ad been notified by phone, and wben we arrived at the airport he 

aa.wr.ed that tbe airport officials who hed come from the city in tbe same 

bus alae. knew. At least I got an impression or the eir ectivit iea, Md new'• 

hope there wi l l be a plane tomorrow. 
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Qmtl or THC HIUIDINT 

THE .JOHNS H O PKI N S UN IVERSITY 

BALTI MORE. MARYLAND 

llovembe.r 25, 1938 

lly clear llr. Secretar)': 

Here 1.& a letter ancl a u p?'for tba President. 
Xou uy want to be i.Dfonoecl of tlw one ancl II&Q a copy 
of the otbar. 

Dr . Pelzer bu arr1Yecl ancl 1a barcl at work. 
111tbi.D ten clays, n shall lwve a fi.rat atateHnt on Africa. 

Sincerely yours , 

Tba Honorable Henry llorgentlwu, Jr. 
Secretary of the Treeaucy 
1'/aahillgton, D. C. 
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COPY 

THE JOHNS HOPKDIS UNIVERSI'l'Y 
BALT IMORE, I.IARYLA1lD 

Office of t he Pres ident 

November 25, 1938 

MY dear Ur . Presi dent: 

I have pleasure in handing you herewith a map 
consi s ting of two sheets of the llilli onth !lap of Hi spanic 
hmerica past ed together to show the whole of Costa Ri ca 
and parts of adjacent states . The map should be examined 
in the light of l.!cBr1de1 s telegri!ID and my earlier comment 
of whi ch copies have been sent you . 

The area betv;een 3, 000 &nd 5, 000 feet above the 
sea i s marked off by heavy inked lines ~here the two sheets 
join . If we include country above 1 , 500 f eet t hi s area 
v.ould b e doubled; and if above 1, 000 feet i t would be ·, 
trebled . Settlement woul d have to be ad justed to all of 
the elements of t he environment and not to elevat i on only , 
s ince some of t he higher land on the eastern s ide of the 
mount ains i s too wet and too heavily forested to permit 
esricul ture. 

One may get a clear idea of possibiliti es by l ook­
ing at t he inset in the middle bot t om of the map, called 
t he San Jose- Cartago region whi ch i s one of the most densely 
populated areas in Latin Amer i ca. One observes villages 
crov.ded toget her all the way up to 3, 000 feet and down to 
400 feet and less . Gi ven an adequat e water supply the soil 
of central and western Costa Ri ca i s highly product ive. 

I have not spoken of t he political dif ficulties 
wni ch a large foreign immigr ant group woul d create if planted 
in tlli s s mall Latin American country, assuming that Coste 
Rice i s willing to r eceive them. The effect of such a group 
upon the state, and t he poss ibilitY that through the presence 
of the group we might become s er i ously involved in European 
4uarrel s , are matters upon which r eflec tion is needed. lly 
o~n feeling i s that we keep our positi on uncompromised in 
the v.estern Hemisphere only so long as we do not interest 
our selves directly in t he importation of &lropean population 
element s . The moment we do so we are l ikely to be charged 
With t he importation of an aJropean quarrel into Aaerica . 

Regraded Uclassified



291 
President Roosevelt : 2 November 25, 1938 

Even if we are right about such i mportation from the 
humanitarian standpoint , we thereby give the other 
fellow a chance to claim that we are Ylrong. Do we 
w1.nt to run that r isk? Do we wish to confuse our 
pos ition ond di lute our argument r especting the Monroe 
Doctrine? 

V.'hy not keep the European elements within the 
framework of t he Ol d World? Even if .,e do not f avor 
migra tion to Latin America, but allow it, difficulti es 
~ill arise. If we both favor it and allow it, we commit 
ourselves t o the consequences. These conse<;uences will 
surely involve us in the r i ghtness or wrongness of acts 
of t he governments of the states or Central Europe. 

All this is gratuitous advice. I am forwarding 
tlfY l etter through Secretary Morgenthau, together with the 
map in questi on , so that he may make his o~n independent 
comment on the contents of this letter. 

The African material i s now in course of r apid 
compilation nnd will be sent the moment it i s ready . It 
wil l be illustrated with clarifying maps . 

Sincerely yours , 

/s/ I saiah Bo~=an 

Pr~sident Franklin D. Roosevelt 
The V.'hite House 
~:ashington, D. C. 

\ 
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SEcrEtory of Sto t t , 

'.l::shington, 

755 , NovEmbtr 29, 5 p. m. 

Dntcd Novonbcr 29, 1938 

Rcc 1d 7 :10 n, m, 

OnE. ThE f ollowing sto t onEnt wos issuEd l as t night 

by tht CabinEt : "ThE Cabi nEt thi s nftErnoon dEcidEd 

292 

on i ts fund~tnt~l pol i cy for rEgul at i ng Si no- JopanEs E 

rElations i n conn Ec t i on ni th t h c constructi on of c nEw 

ordtr in E".s t Asia Vlhich thE FivE MinistEr ConfEr EncE hos 

bEEn consi dEring . " 

Trto , ':I E h~v£ bEEn un::.bl E to obtc i n nny aut hori t a t i vE 

or othErwi se r EliablE i ndi ca t i on of t hE n"turc of t his 

"funtl:uncnta l policy" , and " s we undtrs t:-.nd th"t gener a l 

i ndicati ons of thE chcr oc tEr of thi s pol icy ~~E to bE 

gi ven out in t h e nEx t ft':t days , fi t b clicvE t ha t en 

~p!)rai sal of various conjEcturE~ no•· currEnt "ould no t 

(rEpEa t not ) bE hElpf ul t o thE DEpartment . WE lEarn, 

hovtcv Er, f r om a r cliabl E sourc E thn t t hc policy is to bE 

discussed i n a conf Er EnC E t o bE h El d shortly i n thE 

pr EsEncE of thE EmpEror nhich i f t r u E is an i ndicotion 

of the signifi canc E of t he policy (s EE our 28, January 14, 

5 p. m. ) , 

RepeatEd to S!mngb.d f or Chunsking. 

r."!C : HPD GRE\'1 
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Stcrttary of Statt, 

1'/ashington , 

189, NOVEmbEr 291 3 p, m, 
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.. . 
Nanki ng via N, R, 

DatEd NOvEmbEr 291 1938 

Rtc 1d 4 : 56 p, m, 

fhe OpEning CErEmoniES Of tht ·~ational PeoplES Party 

CongrEss" WE~E hEld in Nanking ytsttrday, with 427 

dtl Egat ts pr rs Lr.t , cl'j_ rfly from Kiar.gsu, ChEkiang and 

Anhwtl.; thE purposE of thE Congrtss was stoi;Ed to bE to 

work f'or thE EstablishmEnt of a C Entrnl GovtrnmEmt:nt 

f or Chino , JapanEst Special Strvict Stotion officials 

wert prEstnt , rEportEdly as "vi sitors" . 

Following thE oprning cer£monics Liang Rung Chih 

dclivErtd a sptech; afttr the usual denunciation of 

Chiang Kai Shtk and Communism he stattd that China must 

join hands with Japan so that pEace miGht be tstablishcd 

in Eastern Asia, nnd that thE YEllow Race must unite to 

resist tht a(lgr Ession of tht t/hltc RacE , lie said tha t 

thErt now txisttd a Refor med Govtrnmtnt herE and a 

Provisional Govtrnmtnt in the north but that a Central 

Oovcrnmtnt tor China should b£ established; he addtd 

that the Congress was meeti ng to u:changt vi tws and study 

tht mD.ttcr so that a Ctntral Govcrmcnt m1&ht bt 

cstablishtd at an tarly dat e. 
Tht 
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ThE CongrEss i s mE Eting ogni n today nnd thE final 

sESsi on will bE htld tomorrow, whEn o moniftsto and 

circular tElEgrams will b E issuEd. 

S Ent to Shanghai and Ptiping. 

Slf.YTH 

R.l : DCU 

294 

\ 
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SEcretary of Statt, 

Wnshir.l!ton , 

~70 , ~ovEn~Er 29, 11 a , m. 
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P~IN 

m1ungking via N, n, 
Dattd November.~, 1938 

~tc 1d 7 :49 p . m. 

F>.llor:ing is enbass: translation o ;' •• lEaflet l'Ella";)ly 

rtpor~ ·d t aav~ b EEn dropped at ChtnJr,•. O:f JapanESE ;~lat.ES 

durin ?, a ir rniC\ . a r ly ;fovEmbEr: 

"_,·, <:lnration of t~E ImpErial Ja~an.:sr r:o vErnmEnt , 

Th·; Impt:ria;. Army and Navy, m11nif<:stit~3 His ImpEri<tl 

l:r.j es1:y 1 s a\le al'!d d1gn1 ty , have a ttac.~cd n.1d occupied 

Kwal\3tung and th= thrEE Wuhan citiEs to t lE End ~hat thE 

importun t <Jtc tions or China mignt bE ?acit uC: , ThE national. 

Governm£nt luls !'allE:J and becom~ a local rEcimE . U that 

Govc~nment continuEs to persist j.n its ant i -JapnntsE .1nd 

pro-Communist po~ic7 , then the EmpirE must punish it throur)1 

armed force, wi th a viEw to its ~Eatruction. ThE EmpirE's 

dEsirE ia to Establ ish a new ordEr with a ViEW to thE 

dtfi~itE presErvation of thE pErpEtual tranquility of East 

Asia; this is alao thE final aim of thE prts t nt expedition, 

The crEation of thE nEw ordEr, by mtans of mutual 

coopEration amo03 Japan, ~chukuo and China, will bE ;,astd 

upon 
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2-#570, Prom Chungking,Nov. 29,lla.m 

upon thE EstablishmEnt of mutually hElpful and intEr­

rElatEd rtla tiona along political, economic and cultural 

lints, with a view to stabilizing international justice 

in East A6ia and to attainina a joint dEfense against 

Communism, the building up of a new civilization and the 

matEr!.:!lization of an integrated tcono~:r This is really 

an E~~Ellr~t p~l~~y for thE stabili?.Ati~r of East Asia and 

an a(l1llirablE mEthod for thE advanctlr.tnt of thE civilization 

of th~ world. 

Thz E\)\pirE entErtains the hope that Ct,ina will also 

share the worl< of establishing a nEYI order in Eas t Asia . 

' 

It is hopEd that the ChinesE peoplE will realizE thE truE 

intentions of the Empire, which especially hopes that they 

will jointly participate in the Empire's efforts . If thE 

National Government abandons its traditional policy, changes 

its personnel, rzfo~.s its character and p~rticipatcs in 

the establishment of a nEw ordEr, the Imperial Government 

will not darE to rc_j cct it . 

ThE EmpirE i s confident that various world powers 

realize the t r uE intentions of thE EmpirE and that they 

should put into effect thE moat suitablE policy in regard 

to the new conditions in East Asia. It is ts~tcially 
grattf\U 
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3-#570, From ChunGking,Nov, 29, lla.m. 

grateful to thE allied powers for their ooop£rativ, 

o.ssis tanc£ . 

But thE grEat work of establishing a nEw order in 

East hia origir<ltEs in the spi rit of th£ EmpirE •s dEvElop­

mcnt in thE Far ~ast , To a ccomplish this task is really 

thE O..' Jt important and glor ious duty :>1' tt~ presEnt day 

Japar.-~E p\ opl r. ThE Empire ahoul~ ~=~~Ri ttly makE 

domcoc~c effor t• in order to ~prove ~ts national 

strcngch , overcome all difficulties and ~~Kt rapi d 

rJrogrt.is so that thE task may bt accompus:'lcd, This is 

;.he EmpirE t r:1 immutablE policy and firm dEcision, This 

d•claro.tion is firmly made . • 

Rt n:attd to Shan:lilui, for Toicyo by me.i.l. 

JOH'ISO!l 

NPL 

' 
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GROUP MEETING 

Present: llr. Oliphant 
llr. Gaston 
Mr . Haas 
!11r. Hanes 
lllr . Taylor 
/llr . Gibbons 
Mr . Duffield 
llr . White 
llr . Lochhead 
Mr . Bell 
Mr. KcReynold.s 
Mrs. Klotz 

• • 

R.ll.Jr: (Hods to Mr . WcReynolds .) 

McReynolds: I have nothing, 

H.t.!.Jr: How do you do, lllr. Bell. 

Bell: Good morning. 

November 29 1938. 
9 : 35 A. !(, 

1 

' 

H. li.Jr: How is everything with you? 

Bell: Rushi.ng . 

H. ll,Jr: Ah -

McReynolds: Dan is still walki.ng with a cane. 

R. tl.Jr: Why? 

Bell: 

R.!i. Jr: 

Bell: 

R. ll.Jr : 

Bell: 

Oh, I sprained my back a little Sat urday. It ' s 
pret ty good this mor ning. 

Putting? 

I ' m afraid not; i! it were that I wouldn't care. 

When are you and I going to have a litt le t alk 
before we see this gr oup tomorrow? 

Ars7 t ille you say; this aorning 1t you want to. 
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B.M.Jr: 

He. as: 

H.M.Jr: 

He.nes: 

H.U.Jr: 

Bell: 

H.!l.Jr: 

Gibbons: 

Bell: 

H. lo! .Jr: 

Bell: 

H.ll.Jr: 

Bell: 

H.K.Jr: 

Gaston: 

Bell: 

2S9 

- 2 -

No thank you. 

George, that•s Seltzer - tell Seltzer he ' s been 
sending me some good stutr - see? 

o. K. Do you want to see these daily things? 

Supposing we call the experts at t en thirty 
tomorrow. That - llr . Bell, you are a bond expert; 
you (llr . Lochhead); Johnny, you want to sit in? 

(Nods "Yes . 11 ) 

Taylor; George, you bring your boys in. 

It the group - you are all so secretive around 
here - hasn't seen this memorandum or Barr is• to 
me yesterday, and Larry Seltzer's sturt, you ought 
to circulate that stutf before tomorrow. I bave 
done my home work; I read them all this morning. 
You be here? 

Yes sir. 

There are t wo good memoranda; one is from Larry 
Seltzer and one from Harris. And - well that ' s 

(Nods to Mr . Gibbons.) 

I have nothing. 

' 

I'd like to talk to you sometime about this proposed 
adver tising scheme that someone sent 1n, -aad you 
asked llr. Taylor and llr. He.nes to look it over . 

All right. 

We can do it this issue? 

No; they haven•t made me a good otter yet, 
either . 

The letter ought to be answered. 

All right; tell them, •Thank you.• 

Is that the .Ubert Frank-Gunther Law? 

Yes . 
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Gaston: 

H.fl.Jr: 

Bell: 

H.N.Jr: 

Gibbons: 

Lochhead : 

B.li.Jr: 

White: 

H.N.Jr: 

White: 

H. U. Jr: 

White: 

- J -

It isn't necessary to answer it; I talked to 
Howard Al1en about it when he was in. 

What else? 

That Is all. 

You all right? 

(Nods "Yes . ") 

Nothing to add to the early reports· sterling 
touched_ a higher level - 4.66; it w~nt down to 
4.65!; nolding about that level. There seems to 
be again a considerable amount of sterling in 

the London market. 

All right . 

You (Yr. White) won't be ready until ten firteen? 

Approximately. 

All right . 

There is-the Trade Agreement Committee considered 
the grant of two concessions, on tobacco and on 
sugar, to Cuba, and the motion included the 
statement that the negotiations with Cuba shall 
be reopened with a view toward modifying the 
trade agreement ir Secretary Hull will agree on 
these two concessions - sugar to Cuba. And our 
representatives asked that it be 8lllended. Secre­
tary Hull and Secretary Uorgenthau agree, touch­
ing particularly on sugar revenue, and that motion 
passed . Now the question is up. It is as to 
whether or not you would consider a reduction on 
the duty of Cuban sugar . The quota is not going 
to be increased, so that the economics to it is 
rather simple; it is a reduction in revenue of 
about six million dollars. 

Fifteen per cent. 
And it is an increase of receipts on Cuban sugar 
in that amount. The onlY question !light be raised 
in add! tion to policy 1 a.nd the t ' s whether there 
are arr:1 legal difficiUties 1n the light of the 
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H.M. Jr: 

White: 

H.!J.Jr: 

White: 

llcReynolds : 

H. V.Jr : 

White: 

H. ll. Jr: 

Oliphant: 

H. ll. J:r: 

White: 

H.ll.Jr: 

- 4-

purposes of tbe Act. That i s somet!Ung that 
Oliphant's shop might want to clear up. 

301 

Did he name any good sugar companies to look into 
it? 

American Sugar Company is the biggest, I think. 

London and New York Stock Excha.nge. (To Reporter:) 
Put after this that I am joking, please . (Laughter) 

We 1ll make - ... 

It won't be necessary, before you give your 
decision, for you to ask us all to sell the stocks 
we have in sugar. 

I don' t know whet her the market could take it. 
Listen, unless somebody objects, t his is one of 
the times I want to play ball with Sumner Welles, 
see? And unless somebody' s got some awfully good, 
reason, I want t o let them know before noon today 
the answer is nyes,n unless somebody wants to 
argue about it now. 

If the legal Department wants to make an objec­
tion •••• 

They•ve got till one minute of twelve. If you 
don't bear f r om t hem before one minute of twelve 
you call them and say, "Yes . " We sit around and 
say 

1 
"Let • s do something for Central and South 

America}' and Welles says this is terrificall.y 
important and he wants to do this . Unless sOIIe­
body•s got some awfully good reason, I want t o 
play ball with them. He says it1 s a straight 
grant . 

To whom? 

Batista . 

Kaybe. 
I am not _ I am not looking behind the scenes; 
Welles wants to do8~h1~~ ~c~:!~t!t~~ ~~eit ;:Z:,O:~~iJ~~Y 1 unless there is so111e reason -
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Oliphant: 

H.Jt.Jr: 

Klotz: 

8.1l.Jr: 

Klotz: 

H. ll. Jr: 

Oliphant: 

H. I>I .Jr: 
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this is his show, and this is vbat he wants . 

Either do it, or fire Welles; that ' s the idea. 

That's the idea . I don• t see wbr we should fire 
Welles. If you don't hear by one minute of 
twelve, you call him up and say, •Yes.• t his 
is his how, and you call him and do it. In 
return for that he's approved t he Chinese loan. 
As Mr. Hanes put s it, he says Mr. Hull, when he 
hears it, he will have several Peruvians • . • .• 

Several what? 

Peruvians. Incidentally, he ' s coming over at 
three thirty tomorrow, so you Chinese babies put 
down three thirty, wi.ll you? The President 
cleared it yesterday. 

And will you (Mrs. Klotz) find out whether Jesse 
Jones is in town? I'd like him here. 

Three thirty - Chinese. 

Call his office; get word to him. And tell Yr. 
Y/elles' secretary that I am inviting Mr . Jesse 
Jones to be here at three thirty. So I think 
that that is- •••• 

Well, I think we are taki.ng this news so casually. 

I'll tell you exactly what happened. Welles 
called me up yeste.rday, and bad three things he 
wanted me to do tor Cuba, and I think we'll be able 
to do all three . When he got through I told him 
the story about China; I t old him about the 
President having given his word, and got a 
satisfactory answer, and Yr. Hull objected, and 
so forth, and so on. He said, what are we going 
to do; the President passed his word. The Presi­
dent said if he got a satisfactory answer he ' d act. 
He said, •He got an answer; what are we going to 
do about it?" He said, •I am going to t~lk to 
the President within half a.n hour, and I ll ask 
him." He called me back at siX o•clock, and the 
President said, •oo ahead. " 

Be said, • There are a couple questions I'd like 
to ask, and I ' d like to come over and see you 
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Gibbons: 

R,JJ.Jr: 
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so we fixed it up for tomorrow. But I don't 
want to say anything about it until I get it. 
I want something in writing from the President 
and I want something in writing from Ur . Welle;, 
but they want to go to town on it. So tbat•s 
that . 

Will it be worthwhile? Will it help the Chinese 
materially? 

Oh, it isn•t the amount of money, Steve; it•s 
the fact that there is no country in the world 
today, with the exception of Russia , that is 
doing anything, and we all sit by here, and we 
are just driving them in the hands of Russia. 
We are just driving them in the hands of Russia. 
There isn•t another country that is just lifting 
them up, and if they say they've got this 
credit - it is a credit - then they go to England, 
and the chances are two out of three they'll get 
something out of England. It will stiffen up the 
French, and they will be encouraged. What we 
are doing - what the world is doing, is driving 
them in the hands of Russia. Everybody is 
excited about communism; they all sit back and 
won't help a country that is communistic. The 
only people giving them any assistance is Russia, 
and, in turn, they will get plenty. And here 
we are, building battle ship after battle ship 
that costs them a hundred eighty million dollars . 

I told Welles yesterday somebody1 s got one chance 
in ten of never getting paid back; I want you to 
understand, it is one chance in ten. The situation 
is no country in the world is giving them any 
help except Russia, and in return tor that, 
Russia is just sending their people in and taking 
control of everything. Is it good business, or 
anything? 

Oh cert.ainly . 

I am doing it with my eyes o)18n; I am doing it 
directly I think if we go ahead, fifty years 

• b happy We have wasted 
from now we may e very b • talking about this 
just about a y~ar h w~/~~s ~=~~ng that r s going 
for a yehiar , bu tay bout communism and Russia • •••• 
on in t s coun rt a-·~ple _most of them are fairy 
This is a concre e e.--
tales. 
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H.ll.Jr: 

White : 
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Oliphant: 
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Taylor: 
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White: 
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Incidentally, I want you to send a letter to the 
Secretary of War and the Secretary of the Navy 
including everything - for m:r signature - that' we 
sent to the President on China; and I want to 
send one to Sumner Welles, and include everything 
except their munition needs . You see? 

Send ever ything to Welles except that. 

Except that; but to the Secr etary or War and the 
Sec.retary of the Navy, a complete duplicate of 
what we sent to the President . In the ~ase of 
the State Department, everything except their 
munition needs . · 

(llr • . Taylor) 
I spoke to Taylor; Welles said he/wants more 
information on China, and, he said, from now on 
we will get a daily report on what they have on 
China; he said they have been negligent, and 
have not sent us the stuff; from now on they•ll 
send us everything they have. 

' There is a munitions control board meeting tomqrrow. 
They called me up about it and wanted me to 
remind you that they want somebody there. 

Well, I ' d like to know what's in that; I'd like 
llr. Oliphant to go over it with a fine tooth 
comb . I will not go to the meeting . 

Taylor brought it to my attention yesterday, and 
I 8lll working on it. 

If it is all right • •• •• 

One is tin plate, and the other is helium for 
Poland, tor an experimental flight. 

There is also a general report that will be brought 
to your attention. 

What is that? Isn't that tomor row's meeting a 
third i t em? 

Ho. 
I want Oliphant to go over it first, and then you 
represent me. 
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White: 
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Oliphant: 

R.M. Jr: 
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I gave the stuff to him yesterday. 

Anything else, Harry? 

One other thing. 

305 

Beli eve me, before we do anything on helium, for 
Poland, let •s see where we are on the last helium 
deal. I don•t see how else they can do the one 
w1 tbout doing the other. 

An individual, scientific fli&ht, this is. 

You r emember that Board - one of my boys raised 
a meaty question yesterday that if I were con­
sulted on it, I mean if I were advising you on 
the legal side of your duties, as a member of 
that Board, I would say that preshipments to 
Ger many are in violation of that law. 

Well , anyway • • • •. 

I assumed we didn' t want to raise that question 
until the boys could get it this time . 

Well , I am not going to sign anything thnt is 
illegal, with my eyes open. 

Herman? 

I'll talk it over with White, and Taylor . 

I won' t sign anything illega~, with my eyes open. 

That report hasn't been prepared yet, but it 
will be prepared and distributed, possibly, at 
this meeting, so there will be time to go over 
those details. 

If you want to get something ready for that ten 
thirty meeting you may be excused. And t ell 

· · )(r . Kieley thefe is Goldenweiser, Walt er Stewart, 
and who e~se? and warren - we •ll be a few minute• 
late Ask them if they can wait in l(r . Hanes 1 

r oom: ~though they are all right outside; they 
are all right outside. 

Wayne? 

\ 
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B.M.Jr: 

Taylor: 
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B.J.l . Jr: 

- 9 - 306 

Wteha'vteigot a problem in connection with the R. p , c. 
wanted to - no immediate hurry about i t. 

It•s placing around two million dollars in notes 
that they want to sell to the Receiver for the 
Central Republic BaQk. 

Is that an American bank? 

Yes . 

Couldn't you clear i t through the Banking Committee 
firs t? 

I don ' t think it- I don't think it had aeything 
to do with the Banking Committee. 

It's financing . 

Str aight financing. 

It•s part of the financing - straight issue you 
got out in November . \ 

Could you take it up tomorrow? I mean, I am 
crowded now. Can you take it up at t en thirty 
tomorrow? Vie have thirty minutes . George is going 
to gi ve us a lecture. Huh? 

That is o. K. 

Will you do it then, Wayne? 

(Nods "Yes .") 

(NOds to Kr. Duffield. ) 

·I have nothing. 

Have you (lolr. Hanes) told Duffield about your 
conversation with Douglas? 

No. No. 

Will you? 

I didn't have it until last night. 

Will you? 
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(Nods "Yes .•) 

I have nothi.ng this morning, 

You don•t look very well , George, are you all right? 

I •ve got kind or a half cold. 

If you don't reel right, take care or it. 

Fine; I will . 

Why don't you go home today, and be here tomorrow? 

I 1ll see ho• I r eel at noon. 

I kno• how you feel; you•d better go home today, 
and be here tomorrow. 

All right. 

Wy mother used to say, •You look cbesty,n 

I feel worse than that. 

Herber t , somebody bas been slipping back on us -
this story about Chinese going home, and all the 
rest of it . I told them yesterday ..... 

Sandy !Cline called me last night, and I warned 
him he was likely to make a mistake. I told him 
I thought this was all wrong. 

Well , you want to wait? 

Ar.chie was trying to dig up some or the Chinese 
today, and I thought perhaps we could stimulate 
them to put out something. 

Will you do something about it, because t hat will 
hurt them. You get hold of Cben, will you? 

0 . It. Yes . 

(NodS t o III'· Oliphant.) 

Jlothing . 

\ 
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RE DECFJ«BER 15 FilWfCiliG November 30, 1938. 
10: 30 A. 11. 

Present: 

B.M.J'r: 

Bell: 

R. II.Jr : 

Bell: 

H. ll.Jr: 

Bell: 

H.M.J'r: 

Selher: 

Jlr. Bell 
llr . Harris 
llr. Radley 
IAr . Haas 
llr. Lochhead 
llr . Sel t zer 
llr . Taylor 
llr. Ranes 

All right, gentlemen. llr. Bell, wi.ll you start 
in? 

I think in this statement I have assumed the 
least - the maximum financing in December is 
possible, the minimum, /larch am June, am 
that is eight hundred million dollars in 
December, cash, and five hundred • • •• • 

How much? 

Eight hundred million in cash. You add the 
nine fort y- two million dollars due in March; you 
get a total financing of one billion seven; and 
then five hundred million in each period of 
~arch and June. That gives you a balance going 
out of November with a billion seven eleven; 
December, two billion t our; January two billion 
one; February a billion nine; March two billion 
one eighty-eight; April one billion six eighty; 
May one billion three ninety-seven; and June one 
billion three ninety-six. 

Little heavy, Dan. 

I think so. 

' 

Little r ich. I r ead a memorandum - Incidentally, 
I want to compliment you, Larry, on those couple 
memoranda you sent through. 

Thank you. 
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They were good, partioularlT the one in which 

~~~t~!~~e~~:ts;e~ ~~n'tt~w whether these other 
1n the - Ulount of Gover-.nts 

open market bas been coming - is len 
even though our debt is increasing which I think 
is very important. Thank you. ' 

Then somebody wrote me a meao that we have still 
iDt- Government bonds are sold at least a )'ear or 
year and a half •• •. 

That•s right . 

••• on the credit basis, which we haven' t used 
up. Who wrote that? 

That1 s Larry' s memo. 

How far back does that go? 

June - •.38 . 

June - •.38 . We •ve used it - we haven' t sold the 
money; is that right? 

That is right. You still have eighty-one million 
from December, •.37. 

You still have some Treasury bills you sold, but 
I don't think that that is important, because what you'Ve 

done is used the cash in the subsequent issues 
that have been paid in. Now, if you'd drawn 
from the banks, that earlier issue> the subsequent 
issues would have been paid for by credit. All 
you are doing is substituting one credit for 
another . I don ' t think that is important. 

No, but I think, Dan, if we had an objective going 
out on the first of July, next year, with a balance 
ot a billion, I think that is plenty. 

Well, that a.ll depends on the program. If you 
are going to run July and August with heavy 
deficits , then a billion dollar balance will go 
down pretty l ow by September 15 . 

Well , )'es, true, but you could ••• • 
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If you have a two hundred firty aaillion dollar 
deficit in each of the months of July and August 
then yo1rbalance drops to five hundred million. ' 
That is all right, I thi~, as a matter of policy 
but we haven't been doing that. ' 

How much are you figuring Hopkins is going to get 
for the balance of this year - eight or nine hundred 
million dollars more? 

He probably ought to have around eight or nine 
hundred million. Be will probably spend seven, 
seve~ fifty of it. 

I s that all included in that? 

Yes sir; we have kept the emergency expenditures 
up pretty well. 

Well, on the other hand, the market is as good 
now. Where is my chart on today•s Governments? 
Where is that one - the one you wanted today 
for me? 

It should be in here. 

No, that is- that • ••• 

Six thirty. (Over telephone :) Jliss Lundy, there's 
two charts on the Government bond market to come 
in to the Secretary every morning; did they come 
in this morning? I see; all right. 

I am in favor of t he eight. 

Eight. 
I •d be willing to come down to seven; I •m in 
favor of the eight though. 

Stick to the eight in the beginni.ng, Dan, and 
he'll wear you down. 

How do you feel , Wayne? 

I certainlY am anticipati.ng we may want 
a cash offeri.ng in March. 

to skip 

' 
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There is a possibility of that. 

That you pick up your Junes i n Karch, and uybe 
don•t do any cash at that time. I don ' t say tha t 
that will be the thing to do, but I think we 
ought to always have that t hing in mind, so that 
when we talk about dividing it into three pieces 
we may very well find we won•t be abl e to do that. 
That will give you a comparat i vely big issue in 
June, which ought to be all right. You can 
either step up your bills a little bit 1n March, 
or somet ime during that period, if you want to do 
1 t 1 but I don't think we ought to count, lett s 
say, on half a million - halt a billion new money 
in Karch 1n the form or a public i ssue, which 
would •• • • 

You don't think? 

No. • • • which would lead me to think that you 
ought to go a little high in cash now. 

Name a figure. 

Ei ght hundred . 

or course . Am I right , boys , that since this 
sterling t hing has improved the last day or two, 
the bond mar ket improved too? 

Yes . 

I think you will find a generally better tone 
around· you can• t t r ansmit i t to anything else 
except'better sterling, and it makes people feel 
better. It is transmitted into the market. 

It made a difference; I mean, the weakness in 
st erling had a very bad effect. 

The disturbing ef fect was that pe~fl~ d~~~ know 
what it means, and that makes it a ur • 

. nd t hat 
We had a peak balance on Septembe~l -I~ shOws 

' 

!~following the Sept ember f1~~1on• I tblnk, 
we had six hundred seventeen and t~t has been 
in the Federal ReseM'e Banks, five which is a 
reduced to tour hUnd,!.~ ~~~~bty-~o Jl1ll1on dollars • 
r eduction of three ~r 
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We have used a hundred n1 t lars in gold nd ne y-three million dol-

~~i~a~: ~b:h~!~a!~c~!i~~~n~~d~;=~~;!e!i~I~n 
hundred th:l.rt It re uced by six 
~~ ~dn1 t1ha~ · your ~~~e~~n~!s~~ey~~a~~!~• i f 

e arge Y by reasons of your balances in , 
September , you would have used that Special 
Depository money wh:l.ch wes deposited there l as t 
year . And you had a simil ar situation in June 
or course, i .n the June financing you had the • 
large. deposit of gold. ' 

Do you want to get in on this at this stage, 
John, or not? 

I'd rather listen; I am so ignorant about it. 

You'd like to go through one and just listen? 

(Nods •Yes.•) 

Any time youtve got an idea, will you talk up? ' 
Yes, I will. 

You will certainly have something to say -
someth:l.ng. 

Larry, what figure would you th:l.nk, to go after 
th:l.s time? 

Five hUDdred · I th:l.nk tbose balances Dan read 
were too high . - those cash balances . I don' t th:l.nk 
you need that much money. I'd like to see you use 
some bills, after the turn of t he year , to raise 
a little money. I think the money market needs 
some bills, and I don't like to pay two and three/ 
quarters interest tor idle money that we are not 
actually going to need . And I think that I can 
go along with Wayne on skipping a cash financing 
in Karch - raise money through bills before then, 
and t hen get a lot of cash, say another six hundred 
or so, i .n June . With your present big balance, I 
tbink that would see you out very comfortably. 

Well, Larry, let •a just tell you hOw I feel. 
That doesn't say I won't change, but bow I reel. 
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I don•t want to increase our bills over a bil­
lion three, because I have always felt that that 
is a r eser ve in time of danger. See? I mean, 
something goes very sour, and, say sterli.ng con­
t i nuee to drop for another Wednesday, we ' d have 
bad pl enty of trouble. In fact, that is one 
reason I have been so fussy with sterling - I 
wouldn' t say this outside the Treasury -because 
I YJanted to get t hat straightened out before our 
financing . We 1d have been in a mess, and we ' d 
have had to skip it entirely if ster ling continued 
to drop all week. It ' s getting to be headline 
news; everybody ~Titing it up - didn't know a 
damned thing about it, but making i t quite a 
thing . I don' t think Taylor and I agr ee on that -
this , and somebody else - oh, yes 1 he (llr. Bell); 
he ' s the bill man- he ' s been taking you. I 
don' t say I won•t change, but it1 s a comfortable 
feeling to know I can go out any tine and borrow 
a hundred bill ion - a hundred billion dollar s 
worth of bills , and I hate to use that thing 
up. He was the fellow that talked; Dan there is 
the fellow that talked about it. 

As you know, I am a bill man. That isn1t why 
I was making the comments t hat I was making at this 
time. 

I jus t want t o let the peopl e t hat haven't been 
with me before on this thing know how I feel ebout 
bills . I mean, because ••••• 

The only difficulty with the situation is the 
Fed itself needs about half your present bil l 
volume to move around • 

Please don't have me crying for the Feds, please. 

That means very little f or the banks· 

I know. It's just too damn bad. 

I am not weakening to the Fed, you know. I ara 
indicating whY I think your bill is too heavy. 

tbi I think all of us 
That .June maturity is the ng or more monthS . 
have been looking at the last siX 
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The what, Wayne? 

The June maturities, and if we can get that out 
ot the way in Uarch then we can take quite a long 
breath, but if we try to raise some cash also in 
Uarch, I ' d be a little scared about it. You may 
find t hat the market can do bot h, but I ' d be a 
littl e scared of Dan•s bills in March. 

George? 

I would say that the main consideration - I am 
inclined to think in tel'lliS of five humred. At t.>t e 
time the memora ndum TI8 S written - it was Friday - nne! 
t he market, if anything is better than it was then. 
The main consideration I had in mind at t hat ti.lle 
was that if you might overload the market, 
particularly on that end, and I'd say, if the l!larket 
would take it, I•d be inclined to take it with a 
great degree of surety, I wouldn't mind going more 
than five hundred . 

You would or wouldn1t? 

Wouldn' t ; but I think it would be in terms of what 
the market was. 

The trouble with five hundred is, it's awfully 
difficult to offer two dif ferent ld.nds of pieces 
of paper . 

Yeah. 
I think 1 t mainlY depends on deve.lopments in the 
ma.rket. Of course , these other considerations -
I agree with Larry about the bills . They - (pause) 

Go ahead, George. 
It is a compromise between your consideration and 
this other one. 

As to paying two and three/quarters for i~;ethe 
money. The two-and-three/quarters m~~e~he decimal 
money we are using; the other money 
two, thirty-seven ( . 237) . 

n1 way to kid yourself· 
That's where you - a ce 
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The billion three we are borrowing, costs 
country les s than four hundred thousand a 
is that right? 

Yeah. 

315 

the 
year, 

Less than f our hundred thousand a year , and that 
i s the idle money; the two and three/quarters 
is in our daily turnover. I am not kidding myself 
much, but • ••• (laughs) . I've got an answer, 
anyway. 

Little - while you feel good. 

That billion three doesn ' t cost us over four hundred 
t housand dollars . I think that wha t we'll do is 
this: unless somebody - I think - to go into the 
meeting wi th the Fed at eleven, . let•s talk eight 
hundred million and see what they do to us , huh? 
What do you think, boys? 

I ' d rather - I think we ought to take as much as 
we can from t he market. The maximum figure they 
are talking is eight hundred; we'll agree to no 
more than that. 

They are talking eight hundred. 

Let•s talk seven. 

You're going to have to compromise, somewhere 
between. If you star t with eight hundred, ••·· 

Let's talk eight hundred when we see them. It'S 
real ly eight eighty. 

You mean eight eighty when you say eight hundred. 

It might be nine. 

Dan always squeezes out the last drop. 

Some of us reel in that case it should be loaded 
more with notes than with long-term bonds . 

I t hink a lot depends on boW you borrow eight 
!mDdred million . 

' 
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The trouble is this , Harris; it you make it tin 
hundred notes and at least one or two hundred con­
Tersion, you get a seven hundred million dollar 
note issue, see, which is too damned big. I mean 
I just - I hate these; I wontt be here, but I hat~ 
these things tor the fellow t hat follows me and 
to give him a seven, eight hundred milli on dollar 
note issue - that is what I'm going up against 
now, in March, on a fixed date. ' 

These recent note issues have been awfully small, 
and I know the mar ket reall.y needs it. 

What would you make it, five and three? 

If you are going to borrow eight million, I'd prefer 
to see that, because t he turnover is going to be 
on the bonds. You get too heavy a bond issue tor 
t he mar ket to absorb. 

Make it four and four . 

That is what I had in mind - f our and four . 

That ' s what I 1d start talking. 

If you can assume t our hundred million dollars 
will be turned in for the bond . 

It looks like hell if the Secretary of the Treasury 
said eig~t hundred million; five hundred notes, 
three hundred bonds . It looks as though I didn't 
have any confidence in the bond market. Ir I 
make it even it's all right. "What's the matter? 
Afraid he's not going to get a subscription to the 
bonds? He's cutting down the bonds; wants more 
notes.n 

Well you couldn' t take just seven hundred 
million dollars in a lot, so you could get eight 
hundred million. 

I think we will talk t" the crowd when they come 
in fifty-fifty; tour hundred of each, bub? And 
se~ what theY do to it. They bave bad =~r d 
exPerts running all oYer the country· 

0 

you thi.Dk, Wa1Jl8? Fifcy-fitty? 

~·-"red of each, and see wbat 
l"itty-fitty, four UIUA' 

tbey do to it. 

\ 
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We ' ll see what happens. 

You probably know they are going to talk ••• •• 

I don ' t know what they are going t o talk. Do 
you? 

I think so. 

What? 

They are going to t alk a three-way job . 

(To messenger:) Another twelve chairs. 

317 

They are going to say, exceeding an eight hundred 
million won•t be taken by the market. 

Raooolph Burgess has convi nced me you can't have 
three balls in the air at the same time, aoo I 
th1~~ he's right . 

(Open Karket meeting immediately followed . ) 
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OPEN MARKET UEETING NOVEMBER 30, 1938. 
11:00 A. 1( , 

Present : 

B.JJ . J r : 

Bell: 

l(r. Taylor 
lolr . Bell 
lolr. Haas 
lolr. Seltzer 
Kr. Loch.~ead 
Ill' . Banes 
llr . Harris 
llr . Hadley 
llr. Eccles 
lolr . Harrison 
Ur . Sproul 
l(r. Sinclair 
Wr . Goldenweiser 
lolr . Williams 
l(r . Piser 

Shall we start i n the usual way and, ah, and have \ 
Bell tell us what ' s what? Go ahead, Dan. 

These estimates of the capitalization of November 20 
t o June, a.re based on the asumption t hat we will 
borrow eight hundred million dollars i .n cash in 
December; f ive hundred million dollars in llarch, 
and five hundred m1llion in June. And in that 
picture there i s three hundred twenty-five million 
dollers of maturities for Home Owners' Loan, 
June 1, 1939. By that time that organization will 
have built up about a hundred fifty million dollars 
cash, which will be used to pay off the three hund­
red twenty-five, and I have assumed the balance will 
be refunded and will not call upon the Treasury 
for additional ca sh. 

That gives us ba.lenCeS at the end of Novelllber of 
a billion seven elev.:r; December, two bUllon t our; 
June, two bUllon zero Dinety (2,090, 000) ; February, 
one billion nine fifteen; llarch, two billion one 
eighty-eight; April , one billion six eighty-two; 
l(ay, one billion three ninety-seven; and June, 
one billion three ninety-six. 

Regraded Uclassified



Eccles : 

Bell : 

Eccles : 

Bell: 

Eccles : 

Bell : 

Eccles: 

1'11lliams: 

Bell: 

Eccles : 

Bell: 

Eccles: 

Bell: 

319 
- 2 -

If we exchange the nine hundred forty-two million 
dollars , maturing in Uarch, in connection with the 
December financing , of course, that would make a 
total financing of one billion seven hundred for t _ 
two million. Y 

That completes it. 

Vfhat does that- what does that estimate· the net 
expenditures would be in excess of receipts? 

\'/ell , this follows very closely the Budget picture 
with an addition of about five hundred million ' 
for Hopkins . 

For the last five months? 

(Nods "Yes.•) 

Do you - do you - do you reel that - that is an 
accurate - an accurate picture, or is it based on 
est imates you think are excessive in relationship 
to expenditures? For instance, R. F . c. and P. w. A.? 

I shouldn' t have said that; I should have said it' s 
seven fifty for Hopkins. It's two hundred fifty 
million dollars, about, in addition to the five 
hundred Clillion in the Bur;lget' s esti.metes. 

This contemplates seven fifty for Ro9kinS •... 

Mr. Bell, does that include the Commodity Credit 
and R. F . C., or ar e they excluded? 

It excludes those two organizations so far as they 
have cash balances in the Treasury. Anythinc in 
addition to that I am assuminG they will finance 
their own obligatl.ons . 

Does this contemplate any reimburse~ent to the 
Treasury f r om the R. F . C 1 s. independent financing? 

It does not, no. 

There was the three hundred and - what was that? 

Three hundred million dollars . 
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That they could put out aJV time between now and 
then and reimburse the Treasury. 

Five? 

A little more than that. 

There is anot her five to go. 

That includes the five fifty . You don't mean five 
outside the five fifty? Five all together. 

Sometime, I am under obligation to sell for Jones 
another five hundred million of R. F. c. notes to 
the public . 

But the maturities a while ago that was taken up 
by the Treasury. 

No . 

They refunded that? Oh yes, I remember now. 

If we got five hundred from the R. F. c. it would 
mean we got five hundred million less from the 
Treasury. 

Or your balance is five hundred more. 

Greater . o. K. 
Or to the extent that these other estimates may 
be excessive , of course, it would have that same 
effect. The estimates, I assume, are liberal; I 
mean, 1f anything, it would be a question of 
whether that amount of money would go out . 

I think that iS a fair statement. I think the 
estimates are liberal, probably on both sides. 

They have been in the past. You usually figure 
they are going to spend more than they usuallY do . 

\ 

But we do finance on those estimates. We cut those 
down materially. 

Yes. 
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Well , i .r Bell 1 s estimates are all, t hey are on the 
liberal side, but not too much. Right , Dan? 

Yes , not too much. I don ' t think the expenditure 
estimates ar e far out of line. 

I don' t understand where this Home Owner ' s Loan 
fit s in her e . The Treasury, of course, won' t -
won' t advance them any money; they have this maturity 
which they will be prepar ed to pay a hundred f ifty 
million, aiXl the balance they would reruiXl, which 
is completely outside the Budget , It would only 
be the question or the aoney market taking care 
of the r efunding or a hundred seventy-five mil­
lion, but it would get over a hundred rll'ty million. 

That' s right. The Home Owner ' s ·Loan has its cash 
with the Treasury. It accumulates month by month 
and we are usinG t his cash. 

But this cash will be drawn out? 

We ' 11 pay a hundred fifty million in cash on 
June 1 to retire those bonds . 

Anybody want to ask any more question of Bell? 
You got the picture? 

Well , then, the next thing will be to hear from 
Kr. Sproul, to what he knows, or he's learned as 
to what k1IXl of merchandise the market would like 
to have. 

\ 

well, r.e have made a canvass of the New York mar ket 
and insofar as it represents the markets for the 
rest of t he country, on the assumption or an ex­
change of the uaroh notes, up to about eight hund­
red m.ill ion of new money being acquired December 
fifteenth. 
You have been talking eight hurdred? 

Yle have said anything up to eight hundred million. 
And the market, I think, is prepai ed to~e~ii~ 
anything up to eight hundr~ :llh~~· i~ would be, 
were less than eight hUDdre The various com-
perhaps, agreeably surpris~·with the markets , to 
binations which we discusse 
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do a financinc Job or about that magnitude 
have been a note ani a long boni; a note ~ an 
intermediate boni; a short ani a long bond· · a 
note, a short boni, a long bond; a note i~ter-
mediate bond, and a long bond, 

1 

The general attitude of the market was, under 
present conditions, that anyone of those combina­
tions could be sold and it was just a question 
of how you wanted to meet the various investment 
movements of the market; how well you wanted to 
satisfy their demands as to how you would submit 
your offerings, Gauging the market, it was estim­
ated that the banks hold up to about eighty per 
cent of the rights or the maturing issue ani they 
would have to be depended upon to do - 1n addition 
to their own investments - to do a large under­
writing job on an issue of that size, and that, 
in the present state of world affairs, and in 
prospect of continued deficit financing here for 
some time, it would be desirable to meet market 
requirements as nearly as might be possible. 

A note ani a long bond v;as not considered by 
the markets to fit that picture adequately for 
two principal and related reasons: One, that it 
was considered that with a note and a long bond 
you, perhaps, get out something like a billion of 
long bonds and that would be more than t he market 
could comfortably carry as an investment market, 
and as an underwriting market; and, second, that 
the premium on the long bond would probably be 
considerably fatter than the premium on the notes, 
and you would have your exchanges into the long 
bonds to take advantage of that situation, giving 
you a secondary market with a lot of nervous 
holders who, with any blow-up here or abroad -
any sudden blow-up here or abroad - would create 
a problem which would be of particular concern 

to us. 
The note and the intermediate bond was considered 

~~tbeb~:r~P~~h~e~:!e!~~~n:e~~ia~~~~ ~=c~~!e 
it doesn' t tap that long tara investm~~ ma~ 
which actuallY exists at the present t1f e , hUndred 
which is estimated to be_~~.warf~~o~~iate 
a1ll1on to four hUndred ~on 
investaent. 
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A short and long bond also was considered sate 
and undoubtedly successful, but it cuts out th~ 
possibility of reduc!nt the average cost of the 
bor rowing w1 th the note, and it ' s r unning counter 
to what has been the practice of giving existing 
note hol der s an opportunit y t o exchange into 
new note . a 

So that the IIIQ.rket, as we canvassed it, came down 
to a comparable consideration of a three-way 
offer ing, either of a note, a s hort bond, a 
long bond, or a note , intermediate bond, and long 
bond, and t here, perhaps, was a note, short bond, 
and long bond because t hey felt the two bond i ssues 
s~ould not be too compctive, either in yield or 
maturities; that the inter mediate bonds and long 
bonds would bump into one another, and there was 
some insurance cocpanies and some banks which 
ordinarily v:ould take the long - particular ly 
some insurance companies, which ordinarily would 
take the long bonds, but which might be talcen into 
the intermedia te bond market if you offered two 
bonds too cl osely together . They thought the 
note, short bond, and lone bond would fit all 
sections of t he market . The short bond would be 
particularly desirable from the standpoint of the 
banks , which would get a maturity, a yield sr eater 
than the notes which ~or e now pretty slim . The 
insurance conpanios and other long bond investors 
•tould get e long bond offer ing out. Around siXty­
sixty-five t hey would like, and the notes which 
would be something of a ges ture under these 
circumstances, would take care of a possible demand 
for notes and give holders of maturing notes an 
opportunity to exchange for notes, if they wished . 

The mar ket division of such en offer ing, as was 
suegested, an offering of cash and equal - probably 
equal amounts in the short and long bonds, and 
exchange offer ing for all three, and t hey thoutht 
t hat wit h such an offering you •C. get out perhaps 
seven hundred fifty million of the long bonds , 
,
1
hich is about all t hey thought the market could 

comfortablY carry . They'd get out, perhaps , seven 
hundred fifty or eight hundred million of the t he 
short bonds and fiftY to a hundred million of 
notes which in those circucstances~ probabih 
would' best be added to an existing ~ssue ra er 
t han a new note . 
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It could be added to the one and one/eighths 
which are now selling at about a bundred, one/ 
sixteenth. If that sort of an offering were 
considered not desirable or too cumbersome, and 
a note ani long bol'd were considered, then the 
market's feeling was that the notes should be 
sweetened up and made so that the exchange 
would not go too heavily for the long bonds and 
overload that section of the market. 

If the note and an intermediate bond were offered, 
that sweetening process wouldn't be necessary and 
it would be a very safe offering1 but it would be 
a compromise offering, which v;ou.Ldn•t entirely 
satisfy either the banks or the long-term investors, 
and would put another issue in the area of the 
market which is now getting pretty crowded with 
issues and where the pressure has been greatest, 
perhaps, 1n recent months. 

What i s that? 

In the 52-54 area. \ 
You mean you want to avoid that? 

No I don • t think you need to avoid it; I think 
it' would be a sa.fe one for you to offer, but it 
adds a large bond which has a crowded area already· 

In discussing your three-way proposition, did 
anybody suggest that you might have Septembers 
reopened, and just for exchange only? 

Which? 

The December . 
The December bonds, intermediates - fifty---fifty-

two. 
y that is a possibility, 

nrty--fifty-ttwo?t tehes,desire tor a short maturity 
but it doesn1 mae 
on the part of the bank. 

They wanted an intermediate bond? 
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~omething that gives them more yield than a t 
ut doesn't carry t hem out on that yield of no e 

maturities. They are a l ittle sick of note 
yields, but they don't like to go out t hat far it 
they can help it, to get the bonds . 

What is this llarch issue? Roll much does the Fed 
own? 

Ei ghty-three million. 

Eighty-three million of the llarch? 

Yes . 

~. Secretary, the Board has aade a survey of the 
ten districts outside of New York and Philadelphia 
and I was wondering if you 'd be inter ested i n hear­
ing the results of that. 

Very much. 

What we discovered was tha t the majority of the 
commercial banks seemed to prefer an option between 
t he note and the bond - a f1 ve-year note and a 
bond . As far as the bond i s concerned, the majority 
of them would pr efer a two and a half. And a 
substantial minority of the banks, ah, would 
prefer a shorter bond; and comparatively few of 
them would be i nter es t ed in a t wo and three 
quarter permanent holdi ng, although they would 
subscribe and sell shortly af terward . 

Among the savings bankS and insurance companies t oo 
t he preference seeced to run to a two and a half. 
But t heir second choice is a two and three quarter 
bond, and a substantial minority of those i nstitu­
tuions seem to want the t wo and three quarter • 
The ones that we surveyed seem generally to have 
no interes t in a short bond . 

I think that is about a sUilllllarY of the survey we 
tuade of those ten districts. 

Goldenweiser: An estimate of about thirty-nine bankS. 

Baas and seltzer made a very interesting study as 
t o which bonds sell off the l east or the most. H. !.l.Jr: 
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Give them a summary of that , George, and the 
amount. You got it in your mind? 

Yes. 

326 

I thought that was novel to me, because ••••• 

Well , we made an analysis of the recent declines 
in the bond market and found out there was tha 
section of the bond market that seemed to be the 
weakest was a medium-term bond market r ather than 
a longer t erm bond . And we•ve got the results 
of it chart ed here somewhere . Isn't one of those 
charts there that show that, Harry? 

That '1as the main par t , r.lr. Secretary. 

We had that here, that the intercedietes had gone 
orr about twenty, twenty-two, and the longest 
bonds had gone off from seventeen to twenty/thirty­
seconds . 

But in a break, the long ones seem to hold up the ' 
better? 

~ell, they have - this has been a sorted - I wouldn't 
call it a break - t his slolf decline - t he long ones 
have gone off just about the same as the inter­
mediate ones, but you'd expect them to go off a 
little more - but they haven•t . 

Those figures are from the middle of October. 

And the other thi.ng, George, if you and Seltzer 
would tell them the figures - amounts of Treasury 
bonds in the hands of the public over the last 
seven or eight months. That - you've got that? 

I' 11 see if I can recall the figures. Have you 
(Seltzer) got the figures there? 

wny we took the total outstanding Treasury bonds 
and' subtracted the amounts held by trust ~~· 

nd the United States Savings bonds, end o 
a t 8 there haS been very 
that for the last wo year . h ublic debt 
little increase in the amount or t : ~0 chart it 
held in the market; that if youtw~iank space 
you ' d find that i)t undran liket~~he lowest line there. 
(indicating chart ernea 
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That is virtually all . The increase in the debt 
has been absorbed by trust funds and snings 
bonds, a~ that tact probably explains - has 
contr ibuted to ~he underlying strength of the 
market during the last two years . 

You teke into account, however, the big decline 
in the bills t hat are outstanding, which were 
held entirely by the banks, and the banks have 
made up to a very luge extent in the purchase of 
notes and bonds, the amount of the decline in bills. 

Even there you don ' t get very satisfying figures. 
For example, froG the end of December •36 to 
June 30, tor all banks the total increase in bond 
holdings was. something like e hundred ninety-two 
millions whereas they suffered declines in loans, 
of better than a billion, and decrease in Govern­
ments better than a billion, so that - and this 
net increase of a hundred ninety-two millions 
included some seventy or eighty millions of savings 
bonds . \ 
I suggest, George, you send that over to Chairman 
Eccles - that study; I think it is very interesting. 

The bonds outstanding in the public? 

Yes . Also the one on fluctuations between the 
dti'ferent ki.nds of bonds and the recent breakS. 

I don't think you can place entire reliance on 
tbose fluctuations in that intermedide area 
as an area with a lot of high prelllium boods where 
the holders, as tar as the bank is concerned, 
have considerable profits and when they come to 
sell they are apt to take the profit out, but 
it wouldn' t carry along indefinitely as a market 
factor. 
Well I'll tell you what we intend to do firstrlll 
It will help clear me if each figure - if you h 
each teke a piece of paper end tell me how mue 
cash we should borrow. 

The difficulty with me on that is, it would depend 
on what the offering iS. 
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It's the other way around; the offering would 
depend on how rauch cash you•re going to borrow. 

Well, take in the March .... 
Take in the Mar ch? 

This is new money, plus calling the March in. 

Yes, the total - I know. 

How much new cash? .. . 

Well, as I say, it would depend on what you are 
&oing to offer, whether it' s going to be two bonds 
or a note and a bond. 

To help me, Marriner, I •d like to decide the cash 
first . I mean tha~we• ll do it another way; . 1f 
you don1 t mind my going ar ound and getting advice 
this way; I mean, how much cash? Then, if we have 
that, then I'd like to talk about what kind of 
merchandise it will be, but I'd like to know how ' 
much it is going to be . You don't mio:i my doing 
it this way? 

No, no. But it is difficult for me to say the 
amount . 

This is not a secret ball ot is it? 

Oh no. 
(Ballots taken up and given to H.U.Jr. ) 

What's this, two initials on one piece of paper. 
Is that t he way we balance the budget? 

Sign your name on this • 

I was going to have to borrow his (Ur . Bell •s) 
pencil· I looked over his shoulder and saw what 
he had ' written down, so thought I'd save a little 

tilDe. 

Got everybody? 

one more to corae . 
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Put me down for ei ght. 

Are we to have tellers now? 

?"9 .. u::. 

Yeah. Bell is the teller . We ell need civil 
service employees when it comes to tellers . 
Did you get in that corner there? 

There is a fellow who wouJ.dn•t sign his name. 

He's a banker, I 'll bet . 

Oh, that ' s mine. 

Come on, you banker. Did you get the wisecrack -
"He's a banker." 

All right. I see we ' ve got one fellow that 
works for llacy •s - Harrison. 

Well , we have t hree tor five hundred million cash; 
we have one for rive hundred fifty million cash; 
we have t wo •• •• \ 

You have been associating with Ruml. 

We have two tor six hundred million cash; we have 
one, seven hundred fifty milli on cash; and v1e 
have one, two, three, four, five , tor eight hund­
red million cash. 

Wait a minute; you didn' t count those. 

Seven. There ' s three on one piece. 

Do it again, Dan. 

Seven, eight hundred million cash; one, seven 
hundred fifty million cash; t wo, six hundred 
million cash; one, rive f ifty; and three, five 
hundred. 

Read orr t he name or everybodY and it wi ll make 
it a little bit different . 

Haas, Bell Taylor, Secretar y, 

Who is t hat? That's mine. 

J. p . • ••• 
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Bight hundred. 

These are eight hundred And Loch.ll.ead el#lt hund • J • B. W • - WiU1e.ms 
Piser is fiv~ hundred, red; Seltzer, fl.ve hundr~d; 

I think that is mine. 

Goldenweiser five hund d· and Barris a~ BarrisonresixE~;,~sed, :ive fifty; 
seven fifty . 1 r , and Sproul 

What did Hanes have? Di dn•t play? 

I didn't put in one . 

He 1 s observing. 

All right. Sproul, 

Seven fifty. 

Seven fifty . 

how much? 

' 
! 111 give you my my fifty and you can go out, and 
I'll go back to five , Allim. 

What did George have? 

Six hundred, and that is t he right figure. 

(Hearty laughter . ) 

Did you level t hat down? Oh, George, that's 
wonderful. 
It is well under t he maximum which the market 
expects , which i s good . It i s about a third of 
which you estimat e your requirements to be, and 
it is conservative because you don•t know what is 
ahead in world conditions , and in the interpreta­
tion of continued deficit financing. Five hundred, 
I think, is not much better than siX hundred, and 
it is going below your avera&e requirements . 

Well . . . .. . 
And I agree with the ChairJU.D, by the way, that 
the aaount will depend a l ittle bit on t he ticket 
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you write, but asswung the ti k the figure I think i c et is right for 
1 8 x hundred is better . 

Well , at this end of the room I think 
thinktwe can figure the ticket until we-~v:o~~et 
amoun • 

That is right; you can fit your ticket to the 
amount . 

It is like which is first , the hen or the egg 
here . > 

We ought to be scientific now - find out wha t our 
needs are and make the mar ket coae our way like 
we always do. 

1 

Are you fortunate in having room for flexibility? 
It isn' t a thing youtve got to have, so you've got 
some r oom. 

You could do without any. \ 
That is right; I say you could have flexibility. 

Does anybody else feel as convinced as Kr . George 
Harrison does? 

I n defense of the five hundred, I'd like to say, 
since the market has eased off half or three/ 
quarters, during the last month, I think it might 
be desirable to cut it down to a minimum 8liOUDt 
and that was my reason for suggesting the five 
hundred. 
' I think, in defense of the eight hundred, I ' d 

take as much as you can get t his time and keep in 
mind next spring, not know what is going to happen. 
I think the ma.rket, from the publicity that ' s been 
going around in newspapers and journals, certainlY 
expect• in the neighborhood of eight hundred, 
and expects t o t ake it. - the reason I ' d be inclined 
to take up to the max.illlum of eight hundred· 

or course, you people knOW we ar e talkinB eight 
hundred; it real.l y means eight eighty, so •• • • 

well, a hundred million, one way or· the other. ­
I 

811 
not concerned much about it. 
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As long as it doesn't mean nine twenty. 

You can do that too . 

Not again, that quickly. (Laughter. ) 

Anybody else want to - I wish somebody would t ell 
me what Congress is going to do. 

You are going t o discuss the type of issue. 

Well, I'd just kind of like to discuss this a 
couple minutes more, J.lar riner . "I•d like to do 
this a couple tllinutes more. 

The reason I say f i ve fifty, I was thinking of a 
billion and a half . I agree with Pi ser that t here 
is no point in pushing the market at " this time, and I 
don't agree with John Sincl a ir in that it is 
necessary to ~ry to get all you can get now because, 
in the first place, you have a very, very small 
amount of bi lls out; you've got that t hree or 
f our billion dollars in any amount , almost, you \ 
want in t hat field, as emergency. You have also 
got, if you do your ~arch financing - at this time 
you•ve got a spot there that you won•t have any 
refunding that you ' d have t o do. You have some 
that you ar e - you•ve got some preparation there 
f or any emer gency s i tuation. 

You also beve, and would have, with five hundred 
million, a large enough cash balance to carry us , 
so you•ve got, it seems to me , plenty of ammuni­
tion with the short market, that i s , t he bill marke t , 
unused with the excess reserve picture as it i s . 

With no maturities on Warch 15, and with a large 
cash balance, a nd with a weak market today - not 
weak but at least a mar ket that isn' t too strong -
I se~ no occasion to in any way, t ake a chance or 
to push it at all. 

That is the way I feel about it. 

Well, in order to make 
this: TUl we get our 
at least seven hUndred 
hundred· Does anybodY 

progress , supposing we say 
issue we say we will take 
aol. not mor e than eight 
argue very bard about that -
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againSt billing it, oh, say, between seven and 
eight hundred. 

That is , base your calculations on that? 

Yes , say take between seven and eight hundred 
I 'd like to take at least seven, and I ' d argu; for 
eight, but at least lett s use that as an assumption. 
And Chairman Eccles says it makes a difference to 
him as to what kind, so we'll make a little progress 
but we can come back again. Let • s say v1e • 11 have ' 
something - take between seven and eight hundred 
and see what we have . Would that be agreeable 
liarriner? ' 

Yes, fine . : 

Anybody disagree on that? The~ l et •s say we are 
talking in terms of between seven and eight hund­
red million dollars . ~~o - who'S got - George, 
you •ve got some very good ideas as to how you'd 
do it if it were between seven and eight hundred. 

I agr ee with Mr . Sproul tlmt you can probably, at 
the proper price, adopt any one of the various 
combinations that have been discussed. I think 
with conditions as they ar e, however , realizing 
that the world is still in a turmoil, realizing 
that you are still in the midst of deficit financ­
ing, and that you (words misunderstood) the 
Congressional session. I think you•ve got to 
try to do the best you can, as you have always 
tried, to suit the market. I can best express 
what I have in mind by trying to eliminate a 
proposal that haS been 1!18de. I think the "orst 
thing you can probably do in view of present 
circumstances, iS to offer a note and a long bond, 
and by a long bond, I mean two and three/quarters, 
for exchange. 
You t hink that would be the wors t ? 

I think that would be the wors t ror this r eason. 
Inasmuch as our estimates show banks own seventy 
er cent of the rights, and most bankS do not 

P t lo"" bond you. are forcing tbem to take wan a • .., ' t th !rlum you put on 
the l ong bond b:~eus~~ not: ~~erich you•d probablY 
it, unless you ~e 
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throw the whole note structure out of line. Now 
if that is t r ue, and you force bonds to banks , t~ 
take the better part of the exchange in the 
long bond, you create for yourself a secondary 
market which may be very good, in which event no 
d~ge woul d be done; but it also may not be so 
good, i n which event damage would be done, and 
you are taking an unnecessary risk. 

Now, that being so, what - what - what s!lould you 
do on the exchange? To suit the better part of 
the hol ders of the rights, I should think t hat a 
short bond would best answer the purpose, 
and by that I mean, say a two or at the most, a 
two and a quarter per cent bond, at whatever 
maturity it would be called for. A.nd I don't think 
t he note i ssue makes an awfully much difference 
because with the premium on the bond you•d get -
I think you'd have very few exchanges, to the 
notes anyway. 

There are some indications on the bonds you1d sive 
holders rights to subscribe to notes; I ' d open UR 
the notes to sat isfy that expectation there will 
be some notes . Now I don't expect you •d get much 
on the exchange. 

Note holders would expect, and v;ould take long 
bonds. Insurance companies hold five, ten, fifteen 
million dollars of the rights, and they may be 
disappointed and a little sore, and you haven't 
done aQYthing to suit them. The difficulty, I 
recogn1ze, is that it makes it a little cumberso~e , 
and it m.ight be a little confusing, but I don't 
see why that should be a real deterrent. You 
have done it once before, but it didn't ~ork very 
well but circunstances then were very different -
in 1931 - when the three-way offering was all for 
cash. 

What was that? 

The ~ellon issue - •31. 
t nditions were very, very 

It did not work well, bu co y0 u didn't have 
different from what the; :r:of~w btrried in 
the excess reserves you v market a~ay. The 
pessim.ism and a dedec~i~~n the date of the offering 
coodi tions chang e 
end closing or the offering. 
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!.lay I interrupt at that 
the difficulties of tba point. I think one of 
was the pricing difficuitparticular offer ing 
of the current market at ~hbe~~use on the basis 
ment , I think two of the i e me of the announce­
a t a much higher pr emium t~~e~h~o~hid bde figured 
and it was this third i r i ssue, 
unsuccessf ul at t hat t i ssue which was real t1vely 

me. 

I think that is right; they had to call u 
banks and ask them to go into the issue. P 

What year was that? 

'31. 

I just didn 1 t want to make any mistake. 

the 

Am. I right; you said they Ylanted a five-year note 
ana a long two and three/quarters? 

Two and a halt . 

And t hat is all the distrlcts? 

If, for practical reasons, you don•t want to do 
the three- way offering on exchange, I think my 
preference would be to make the notes - I don ' t 
know how many 1<0uld be taken - and a two and a 
halt per cent intermediate bond. 

Vlell, I can clear the a tmosphere. Under the 
tutel age of one Randolph Burgess, he convinced 
me, for t he last five years , I should never do a 
three- way off ering, and I don' t want to seem a s 
though I a.m discour t eous to Randolph. 

He 's admitted already - v1hether he ' s c hanged his 
s t atus , I don't knOW - as a banker he looks on the 
three-way offering ~ith f avor . 

' 

I don't want Randolph to think: •No sooner am I 
out than be turns me down. " Again, to make headway , 
I don' t want to do a three-way. 

Well , I assumed you wouldn ' t . Then, i f that is 
t rue 1n my judpent, ra t her than make i t notes 
and iong bonds which, which has, I think, greater 
risk 1n it, I would make it the note and inter­

mediate bond . 
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I de.finitely don 1 t want to do three things. I 
don't know how the Chairman feels on three . 

236 

Well , I - we discussed that this morning and I 
raised that same point; it is confusing . It 
might indicate v1eakness , and the suggestion I made , 
if you were going to consider three at al l I 
wouldn' t ~o it in t he way George suggests.' 1 
\?Ould do ~t in this way: I wouldn't give t he 
real short bonds at all . Give a two and a half 
bond and the note; give an option on them, for 
the conversion, and then i f you are going to 
raise cash and youtve got a minority - but a sub­
s t antial part of the investment comnunities who 
Ylant the tWO am three/quarterS1 am they hold 
very few of t he notes - then you could give them -
this would be a three-way but it wouldn' t be a 
three-way all the way through. I mean, that is 
if you were goinr t o do that, I would prefer that 
to George's method because t he ba~~s own most of 
the notes; therefore , give them the shorter 
bonds and the notes go t o the market for cash. 
Give the note and t he long bond . \ 

Now, I recognize, as you do, t here is some dif­
ficulty to the three-way option . It may be 
inter preted as weakness and it may be confusing, 
and I would, therefore, prefer to, if you ar e go­
ing to get the seven hUndred to the eight hundred 
million, and I under st and that is what we are 
talking about, then a two and a half bond and a 
note - five-year note - dividing, in the case of -
for the cash, you want to get - dividing i t on a 
basis of possiblY fifty-fifty . If you were 
going to do the f ive hundred, if you want the 
two and three/quarter bond, t hen I would cut to 
five hundred million for new financing and make 
the option two and three/quarters, because there 
is a large minoritY who want the t wo and three/ 
quarter and I would be afraid of a two and three/q~arter bond for seven or eight hundred ed 
million when t hat is the onlY bond that is offer • 

And I t hink you may take a chance on having a 
difficult Y in a secondary csarket. 

llay I ask, llarriner 1 did you sandy in :~t e~~~~~ 
there you would have a note a a s 
a note and an inter mediate bond? 
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intermediate bond; and for cash a 
intermediate bond. You ' d have the same 
if you go between seven and eight hundr~ 

That is my second choice. 

Now if you want the two and three/quarter bad 
enough to drop down to five hundred million 
then I think you could put it over . ' 

Well , as to the kind of bond, I haven' t looked 
over it to decide, All I hoped to get was just 
begin to get in touch with the market. 

Yr. Secretary, you wouldn't consider , if you are 
opposed, and I see a great deal or reason for 
opposing the three-way thing - you wouldn't 
consider making an exchange just a short while 
and leave the note out of the thing entirely? 

Wben we come to what we are going to do, my mind 
is completely open, see? I mean, I ' ll- I'll -
I'll sit down and trade with you. 

You don' t feel committed, necessarily, to offer 
a note. 
I am not committed to anything; from our stand­
point, we need so much money to get us by till 
the first of July. What 1S a good amount, and 
so forth and so on. Then when it comes down to 
bond or note or bill or anything else, why, from 
now until Saturday noon, my mind is completely 
open; I ' ve got no -- completely open, and I don' t 
expect to decide at this meeting today what - what 
it will be. I do want to decide the amount or 
money so we can let the Street know - give them 
that much preparation for adjusting themselves 
for the amount of cash. I would very much like 
to decide that this morning, and I want to say 
that that here in the Tr easury we reel much more 
comf~rtable in the last two days with ster~ing4. 6;t 

4
•
67

, and going up, rather than sterling a • 

with no bottom. 
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I think the market and newspapers are sterling 
conscious - very sterlinG conscious . 

They have been for a week or more. 

It has been front page stuff a coupl e days . 
Tempor arily • • • 

Very . It improves your position. 

Very much. If the thing had got t en steadily 
worse, I don1 t lmolf what we'd done in the way of 
financing, but with that up and with the 
business imexes continuing to rise, and every­
thing else, I think before the end of the week 
if the sterling thine continues, I think you ' 
will find a much better tone in the market. It 
is already there; it is up a point and a half; 
stocks are up; today COtiiJIIOdities are up, and 
everything else . I mean, we didn't know. But 
they were very conscious of that sterling, weren' t 
they? 

Very. 

God knows, I was . 

You had bad markets ever ywhere . You may find the 
situation more differ~nt by Saturday. 

As to the kind, but as to the amount of money, 
I ' d - I'd like to eet that out to the Street 
right after this meet106, so tney could prepare 
this thing. 

I don't think it ' s awfully important, really. 
Going back to my six hundred, I said that because 
I had the feelinc that you were very apt to choose 
in the exchange, a note and long bond, which I 
think is so bad I ' d rather have a smaller amount 
f or cash. 

You mean, if the medicine 1sn1 t going to t aste 
good, you'd rather have less of it. 

Yes . 

take a full dose, George, it doesn't 
If you don• t 
work, you know. 

Regraded Uclassified



Eccles: 

H. l&. Jr : 

Eccles : 

Harrison: 

H. !J.Jr: 

Sinclair : 

Seltzer : 

339 

- 22 -

I don't think you will have a problem of getting 
seven hundred million or eight hundred - maybe 
more; I d~n•t think that i s the problea, If the 
offering fits the situation. That is the real 
problem. 

That is the job of all of us . 

You can get most any amount you want. After 
all, there is t he investment f unds, excess re­
serves, in the banking systems . It i s just a ques­
tion of fitting it to the market. 

Well, my t hinking is clear, absolutely, as to the 
money, and after talking, I think I ' d say seven 
hundred . That really means seven seventy. 

No reason you shouldn' t do that if you want to . 

Let•s just go around. 

I think that's all right. 

Little high for me. 

Goldenweiser : I have no objection. 

Piser : 

Williams : 

H. tt . Jr: 

Williams : 

Little high for me; I think the market eight sell 
off some . 

It•s all right. 

You•re an eight-hundred mnn, aren' t you? You'll 
take seven hundred? 

Yes I don't know as there is any gr eat 
si~ficance attaching to these differences. 
Ky r eason for choosing a larger figure was , 
briefly, this : First, the r eason given o: 
prudence of taking it when you can get it, ti 
perhaps you could get it, however, at anY tme, 
and I r ather think you could, but it sedemstho 

s on i t must be sai , e 
me, as recovery ~oenly ~t the bud~etary deficit 
tapering off, no( 0 ak1 very low} there is 
but your •••• • spe ng uld be competing 
always the possibilitY you wo nd that gets more 
with private ca~ital markets a If you can take 
true as the rec~very goes on. tes without 

_. thout t akin& coney ra , 
fUnds now, •• 
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affecting excess reserves 
(speaking low) I say the 
is to do it. 
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in any material way, • •• .• 
balance of the advantage 

You know you ar e the fir s t man tbat •s mentioned 
excess reserves today. 

I mentioned it . 

So did I, twice. 

You Just don1 t listen when Marriner says it. 

Very good . Well , maybe be doesn ' t say it with 
a s much conviction as he used to. 

Well , the problem is still there - r.on•t change 
it any. 

It•s all right. 

Seven hundred is agreeable . 

I think I would prefer t he six hundred, but 
there's not much difference . You multiply your 
estimate of what you•re going to need, and wben 
you take three times seven seventy, it gets a 
little high, and my inclinati on is, it doesn't 
make an awful lot of difference to be too choosy 
about the s"ix hundred, but I agree, you can raise 
seven hundred perfectly well , provided you suit 
the ticket. 

You do? 

Yes. 

Well, now, the market was sort of - what did they 
think we were going to do? 

They have been talking five to eight hundred 
milli on - practically the same as we have here. 
Those are the limits . 

Seven would be • • • • ? 

Under what they expect . 
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That's good . 

And there would be an advantage in that over the 
eight hundred, in my judgment. 

I agree with that, t hat the seven hundred would 
be under their anticipation, and would be good 
from any standpoint . If it wer e mine, I'd use 
seven hundred million with a note and inter­
mediate bond, with a three-Y~ay offering. With a 
note and bond, I'd go down to six hundred mil­
lion, to make the burden on the market that much 
less, and reduction that much &rea ter . 

V~t did you say on your slip? 

Seven fifty, and I had in mind t he over - subscrip­
t ion. 

You r eally were in the seven hundred class . 

That r s right. 

I t ake it t hi s is what you want? 

That's all r ight with me . 

You•ve got from noll until five minutes of twelve 
to argue about that, on Saturday. !.IY mind is 
entirely open on that. 

Georee? 

Seven hundr ed is satisfactor y . 

I don' t think it makes any differ ence whet her 
it's five or seven or eight, if you fit the -
if you are going to put a note and a long bond 
on then no, I'd say five ; if you are going to 
th~ thing to the market, then seven or eight 
doesn't make any difference. 

Harris? 

fit 

h ou borrow· it'S how 
My concern isn •t how muc ~ d 1x ~ed million 
you borrow it. I recomme e s of a long bond and 
because I recomcended a program 
a note . 
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You (Kr. Banes) want to be skipped? 

Yes. I haven' t anything to add. 

Vlayne? 
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Seven is all right with me; if you want me to 
average down for anybody, I'll say seven. 

Seven is all rieht with me . 

Let•s make it seven. I think the sooner we tell 
the Street, I think t he better. 

I think so. 

Now, I -

You are going to say, "Refundi ng the Marches?" 

Yes . Yes. And what I'll do- (To Mr . Kieley) 
Mr . Gaston, please. 

Then, we start in at nine fifteen tomorrow and 
the~Marriner, maybe Friday, if you felt like it, 
you might come ovor and we could talk some more. 

Gosh, I can't be here Friday. I'll be in New 
York; I ' ll be there until l ate Friday night, and 
I'll be .. ... 

Will you be here Saturday? 

I could. Or, could I talk to you by phone 
Saturday? 

All right; 0 . K. 

Where are you going to be, Sproul? 

I 'll be there; I •ll be there Friday and Saturday. 

Will Ronald be around? 

Banking group ThurSday 
He • 11 be here. • • · · · 
night; that ' s the reason. 

Some more work; and thank you all 
Well , we'll do 
very IIUCh. 
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HJLJr : Hello. 
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Noveaber ~. 1Q38. 
11:52 a.a. 

Operator: Senator MCAdoo. Go ahead. 

HliJr: Hello. 
Senator 
McAdoo; Hello, .llr. Secretary. 

HJ.!Jr: How are you? 

II: Very good thanks. 

Hl.IJr: Fine . 

II: I wanted to talk to you a moment about the ah1pment.a or 
bullion which are being made rroa tio:e to time from 
eoae ot these Asiatic porte. 

HYJr: Yea. 

M: Now I took - I took the chairmanship or the Board or 
thia Dollar line, both beoause the President wanted me 

HW'r: 

1.1: 

HIJJr: 

Ll : 

HUJr: 

&!: 

HJ.!Jr: 

II: 

toJJr: 

!.! : 

to and the shipping board did. \ 

Yee. 

I wasn't looking tor a Job because I had hoped I'd get 
back in law practice where I oould make a living again. 

Yee. 

Nevertheless having assumed thie burden, and I tell you 
it' e eome baby, it haan't got any clothes on it at all. 

Yea. 

We are trying our beet now to do two things, tiret, to 
get the Government agenoiea to epeoiry wherever possible 
that American bottoa shall be used tor making 
shipments of imports to this country. 

Well, where we control it we alway a do that. 

Yea. Well that'• good. Now -

Alwa,ya. 

Yea, well that'• tine. Now on the queation or bullion 
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ehipmente I don't- wel l now, here's spending 
oaae. Siam ia going to ship aome gold bullion I think 
trom America to Siam. 

Yea. 

I'm not told this, I don't know whether it's correct 
or not, but if it i s I wondered it you wouldn't do what 
you oan to influence ita shipment in American bottoma 
and especially 1t you can in the bottoms or the 
American President's line, that's the name or the 
Dollar Company now. 

Well or course -

They're running now, we've reeum~he world- around world 

Well I'll look i nto it Senator. I don' t know it there'a 
anything I can do or not. It belong5 to them until we 
pay it , pay them tor it -

Yes. 

At San Francisco. 

Yes. 

But I'll look into it and 1! there is anything that we 
oan do we'll try to get it under American !lag ahipa, 
that'• about as rar as we can go. 

\ 

Yes, I know that. Well I ' ll be very much obliged it 
you'll do that. Now we're- or course we're aubaidi&1ng 
thie line you know and we've got to get our people, 
our big shippers and all, and I made considerable 
progress 1n that direotion on some or our biggest 
shipments to specify American !lag ships in - wherever 
they can control the shipment•. 

Yea. 
Now I imagine that it the Treasury would be wil ling 
to ~uggest to Sit~ if you let them have this bullion 
that you'd like ~o have it shipped 1n American bottoma 
well they've no shipping - I mean they've no shipping ­
I mean they have no maritime ahipa ot their own, 
oommeroial sh1pa. 

Well -
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~ other lt1J:Id. I 111A81ne they'd be perfeotl.7 •1ll1na 
to favor ua 1f - I aean favor our th1pa 1f you ehould 
auggeet that you'd be glad to have that done 1f poee1ble. 

Well, I'll oerta1nly make t he effort. 

All r1ght, t1ne. 

Thank you. 

Goodbye. 
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HUJr: Hello. 

346 
November aG, 1Q38. 
12:03 p,a, 

Operator: Sumner Welles. 

HIIJr: 
Sumner 
Welles: 

HJ.!Jr: 

W: 

HJ.!Jr: 

Hello. 

Hello, Goodmorn1ng. 

How are youl 

I hope your A. D. econom1ate didn 't keep you up too long. 

Well they gave me something to think about, and I had 
another 8l'Qup or economists 1n here tor two hour a. They 
Just left. 

'1: I called to t1lld out if you could gin ae that favorable 
reply which I hope tor, in regard to the CUban trade 
agreement. 

l!ILJr: 

W: 

HllJr: 

'1: 

P.UJr: 

.,. 
H!.!Jr: 

W: 

HJ.!Jr: 

W: 

HUJr: 

'1: 

mtJr: 

Well I told them that 1! no 
twelve the answer waa yea. 
eo I 1 d •113 yea. 

one eaid no by one minute ~r 
I haven't heard anything, 

Thank you very much. It'a now one ~1nute past twelve. 
That's very helpful indeed. I'll tall them then to go 
ahead. 

Yea , you tell. them to go ahead. 

Very auch obliged to you. 

\ 

Now Sumner would it be agreeable to you 1t we could have 
Jesse Jones here tomorrow at three-thirty? 

Absolutely. 
h1a 

Because I'd like to carry/along on thie at the same t1ae. 

Very much eo. 

F1ne. Then I think I ' ll have h1m here. 

All right. 

What alee do you know? 

Nothing this morni ng. 

Fair enoush. I ' 11 aee you tomorrow. 

W· All right. Thanks. Goodbye, 
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HWJr: Hello. 
Alan 
sproul: .Hello Mr. 8eoret&r7. 

IIIIJr: How are ~ou? 

Woyeaber 211, Ul38. 
2: lQ p.a. 

s: I ' ve been lining up theee people tor Thure~. 

HJ.!Jr: For Thure~. 

S: Yea. 

HWJr: Well, let's see what ~ou'Ye got. 

s: Wbat'e that? 

HWJr: What h&Ye ~ou got? 

S: The tentatiYe out - eohedule I have ie nine-ti~teen 
M:r. Levy ot Solo110n1 -

HWJr: Just a ainute - Levy. 

S: Ten o'clock w1th Mr. Aldridge. 

HWJr: Ten o'cloolt - Aldridge. 

S: EleYen o'clock, Mr. Garner, Guarant~. 

HJ&Jr: Yea. 

347 

5: One o ' clock Mr. Burgeee, 1t ~ou won't oare to haTe hia 
tor lunch. 

Hl!Jr: Yea, that' U be tine . 

S: Mr. Rentachler haa been ill and ie etill laid UP eo he 
won't be able to come down. 

HUJr: ~•t ' * all right. 

S: But Burgeea at one tor lunch. 

HUJr: Burgeaa and youreelt. 

S: Yea . 

FDIJr .· R1~"· .... ~. 
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S: 

HUJr: 

S: 
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8: 

RUJr: 

S: 

HJ.tJr: 

8: 
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At two o 1olook DeY1ne. 

Yea. 

348 

And three o 1 clock JO.lle and from the D h .oount 
Corporation. 

Well now, let'e Juet change that a little bit eee7 

All right. 

Let'e aake it three o'clock DeYine. 

Yea. 

And tour o'clock, what' • the other fellows naaeel 

Kille and 

Yea, Kille. 

Yea. 
That givee me LeYy at nine-fifteen, Aldridge at ten, 
Garner at eleven, Burgees and youreelt at one, Devine 
at three and Mille at tour. 

Right. 

Row'• that? 

That 'a tine. 

Yea, let'e do it that w&J. 
All right I'll oont1I' all those appoint.llante then with 
theee people and be eure that they're there. 

That '• tine. 

All right . 

Thank you very much. 

Thank you. 

Regraded Uclassified



Regraded Uclassified



'• 

350 

lew York, lovember 30, 1938 

The Refugee Economic Corporation is a Delaware 

corporation with headquarters at 570 Lexington Avenue, 

lew York City, and has as its primary obJect the economic 

reconstruction and settlement of refugees, mostly or the 

Jewish f aith, from· Germany and other countries wherever 

it msy be possible to settle thea. 

In the year 1938 the attention of the Refugee 

Economic Corporation (hereinafter referred to as the Corpo­

ration) was invited to the possibility of settling 1n the 

Republic of Costa Rica about 400 f amilies of refugees 

through the purchase of a farm of about 50,000 acres of land, 

called •Tenorio", located in the Province ot Guanacaste and 

o~ned at that time by the Banco de Costs Rica, of San Jose. 

Before giving the acquisition of this farm serious 

consideration, the Corporation approached the Government ot 

Costa Rica, and after unfolding its entire plan requested i t 

to state whether it had any objection to the carrying out of 

said plan. The Government replied through a letter from the 

President that there was no objection and that the Corporation 

could aafely proceed with its plan. 

!be corporation then had the Tenorio far• exam.ined, 

and after brief negotiations with the Banco de Costa Rica 

' 
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it agreed to purchase it at a price ot •ss,ooo. Power ot attorney 

was sent by the Corporation to Don Luis Castro Urena; a prominent 

Costa Rican attorney of San Jose, to take title to the farm 1n 

the name of the Corporation. The transfer deed was signed on 

August), 1937, and the total purchase price paid on the same date. 

The Corporation considered itself the owner of the 

farm, took possession of it, and started deTeloping it so as to 

cake it aTailable for the settlement of refugees . At the same 

time, the Corporation presented the deed of transfer to the 

Registrar of Rea~ Property for recording. In order to effect 

this recording, it is necessary according to the laws of Costa 

Rica to offer for recording not only the power of attorney of the 

person who s igned the deed on behalf of the Corporation, but also 

a certified copy of the Certificate of Incorporation of the 

Corporation, and a Certificate of the Costa Rican Consul in Jew 

York that the Cor poration is duly constituted according to the 

laws of the State of Delaware and is actually do1ng business. 

All these documents, prope.rly authenticated, were furnished . 

However, the Registrar of Real Property objected to them and 

refused to record the deed of transfer of the Tenorio farm, not 

for any reason against the form or authenticity of the docu.ents, 

but on the grounds that the purposes of the Corporation were 

undesirable under the laws, or incompatible with the soTer eignty 

of the R•.public of Costa Rica . 

beli the Ob•ectiona to the recordin& 
The Corporation eTas • 

' 

were the result of a press campaign oraani£ed and fostered by Gera&n 
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and Nazi sympathizers against the settlement in Costa Rica or 

German refugees, especially of the Je-ish faith. 

As the Registrar r emained obdurate, notwithstanding 

all the arguments and reasons advanced by the attorney for the 

Corpor ation, Don Luis Castro Urena, in an effort to overcome his 

objections, the matter had to be taken to the courts . 

In October , 1937, the matter was decided by the cour t 

of Appeals and , by a vote of 2 agalnst 1, t he Registrar -as 

ordered to accept the documents presented by the Corporation 

and t o record its deed to the Tenorio farm. 

The Registrar appealed to the Supreme Court {Corte de 

Casacion) which is the highest court in Costa Rica . In December, 

1937, said court rendered a unanimous decision reversing the 

Court of Appeals and supporting the r efusal of the Registrar to 

accept and record the documents offered by the Corporation, but 

on grounds different from those urged by tne Registrar. While 

tho opinion of the court i s supported by so:ne legal reasoning, 

~ readi ng of it creates the impress ion t hat the decision was 

r eached f irst and then legal grounds were found to support it. 

In t he meantime, the Corporation remained in undisturbed 

possession of the Tenorio farm, but under an unrecorded title. 

In June 1938, and when the press campai gn mentioned 

aoove had s ubsided, the Corporation sent its representative to 

Costa Rica to see how the problem of its title to the Tenorio 

farm could be satisfactorily solved. This representative had an 

interview ~ith the President of Costa Rica in which it was agreed 

that the Gover=ent woull. present no objection to the recording 
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o! the title to the !enor.io tara prortded sue was Yested 1n a 

costarican corporation especially orsanized tor that purpose, 

and with a Board ot Directors coaposed alaost entirely of Costa 

Ricans . As regards the settlement of refusees on the far~~~, that 

quest ion was lett 1n abeyance tor discussion after the question 

of t he title to the farm has been settled. 

In pursuance of the for esoin& agreeaent, a Costa Rican 

!arming corporation was organized 1.D October 1938 under the naae 

ot •COia'ANU. AGRICOLA COSURRICENS!• with a capital of !)00. 000 

Colones (about $90,000. -) and a Board of Director s of seYen 

prominent, intluential and highly respected Costa Ricans. !he 

Tenorio farm was transferred to this Costa Rican corporation, and 

the transfer recorded so that title now vests 1n said corporation, ' 

which is , of course, fully owned and controlled by Refugee !conoaic 

Corporation. 
A few days after the news about the organization of the 

Costa Rican corporation becaae public through the fili.D& 1n the 

public register of all the incorporation and transfer papers, the 

newspapers of San J ose started another campaign against the 

settlement of J ewish refugees 1n costa Rica. Jumerous newspaper 

l ed 0
, them da+ed as late as lfoveaaber 

c ippings just receiv , some • ~ 

h1 
i n is not particularly violent, 

13, 1938, show that while t s camps g 

yet, it is tar from friendly, and shows that any attempt actually 

to settle a substantial nuaber of J ewish refU&ees on the !enorio 

the i.Dtensity ot said cPpaiCD· 
tara would only tend to 1.Dcrease 

Whether the attitude of the preu faHh!ullY reflect• 
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popular sentiment, i t is difficult to deterllli.ne. Ac-:ording 

to the best information available, it appears that altholJi}l 

those opposed to the settlement of J ewish r efugees 1n Costa 

Rica do not constitute a $ajority of the people, they form, 

354 

at least, a percentage sufficiently large to cause the 

Government to give their views careful considerat ion. The 

Government and the higher type of Costa Ricans are in favor of 

selected Jewish immigration for agriculture, but commerce is 

generally opposed to it for fear the refugees may in a compar ­

atively shor t time drif't from the farms into the cities in 

order to engage 1n trade . This f ear is based on the unfair 

competition they are exper~encin& f r om a large number of Polish 

Jews of the peddler type who entered Costa Rica during the last 
\ 

few years, and ~ost of whom are now est ablished in various small , 

but ever growing businesses. The people at large who, on 

account or their meagre educati on, are unable to form an indepen­

dent opinion, ar e l argely influenced by t he newspapers. 

It is hoped t hat ultimately it ~ill be possible to 

carry out t he plan of settling refugees on t he Tenorio f arm; 

meanwhile the f arm i s being operated by working such lands as 

are apt for cultivat ion, and preparing other s for future culti­

vation, and by doing other work that t ends to prepare the farm 

for t he settlement of refugees . 
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To: Tbe S.eret81'7 

From: llr . l!anee 

On llovember 29th, 5:00 P.!.l. , I apent an hour with Senator Barrhon 
in hie offi ce In the Senate Office Building. The Senator diacueoed at 
groat lene:th t he oncclling tax le411latlon and expreo .. d the hope, which 
be a&id represented the maJor ity of opinion of h\a oo~ttee, thet there 
would be no i ncreaee In the general tax .. at thia tine. l!e ne hopeful 
that t hey could t et by with an extension of t he exclae taxes and a re­
newal of certain other corpor&t1on tuu . l!e 11 anxioue and willi ng to 
put t hrough tm:1 adllin1etrat1n chengu which we IOisht auge:eat. l!e 1a 
&lao anxioue wherenr po .. lble to eua the burden placed upon taxpqera 
in the eechanlcal work of ~lying dAtn to t he Bureau of I nternal 
Revenue. He was very positive in hie etateaent to the affect that be 
si ncerely hoped the Administration would not bring to the Congrese &n7 
e~e!tlon f or chnnge either in t he capital en!no tax or in t be undle­
trlbuted profi t a tax. l!e expree•ed hlmeelf ae being oppoted to tho 
bi ghost surtax rntea now ex1etlng i n the l93S lew and said poaitively \ 
that he would favor a reduction of t he high income aurtax r ate to tha 
maxiiiiWII of lKl percent. 

l!e dlacuaeed at length hie hope for peace in the Denocratle Party 
Md eaid that he would go to &n7 length to bring about banlon1oue r ... 
latlone be tween hie taction and the Adminhtr&Uon. 1!11 last worde on 
thh .ubJect were to t his effect - "You &nd Henry are t ho only two 11en 
i n t he l!ew Deal who can bri ng thla about. 1 
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JR ., .. iA •. t;;.,t 
Tokyo 

Dat Ed Novemb Er 30, 1938 

REc ' d 7 : 08 a , m, 

SEcrEtary of S tatE, 

'lashi ng ton, 

756, NovEmbEr 30, noon. 

Our 755, Novonbtr 29, 5 p. m. , l as t sEnt EncE. 

StatEmEnts of n£W JapanEsE poli cy. 

ThE "rEliablE sourc E" mEnt i onEd i nformEd us 

today that i t has bEEn d EcidEd that conf£r:nc E b Ef or E 

thE EmpEror i s not (rEpEat not) to takE placE, 

REpEatEd to Shanghai for Chungking. 

ORE"/ 

DDM 
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~/'-'~ ::1 ., _.. ~ ~'"::.,.__j 

11/ 'L1.-{~ t1 cA M • --+ .• .., ~ 

JloYe•bep 30, 1938 

N7 dear Ur. Seoret&rJt 

I a m aendl ng 70~ herewith, tor 70~r oon­

t1dent1al 1ntoMit\t1on, oop1ea ot nr1o~• •moranda 

and aapa wl11on naYe been turn1ened 111 bJ J.tr. t. P. 

Chen, of t he Ch1neee F1nano1al U1aa1on now 1n 

11aan1~on1 

1. lle1110randulll on J:unnan-Berma Road 

~ . ~emoran~ on Nortn-weatern 
lt1gn.ra, 

:5. Me110rand- on Sou~h-weatern 
~raneportatlon Ko~tee 

•· lolap of North- weatern and So~\0-
.. ,tern Trunk Roada 

!5. Meaoranlblll on IUgbwaJ Adll1n1a­
trat1on 1n Ub1na 

SlnoerelJ, 

tbe Konoraole 

~he lleeN\aJ'1 of 9'&10'• 
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1&, 4ear Mr. S..nkrfl 

I •• sen41Jic JOU botrewlth , for JOIU" ooe­

f144mUal 1nformaUon, oophe of YIU'ioue _...114& 

an4 _,. 'llhlab ba,. been tumlehed • bJ Nr. lo P. 

Cbell, of 'be Ch1n .. e P11'1&11o1al W.elion now ln 

1faeb1ng~nl 

1. 
' s. 

•• 
15. 

e. 

lilelloNMwl on lunnan-Ber. Ro..s 

~ on lfol"tbowee'ern 
••cr as 
••~ on Soutb-Wehm 

'flwupol'b\loft ~io\.~ .. 1 

._, or I!Ortb-we .. rn an4 Sola~ 
Wlterft !1'Wdt J1oe48 

JlolloJoaD4qa on R1.,_, A4111nh­
u.uon ln Obina 

..._~on P\ll'ODIIMI ot t:qulp­
-~ aa4 &lapp11Ho 

QlftOONllt 

tea. Mu•&blo 
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My denr hlr. Seoret1U'7I 

I aD eendlng r ou hAirewlth , t or r our oon­

tldenUal lntotwttion , oophe c,t Yarl oua • !IOl'llnda 

and u,pe wbloh haYe been turnl.tled c:e b)' Hr. Jl: , P. 

Chen, ot t he Cblneoe Plnanol al l.liulon now 1n 

l'laeb1.~1 

1, Ueaorandlla on lunnan-Boma Road 

2 . lle1110mndull on North.oweetern 
Hlghwa)' 

•• 
&. 

e. 

l&ellorand\111 on !loutbow etern 
Tranaportat l on Route• 

Map of tlortb-ftetern and !loutb­
ftetern Trunk Ro.cl.e 

~~on High~ Adl'l1n1e­
trat1on 1n Ohina 

w-ran4wl on Pureh4••• ot Equ1-
..nt and Suppllee. 

81noerel)' , 

~Honorable 

fbt 9eeretaJ7 of ttw ••97• 
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TO 

TREASURY DEPARTMENT 

l NTP OPP'ICC C:OW MUH ICATION 

Secretary J.lorgentlw.u 

Mr. Taylor 

360 

OATO J!OYel!lber 30 , 19S8, 

Ar&kaWII. and Uka• oalled t.;io arternoon at tour o 'olook. Arab.-. 

said that he -s making one ot hio poriodio <rhlts to thio country and 

he bad expected to oooe here laot o...er but t hat tho Europeen orlah bad 

caused hia to r-iD iD Londm. Firot, he aaid he wished to thank uo aDd 

the !'adoral ilooerve Benk or !lew York tor our ~ oourteoioo iD oouneotion 

with the r;old ohipmento which hit govonment bad •de during the paot year. 

So then wont on to oay that he had round that a great deal of miaunder­

ol:.\nding existed in London no nll ao iD NoiY York of tho f inancial position 

or the Jnpnn110e Govonunent, Therefore he rlohod to mention several point• 

''lhich ho thou&ht might be or interest. 
1137 

Firat he stated tl\at tho actual coot ot the war troo Jllly up ~ 

tlle proaeat tiae &JOOunted to appr o:>d.ately $1 billion, that t hia expense 

bad been aet by borrowin&, ot which over oighty por oent bad been placed 

in private banda. He t haD mentioned that he IIIIders tood that the tortnisl>t 

of crioio in London had c>ost the Britioh t reaoury $260,000. I pthored 

that he ""'" uoing thio figure to ohow that tho J11p1 oould prepare and fir;ht 

1111ch more cheap~ than t he Br itilb. In explanation of the low coot ot the 

·nu- , he at.id that the soldier• reoein Tory low •r;eo and that tho coat ot 

tooding them •• extre•ly 1mall u tbq lind 110atl;r on rioe. 
llext he 

at,. ted th.t ao t'ar ao food oupplieo •nt tba t Japan •• entirel:r aelt­

auttioi ... t _ iD raot there -• a surplua or both rio• and f l ob at the 

pr eaent t1 .... a. i.Doluded in all hio oaloulat1oaa Korea and Foraoea and 
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1 t-.ted that Korea and Far.oea alonoo could produce outtioient r i oe to · 

f eed t he entire population ot Japan itaelt aa .,11 aa be ln& able to 

take ol\l"e ot t h o o.rm,y in the field ani their Oltl needa . 

361 

He thon mentioned the very low require,..,nto of their ror ei&n 

debt eorvioo and atated that the annual ohargaa tliii.Ount ed t o approxillllt ely 

~30 million1 that thlo included both tho goTOrllll*lt and private indabtecl.. 

ness . Ho a dded that at 1-at 50 per oont ot the exte rnal 1Ddebtednoao 

._. , held by J apAileae aubj eota and that t herefor e you c ould canoidor that 

t"" actual debt eerrioe •• halt of the $SO million which he indi~ated. 

He next turned to Jo.paneae gold production, Whloh he said ""' 

ino""OUing a nd could be lnoreued otill further . For the calendar yeo.r 

. 19~8 the n ew production of Japan, Korea &nd Formoa& woul d be approximately 

~70 mill i on, 'llhich represented an incr oe.ea or a pproximt\tely $12 million \ 

duri ng the past year. He oaid that in a ddition they could call on tho 

gold p roduction of !Janchukuo , llhich for the prosect calendar year amounted 

to approxim t e l y $ 10 million, but llhioh in t urn could be •torially 

i."1croe.aed . 

At the end of our conftraatlon he asked me 'llbat t ho reaction ot 

the i moa t:mont ..rket wo;,ld be to-.rdo the Fo.r kat &ttor boatilitleo 

had oeaaod. Ho sa i d t hat he wao ouriouo a s he had not been able to got 

in .ith. r London or New York . I took this 
a ve ry defini t e impression 

l atter opportunity to give him both barrel s on the attitude of tho 

i til Far Eaot and oaid t hat 
Amer i ca n public towards tl\e oituation n e 

11!\ereu no one o ould anaftr hie queatian at thio time, that it was '!Ill 

th. -·~·-1 ~-oitation 'llhloh • ""ld a t t end imooteoont 
iq>reu ion t hat --- ""' 

uld be •teriall>'inoreued in thio oaa•l 
in ~ country atter a ar 1110 
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that untU the attitude ot bia &<>...,nuoeat na olaritied and Ullderatoo4 

by the Jaerioan people that bweat..nt oapi tal wt>ul d be extremely 

reluotant to tlow to•rdo the F&r Eaat and rren it the ai t>&t ion wna 

completel y underatood there would be tar more heai totion than exioted 

arter aim.llar dhaotera. 

He •nted 'f'ary a\loh to aee you toaorrow &nd I explained to hia 

how b~;ay you were and that I 11t>l.lld pau on to ;you tull detoilo ot bia 

conYeral\tion but that I waa not nry hopeful about your beinr; able to 

f ind tiae to aee him aa a result ot the oo"Pletel;y ochedaled day. 

\ 
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Confidential 

~ARA PHR ASE ---------
A strictly confidential telegram (No, 757) ot 

November 30, 1938, trom the American Ambassador at Tokyo 

reeds substantially as follows: 

A telephone message bas just been received trom the 

Director ot the Amer ican Bureau ot the Foreign ottice 

(Yoshizawa) to the ettect that the conference on the new 

Japanese policy which was to be held on November 30 by 

tive Cabi net Ministers and ottioers ot the Imperial Heed­

quarters in the presence ct the Emperor took place, end 

that within a short tims a public announcement would be 

made in regard to the new policy. The secrecy with which 

the plan to hold the oonterence wee carried out is ahown 

by the tact that a bigb otticial ot the Foreign Ottioe 

had no direct previous knowledge ot this important bep­

P~~. 
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the President called HK,Jr trom Warm Springe 
today, ~t 12:30 p. m. The following is Mr. Mor­
genth&u e part ot the converaation: 

HM.Jr: Good morning. 

Well, the main thing 1e that the French are 
having moat ot their main troubles at the port ot 
Marseilles, where they usually do, but the whole 
thing to me seems eo dlttioult to explain becauee 
the P'rench Treasury ia gaining large sums ot money 
these last two days. In other words, this ie what 
the French people seem to like and the tranc has 
been stronger and the Pound ie up to • . 67-7/Se. 

We have had another meeting with Bewley and 
I have sent several meaaagae back and I have been 
putting pressure on the British to de aomething and 
they have . Commodities are better. The whole 
market haa taken a better turn since Sterling has 
straightened out. Everybody wae really worried 
about it. 

The P'renoh are fighting Labor with bayonets. 
That ie what I think they are doing. Personally, 
I don' t like it, but t he money people eeem to like 
it. I have not eeen anything on the ticker other 
than the trouble at Marseilles. It anything hap­
pens I will put i t on your telegraph wire. 

How are you teellngl Ie there anything that 
I oan dol 

We have practically decided on our fi nancing. 
We had a meeting with the Federal Reserve. We will 
borrow $700,000,000 oaeh and we wil l take up the 
March notes which are maturing now and give the 
holders the opportunity to convert. 

I have not followed the French thing ve~ 
oloaely because , frankly, I 88 ae diegueted wit 
thea aa you are. 

I felt that we aight do that 110met1me when 
Oongraaa ie on and we oan still sell another 
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t soo ,ooo ,ooo ot hie. I wae waiting t or an opportune 
time. 

(Explanation: The Pree1dent told Je1ee Jonee 
that he thought we ought t o borrow 1ome moner in 
Jeeee J one e' name 10 that we would not increase our 
t otal debt too much.) 

Welles ie o01111ng here with Horllbellk and he 
ea1d he talked t o :rou. He wae wrong -- it wae 
120 , 000,000. I am i n writing on that. I haTe 
reco-ended it . Wellee told .. that :rou told hia 
t o go ahead with it . I &leo t old Jeeee Jonee t o 
be hare at 3:~ too. You are 1at1et1ed to go 
ahead with it. ot couree , I aa tickled to death. 

I got a •er:r nice wrinkle . Ot course it 11 
not too sincere. All the1e people who are wcrr;r1ng 
about OoiiiiiiUnism - we are dri"ring China right into 
the arms ot Rusa1a beoau11 the)' are the onl:r people 
who are helping them. It we gin them a loan, the:r 
have two f riends inetead ot one. It 11 an argument 
wh1oh oan be ueed with one' a tongue i n the cheek. 

(Hll Jr ' s oo-ent to HSII The aain thing the 
Pr esident ; anted to know wae how t he French strike 
wae going.) 

365 
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Nonmber :30, 19:38 

:3:30pm 

Welles came in with Hamilton and Hornbeck 
and asked the Secretary it they could see him alone 
because there were a few matters of policy that he 
wanted to diseuse with him. However, Mr. Jones 
Mr. Hanes and Mr. Taylor were already in the roo~ 
ab! they reuined, and the Secretary aelted llr. 011-
P nt, Mr. Lochhead and Mr. Foley to wait a few 
minutes in hie outside office and would call tb 
in a few minutes. em 

Mr. Welles asked 
be made o t hie remarks. 
stance what be told the 
verbatim report. 

that no stenographic notes 
The following is in sub­

Secretary , but is not a 

yet 
the 
any 

1. Public opinion in this country is not 
ripe tor any evidence ot polioy on the part of 
United States which might result in the need tor 
force ful action on our part. 

2. Under present conditione in Eu.rope, neither 
Great Britain nor France are tree to take any parallel 
action. The position ot the United States ie weaker 
than it might be at other times. AnJ open assist­
ance on the part ot the United States to the Chinese 
Government may give rise to protest on the part of 
the Japaneee Government and would bring us face to 
face with those eventualities. We have received a 
communication that the Japanese Government is now 
going to determine what other nations will be per­
mitted to trade in China. In order to answer that 
communication the United States could, ot course, 
make ita position very clear. We do not agree, but 
will insist on our rights in China. The United 
States will announce certain steps of economic kind 
which would deprive advantages which Japan now en­
JoY•· I want to ask that any active step be post­
poned until after the President retUrns. 

HK.Jr: I am embarraseed in th11 way : when 
I talked to you the other daY, I got the d1et1not 
impression that the President said to go ahead with 
it . 

\ 
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!r· Welle1: The President did say to go ahead with it . 

HM.Jr: The President oalled me today to 
ask me about the French situation and in talking 
to him I told him that I understood that he had 
talked to you about the Chinese loan and the Presi­
dent said that he had and that it i1 all right to 

367 

go ahead on the tung oil. He also said that it 
was a matter of $5,000 ,000 and I said, 1 No, Mr. 
President, it ie a matter of t2o,ooo,ooo, • and he 
sa1d,"Well , I don't think that makes any difference.• 

Frankly, on this letter which I have written 
recommending it , in view of. Mr. Hull ' s opposing it, 
I think the President ought t o oouhtereign it. I 
mean, this whole thing has been hanging fire so long -­
if you really mean next week, I am perfectly willing 
to wait. 

Mr. Wellea: The President will be beok on \ 
the 6th. I t hink that since this step 1e of such 
importance, if the President wants to accept the 
eeoond alternative, which I have Just outlined , I 
think your plan ought to be a part or it. 

HM.Jr: I would hate t o 1ee this made part 
of an aggressive polioy. 

Kr• Welles: It aeana a11ietance to the Ch1ne1e 
Government. 

HM,Jr: As I told you , I don ' t think there ia 
one chance i n t en that we will ever get paid back. 
Ae I told the President todaY, all these people that 
are worried about Communiem -- we are driv1~ China 
right i nto the arms of Rueai~~eoauee1~h!~ :~:et~~em only people who are helping na. 
a loan , they have two friends instead ot one. 

It on this Japaneae. ~ng,~tc~~o:'P~~;~ 
into that, I would like ~~e dr!o~iaination against prepare a memorandum on 
our goode. 

Mr. Wellea: 
to have that. 

It would be extremely helpf ul 

Regraded Uclassified



( - ;)-

IDl.Jr: We have wa1 ted can wai t until next weelt. eo long I think we 

l!r. Jones: or oou 1 ot you. It I felt aa yo~·~· Hdiaagree with both 
make the loan. I peraonallyo ' t~~ltryi,tiiwould not 
l~n. aagood 

bit tr~~;riha~eyr~pa, ie•••1•1I am Just a little p hi • rea Y think we a.re ap-
a~~e ~~m;\~~~~u!~!~~rent anglee , but • 111 arrln 

3€8 

tha 
l!r. Welles: The Presi dent ought t o consider 

two maJor alternatives that I poi nted out to you. 

IOl,Jr: The President told me that if ha could 
~hetlta eatietaotory statement f rom General Chiang lai­

e , he would make t hi s loan. He di d receive euch 
a statement and the President felt it waa a satis­
factory one. 

(At t his point, Mr. Welles said he would like 
t o know a l ittle blt more about the deal that we ar e 
proposing to make with China on tung o1l and Mr. Oli­
phant, Mr . Foley and Mr. Loohhead were called i n from 
the Secretary's reception room where they had been 
waiting.·) · 

Mr. Foley gave Mr . Welles a brief outline of 
the plan to purchase tung o1l tromChina. 

HM.Jr: Since Canton haB fallen, they have 
been working very hard on their other routes. The 
Highway Co•m1uioner ot China 11 here and, f or the 
first time, we have accurate information showing 
various r outes about which we never ltnew before. 

They have $2,000 ,000 oaah here which haa been 
earmarked and t hey are i n the prooeu of buying 1,000 
truolta and those will be sent to Rangoon. They· have 
i n mind that this transportation ayatem will take, 
tor i nstance , gasoline and will bring back tung oil. 

(l!r. Hamilton, of the State Department, spoke 
a bout a ca ble which wae then beir« paraphrased and 
which etated that an A1111r1oan engineer had been etudy­
ing the Chineee road• and reported that transportati on 
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on theee roada wu 1"1)raotioal, 
oable 1a attaobed herewith.)~ 

A cof 7 of the 
~ '1,11 ~r- l1~ . 

HK,Jr: Well, in view of thia cable, 1ou 
people oertainly ought to aee this Chineae HighW&J 
Comm1aaioner who ie here and who ia in charge of 
t hese roada. They will not use tank •~oka. 

(At th1a point, the Secretary aelted llr. Hanee 
to t ell the State Department r epresentatives a bout 
hi a contact a with the manufacturer•, which he d1d. ) 

)(r. Welletl 'rbat gives 11e the education that 
I needed. 

HK .Jr: There 1e a eh1pment of tung o1l on 
the water now. 

llr, L9chhea41 There are two shipments on the 
water, but the1 are oom1ng out of Burma. 

369 

HK.Jr: (To 11r. Oliphant) I w1sh that you would \ 
have CUatome get everyth1ng together that we have on 
Japan in regard to customs loeeee and I want to get it 
into Suaner Wellee1 banda by Monday , 
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TRE:AS URY DEPARTMENT 370 

C:.O .. MIItiOHIJt or 
AC:COUH1'e AHO 01.-c>eiTe 

OI'1'1C::C O P' THII S&:C::,.ETAJitY 

WASHINGTON 

1938, e~~o.... U.. to1-! he JlallT freuur;r Statement aa ot IO.,.Ilber 30, 

1ow1.nc recelpte &114. expend! turee ln allllone ot doll&nt 

!Me !heal 
7'&r to 

~ce1pta ••• ••••• •••••••• •••• • • •••• ••••• •••• 
-....ndlturee • • 
.-yv •• •• • • •••••• • ••• • •••• • •••• ••••••• 

Oroaa 4eflc1t •••••••• •• ••••••••••••••••• 
Dlduo \ pu~ic debt retira.enta •• •••• •••••••• • 

let 4eflolt •••••••••••• ••••• •••••••••••• 
let defi cit l aet week •• •••••••••••••••••••••• 

IDereaee 4ur1AC week • • •• •••• •••••• •••••• 

loy. 30 

2 ,223 
3,659 

1, 436 
16 

1,420 
1,306 

114 

Corre epo114Uc 
period laat 

D A£ 

2, 311 
3,049 

738 
311 

'1011 
6?9 -
2~ -

.l ,._q ot reeonJ7 &114 rellet e:rpendl turea durtnc tha tbeal 7'&r 

h 1D41ca teet belowt 

!ow.l to leek elli11.Dc fotel '-
loT. 220 loTe 300 lloTt 30o 

1938 1938 1938 

Agrlcul tural JJ.dt 
federal land banll:a ••• $21, 826, 572. 29 ~.977.33 $21, 872, 569, 52 

Other •••••••• •••••••• - 2 , 457, 630. 78 386,215, 48 2, 843, &t6. 211 

.. lief ••••••• •••••••••• 1, 332 .~9.24 34., 075. 67 1,366, 664.81 

l'u'ollc fcr ltal 
I orita Preen•• A4-. • eo5, 456, 943.4" 611, 606, 781. 86 961.063. 7211.29 

Other •••••• •••••••••• 196, 647,1!58. 38 13 , 974,273.52 210, 521, 431.110 

.Aid to lro• o-rea 
ran •car1 'T AA-. •• 47, 200, 001. 03 2 ,478, 124. 72 49, 678, 1.26.75 

Other • ••••••••••••••• 6, 517, 681. 10 ,192,193.06 s,"m,e?"-16 
K\ teellaaeou. •••••• •••• - Bie8l a, ooo .-ooo.oo 1,999.,.910,19 

$1.1 '76o423,224.8i tn.946, 210.57 $1,250, 368, 4Z . .. 

\ 
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pmSIOI OJ Dl Slltll!?'P" 

Iince the laat report, the followi.JIC tranaaetiona han tU.n plaeea 

DurillC the 110a~ of October &rr&J~C ... nh were JDada to u.1ao diabur 

Denta for the Jederal 8urplua Collll!lOdi tie a Corporation on account of tbe ee­
Northeaat Timber llal.Tage Adminiatration which will aecure a loan of 
$10, 000, 000 from the Reconatruction Jinanee Corporation for the purpoaa of 
purchaa i n& timber which wu blo1111 down b7 the hurricane aDd would, if la!t 
on the gl'ound, 'be co ... worthlua w1 thin a abort ti•e• !Ill. a loan 11 to 'be 
repaid aa the tiJI'ber 1a aal-raged and aold, 'but it ..,. be a !he or ten 7eaz 
progl'lllll of diapoaiDC of the tl..aber, S,..bol nUII'ber a han been aaal.gned for 
dol DC t hla work and U 1a upected that the Jaderal 8urplua Co=ocU t.lu 
Corporation will reiJI'burae the D1T1a1on of Dia'buraeMnt for whatenr 
adcU tlonal work 11 ln•olftdo 

!he TOl.- of work for the firat four 110nthe of the filcal 71ar in 
central and r egional o!ficea hu increued b7 ~ OYer tha firot four aontha 
of the prni oua tiacal ,..ar, wbich tand the capaci\7 of the -rartoua ~ 
dlrtaiona to the l1mHo In the central off ice in 1faeh1ogton the t7Ped cNiclr:to 
and caah p&7Mnh for the period J ul7 1 through lloYembor, 1938, hu incraaaad 
by 61,~ onr the Tol,_ of work for the correapondlog period in 1937, lxoap\ 
for the addition of a few tJ'piata for a abort period, the number of ·~lOJ'Iel 

hat not been increaaedo 

In the Trea11Ul7-State Ditburalog Offlcaa the YOlUIIe of work for 
October, 1938, 1181 65, fll' larger than the vollllDI of work in Jebru&I7o 1938, 
but the work ia being done w1 t h an increaaa of onl7 4,~ in peraonnalo 
'l'hia 1a pouible b7 eloae wpervidon of the .. tbod.a u.edo 'l'be raaul\ 1a 
accoaopliabtd b7 frequent 1napect1ona b7 the eta!! of !leld innatigatora 
aDd the conatant atudTt 1n the central office, of ~rond cethod.a. 

P"!T""'UL L<lAII 

'!'he atatua of p&1&8nh to Jadaral lluarva banlca on account of 

indua trial loana baa reaained uncho.nged ainca October 14, 1937, uk:lDC 

the to tal l oana to date $?7, 546,310, 97, 

J't!·••CIS II lliPOSl"t111S 

!he aliiOUilt of balance• in apecial dapoeltartea on loTamber 30, 

1938, 1181 $735,802,000. 
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A \elo...- , ... fie) flit Jo• a- ao. 19., f'~ 

t ho AMrl ... AMuMI4or at ... ..__ --• .. _ ._,. «-• all .. \aa\laUT 

•• f'oll-. 1 

lAtor.au- baa lMea r oMho« ti'OII u.. Collftloto 

O..ral at s.o.l. ata\lQC \M' lM lllulaa Collftl.ato 

t bore h lllltor aloHI' Al"ftlU- u4 tlla\ lato,_~loa 
oolor .. wl U aU.atloltT lila a OOM to \ lui Couulato Ooa­

oral to tllo af'toet tllat cu.aputo .. 11aa 1tou ooauple4 

aaala '-T Jlaedaaa IUI4 tut lapaa•• • aol!Uora an l:lOYiliC 

la tut ur .. u-. 
A lapaae• ... apaper rooaatl)' aarrh4 u a.rUolo \ 

•D&er a Seoul. 4ata11u to \lao otroot that a JapaDuo 

ttttl .. r wb.o rear.M - OetoMr 18 troa a rooo ... le-

..- ot u. ~ ... ,...1. repone4 U.t llao SoYlota 

_. ....... 1a a111Mr7 ooutl'l.lotloa 1A Wallolull'laa HJI-

r1\o1'7 ... &Mt \be GoYlat tlac -• t l TlliC oa t.lae 11111. 

'l'M 1.., ..... r orelca ottlM atato• t u t it baa 

roo•l"' 80 lJitDn&Uoa wUb repl"4 to Uo report r­

Ue OoiiiMla\e OoMral at a-1 ... tlao ... ,. ... , t1_.• 1t 

liiiiOMlt.lo •' tile proaaa\ U• to c*tala tJ'O& oUor 

aou .. a Ia ...,_ oolltl .... uaa or •• .. , .. ,. ftare la 

r•'IJ'J 1 ao ~. fill _.. .. , la !&1M ..._ .... , ... ..-tla * 
••. , • l'luw• _., laP&"• aoUl•r•.,. 80'11 .. la tM 41-

. ,. "' ·u:• of/= - ,... ....... Na ~ ap,..._u, IIU -' a 
. . .e;+tat ~ aa ,.,. 
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Btcrr&da'lop 

In our reo•t memorallb we wggeotod a l • l/4f. 5-;rear TraiUl')' 

note and a ;)-3/4if, 25-30 ;roar 'rra&IIUr7 bond IN.t einco tbat Umo lone 

torm bonda bna abadod ol1cbtl7 and U DOw appoaro tho ouuea tod bond 

would not pron cle .-plo pr•i...,, !boroforo, wo IDC6••t tbat tho hiiUO 

be obortanod 2 or 3 ;roora. OI< tbo otbor band, 'l'reaiUl')' DO~ea ban 

illlproTOd ba.t our profere11co 1o aUll a 1•l/4if, coupon onr a 1· 1/rlf. 

coupon. 

\ 
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OA,.., 'fo••ber 30, 1938 

lh tl.matea ba .. a Oil oloaiJI« bid pricaa 'fo••bor 29 , 1938, 

~1b1lU1aa 
!:aUcata4 
Marnt &• .. • 

IO!IS 

1• 1/f!/{. 12/l!i/41> (6 72'•· ) 

1•1/..,. 12/16/43 (6 J%'8,) 

0 . 94-0,t? 

0.94 - 0. 9? 

I 0 IpS 

'4-1/zf. 1980/63 (1'4-l!i JH,) 

'4-6/ef, 1962/57 {14-19 J'no) 
'4-6/f!/{. 1963/rn (16-19 ,ra. ) 

'4-3/..,. 19f0/U. (33-ZI' JH•) 
'4-3/41> 1961/66 (23-28 JTI.) 
3-3/41> 1963/57 (3'-29 ,ra,) 
'4-3/4fl, 1963/68 {lJ5.o30 JI'So) 

2, 37 H 2,39 

2.49 - 2.1!1 
2. 1!2 - 2.64 

2.63 - 2.65 
2. 64 - 2.66 
.2.66 - 2.6? 
2.66 - 2.68 

29/3211da - 3/4 p t. 

1 pt. 18/32 - 1 pt, 13/3211da 

1 3/8 ph, - l pt. 1!/32114• 

1 p t. 19/32ndt - 1 3/8 p ta. 
1 pt. 10/32- l pt. 2/32zld a 

2 pta. - l 5/8 ph. 
l ?/8 pta. - l 1/2 pta. 
1 3/4 pts. -1 3/8 pta. 
1 5/8 pta.- 1 l/4 pta. 

• The f1rat keh cine 1a in ll.ne with the co.rrent market. 'l!le aecoD4 

1a a coAaanat1•• aatSmate end tha one OD which the inua will probablJ 

tell whee flrat quoted. 

1!2!1.• !he 1-1/a. c1u 3/15/39 an qabte4 101.18 bi d, which it • price 

about 1 1/a poiate abo•• a a,.o Jial41 'llaah . 
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wayne 0. 
Ta,ylor: 

HIIJr: 

T: 

JillJ'r: 

T: 

Hl&Jr: 

T: 

HUJr: 

T: 

HUJr : 

T: 

HJLJr: 

375 
Roye~er 30, 1Q38. 
12:45 p.a. 

part.ioular aeeeage 1e extraae}J' teohnioel. and extraae}J' 
oon1'ident1al.. 

Yee. 

And he would feel a little better about 1t it the o1role 
and obaer Yera and eo on waan 1 t too big, 

lfell, we oan haYe you and Archie. 

Yea . 

How1 a that? 

I th1nlt probab}J' that'a the wa,y he'd l!..ke to do 1t . 

AU right . 

Right . 

0, K. You and Archie. 

Yes. 

All r1ght. Fine. 
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W.O. 
Ooll8laa: 

HlUr: 

0: 

HW'r: 

0 : 

HllJ'r: 

0: 

HllJ'r: 

D: 

HUJr: 

D: 

Hl!Jr : 

0: 

I!!IJr : 

0 : 

HliJr: 

D: 

HliJr : 

0: 

HlUr: 

D: 

Hello, 

Hello B1U. 

Yea. 

Henry Morgenthau. 

Yea. 

Bob lllen ~ Pearson and .Ulen Just lett ae. 

Ye a. 

376 

And he ea1d he hAd a letter troa out. Waet., t.b.At. he mew 
a lot. about. t.h1e G1an1n1 st.utt and al.l t.he r .. t. ot tt., 
what was t here to 1t., see? 

Yea. 

Sp I ea1d, 1 Well after al l t.h1s 1• SEC 1and 1t t.here 1e 
a etor:y and eo forth and eo on, and he mew about. \ 
McAdoo being over there, but. I ea1d, ·~ don't you go 
over and eee Do118lae, 1t.'e h1e et.or:y, it. 'e hie 
organization. • 

Yea. 

so I hope ;rou don't. a i nd , but. I d.i d t.ell thea to coae 
and see ;rou, and I t.old thea not.hing. 

Yea. O.I. 

I - I told thea nothing, a ll i eaid wae that I wae 1n 
t.hle with ;rou and we were ehoul der to ehoulder. 

Yes . 

I did tell thea that. . 

Yee. 

Oute1de or that I t.old thea noth1ng. 

O.I. Thank ;rou very auoh. 

You 're welooae. 
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HJ.LJr: Hello. 
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November ~o. lQ~. 
4:~5 p.m. 

Operator: Secretary Wallace . Go ahead. 

HUJr: 
Secy. 
Wallace: 

HIIJr: 

W: 

Ht.!Jr: 

'II: 

HIIJr: 

W: 

HL!Jr: 

II: 

HIIJr: 

'II: 

Hl!Jr: 

W: 

HJ.!Jr: 

W: 

HUJr: 

W: 

HUJr: 

Hello. Hello. 

Hello , Henry. 

How are you? 

Oh, Just tine. Henry , we' re selling some wheat to 
England where 'a there's a problem ot some sterling. 

Yea. 

Involved, some sterling exchange. 

Yea. 

And before we moved on that front I wondered if we 
could have Jeeae Tapp talk with some of your people 
about it. 

Yea . Let him talk to Archie Lochhead. 

To Lochhead. 

Who's in charge of our Stabilization Fund. 

All right, air. 

Will you? 

Yea, I juet - we want to handle it eo we weren 't taking 
a risk. 

' 

sure, but - and incidentally we've been working like Hell 
on sterling the last week and we got some r esults. 

Oh, that 1 a t1ne. Fine. 

It's - it'e much better, it went- you know 1t went 
down to low 4.e2, 1t' a up to above 4.68 t oday. 

Yea. 
And we' re getting some cooperation trom the Br1t1ah 

Trea•UI'1· 
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HUJz: 

IV: 

lii.!Jr: 

W: 

HliJr: 

W: 

HUJr: 

W: 

IDIJr: 

HWr: 

W: 

Hll!Jr: 

W: 

HUJr: 

W: 

( 
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Good. 

And I hope it'll laet a tew daye longer because the 
commodity index baa ruponded nicely and I'11 doing 
a ll I can and we' re getting bet t er cooperation t rom 
t hem than we ever had before. 

F1ne. 

But i1 he'll - it he'll oontaot Archie Lochhead he'll 
give them what - he'll give the11 anything he'a got. 

Fi ne. Zelte wae telling me you're having some very tine 
cont erencee. 

Well -

On the long range aspects ot certain ot our problema. 

I'm doing the best I can and as I tell these boye it 
they've got anything I ' d like to have it and it they 
think we 're on the wrong toot I ' d l ike to have t hat too. 

\ We're - we ' ve had one conference with Wayne Taylor on 
thie other matter on the - 801118 ot the long range 
aspects ot wheat and cotton and I think we'll have eome -
th1.ng tor you. 

Maybe some day the Preeident -

Week or eo. 

Will aak a halt a dozen ot ue to get together and e1t 
down with hi ll. 

By t he way I'm going to eend a book over to. you that' a 
to come out t rom - written by 8ome young Harvard 
Proteaaor on -

Oh I've heard about that. I'd love to see it. 

I'll send_ ab _ ah- I ' ve ordered several oopiee, it 
h I ' ll send one over to you. impressed me eo muc , 

Oh, I'd appreciate 1t very muoh. 
I haven't s een it . 

Yea. All right. 

I heard about i t, but 
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!Wr: Well - '!'hank 70u. 

W: F1ne. 

c 
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HIJJr: Hello. 

November ~0 19~8 
4: ~Bt p.m. ' · 
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Operator: Kr. Gibbon1. 
Stephen 

Go ahead. 

Gibbons: Hello. 

Hl!Jr: 

G: 

HUJ'r: 

G: 

HliJr: 

G: 

HIJJr: 

G: 

HUJr : 

G: 

HIAJr: 

G: 

IUIJr: 

G: 

IUIJr: 

Hello Steve. 

Remember the Secretary of State calling you about ten 
daye ago on the Tay Bnnk narootio case. 

Yea. 

British Ambassador. 

Yes. 

He 's in to eee me. Well , 1t'e a case where they 
exeroieed no care at all. 

Yes. 

' And the British Ambassador is bringing pressure to bear 
on Bryan l!oL!ann and Bryan !.!ollann came over here. I bad 
a conference with Oliphant'• aeeietant,Kearne and 
Johnston and so on, and they've offered twenty five 
thousand dollars . 

Yee. 

And Bryan - the l aw says that the Court can deolde 
whether the highest degree ot e!flclency baa been aain­
tained on theee ships to etop the etutt rroa being 
taken aboard. 

Yes. 
And Bryan ie afraid that i! we go into Court on one or 
theee oa1e1 we may lose. 

Yea. 
And there'd be no aer1oue obJeotlon. I talked the 
thing over with Kearns and Johnston and twenty-five 
thoueand dollars is a pretty good emaok on the !iret -
the original tine at twenty-five dollars an ounce il 
ninety thoueand. 

waen't there eomethins about them , we took their 
oheok or 1oaetb1ng too quiokl1l 
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l!llJr: 

G: 

HMJr: 

G: 

HI.IJr: 

G: 

HJ.!Jr: 

G: 

Hr.!Jr: 

( 
G: 

IDLJr: 

G: 

HUJr: 

G: 

Hl!Jr: 

G: 

IDlJr: 

( 
O: 
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Yea. Yea. Well that baa no bearing on the final 
settlement, -

How much was the check? 

Twenty-five thousand dollars. 

Uh-huh. 

381 

Now I told Bryan it we could get them, you eee the 
Canadian Pacific Steamahip Linea have eet uP a eyetem 
that they had three men aboard each ehip -

I know about it. 

And they've never had a violation eince. Ot couree, 
that isn't foolproof. 

What steamship company ie thie? 

This ie a foreign Britieh steamship company. 

Well look, it you tellowe are all unanimous and will eay\ 
eo in a letter to me I'll go along with you. 

Well, that ' s - we didn't want to put anything- he 
hasn't tor it in writing but we wouldn't -would we 
seriously obJect it he - it he accepted the twenty­
five thousand. He doeen't want to do anything that­
and he think• 1t ought to be accepted, or twenty-six 
thousand or thirty thousand, he ' s going to aek them 
tor say th1rty-t1ve thousand, and -

Who? 

Bryan Uc1!ann. 

Yea. Well -

And he's perfectly s i ncere in hie -

I'll leave it to you Steve and the rest ot the boys . 

Well, I Juet want to - I think that -

vou- anvtb1na that'• reasonable, 
You get together, , •v ·~ 
I'll talte it. 

0.(. 

Regraded Uclassified



H)IJ'r: 

G: 

HMJr: 

0: 

H)IJ'r: 

0: 

HJJJr: 

o: 
HUJr: 

0: 

( 
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How' • that.? 

That.' 1 right , and the.n it we oan get the11 to put up 
a 17et ea, ot oouree, t or the tuture. 

Yea. 

That the7're doing our work, eeef 

Then the next time it t.he7 tine ue, then -

There will be nothing doi ng. 

Right. 

Yea. 

O.JC. Steve. 

O.lC. 
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C .A. BL ll 

J'roa1 Jeaker. frv.at Coolpe117 of 1. T. 
Lo114oa ottlc. 

Dates lcw .. ber JO, 1934 
•••• a., 

f J2J. LIQ.UID.A.'l'IOI BULL POSI!'IOIS DOLLf.IIS OOI!Ilnms BU! 'l'UIIIOl'lll 

Sllll I .!R !lid n5ft!IDAT. J'ODUIDS SHAD!. S!li)IIG IIIIIUID lOR SPO! 

PARIS, JOIIIW!DS 'I.U!ID. DeC.LS~ li!POR!'S POSI!'IOJI·P.A.RIS J OBIWo 

RUIJ!O.UlS, BUSSSS, IIJTBO ALL lDJlllllJG JWIIS OPJ:!W) JO JVIm:liCES S'ri!ID 

GOIJG OJ. IIEPOB!S :PBOII PBOVlliCIS IIDICI.'l'l S.AIIJ S1'A'rE .AJ'J'.liRS. CDWI' 

PAR! S!I!IDS :r.t.C!ORI:U BU'l' GDI!l1L s,-mn COIIPLITJi r.A.ILUIII lOll 

IXTl!DIIS!S aD LABOR UIIOJS. lllUDIU SCOIIID GI!E&T sucass. COITBDL 

~BED BE'l'iDi POUI])S 4 - 5 JULLIOI IIOVDIEI! S!ILL OOI'tlJOIJO PAil!LT 

IJ9 ftAll J)()IT.f l 

coNF\DENTlAL. 

\ 
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( Treaeury Department 
D1v1a1on or Monetary Research 

D&t•··········-·············-··-·1938 

To: 

)/28/39 

Ask llisa Chauncey i t she has copy 
or this . 

MR. WHITB 
Branch 2058 - Room 200 

i . 
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November )0, 19)8 

Ur. Bewley , British Financial Attache call~ 
~ see the Secretary of the Treasury at 3 p.m., and 
l!es5rs. Lochhead, T~lor and Butterworth were present . 

llr • Bewley began 'b;y sa;ying that he had receiT~ 
a rep}J- lrao London (see llellOrand11111 or meeting in Seo­
r etar;y•s office on November 22nd) ...tU.ch was pert1;y 
t echnical and pert:cy general , and he requested that 
the technical pert be kept with absolute secrecy and 
he asked that no vorbatim record be made of his re­
marks. 

llr. Bewl~y r&M what was obvious:cy a telegram 
he had rec~iv~ froc the British Treasury which out­
lined in general terms the technical ate~ ...tU.ch 
Bolton had infol"l:IG<I Knoke ;yeste.rd~ that the British 
monetary authorities were taking, ~:cy, that the 
British clearing banks had been request~ to refrain 
fr0111 facilitating apeculati ve t ransactions both against 
gol d and dollo.rs wi th the i ntention of promoting a 
squeeze . L!r . Bewle;y emphasized that this was not a 
panacea, but a palliative, a temporary remed;y t o remove 
some of the speculative pr essure, but, nevertheless, 
it was hoped that it would be effective. 

In this connection, he asked that the American 
Treasury, should the need arise, tacili teta this ao­
tion aa regards tJn:1 klerican bnnks operating in London. 
The Secretary readil;y offered to do aeything that was 
necessar;y to insure that the American banks would fall 
into line and he speciticall;y asked 1lr. Bewley to let 
him know if an:J of the Ameri can banks in London were 
operating in a w~ 'lrllich r an counter to the desired 

aims . 

11r . Bewl~y took occasion to point out , on be­
halt ot the British monetar;r authorities, that it the 
international political situation had not arisen, the 
fundacenta1 eeoncaic trend in recent aonths would, 
neverthaleaa, have llade impossible the 118intenance 
of a $5 pound and, in this connection, he emphasized 
particular}J- the tallin8-<>ff of Jl:lerican purchases. 
abroad 'b;y, ro\J8hlJ", $1, 000, 000,000. At the same tl.!De 
he express~ tho hope that the technical measures under­
taken would graduall;y operate to strengthen the pound , 
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but that that, in turn, presented a problem of policy 
·aa to t!lo degree to which the pound would be permitted 
to rise in r alation to the amount of resources to be 
recouped. To this the Secretary r eplied ey s~ 
that, at first blush, be hoped that in their desire 
to replenish the FUnd that the British authorities 
would not weigh too beavil,y against letting the pound 
r ise . 

Ur. Bewley brought up the question of the use 
of the devaluation powers by slllfinc that the Secretary 
had made some reference to this in t heir previous con­
versation and that it was a matter which his b'easury,, 
from time to time, pressed him about. He wished to 
know whether their use was being considered. 'lhe 
Secretary replied, ...,at I have said r epeatedl.y, when 
this is brouaht up, is this : the question of fUrther 
devaluation I consider a device onl.J to use in a great 
emergency 1 and at this time I don't envisage Bn:J such 
emergency.• 

Mr. Bewley expressed entire satisfaction with 
this answer, 

I t should be added that Ur. Bewley stressed at 
several points in the conversation the importance of 
maintaining secrecy about the measures the Sri tish 
authori ties were taldng to restrict exchange operations; 
t.>.,at it wae essential that. the market should be kept 
in tho darlc, and uncertain, evon thO\IBh it would eventualq 
r ealize that action had been talcen. The Secretary 
assured him that no publicity would arise f'rOil it. 
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To. -~m~l~rtlll~itlALil1nL~IIIL ____ ___ 
FR0>"'-..!1,!!.•-·~·!...!If!!!!!!g~t~S-------

SUIJ.JECT' IW.PICWJ GDI.f"'dJ.OI mJ 

----~~~~~,~~~ 

l ..u..s Caftpel .. lOt ...... IIWlc• ... •"7 .... 

wUb taa•, las aa14. !be 1\rllcs U. ~ e teUare. le bad \?k• 

la ..._, 1110001000 , ... Mtl was 4'alte MPP7• !be Mll71 aarlcft 

alr•tlJ ... 1a • ..., •• ~.-,., ..,. as a nl'lll\ of talt s., ..... .. ,. 
L111t1D 

~ I 

.. '• 

--

' 
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( OF" NI:W YOAI< I F ltDERAL RlSERVE OAI'III( ~ 

OFFICE CORRESPONDENCE g 
OAT~ lOY bV I!Oa l .t••o 

T' ~.IDOiftU.L fUM ~ .,.. 
suoJ<GT· tii.IPliOU coavw.au • •na 

F La Ia IDoltt lijJil 07 IIQLIJI Do 

.... lelMil ...Ued ae at 11 o'elo ..... ... n.,. were ben.. • 

bil d«r OTeF UleFe 4ue 1a pan, or oour .. , to \be ra.n t hat the 

cenanl 1\likt 1a Paria, uneral.l7 apaelc•· · ba"' .. • ...... .. ... ., • ,, • .,dou. 
tlilurt• and \nat 01117 111 1eoldt4 part& or \ha eount17 ha~ \hera 

bee Ul7 erldooeea or l11&1tt4 111oo.... Be ez?eoted thllt tha frtaeb 

ware bft'lna • ., • .,. b1a Pftum or oap1hl todq, probabl.J' 1a t be 

na1111bo:rbood or 111 0001000 an4 t hat • • t binl• wan lookbt aow tbb 

11 t uatlon lliabt ooatboa. 

~· F&f&rdl nerl1DI 'our little I QIJH&a IIU biiUIIIJ 1a \ 

oonneot1oa ldth \be illproY•oot ot t ba 11tuat1on i n Peria 1t 11&4 

brouabt oat a hrr• ...owat or dollu•J be na4 bolllbt ebout tu,ooo,ooo 
• t rata& fi'OII ._ .. 1/1 to ._,., J/1. ! 1141J' were out of Ula urllat 

now ti'Ti.Da t4 liM 1! \ba rate .olll4 1apro'l& t\lrthar. 6boul4 1t fall 

beet the7 bad .Pl•t7 ot dollar• to aall 1n 111pport. !ba ••rllet u • 

lbola ••• Juat bti1Daial to ba ... r• that t hare ••• IO!lla t Quaaea 

coiDC oa. tbJ.a lltuaUoa a1aht cauae aoaa 41tt1croll.t1ea with the 

Attdooo b.aka tbtn oo4 be _,14 to waro ae of that. llott of Ula 

et ar11q ~~ tlbiob the" ba.atu had were etapl7 tba ra111U et 

h~ea (tbt!J bad t\lnhbed apot dollan to Uae Lwadoll • •"" aaatan 

ronan dollar• oa a ... P baaia)J it th., IOillda't , ... ' h'" bedcaa 

tb.er • llht taoe 41tt1cult1"• It \bat a1tua\10D tho\114 419elop "'• 

•' the b lllk W01114 prob•"l7 b.aa4lo ~-• bowner, 1t t ha a.twa\ioa 

~4 ban•• " all 11n .. • 'ba ...,_. le\ ae aew. •-wtl1la, bo 
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or NEW YOftK 

OFFICE CORRESPON DENCE 

CDIPI.rl& nLII To . 

DATE ley-- 10, 1 ... 

SUaJEC'n tw..aolll CDI'faurtOI 111111 

a ~t or -LAlli>. F~O .. L ••• II ,. 

I 

414 110• \btu .., ... waa ~ aMoau•,. tor 111 \e 'IIUil MT or t.ha. •• 

.taplJ' -•• to pat the ld• la\0 011r 111141 110\ 11.-a .. ha apen .. 

u oulllo blaa J•et to llo pnpan4 1t MT\btac ~4 baJP•• It \!le 

coYmnr .., •• , -\laaed tor a..Uo, ~' 11 lftu \tal ~ of 

\be tt~on peei\ioaa were enen4, 1t .,U4 pJObablJ' lis euter tu: . . 
t he o\ h•• • •' a pl'ioo, \hft 1 .. e\ 1 wl4., .. preilill tor to,..tt 

dollara • to aata•lil Utlllr b ...... 

• 
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JR 
A porti on of thi s tElE­
gram must b E clostly 
paraphrasEd bEforE bEing 
communi catEd to an~onE 
(C) ' • 

SEcretary of StatE, 

Washington. 

573 , NovEmbEr 30, 4 p. m. 
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BErlin 

Dattd NovEmbEr 301 1938 

Rcc 1d 1:10 p. m. 

(GP.AY) No , 34, FOR TREASURY FR<»> llEATB. 

It is understood that the AmErican n~spapEr 

corrEspondEnts have cablEd the main sEctions of Schacht ' s 

speEch on "financial mi raclE" last night . Schacht 

rEpeat Ed his familiar praisE and just ifi cation of 

Nat i onal Soolaltst intErnal financial rEconstruction 

measures and his usual argumcnts that thE bilateral 

foreign commErcial policy and exchange measures wtrc 

unavoidably forced on GErmany. He describE~ thE various 

financ i al rEconstruction measurEs but in an as i dE not 

quot Ed in t hE offici al vErs i on of his spEEch said t hat 

th£ rEarmamEnt and thE autosobi lE road constructi on programs 

wErE practi cally suffici Ent in thEmsElves to bri ng about 

full Economic activi ty i n GErmany. HE refErred to the 

CEssati on of CEntral Bank crEdit crEation on April 1 and 

thE nEw poli cy of meEti ng all GovernmEnt Expendi t ur Es from 

loans 

Regraded Uclassified



391 

loeM ... \ule. ' "- U.. apeeob o~ l&to..o • 

\bAt lie 111M llllttle4 tor a peu baton M .... .._ la 

etWllJii tllle lN• of lftflAUCII\UJ 'al'Mlal llllla• .- _, 

refUMCl to aooept 6 fov.J'oofear pzootoeco.Uoa ot ble tea 

c.e .'roeltM~tt ot \be lobebrnlk, Ualt~ ble aooeptuee 

to one reu I.M\eacl, whiob 1Ddl «lt.4 t hat M ~ t...a 

bo 110ul4 be wwcoe•M ln a'boU a hlJI& •epecl&l 'bUle' 

!ln4 c1adnd to be no.. to rell(lft 1n CUll he " " oot 

.uooeMM. 

Pa Ullin.! tllst fOHlt!ft 01\ltL'\Ua ot -'Om.\11)' 11 

total 1nda'btec1Mu ware aaoullYa ·•Dd tb~t Wboo U would 

~ poaall>la - •blob be bopec1 aould be eoon - to clS .. 

olo•• t.be fttln CSabt ' t.be 110rld 1110old be o.awnllhed \b&t 

eo llllilb won or•UCICI ..0 •rs-t lueS btum aoooeplhbld 

d t h rel!lU••lr lUUe reoourat w or.Ut.• Me deoliNIS 

t lut ,......., _. .ot'..u.nlllo" and wlll lll'fll' be 

A¥~ •u a.u n eua• of r rocs.otlon. .. .. ataU ted t int 

the ~\I:IAU" of amato.ctueo eood• l.aport~ lnd dtoretUed 

bJ 153~ ._,_ 1934 ud 1931 'bllt polatec! to the laorou oO 

llrpone of r.o411\llttl ud ru eat orllll•· l!a daaort'bld 

nur•• Mlatanl tnda ar•t• u •a u\11ftl a114 •oa....., 

rN\Ilt of-.- I*' IUaa• 11114 ot ..._ oleuliiS .,,,_ 

"lil; uat• • o.n u ...s atated au •u- u ou 

lftdiw" ue...., 3olatb ws.- • te .. ,... .sa tile ,_,_ .. 
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- 3- #673,, Novtmbtr 30, 4 p , m,, from Berlin, 

resul ts of thE ·war i ndEmni t i Es thtn a gat£ will b t 

opEnEd through which WE can comt to multi latEral trade 

and to frEt i nternati onal payments transacti ons" , 

Replying to asserti ons thst monEtary i nfl ati on 

had occurr ed hE stated " i n 1929 thE total GErman 

monetary c i rculation amounted to around 5, 980, 000, 000 

392 

· marks. In thE intErim thE population of th£ REich has 

incrta~cd by 14. 900 through cr.ctss of bi rths and through 

thE acquisi tion of the Saar district, Austria and SudttEnland, 

Therefore , figuring on tht samt ptr capita monty 

circulati on a figure of 7 1 370 , 000, 000 m~rks is rtachtd, 

Compared with this f i gure tht average monttor y circulati on 

for thE f i rst tEn months of th£ current yc:~r rras around 

7 , 930, 000, 000 marks , It is tbtrtforc only 560, 000, 000 

higher in comparison wi th the year 1929, " Ht sdm1ttEd 

in ev ery p:~rtioular that "naturally the monetary 

c i rcul at i on i n the oritic~l month of September thi s year 

hod undergonE a substcnt inl incrtosc" but oddtd that this 

was still lEss than th£ increase of circulati on in other 

countri Es. 
It i s t ruE as Schacht states thnt thE avtr:~g£ 

ci rculat i on for th£ f i rst t en months was only about 

e,ooo,ooo marks but ht d i d no t men t i on tTh~t the circulati on 

sttadi l y i nCrEased up to Stptcmbcr, Thtr£ was a dtcrtasE 

i n 
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- 4- #673, Novcmbtr 30, 4 p. m., from Btrlin. 

in OctobEr but thi s has not conti nutd so for i n 

NovtmbEr . Tht total circulotion on NovembEr 23 stood 

n t 9,0Q1, ooo,ooo marks os comparEd wi th 9 069 ooo ooo , , , 
marks on OctobEr 23 and 8 1 7861 0001 000 on SEptembEr 23 . 
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ThE r onarkablE r atio . of rtpayMr.nt of f rtsb 

REiohsbank crEdits conti nuEd through thE third ~EEk of 

NovrmbEr at thE end of ~hich 11408~ of thE Octobtr crEdits 

incrEase had bEen repai d . Total REichsbank crEdits 

fEll 1651 0001 000 m~rks to c totcl of 71 484, 000, 000 marks . 

The Reichsbank holdings of com1Ercial bills stood at 

6 , 611, 000, 000 marks os comparcd with 61 7371 0001 000 marks 

on OctobEr 22 . This rEduct i on of crEdits ~ns accompani Ed 

by an incrEas E of liabi liti es . Dtmand deposits incrEasEd 

941 0001 000 to 104. 2 million and time dEposits 8 , 000, 000 to 

a total of 4171 0001 000 m~rks. ThE disclosEd gold and 

forEign ExchangE holdings of thE REiohsbonk conti nuEd 

prac ticnlly wi thout ohangE at 70. 7 milJ.ion marks and 

6 . 2 mil lion marks rEspEctivEly. 

ThE monEy markEt hcs stiffenEd rEcEntly prtsumnbly 

l a rgtly duE to f i nal pa ymcnts to bE ~d£ on thE OctobEr 

loon . (PaymEnts on thE onE point five billion marks 

loan announcEd NovembEr 19 will not bEgin until 

January 1 7) call money was quotEd at 2 - 7/ 8 to 1 •1/8 

whi ch i s about thrEc- quortrrs of onE pEr cEnt higher than 

thE 
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- 5- #673 1 NovembEr 30, 1 p. m., from Btrl1n. 

thE first WEEk i n Novonber. 

PublishEd indi cEs show conti nuing slight incrEasEs 

in economic activi t y. 

was 118. 2 (1936 equal 

The cnploymEnt indEx for OctobEr 

100) as co~pared with 117. 8 in 

SeptEmbEr , The indu for hours of work pErformEd was 

122 , 8 in OctobEr ss compared •~th 122. 1 in SEptEmbEr. 
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The indEx for rctail trade turn ovEr i n SEptcnbtr last was 

12 pEr cEnt highEr than in Stptcnbtr 1937 , ThErE wes a 

net incrEasE of 2421 000, 000 marks in dEposits of GErman 

savings banks during OctobEr. 

GILBERT 

BPD 

\ 
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JR 

Secretary of State, 

Washington. : 

13751 llovcnbcr 30, 6 p.m. 

GRAY 

London 

Dated Novonber 301 1938 

Rcc •d 2 :15 P•"'• 

FOR TRiASURY, Only 106 bars, 78 of which werE 

marri ed were sol d at today•s fixing at 149 shilllnt,;s 

1 pence which gave one- half pence premium at 4, 66- 3/8. 

OnEni ng at 4, 66 the ra te has moved to 4. 68- 1/8 

with the Bri tish fund buying consi derable amounts of 

dollars, 

An ExchangE market source estimates that the Bank 

of France has bought something likE pounds 10, 000, 000 

of sterling today starting at 178, 36 and moving.to 32, 

The three months forward discount was quoted 1 to 1-f, 

KENNEDY 

DDM :HTM 
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Present: 

November 30, 1938 

11::~0 am 

Kr. Bewley 
Kr. Butterworth 
Mr. Lochhead 
Wr. Taylor 

HK.Jr: Before you start, would you like t o 
know the spot newe? Tell hlm. 

Kr. Lo8hhead: Sterllng last night closed at 
4.65-7/Sa.t course 1t had gone down to 4.65-3/Se, 
then gone up again. Then the maritet, you remember 
1t waa 4.66 ln the morning, strong. Then lt went 
down to 4.65-3/Be and closed at 4.65- 7/Be. Thie 
morning opened over there 4.66-1/4 and s t rong all 
during the day . At the present time it ie 4. 68-1/2. 
The Bank of England reports that there wae substantial 
covering l n t heir market, that may have reduced their 
short position by $30,000,000 today, which shows t here 
is active covering caused, one, by technical method1 
and, second, by t he general i mproved tone of t he mar­
ket through t he improvement in the French situation. 

Kr. Be·!ley: The French situation is regarded 
as improved? 

Kr. Lochhead: Regarded as improved in financial 
oirolee. 
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Kr. Bewley: I have a reply, part or which ia 
technical, part of which ia general. I would like to 
begin by aa:ring that the technical part they would l ike 
kept with aneolute eeoreoy; that it ie more eeoret 
than t he other part. I object to having it down in 
writing. It eeeme to me my worde are not of great value. 

HW.Jr: Don't take it, Wiee Chauncey. 

(Note: )(r. Butterworth dictated a memorandum 
on Kr. BewleY'• off-the-record statement.) 

\ 
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HK~Jr: I oan say unhesitatingly that if these 
American anks -- to uee the American vernacular 
1 1quawk1 about it, I will be delighted to spank them 
for having done it. How's that? 

Mr, Bewley: That's perfect. 

HK,Jr: I will give t he British Treasury full 
support and if they will oare to name the particular 
bank a • •••. 

Mr. Bewley: I don't know that it has happened. 

HK,Jr: If t hey will name the banks, I will get 
in touoh w1 th the heads of the American banks here, 1f 
they wish me to, and tell them that this is something 
that 1a both very d1epleasing to the British Treasury 
and to ourselves. 

Mr. Bewley: I am sure t hey would feel very 
grateful. 

HK Jr: This is something that it is almost 1m­
possible l or us to follow here. 

Jtr. Lochhead: If there are Amer1 can banle, 1 t 
would all be done on the other aide. 

HK Jr: But if you will say th18 is the Guaranty, 
or the ~ of ltanhattan or Chase, these are t he bad 
banke ... ••• 

Kr• Bewley: If there are any. 

HK.Jr: If there are any , I will back your 
Treasury up 100')\. 

Jtr, Bewley: Thank you very much. 

HK,Jr: Cheerfully! 

Mr. Bewlex: 
gratified. 

I am sure my Government will be 

11 the President of the Bank 
Hll.Jr: I will ca up h i er" 

or have our Fiscal Agent do that f~d say t 18 a v , 
diepleaeing to ue, unheeitatingly. 
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Kr. BewleY: That, really, 1e all there 1e to 
Of course, nothing has happened yet. 

HK.Jr: Unhesitatingly I will support your 
people along t hese linea if they will tell me which 
of the American banks it ia and it does not make any 
di fference if 1t ia a private bank we will be very 
glad to get 1n touch with them. 

Kr. Bewley: I will be very glad to tell my 
Government that and they will be very grateful to you. 

and for!:!l~~i1 . I wil~~o a!!u~ze;~~~~~;e e~i~~s~:~~~c~~~1 
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timation come out of th1a Treasury or the Federal Reaerve 
Bank of New York. 

Kr. Bewley: I don't doubt 1t at all. 

(At this point t here was more ott-the-record 
remarks by Kr. Bewley.) 

HK Jr: The only tn1ng, and thia 1s at first 
blush, I ~pe that 1n their desire to replenish t he 
Fund that they won't weigh too heav111 against letting 
the Pound rise. That's my first reaction. SeeT Now 
I have not had time t o talk about it with my associates. 
I don't know how they feel, but in t heir desire tore­
plenish their Fund I hope that they won't be too strict 
about letting the Pound go back. 

Mr. Bewley: We can't tell now tne tn~ is going 
to work; depenC1s upon now muon comes back, obv1ouel1• 

HK.Jr: TodaY is a typical day. T.ue Pound 1a 
up ~-1/2 points and the1 r~ve gotten back $30,000,000. 
At tna~ rate tne1 would not need man1 days like tnat 
and, ino1dental11, t ue Frenon dld Tery well today too. 

Kr. TaYlor: I tnink tne market itselt will g1ve 
tile aooewer to t toat on eacn day as to wnat it is going 
to be possible to do. 

KK.Jr: But today we could ll&Ve put tne lid on 

wuereT 

Kr. Lochhead: Around 4 . 6·t. 
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HK,Jr: And I t ld A 
we did aboutll50 ooo ~ ~~r to let 1t go up, and 
We have all tni~ goid ~d a ~ the war I felt. 
ohanoe. Now I am 1 we oou d say, Here's a 
gold, " but I sald n~u ~rY goi ng to sell a lot of 
the Pound r ise , T~t' s ~h:o;e itportant to see 
I am giving you my first blush~ react . As I eay , 

day, as~~;:;~ ::.witn tne impr essi on, tne otner 
your own opi nion , tnat there was 

not any technical action. 

Yr· Bewley: I did not want to go as far as 
that . l merely meant tnat technical action is no t 
a panacea. It can only be a pallat ive . 

HK,Jr: I do f eel tnat tnere are certain teon­
uica.L steps wnloh can be taken, particularly wnen t ne 
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sl tuation ie rignt, wn1cn i t seems to be now wuere \ 
tnere is a blg snortage. ' 

Mr. Bew.1ey: ~ep . 

HK.Jr: And l am very pleased to see that tne 
British Treasury naa taken t ne steps it has t ne l ast 
tew days, but .1 also rea.Lize tnat it is only par t of 
tne pi oture . 

Kr. Bewley: l t 01nk we see tully eye to eye 
on tnat. 

liM ,J r: I want t o t hank Sir Jonn Si1110n for 
t n! s message. l can aeeure you it w1ll be kept as 
part of our Stabi lizat i on Fund i nformation and tnat 
if he finds tnat some of t he American ba nks over 
tne r s are not playing ball , if· he . will advise me at 
once I oan assure ni m ne will get full cooperation 
at ~nl.s end. Now, all I can hope for is wnat'a hap­
pened in t ne last tew days w1ll continue at least a 
taw days more. 

Mr. BewleY: Yea. 

There was really only one ot her tnlng wnicn 
1s 1n relaoion to solDSth1ng you said tne otller d.ay. 
:tou said you would nave to take some further action. 
I wondered wnsther you were referring to turtner de-
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valuation. 1 want to 
uation ia auoh aa to aa,y tuat ir tue eoonollll.o sit-
t ween Sterlin6 and tn~~1ior a weaker relation be­
me -- and in this I kn I ar, it does not aeelll to 
viewpoint -- that any g•liballl representing Treasury 
currency is any solutioen retrate alteration of any 

· o ne problem. 

your ~oe:;~nt~s t nis somethlng you want to know or 

Mr· Bewley; It's Just aollletnlng my ·~ 
is puttlng to llle repeatedly. ~uvernment 

HW,Jr: Do you want an answer! 

ILr. Bewley: It you reel incl1ned. 
nave to glve me an a nswer. 

You don't 

KK,Jr: What I have said repeatedly wnen t nia 
is brougnt up is tnia: tne queatlon or further de­
valuation I consider a devloe only t o use in a great 
emergency, and at this time I don't envisage any auon 
emergency. Does t nat answer you? 

Mr. BewleY; Yea ; perfectly, 

HK,Jr: I don't at tnls t ime enviaage any aucn 
emer:-enoy. 
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lir. Bewley: Tnat is certainly a comolete a nner. 
1 did not rea.lly auapeot 1 t f or a mo::~ent, but aa tnere 
are a l l tnase rwaors going out I tnougnt it wue to 
clear it up. 

IIK,Jr: At flfY preea conference Monday tney asked 
me aoout it and I aald t nia waa not tna season for gold 
devaluation rumors. It waa usually a, not Auguat daY 
wnen taey had no stor1ea to wrlte and I refused, at 
t nla time , to e1tner confirm or deny because tne story 
wa•.not worth it and tney did no~ wrlte anything and I 
Just waen't goi ng to get into a aeriea or denying twioe 
a week, because tne more you deny toe more you get 
people to write lt, but I can't add anyt n1ng to wnat 
I answer you. 

Kr· Bewley: I don 't want any rurtner an8Wer. 

l!l( ,Jr: Tblnga haYe t o get a great deal worae 
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f or ua to uae lt at tn1a ti me, but 1~'• t here. 

Mr. Bewley: Tne p lti 
oonoerned is we 08 on as rar as we are 
We enall oont1nu:r~od~~nfn~~e~~8!et~a~~ep up Sterling • 

.Hli ,Jr: As I aa1d I hop t 1 
will continue f.or at lea~t are! d~a :~~er!:a~~·I 
nave something, ir aoythlng oevelopa I wlll ask you 
to come down a nd 1r you nave a ny tn1n8- I would like 
you to come and tell me aoout it. 

Just before you go, 'layne, you want to add 
anyth1ngY 

Mr. Taylor: You do expec~ 1n toe poucn some 
or tne f i gures abou~ tne otner tn1ngi 

Mr. Bewley: I do. Tne Queen Mary 1s delayed • 
.L will brlng it down Friday or poeaibly Saturday be- \ 
oauae tne Queen Mary ia de l ayed. ' 

HM,Jr: (To Mr. Taylor) I mean as to Adminis-
trat ion attitude. 

Mr. Taylor: I could not improYe a ~ord of it. 

HM.Jr: Aroniet 

Mr. Lochhead: Ther e ie Just one t n1ng. Xou 
apeak aoout t neee regulations. From wna t I gather 
tney are a.L .L pointed towards exonange posl~ion. Wnen 
y ou apeak or tnat you take exonange positions bet ween 
Sterling and Dollar or elao between Sterling and goldt 

Mr. Bewley: I tn1nk botn. 

Kr• Loonhead: Two teonni oel t ninga. Firat , 
tnat tney were asking tne London banks not t o permit 
exonange transactions and, aeoond.Ly, not to continue 
to t1nanoe t ransactions ln Sterling against gold. 

Mr. Bewlty: Tll&t' a certainly tne way I reel. 

Mr. Taylor: .Lt ooYera tne whole fleld. 

Mr. L9onhead: or course , tnere i a Jua~ as .ucn 
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epeoulation W1 t n gold ae a gainst t ne doller. 

Mr. But~erworth: I nave noth1ng. 

oOo-oOo 
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November 30, 1938 

t Mr. Bewley, British Finanoial Attache called 
Mo aee the Secretary ot t he Treasury at 3 p. 'm., and 

saara. Lochhead, Taylor and Butterworth were present. 

Mr. Bewley began by saying that he had received 
a replf from London (see memorandum or meeting in Sec­
retary a office on November 22nd) which waa partly 
technical and partly general, and he requested that 
the technical part be kept with absolute secrecy and 
he &eked that no verbatim record be made or hie re­
marks. 

Mr. Bewley read what was obviously a telegram 
he had received from t he British Treasury, which out­
lined in general terms the technical steps which 
Bolton had informed Knoke yesterday that the British 
monetary authorities were taking, nam,ly , that the 
British clearing banka had been requested to retrain 
from facilitating speculative transactions both against 
gold and dollars with t he intenti on or promoting a 
equeeze. Mr. Bewley emphasized that this was not a 
panacea, but a pallative, a temporary remedy to remove 
some ot the speculative preeaure, but , nevertheless, 
it was hoped that it would be effective. 

In this connection, he asked that the American 
Treasury, should the need arise , facilitate this ao­
tion as regards any American banks operating in London. 
The Secretary readily offered t o do anything t hat wae 
neces sary to i nsure that the American banks would tall 
i nto line and he apeoitioally asked Mr. Bewley to let 
him know it any ot the American banks in London were 
operating in a way which ran counter to the desired 
&ima. 

Mr. Bewley took occasion to point out, on be­
halt ot the British monetary authorities, that it the 
i nternational political situation had not arisen, t he 
f undamental eoonomio trend in recent mont hs would, 
nevertheless , have made impoeaible t he maintenance 
or a 15 pound and, in this connection, he emphasized 
particularly the falling-ott ot American purohasea 
abroad by, roughly, ll,OOO,OOO,OOO. At the same time 
he expressed the hope that the teonioal measures under­
taken would gradually operate to str engthen the pound, 
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but that that, in turn, presented a problem of policy 
ae to the degree to which the pound would be permitted 
to rise i n relation t o the amount of reeouroee to be 
recouped, To this the Secretary replied by saying 
that,at first blueh, he hoped that in their desire 
t o replenish the Fund that the British authorities 
would not weigh too heavily against letting the pound 
ria e . 

Mr. Bewley brought up the quest i on of the use 
of the devAluation powere by eaying that t he Secretary 
had a&de some reference to this in t heir previous con­
versation and that i t wae a matter whioh hie Treasury, 
from time to time , pressed h1a about . He wished to 
know whether their use was being considered. The 
ieoretary repli ed, 1What I have eaid repeatedly , when 
th1e is brought up , 1e th1e: the question of further 
dev~uation I consider a device only to use in a great 
emergency, and at t his time I don' t envisage any such 
emergenoy. 1 

Mr. Bewley expreeeed entire satisfaction w1 th 
t his answer. 

It should be added t hat Mr. Bewley stressed at 
eeveral pointe in the conversation the importance of 
maint aining secrecy about t he meaeuree the British 
authorities were taking to restric t exchange operatione; 
that it was eSBential t hat the market should be kept 
in the dark , a nd uncertain, even though it would eventu­
Ally realiz:e that action had been taken. The Secretary 
aeeured him that no publi city would arise from it. 
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P.UU.PHRASE 0'! TELICl!WI REOJ:IVED 

FROM: 

DJ.T.&:: 

BO.: 

American Embassy, Paris, France 

lovember 30, 1938, 5 p . m. 

2022 

FOR THE TREASURY. 

The general strike was more of a f ailure than bad 

been anticipated. Today the exchange and seourit.y markets 

naturally reflected extreme buoyancy and strength aa a 

result of the aucoeea of the Gove'rlllllent . During the of!ioie.l 

lllll.rket the rate for sterling was broll8ht down frO!J\ 178.47 

to 178.32 because of ~he demend for francs. An excellent 

day was experienced by the fund, and our market contact 

informs us that abo~ 8 million pounds was acquired by the 

fund . Dollar rate ie now 38.17 wheTe formerly it was 

38. 34, and there were rather free offerings of tpe dollar. 

20 centimes is the forward rate for one month sterling, 

and 1 franc 12 centimes for three months sterling. 

Firm and aotive security market here; gain of about 

one franc in rentea. This afternoon Bourse news ia that 

defeat wae admitted by the gen eral Confederation of Labor 

and that the Syndicates were given freedOGI to go back to 

work again. It 1e understood frOGI the eame source that 

-a ca•- and no trouble of any importance baa the country • • ..... 

been reported. 

END dSSJ.GI. 
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